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What is a payday loan?
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How does a payday loan work?
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Internet lenders

Payday lenders also operate on the Internet. Because Internet lenders
are not able to actually see your identification and income documents,
they will often ask for more personal information than is normally
needed to process a loan, such as your social insurance number, your
driver’s licence number, your mother's maiden name and what the loan
will be used for. By applying for payday loans on the Internet, you run
the risk of having your personal information stolen from low-security
Web sites. It can also be more difficult to detect and avoid fraudulent
payday loan sites that exist only to gather and sell your personal
information. Where possible, avoid using Internet payday lenders. 
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How and when do I pay back the loan?
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How does a payday loan affect my credit report?
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How much will a payday loan cost?
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How does the cost of a payday loan compare with other 
credit products?
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Comparing the cost of a $300 loan, taken for 14 days1

Cash Overdraft Borrowing 
advance on a protection on a from a line

Payday loan credit card bank account of credit
Interest – $2.13 $2.42 $1.15

+ + + +
Applicable fees $50.00 $2.00 –2 –

= = = =
Total cost of loan $50.00 $4.13 $2.42 $1.15
Cost of the loan
expressed as a
percentage of the 435% 36% 21% 10% 
amount borrowed3 per year per year per year per year

1 The costs and fees shown in these examples are for illustration purposes only.
2 The monthly service fee you pay for your banking service package often covers any processing fees for

overdraft protection. To be sure, check your account agreement or talk to your financial institution. 
3 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 this cost over a one-year period. Although the cost is
expressed as a percentage of the amount borrowed, it does not represent the annual interest rate. 
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Comparing the cost of a payday loan with other types of
short-term loans

Based on a $300 loan taken for 14 days
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Things to consider before you apply for a payday loan
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Things to consider if you take out a payday loan
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How to calculate 

the cost of different

	���������������������	�
0 ������������	

0 �����������	����	������
�����

0 ��������������
�	�
�	�����	�������	�

0 ���
	��������
�



F i n a n c i a l  C o n s u m e r  A g e n c y  o f  C a n a d a1 8

How can I figure out the cost of each type of loan?
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Step 1: Determine how much interest you will pay. First, find out the
annual interest rate that applies to the loan (if there is one).
Figure out the daily interest rate by dividing the annual interest
rate of the loan by 365 days. Then, multiply that rate by the
length of time you are taking the loan. Finally, multiply the 
result by the amount you will borrow, in dollars: 

Amount of interest

= Annual interest rate
x Length of the loan x Amount of the loan

365 days (number of days) 

Step 2: Determine the total cost of the loan by adding any fees that may
apply to the interest you will have to pay. Find out what fees
apply to the loan and add them to the cost of the interest, 
found in Step 1:

Total cost of the loan = Amount of interest + Total fees

Step 3: Estimate the annual cost of the loan, expressed as a percentage
of the amount borrowed. First, divide the total cost of the loan,
found in Step 2, by the amount of the loan. Then, divide this 
rate by the length of time you are taking the loan (in days) 
and multiply it by 365 (the number of days in the year): 

Annual cost of the loan (%) 

= Cost of the loan
÷ Length of the loan x 365 days

Amount of the loan (number of days) 
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Example: Cost of a payday loan

Let’s find out the cost of a $300 payday loan, taken for 14 days. 

We’ll assume that the lender charges you a one-time set-up fee of $10
and a service fee of $40, which includes interest on the loan.

Step 1: Determine how much interest you will pay. In this case, there is
no interest fee. The interest is therefore $0.

Step 2: Figure out the cost of the loan by adding together any fees that
apply and the interest you will have to pay. In this case, you
would add the $10 set-up fee and the $40 service fee together:

$10 + $40 = $50

Step 3: Estimate the total annual cost of the loan, expressed as a
percentage of the amount borrowed: 

Annual cost of the loan (%) 

= Cost of the loan
÷ Length of the loan x 365 days

Amount of the loan (number of days) 

= $50
÷ 14 days   x 365 days

$300 

=  4.35 or approximately 435%

The total cost of the payday loan would be $50 with an annual cost of
435 percent of the amount borrowed.
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Example: Cost of a cash advance on a credit card

Let’s find out the cost of a $300, 14-day loan, obtained by a cash
advance on your credit card.

We’ll assume your credit card has an annual interest rate of 18.5 percent
and a $2 processing fee for each cash advance. There is no annual fee.

Step 1: Determine how much interest you will pay, for 14 days: 

Interest you will have to pay 

= Annual interest rate
x Length of the loan x Amount of the loan

365 days (number of days) 

= 18.5%
x 14 days   x $300

365 days

= $2.13

Step 2: Add any fees that apply to the interest you will pay:

$2.13 + $2.00 = $4.13

Step 3: Estimate the total annual cost of the loan, expressed as a
percentage of the amount borrowed: 

Annual cost of the loan (%) 

= Cost of the loan
÷ Length of the loan x 365 days

Amount of the loan (number of days) 

= $4.13
÷ 14 days   x 365 days

$300

= 0.36 or approximately 36%

The total cost of a $300 cash advance on a credit card would be
$4.13 with an annual cost of 36 percent of the amount borrowed.
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Example: Cost of using overdraft protection on a bank account

Let’s find out the cost you will pay for a $300, 14-day loan obtained by
withdrawing more money than you have in your bank account (if you
have overdraft protection).

We’ll assume that your financial institution charges you 21 percent
interest annually on every amount overdrawn, and that the processing
fee for the use of your overdraft is covered by your banking service
package (check your account agreement to see if charges apply in your
case). To calculate the cost, follow these steps.

Step 1: Determine how much interest you will pay, for 14 days: 

Interest you will have to pay 

= Annual interest rate
x Length of the loan x Amount of the loan

365 days (number of days) 

= 21%
x 14 days   x $300

365 days

= $2.42

Step 2: Add any fees that apply. In this case, there are no additional
fees:

$2.42 + $0 = $2.42

Step 3: Estimate the total annual cost of the loan, expressed as
percentage of the amount borrowed:

Annual cost of the loan (%) 

= Cost of the loan
÷ Length of the loan x 365 days

Amount of the loan (number of days) 

= $2.42
÷ 14 days   x 365 days

$300

= 0.21 or approximately 21%

The total cost of a $300 overdraft from a bank account would be $2.42 
with an annual cost of 21 percent of the amount borrowed.
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Example: Cost of a loan from a line of credit

Let’s find out the cost of the same $300, 14-day loan, obtained by
borrowing on a line of credit.

We’ll assume that your financial institution charges you an annual
interest rate of 10 percent on the amount borrowed, and that there 
are no service fees. Follow these steps.

Step 1: Determine how much interest you will pay, for 14 days: 

Interest you will have to pay 

= Annual interest rate
x Length of the loan x Amount of the loan

365 days (number of days) 

= 10%
x 14 days   x $300

365 days

= $1.15

Step 2: Add any fees that apply to the interest you will have to pay:

$1.15 + $0 = $1.15

Step 3: Estimate the total annual cost of the loan, expressed as
percentage of the amount borrowed:

Annual cost of the loan (%) 

= Cost of the loan
÷ Length of the loan x 365 days

Amount of the loan (number of days) 

= $1.15
÷ 14 days   x 365 days

$300

= 0.1 or approximately 10%

The total cost of a $300 loan on a line of credit would be $1.15 with
an annual cost of 10 percent of the amount borrowed.
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How to contact FCAC

Telephone (toll-free): 1.866.461.3222
(Monday to Friday, 8:30 a.m. to 6:00 p.m., Eastern Time)

Fax: 1.866.814.2224

E-mail:
info@fcac.gc.ca

Web site:
www.fcac.gc.ca

The Financial Consumer Agency of Canada (FCAC)
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