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Citizens Advice Scotland and its member bureaux form Scotland’s largest 
independent advice network. CAB advice services are delivered using service points 
throughout Scotland, from the islands to city centres. 

The CAB Service aims: 

to ensure that individuals do not suffer through lack of knowledge of their rights 
and responsibilities, or of the services available to them, or through an inability to 
express their need effectively 

and equally 

to exercise a responsible influence on the development of social policies and 
services, both locally and nationally.

The CAB Service is independent and provides free, confidential and impartial advice 
to everybody regardless of age, disability, gender, race, religion and belief and 
sexual orientation. 
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Executive Summary

Payday loans are increasingly becoming a significant area of advice need at citizens 
advice bureaux, particularly amongst younger clients who are in employment. 
While this form of credit may meet the needs of some customers who experience 
difficulties accessing mainstream credit, bureau report that many customers have 
experienced financial difficulties as a result of poor policies and practices in the 
industry. 

In response to criticism of their practices, the majority of payday lenders will 
follow a new Customer Charter from the 26th November 2012, which outlines their 
commitments towards their customers. The Charter should address some of the 
criticisms associated with payday lending, such as the use of Continuous Payment 
Authorities (CPAs) without notice and failing to deal appropriately with consumers 
who are in financial difficulties. This report examines each of the key commitments 
in detail and shows how payday lenders are currently acting towards their 
customers under each commitment. We will be monitoring the Charter’s impact 
closely to ensure that lenders adhere to the commitments they have signed up to. 
There are a number of poor practices seen by citizens advice bureaux that we hope 
will not be repeated under the Charter, including:

Credit assessments
A number of bureau clients have been given loans that were clearly unaffordable 
or inappropriate for their circumstances. This has led to customers owing thousands 
of pounds to a string of different lenders. 

Extending the term of the loan
Bureaux have advised clients who have been able to ‘roll over’ their debts for 
several months without making any progress on repaying their debt. In these 
instances, this practice allows the customer to cope in the short-term, but stores up 
problems and a much larger debt in the long-term.

Continuous payment authority
The use of the continuous payment authority has been a major problem for clients 
who have used payday loans, causing stress and financial problems for many. It 
is essential that the continuous payment authority is only used in a transparent 
fashion and never where a client is in financial difficulties.

Help for customers in financial difficulties                                                                             
Evidence from citizens advice bureaux suggests that many lenders can be 
unsympathetic to customers who are in financial difficulties and that their practices 
can directly lead to a significant worsening of the customer’s situation. This includes 
refusing to reach a repayment agreement with the customer, failing to follow an 
agreed payment schedule by continuing to add charges and taking money from 
a customer’s account, and debt collection practices that seek to pressurise the 
customer into making payments.  
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A payday or other short-term loan is an agreement allowing consumers to borrow 
a small amount of money (usually between £50 and £1,000) and then repay it 
over a short period (typically one or two months).1 Typically, lenders offer credit 
to consumers who are excluded, self-excluded or who simply choose not to access 
mainstream credit. 

The payday loan sector has grown significantly in recent years. The Office of Fair 
Trading estimated the sector to be worth around £900 million in 2008, but recent 
media reports have suggested that there are now 240 lenders in a sector worth 
between £1.7 and £1.9 billion.2 Payday loan lenders have filled a gap in the market 
left by a relative withdrawal of UK banks from consumer credit. The result is that 
lower income borrowers, who would previously have dipped into their overdraft 
or increased credit card spending at the end of the month, have turned to payday 
loans.3

In September 2012, Santander published research which suggested that over 1 
million people in the UK are using payday loans to cover the cost of household bills 
in a typical month.4 Research published by R3 in May 2012 predicted that nearly 4 
million people would use payday loans in the next six months alone.5

Why has the use of payday loans increased? 

Based on research from a range of organisations, there appears to be three main 
drivers for the increase in the payday lending. Firstly, there are an increasing 
number of people who struggle to make it to ‘payday’. Research by R3 found that 
nearly half the British population (45%) struggle to make it to payday.6 As economic 
growth remains stagnant and public sector cuts take hold, this proportion is likely 
to increase. 

The second factor is that mainstream consumer credit has become more difficult to 
access following the 2008 financial crisis. Over the last three years, the number of 
adults holding and using an overdraft or credit card has fallen by around 1 million.7 
However, while supply of credit has diminished, it has not decreased the demand 
for it. This has created a gap in the market which has been filled by payday lenders 
and other high cost credit. R3 reported that two thirds (68%) of payday customers 
took out their loan because they were unable to get credit anywhere else.8 

The third factor is the speed at which customers are able to access credit. Payday 
loans are strongly advertised as being available in 15 minutes over the internet. 
When compared to other forms of credit and the Social Fund, this makes payday 
loans an attractive option. As mainstream credit dries up and people continue to 
struggle to make it to the end of the month, payday loans have filled a gap in the 
market. 

Introduction
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Who uses payday loans?

By definition, payday loans are used by customers who are in employment who can 
show that they have a regular income. Various studies have shown that borrowers 
tend to be young adults (under the age of 35), single, in rented accommodation, 
and without children. Customers tend to have a lower income than average, with 
almost 70% of loan users having a household income below the mean UK average.9

Based on a sample of around 500 clients seeking advice on a payday loan issue at a 
citizens advice bureaux in Scotland, we can see a profile of those who sought advice 
relating to this type of credit:

 • 56% of clients were under the age of 35 (compared to 30% of all bureau 
clients). Clients aged 18-34 were twice as likely to seek advice on a payday 
loan than those aged 35-44 (as a % of advice queries)

 • There were slightly more women seeking advice on this issue, although 
this is a trend across most advice issues brought to Scottish citizens advice 
bureaux

 • 62% of clients were single and had never been married

 • Over a third (35%) were responsible for children (as a proportion of advice 
queries, there was little difference between those with caring responsibilities 
and those without)

 • 46% of clients with this issue were social renters (30% were owner 
occupiers)

 • 76% of clients were in employment 

So, on average, clients seeking advice on payday loan issues tend to be under the 
age of 35, are more likely to have single status (but may co-habit), are most likely to 
live in rented accommodation, and are likely to be in full-time employment.  

What are payday loans used for?

A wide range of sources have found that payday loans are often used to make up 
the difference between income and essential spending. Rather than being spent on 
luxuries, most spending is on everyday essentials, such as food, fuel, bills and rent. 

Research published by Which? in November 2012 found that payday loans are being 
used to pay for rent and regular household bills much more than credit cards, which 
tend to be reserved for emergencies and other types of purchases such as holidays.        
Table 1 outlines the findings from this research:
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Table 1: What are payday loans used for? 
Item Proportion of payday customers
Essentials: food and fuel 38%
Emergencies 34%
Regular bills 32%
Repay other debts 24%
Rent 20%
Holidays 11%

Source: Which? 10

Client evidence from citizens advice bureaux supports these findings, showing 
that many clients seeking advice on payday loan debts took out the loan because 
they simply couldn’t make ends meet. Rather than borrowing money for a 
specific purchase, clients report that they are borrowing money after a change 
in circumstance meant that their income wasn’t enough to cover essential 
expenditure. However, payday loans are only a short-term solution to these 
problems, and can ultimately make the client’s problems greater in the long-term. 

         A West of Scotland CAB reports of a client who took out payday loans 
for everyday living expenses. The client’s debts have accumulated 
since he separated from his wife 4-5 months previously and he is 
struggling to make ends meet. He is in full-time employment, but 
half his wage goes towards his rent. He took out the payday loans 
to supplement his salary, but now says he is ill with worry about his 
debts. 

 A West of Scotland CAB reports of client who has become stuck 
in a cycle of payday loans which she has been using to help with 
living costs. The client has been on basic pay from work following 
suspension and has needed credit to get by. The repayments on 
the loans amount to £250 per month with £84 worth of additional 
interest. She has been using these loans for some months and is 
finding them hard to pay back due to the interest payments. 

        A West of Scotland CAB reports of a client who took out five payday 
loans after a series of events left him desperate for money. The client 
recently separated from his wife and had to leave their home to live 
with his parents. As a result of the situation, the client lost his job. In 
desperation for money, the client took out five payday loans totalling 
over £2,000. 
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        An East of Scotland CAB reports of a client who began using payday 
loans after she began to struggle with debt. The client and her 
husband both suffer from depression and her husband was on unpaid 
leave from work for six months last year. As a result, they are in 
financial difficulty although her husband does not know the extent 
of their debt. They are both in full-time work and are homeowners, 
but have around £30,000 in unsecured debt, including eight payday 
loans. The client said that she had recently ‘resorted’ to using payday 
loans and has had problems with money being taken directly from her 
account. 

What is the customer experience of payday loans?

Payday lenders argue that they provide a service to customers who would 
otherwise not be able to access essential credit. They state that the higher cost of 
credit reflects their costs and compares favourably to other forms of credit, such 
as unauthorised overdrafts, and that their research shows a high level of customer 
satisfaction. 

However, a range of consumer organisations have raised concerns about the 
policies and practices of payday lenders and the impact they have on customers. 
Research from Which? found that almost half of payday loan customers had 
taken out credit that they weren’t able to repay and seven in ten had regretted 
taking out a payday loan in the last 12 months.11 A range of organisations have 
raised concerns regarding the high rates of APR on payday loans, the charges and 
interest applied when customers are unable to make a payment, and the use of the 
continuous payment authority to take money from customer’s accounts. 

In February 2012, the OFT announced that it would investigate payday lenders amid 
concerns about:

 • Misleading adverstising

 • Lack of affordability checks

 • Irresponsible rollover of loans

 • Targeting of vulnerable customers, and

 • Unfair treatment of consumers in arrears and default
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Citizens advice bureaux have reported an increase in the number of clients seeking 
advice on a payday loan. The number of unsecured personal loan debt issues 
which have been brought to bureaux has increased by 20% in the last 12 months 
compared to an 8% decrease in the number of credit card debt issues in the same 
period. Bureaux in Scotland have assisted clients with over 9,000 new unsecured 
personal debt issues in the last six months (50 every day). 

What is being done to address these complaints?

In response to criticism of their practices, the majority of payday lenders will follow 
a new Customer Charter from the 26th November 2012, which outlines their 
commitments towards their customers. This Charter is for customers who have or 
who are considering applying for a payday or short-term loan with a lender who 
is a member of the Consumer Finance Association, the Consumer Credit Trade 
Association, the BCCA, or the Finance & Leasing Association.

The commitments cover the following areas:

 • A Good Practice Customer Charter setting out in a clear, concise and user-
friendly format what customers of payday and short-term loans should 
expect from their lender

 • Lending to new or existing customers

 • Extending the term of your loan (‘rollovers’)

 • Robust credit assessments

 • Increased transparency about loan repayments to help customers make 
better informed decisions and making sure that continuous payment 
authority is not used inappropriately for those in financial difficulty

 • Help for customers in financial difficulty

 • Data protection and marketing

 • Effective compliance monitoring

 • Rigorous complaints procedures

 • Update and twelve month review

The Charter should address some of the criticisms associated with payday lending, 
such as the use of CPAs without notice and failing to deal appropriately with 
customers who are in financial difficulties.
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This report
This report is part of a Citizens Advice service campaign that aims to improve the 
customer experience of payday loans. The report uses client evidence from citizens 
advice bureaux over the last year to look at the key commitments and analyse 
whether payday lenders are meeting them and how they can in the future. The 
evidence shows many cases of poor practice and policy which should not take place 
under the Charter. We will be monitoring the Charter’s impact closely as vulnerable 
consumers struggle to cope with increasing money problems. This report covers the 
following areas:

 • Lending to new and existing customers 

 • Extending the term of the loan

 • Credit assessments

 • Continuous payment authority

 • Help for customers in financial difficulties

 • Data protection and marketing
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Under the Charter, lenders will:

 • Act fairly, reasonably and responsibly in all their dealings with the customer

 • Comply with all relevant legal requirements and have regard to relevant 
guidance produced by the OFT, including for example their guidance on 
irresponsible lending

 • Make sure all advertising and promotional material is clear, fair, not 
misleading and complies with relevant advertising regulation

 • Tell customers the full name and contact details of the company providing 
the loan 

We welcome the commitment in the charter for lenders to lend responsibly to 
customers and to be transparent in their advertising and promotional materials. 
The initial contact and agreement with customers can be crucial in determining the 
success or otherwise of the transaction for the customer. This is particularly the case 
as many agreements are made online rather than face-to-face.  

However, a number of clients have reported feeling misled by advertising and 
promotional material, particularly on websites. This can lead customers into 
entering an agreement that they didn’t realise was being offered. For example, 
clients report that they thought that they were giving their details online in order 
to get more information or to prove their identity. In some cases, the customer 
can instead be signing up to a service and agreeing to pay a fee without their 
knowledge, such as administration charges or brokerage fees. 

        The Citizens Advice consumer helpline reports of a client who gave 
his details to a payday lender thinking that this was for identification 
purposes. He has now discovered that he had become a member and 
they have taken a fee via his debit card. The client maintains that 
he was unaware that he was signing up to anything or that he was 
required to pay a fee.

        The Citizens Advice consumer helpline reports of a client who searched 
for payday loans on the internet. The client gave his details on one 
website but received no verification that he had been successful. The 
client then discovered that £69 had been taken from his account by 
the lender without the client receiving a loan. The client has young 
children and now has very little money in his bank account. 

Lending to new and existing customers
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        The Citizens Advice consumer service reports of a client who was 
charged a brokerage fee after completing an online enquiry form for a 
payday loan. The client had carried out a web search for payday loans, 
but was not told that there would be a brokerage fee of £69.99 when 
the client gave his details on the online form. The OFT records show 
that the company’s consumer credit licence had lapsed some months 
earlier. 

         An East of Scotland CAB reports of a client who was contacted by a 
number of payday lending companies after applying for a loan. Each 
lender has charged an administration fee which amount to over £220. 
This has taken up all of the client’s fortnightly benefit payment. The 
client and his partner therefore have no money to live on until the 
next benefit payment. The bureau managed to get the majority of the 
lenders to refund the administration fees. 

Verdict

We welcome the commitment to ensure that customers are properly informed 
about the lender and the terms & conditions prior to any agreement taking place. 
Bureau evidence shows that this is not always the case, particularly where the 
customer tries to take out a loan on a website. A number of bureau clients have 
had to pay administration or brokerage fees which were opaque and unclear for 
little in return. This commitment needs to ensure that customers are not misled into 
agreements through unclear information on websites. 
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Under the Charter, lenders will:
 • Not pressurise customers to extend the amount owed for another term

 • Only consider extending (‘rolling over’) the term of the loan if the customer 
asks and after the lender has reminded the customer of the risks of 
extending a short term loan 

 • Carry out a sound and appropriate affordability assessment before the term 
of the loan is extended

 • Clearly explain any additional costs of extending the term of the loan and 
require the customer to repay any fees, charges and interest before the term 
of loan is extended

 • Tell the customer if there is a limit on the number of times a loan might be 
extended

We welcome the commitments from the industry to be responsible when 
considering extending the term of the loan. Customers often ask for a loan to be 
extended where they cannot make a full payment at the end of the repayment 
period. Where the customer can reasonably be expected to be able to repay their 
debt the following month or repayment period, this is an acceptable practice. 

However, where it is clear that the customer is in significant financial difficulties 
and is very unlikely to make the next repayment, it is more suitable for the lender 
to freeze interest and charges and put in place a repayment plan to allow the 
customer to repay the debt that they owe at an affordable rate. Bureaux have 
advised clients who have been able to ‘roll over’ their debts for several months 
without making any progress on repaying their debt. In these instances, this 
practice allows the customer to cope in the short-term, but stores up problems 
and a much larger debt in the long-term. Research for Which? found that 45% of 
payday loan customers had rolled over their loans at least once.12

        A West of Scotland CAB reports of a client who took out a payday 
loan in February which then ‘rolled over’ each month until the client 
was paying £783 a month to the lender. The client lost her purse 
one month and was unable to make a payment. She then received 
numerous harassing phone calls from the lender including threats to 
contact her employer and family. The client offered to pay back the 
money owed in instalments, but the lender is insisting that the client 
pay the outstanding amount of £722 immediately when the client is 
unable to do so. 

Extending the term of the loan
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        A West of Scotland CAB reports of a student who is experiencing 
difficulties with a payday loan. The client has taken the option to 
extend the loan that she has, which means that she now needs to 
repay almost the full amount of the loan just to extend it for another 
month. The client will still owe substantially more than she borrowed. 

        Citizens Advice Direct reports of a client who is struggling to repay a 
payday loan. The client took out £300 over three months ago and has 
been repaying £75 each month. However, this only reduces the capital 
owed by £6 per month. At this rate of repayment, the client would 
need to make 50 payments of £75 before he repaid the loan. The 
bureau contacted the lender to ask them to freeze the interest to help 
the client repay the loan. 

In some instances, customers have been offered further credit despite informing 
the lender that they are experiencing financial difficulty and cannot afford to meet 
their existing commitments. This option is only beneficial in the very short-term and 
ultimately is only likely to worsen the customer’s financial situation. The Which? 
research found that 57% of payday loan customers had been encouraged to take 
out further loans.13 There is also concern that lenders do not check whether rolling 
over a loan or offering further credit is affordable, with the OFT finding that only 
22% of lenders conduct an affordability assessment each time a loan is rolled over.14 

         A West of Scotland CAB reports of a client whose lender offered 
her a further loan when she contacted them to say that she was 
experiencing financial difficulties. The client works part-time on a 
zero hours contract and her wages are going to be less than expected 
after having to take time off work when her mother was taken into 
hospital. The client had contacted her lenders and all but one had 
agreed to accept a reduced amount. One of the pay day lenders asked 
her to come back after the payment had been taken from her account 
and they would give her a further loan. The client explained that she 
would have insufficient funds to cover the payment and that this 
would create bank charges that she was keen to avoid, but they were 
not willing to negotiate. 

        An East of Scotland CAB reports of a client who was offered additional 
credit each time she was struggling to pay off a payday loan. The 
client and her partner have seven payday loans with different 
companies and a total debt of over £14,000. The client stated that 
taking out payday loans had made their debt problems worse, as 
when they had difficulty paying off the first loan they were offered 
another. The payday lenders are now phoning the client 20-30 times a 
day.

Lending to new and existing customers
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Verdict

We welcome the commitment from the industry to be responsible when 
considering extending the term of the loan. Where the customer can reasonably 
be expected to be able to repay their debt in the following month or repayment 
period, this is an acceptable practice. However, in practice, many customers are 
having their loan extended when they should be treated as a customer in financial 
difficulty. Where it is clear that a customer cannot repay their debt, now or in the 
extended loan period, affordable repayment plans should be set up to help the 
customer repay their debt. 
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Under the Charter, lenders will:

 • Tell customers that a payday or short-term loan should be used for short-
term financial needs and is not appropriate for long-term borrowing or if 
the customer is in financial difficulties

 • Check whether the loan is suitable for the customer, taking account of their 
circumstances 

 • Make sure that all loan applications go through a sound, proper and 
appropriate affordability assessment and credit vetting which includes the 
customer’s ability to repay the loan in a sustainable manner.

We welcome the commitment of the industry to make appropriate assessments of 
applications before entering into a credit agreement with a customer. For many 
bureau clients, payday loans are taken out in desperation and act only as a short-
term solution that leads to long-term debt problems. In these circumstances, payday 
loans only worsen a customer’s situation. 

Case evidence suggests that many bureau clients have been given payday loans that 
they clearly could not afford, which suggests that proper affordability checks were 
not carried out. When a client seeks advice on this issue at a citizens advice bureau, 
it is very common for them to have multiple payday loans from a range of lenders. 
Regardless of whether the first loan was affordable, it is clear that the range of 
loans is not. It is essential that measures are in place to ensure that customers are 
not lent money in this situation, but are instead assisted by existing lenders to repay 
their existing debts and signposted to independent debt advisers. 

         A South of Scotland CAB reports of a client who sought advice on her 
debts after taking out 14 payday loans. The client has debts totalling 
around £35,000 and is borrowing from friends and family to meet 
interest payments. The client’s husband is unaware of her debts. 

         An East of Scotland CAB reports of a client who took out 13 payday 
loans as a result of a gambling addiction. The client advised that he 
managed to take out a number of payday loans without giving any 
proof of income and that he receives up to 100 emails and texts per 
day with pre-approved payday loan applications. The client would 
like to be made bankrupt so that he is unable to access credit for his 
gambling addiction in the future.

Credit Assessments
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        An East of Scotland CAB reports of a client who has 21 different debts 
worth more than £25,000 in total. The client is a homeowner and 
employed full-time. The client has taken out a series of payday loans 
to try to keep up with his other debts. He has payday loans with 10 
different companies worth over £8,000. 

        A West of Scotland CAB reports of a client who had five payday loans 
with five different companies all due for full repayment in a five day 
period at the end of the month. These loans amounted to over £2,300 
in total. The client has little money to offer and has no overdraft on 
his account. 

The Office of Fair Trading’s (OFT) interim report in their Payday Lending Compliance 
Review found that 72% of lenders who responded to their questionnaire conducted 
affordability assessments for all new customers and 65% did so for each new 
loan. The OFT’s report questioned the adequacy of the checks made by lenders on 
whether loans will be affordable for borrowers.15 

Bureau clients have reported being persuaded to borrow a higher sum of 
money than they had intended to borrow. This can turn an affordable loan into 
unaffordable debt.

        A North of Scotland CAB reports of a client who had sought a £50 
payday loan and was persuaded by the lender that she could afford 
£250 to be repaid at £40 per month. She did not set up a Direct Debit, 
but when she defaulted after two payments the lender used her bank 
details to take money out of her account without her permission. 
When the client contacted her bank they agreed to recover the 
money from the lender and get it repaid into her bank account, but 
it would take 5 days and the client would not be able to withdraw 
cash meantime. The CAB adviser contacted the lender who confirmed 
an amount of £180 outstanding including a default interest charge of 
£87.  However they stated that if she wanted a statement of account 
she must apply in writing and pay a £10 fee.

Citizens advice bureaux have advised clients who were given payday loans 
regardless of the fact that their personal circumstances or income indicated 
they were unlikely to be able to afford the loan. While the customers bear some 
personal responsibility for these agreements, it is important that appropriate checks 
are carried out by lenders to ensure that potentially vulnerable people aren’t put 
into debt through their lending. 
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        Citizens Advice Direct reports of a client whose son received a payday 
loan despite being unemployed for two years. The client repaid the 
loan and asked the company why they had given his son the loan in 
the first place. The lender stated that they would never give loans to 
anyone who does not have a steady income. 

         A West of Scotland CAB reports of a client with Asperger’s Syndrome 
and learning difficulties who recently borrowed a substantial amount 
of money through a number of online payday loans. The client gave 
his bank details and the lenders have been able to take out money as 
they wished. The client’s father is looking into being responsible for 
his son’s financial affairs and has successfully negotiated with all of 
the lenders except one.  

Verdict
We welcome the commitment of the industry to make appropriate assessments of 
applications before entering into a credit agreement with a customer. For many 
bureau clients, payday loans are taken out in desperation and act only as a short-
term solution that leads to long-term debt problems. In these circumstances, payday 
loans only worsen a customer’s situation. 
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Continuous payment authority

 

Under the Charter, lenders will:

 • Explain clearly how continuous payment authority works and how payments 
will be deducted from the customer’s bank account

 • Make clear to the customer their rights to cancel a continuous payment 
authority before they take out a loan 

 • Always notify the customer by email, text or phone at least 3 days before 
attempting to recover payment using continuous payment authority on the 
due date

 • Send the customer further regular reminders when a continuous payment 
authority is being used and where they have not made repayment on the 
due date

 • Repay any amounts the lender has taken via the continuous payment 
authority where this has caused the customer to get into financial difficulty, 
and they have told the lender about this

A continuous payment authority is a type of regular automatic payment 
arrangement set up using a debit or credit card. Similar to a direct debit, consumers 
give a supplier or retailer permission to take payments on their card. CPAs are 
favoured by many businesses, including payday loan providers, gyms, insurers, 
magazine companies and internet service providers. 

The use of the continuous payment authority can have a serious detrimental effect 
on the finances of clients who are likely to be already struggling to make ends 
meet. Its use can deny clients the ability to plan their finances and can place them 
in sudden and unexpected financial crisis. 

We welcome the commitment to always notify the customer at least 3 days 
before attempting to recover payment using continuous payment authority. The 
experience of bureau clients is that lenders are not giving advance notice of using 
this method, and in some cases have not informed customers that they even have 
this ability, which has caused stress and financial difficulty for clients. 

        A South of Scotland CAB reports of a client who is in debt to two 
payday loan companies. These creditors have been withdrawing 
payments from his account without his consent. One creditor took 
four payments amounting to £200 on the same day, and the other 
took five payments amounting to £193 one day and another seven 
payments amounting to £262 ten days later. His bank has extended his 
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overdraft to cover these payments. According to the client they have 
frozen his account but it is still active so they cannot prevent these 
creditors taking more unauthorized payments. 

         A West of Scotland CAB reports of a client who took out a payday 
loan of £200. He was due to pay £250 from his wages the following 
month but due to illness and a stay in hospital, he did not have 
enough funds to pay. The company took £325 from the following 
month’s wages which has left the client with little money to live on. 
He phoned the company but was told that the loan was paid off and 
nothing else could be done. 

        An East of Scotland CAB reports of a client whose lender used the 
continuous payment authority to take £236 from his account. The 
client couldn’t make the repayment last month as he had to take a 
week off work and his income fell as a result. The client now has no 
funds in his account and is desperate to get some of the money back 
as he has just booked a weekend for his son who he hasn’t seen for a 
long time. 

Clients have reported that they have developed rent arrears and face possible 
eviction as a result of the use of the continuous payment authority. It is essential 
that funds that are due to be paid towards essential bills, such as rent or 
mortgages, are not instead taken by payday lenders. 

        An East of Scotland CAB reports of a client who is having problems 
with a payday loan company. He borrowed £400 from them in 
December and missed a repayment in January. Following this the 
company started taking higher amounts directly from his bank 
account without prior warning. The client phoned the company and 
came to an arrangement whereby he would start paying £125 per 
month until the loan was paid off. However the company continues to 
take higher amounts directly from his account and with no warning. 
As a result of the unpredictability of the loan repayments, he and his 
wife are being threatened with eviction as they’ve fallen behind with 
their rent. The bureau checked the terms and conditions of the lender 
which states that they have the right to take variable amounts directly 
from the debtor’s account on variable dates.
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        Citizens Advice Direct reports of a client who is at risk of losing her 
home after a creditor took a series of payments from her account after 
she defaulted on the loan. The client took out a payday loan last year 
and has taken out further payday loans to meet the payments on 
the initial loan. Her debts have accumulated and the client has now 
defaulted on the original loan. On one day, the original loan provider 
deducted five payments from the client’s account amounting to over 
£500. The client had an agreement to repay rent arrears to the local 
authority, but is now unable to meet these payments and has an 
eviction hearing scheduled. 

Use of the continuous payment authority can cause significant difficulties when 
trying to help a client to deal with their debt. The charter states that lenders will 
offer a breathing space for customers who are in financial difficulty and are seeking 
advice on their debts. This should mean that the continuous payment authority is 
not used when the client has sought advice on repaying their debt. 

        A South of Scotland CAB reports of a client who the bureau are 
struggling to assist with their debt due to the actions of a payday 
lender. The lender has been repeatedly taking small amounts of cash 
from the client’s account – taking £10 on seven occasions. This will 
cause the client to incur additional overdraft charges. 

Verdict                                                                                                                                  
The use of the continuous payment authority has been a major problem for clients 
who have used payday loans, causing stress and financial problems for many. We 
welcome the industry’s commitments to explain the process to customers and to 
ensure that all customers receive three days’ notice before the continuous payment 
authority is used. 

However, bureau evidence clearly shows that many clients have not been told 
that this was a possibility and that the continuous payment authority has taken 
vital funds from their account without any warning. This has led to serious 
consequences for clients, such as rent arrears and possible eviction. It is essential 
that the continuous payment authority is explained to customers and is only used 
in a transparent fashion and never where a customer is in recognisable financial 
difficulties.

 

 



Payday Loans      20

Under the Charter, lenders will:
 • Deal with the customer sympathetically and positively and do what they can 

to help the customer manage what they owe. 

 • Freeze interest and charges if the customer makes repayments under a 
reasonable repayment plan or after a maximum of 60 days or non-payment

 • Not contact the customer or take any action to recover the money owed for 
30 days, if the customer is making a genuine effort to agree a repayment 
plan using either a debt-counselling organisation or a ‘self-approach’

 • Tell the customer about free and independent debt-counselling 
organisations

 • Not allow you to borrow further from the lender until all outstanding loans 
with the lender have been repaid

 • Deal with people whom the customer has asked to act on their behalf, with 
the customer’s authority, unless those people behave unreasonably

We welcome the commitment in the charter to help customers who are 
experiencing financial difficulties, particularly the requirements to freeze interest 
and charges, provide breathing space when accessing advice, and not proposing 
further borrowing in response to difficulties. This commitment would help address 
the problem of customers spiralling into increasing debt and struggling to repay 
the original agreement. 

However, case evidence from bureaux shows a number of cases in which customers 
have not been dealt with sympathetically by lenders. This type of behaviour 
includes refusing to set up repayment plans to allow the customer to repay their 
debt, harassing customers through questionable debt collection practices, and 
offering further credit when it is clear that the customer cannot afford their current 
commitments. 

Customers who are struggling to repay payday loans can report poor practice from 
lenders who often refuse to arrange or to follow payment plans. Clients report 
that lenders continue to take ad-hoc payments from their current accounts despite 
knowing that the debtor is struggling to make payments. 

        The Citizens Advice consumer helpline reports of a client whose 
lender would not agree to a payment plan. The client has a payday 
loan which he realised he would not be able to repay due to financial 
difficulties. He contacted the lender to make them aware of his 
situation and to make a payment plan. The lender refused to do so 
and added more charges to the client’s account. 

Help for customers in financial difficulties
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         A South of Scotland CAB reports of a client who is struggling to repay 
her payday loans. The adviser commented that the payday lenders 
were ignoring their attempts to reach an affordable agreement with 
the client and were continuing to add interest and charges. The client 
feels worthless trying to pay even small amounts as she will never 
dent the original debt. 

In some instances, creditors continue to add charges or take payments despite 
having agreed a repayment plan with the customer. 

        The Citizens Advice consumer helpline reports of a client who agreed 
an extension on her payday loan with her lender. It was agreed that 
the lender would not take any more money until then. However, after 
the client’s tax credits were paid, the lender took £57 from the client’s 
account without warning. 

        The Citizens Advice consumer helpline reports of a client who tried to 
arrange a payment plan when he was unable to repay a payday loan. 
The client was told to wait until the due date had passed and then 
call. The client then arranged to pay £35 every two weeks. However, 
the lender continued to take various amounts from the client’s 
account without telling the client, including one payment of £160 and 
three payments of £10. 

        The Citizens Advice consumer helpline reports of a client whose 
creditor took money from his account despite agreeing to a repayment 
plan. The client originally had a payday loan of £500. The lender took 
£865 from the client’s account without the client’s knowledge saying 
that this represented two month’s worth of charges.  

        Citizens Advice Direct reports of a client who is having problems with 
a payday lender. She took out a loan with them for £400 in July. She 
later lost her job and ran into financial difficulties. She contacted the 
lender to let them know she was having difficulties in making the 
payments. They sent her an email offering her a repayment plan. She 
replied to this email and provided all the information they wanted 
and waited for them to get in touch. Today she has discovered that 
they have taken £696 from her bank account without her consent or 
knowledge. They say this is repayment of the loan plus interest and 
charges. The client is a student and the cash is the bulk of her student 
bursary. Without it she fears she will not be able to pay her rent and 
may lose her house. The client has contacted the lender and they say 
they never received her reply to their email about the repayment plan. 
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Citizens advice bureaux report a range of poor and unfair debt collection practices, 
many of which are in breach of the OFT’s debt collection guidance. While these 
cases may be at the more severe end of poor practice, it is a concern that they are 
happening at all and that more debtors may be experiencing these problems and 
not seeking advice. 

         A West of Scotland CAB reports of a client whose payday lender 
contacted her through Facebook regarding her debt. The client’s credit 
agreement does not show the APR of the loan which the creditor 
told the bureau was 653%. The client is a student who works part-
time and is struggling to make repayments on the loan. The client 
considers the creditor’s actions in contacting her through Facebook as 
harassment. 

        A West of Scotland CAB reports of a client who was harassed by a 
payday lender after defaulting on repaying her loan. The client was 
told on the phone that she would be charged with theft if she didn’t 
make her repayments. The client was very anxious and nervous after 
the phone call.

Clients can report that they can be threatened with debt collection practices that 
are illegal in Scotland, such as the use of bailiffs. 

        

         Citizens Advice Direct reports of a client whose grandson is 
experiencing problems with a payday loan company. He has an alcohol 
problem for which he is seeking help. The grandson took out a payday 
loan through a website and the debt has quickly risen from £200 to 
over £700. The company has been sending text messages threatening 
to send bailiffs to his home. 

        The Citizens Advice consumer helpline reports of a client who is 
struggling to repay a payday loan. The client took out a loan of £200, 
but could not meet the repayment as he had to take two week’s off 
work due to illness. The client tried to contact the lender to let them 
know, whereupon they sent back an email stating the amount of 
money owed had inflated to £300. The client managed to get a loan 
from a relative and repaid the amount owed a day after it was due. 
However, the client has now received a letter from a debt collector 
demanding £780 and threatening bailiffs and court action if he doesn’t 
pay the amount. 
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The Office of Fair Trading’s interim report of their Payday Lending Compliance 
Review found that some of the debt collection practices in the sector fell well 
below the standards expected, and several formal investigations are ongoing.16 

Verdict
We welcome the commitments made by lenders to help customers in financial 
difficulties. It is fundamentally important that customers who are struggling to 
repay their loan are allowed the space to repay the money that they owe. 

However, evidence from citizens advice bureaux suggests that many lenders can be 
unsympathetic to customers who are in financial difficulties and that their practices 
can directly lead to a significant worsening in the customer’s situation. This includes 
refusing to reach a repayment agreement with the customer, failing to follow an 
agreed payment schedule by continuing to add charges and taking money from 
a customer’s account, and debt collection practices that seek to pressurise the 
customer into making payments.  
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Under the Charter, lenders will:

Follow all relevant privacy and data protection law

 • Not reveal information they hold about the customer (unless they have the 
customer’s permission to do so, they have to by law, they have a public duty 
to do so, or there is good reason for the lender to do so)

 • Not specifically target their marketing on groups of people known to be 
financially vulnerable or credit-impaired

Citizens advice bureaux have advised clients whose personal information has 
been shared to a number of companies after they inputted their details online. In 
some instances, this results in the client being contacted by an array of companies 
offering their services. In others, the companies can take fees from the client’s 
account without their permission. 

         The Citizens Advice consumer helpline reports of a client who gave 
his details online for information on a payday loan. The client is 
now getting multiple calls and emails from companies offering him 
loans. He has recently received letters from the original loan provider 
claiming that he owes them £900. The client did not apply for or 
receive a loan from the lender.  The client has given the trader 10 days 
to stop harassing him or he will report them to Trading Standards. 

        The Citizens Advice consumer helpline reports of a client who was 
trying to apply for a payday loan over the internet. The client didn’t 
hear from the lender, but seven other traders appeared on the 
screen and £229 has been taken from the client’s account by these 
lenders. The client called the lenders and was told that these were 
administration fees. 

        An East of Scotland CAB reports of a client who was contacted by 
a number of payday lending companies after applying for a loan. 
Each lender has charged an administration fee which amount to over 
£220. This has taken up all of the client’s fortnightly benefit payment. 
The client and his partner therefore have no money to live on until 
the next benefit payment. The bureau adviser managed to get the 
majority of the lenders to refund the administration fees. 

Data protection and marketing
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Clients have reported that lenders can breach customer confidentiality by 
contacting the client’s employer or colleagues when the client misses a payment. 
This breaches the confidentiality of the agreement and could potentially put the 
client’s employment at risk. 

         A West of Scotland CAB reports of a client who is distressed at the 
actions of payday lenders. The client fell behind on repayments to 
three payday lenders after receiving less pay due to being off sick. 
Two of the lenders took more money from her account than she owed 
them leaving her unable to pay her mortgage. The other lender tried 
to contact her at work and then spoke to a work colleague and then 
her boss informing them that the client was to contact them as a 
matter of urgency. The client was very upset by this.

        A South of Scotland CAB reports of a client whose lender threatened 
to contact her employer regarding her payday loan. The client had 
received two text messages from the lender, one threatening her with 
court action. She had phoned them and was told that they would 
be contacting her employer, a large supermarket. The client is now 
very worried as she handles large amounts of cash at work and is 
concerned that she will lose her job. The creditor also told her the 
Sheriff Officers would be on her doorstep in two days’ time. 

Verdict
It is clear from client evidence that personal information is being passed between 
lenders in some instances and that customer confidentiality can be breached by 
lenders who speak to employers or colleagues about a loan. We expect these 
practices to cease under the Customer Charter.
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Payday loans are increasingly becoming a significant area of advice need at citizens 
advice bureaux. While this form of credit may meet the needs of some customers 
who experience difficulties accessing mainstream credit, bureaux report that many 
customers have experienced financial difficulties as a result of poor policies and 
practices in the industry. Key issues of concern identified in this report include:

 • Credit assessments - a number of bureau clients have been given loans that 
were clearly unaffordable or inappropriate for their circumstances. This has 
led to customers owing thousands of pounds to a string of different lenders. 

 • Extending the term of the loan - bureaux have advised clients who have 
been able to ‘roll over’ their debts for several months without making any 
progress on repaying their debt. In these instances, this practice allows the 
customer to cope in the short-term, but stores up problems and a much 
larger debt in the long-term.

 • Continuous payment authority - the use of the continuous payment 
authority has been a major problem for clients who have used payday 
loans, causing stress and financial problems for many. It is essential that the 
continuous payment authority is only used in a transparent fashion and 
never where a client is in financial difficulties.

 • Help for customers in financial difficulties - evidence from citizens advice 
bureaux suggests that many lenders can be unsympathetic to customers 
who are in financial difficulties and that their practices can directly lead to 
a significant worsening in the customer’s situation. This includes refusing to 
reach a repayment agreement with the customer, failing to follow an agreed 
payment schedule by continuing to add charges and taking money from a 
customer’s account, and debt collection practices that seek to pressurise the 
customer into making payments.  

The new Customer Charter should address some of the issues identified, such as 
the use of CPAs without notice and failing to deal appropriately with consumers 
who are in financial difficulties. However, we have identified repeated policies 
and practices used in the last 12 months which contravene the commitments made 
in the Charter. From November 26th, we do not expect to see these policies and 
practices repeated. 

We will be monitoring the Charter’s impact closely through a local and national 
campaign over the next six months. The campaign involves actions by bureaux, the 
public and Citizens Advice Scotland to monitor payday lenders’ compliance with 
the Good Practice charter. We will pass on any evidence of poor practice to the 
trade bodies and the Office of Fair Trading to ensure that consumers receive the 
protection that the Customer Charter is designed to provide. 

Conclusion
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