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SUMMARY: Taking out a payday loan is often a last resort, one that most borrowers regret almost from the 
start. They wreak havoc with your budget and usually put you, the borrower, into an endless and very expensive 
cycle of renewing and rolling over in order to stay afloat. When reviewing options for dealing with payday loans, 
the location (state jurisdiction) of the lender and type of loan (online vs in person), can greatly impact your 
options in addressing your situation. Payday lenders are governed by Federal and State laws, and industry rules. 
In fact, many states actually prohibit payday lending. 

 

START BY STOPPING THE CYCLE and regaining control of your money. First, do not take out any more payday 
loans or “re-borrow” funds. Second, stop lenders from directly debiting your bank account (this may involve 
closing your account). Closing your bank account may seem like an extreme measure, but often it is the only way 
to guarantee the lender will stop withdrawing funds from your account. Only then, when the lender can no 
longer access your funds, can you begin to negotiate and make workout arrangements with the lender. 

 

SOURCES AND LINKS: 

 Obtain a legal consultation about the legality of your payday loans, especially if they are online loans. 
You can find your state’s payday loan laws here: http://www.paydayloaninfo.org/state-information 

 Notify the lender in writing that you are revoking their right to access your bank account. A sample ACH 
revocation letter can be found at http://paydayloanopinion.com/2013/06/08/sample-letters/ 

 Provide a copy of the letter to your bank and file a stop payment order with them. Depending on your 
bank practices, this stop payment will expire. Information about Stop Payment Orders are located at: 
http://www.helpwithmybank.gov/get-answers/bank-accounts/stop-payment-orders/bank-accounts-
stop-payment-quesindx.html 

 If you feel you are being mistreated by your payday lender, file a complaint with The Consumer Financial 
Protection Bureau http://www.consumerfinance.gov/complaint/ or the Federal Trade Commission 
https://www.ftccomplaintassistant.gov/GettingStarted?NextQID=98&Url=%23%26panel1-8#crnt   

 

TIPS, TRICKS AND CAUTIONS: 

 IMPORTANT: While you have the right to stop a payday lender from electronically debiting your bank 
account, in some states that allow payday loans, closing an account improperly may expose create a 
bigger legal/criminal problem. It’s important if you live in one of the affected states, that you check with 
the state financial regulatory authority (referenced above) before closing your account. 

 Many states that allow payday lending also require the lender to make installment payment 
arrangements if requested by the borrower. Try requesting a payment arrangement first. 

 If you took out an ONLINE payday loan, that lender not only has the disadvantage of distance but also 
they are often in violation of one or more of your state’s rules and regulations regarding payday loans. 
This may impact the legality and collectability of the loan. Sometimes, the cost of coming to your state to 
try suing you would cost more than the amount you owe, so payday lenders often try to avoid this, giving 
you an advantage when it comes to repayment. 

 More information about payday loans can be found at: http://www.paydayloaninfo.org/consumer-help 

 Address the underlying cause. Work with a financial counselor to review your income and expenses. 
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KEY TERMS: 

AUTOMATED CLEARING HOUSE (ACH): ACH is an electronic funds-transfer system run by the National 
Automated Clearing House Association. This payment system deals with payroll, direct deposit, tax refunds, 
consumer bills, tax payments and many more payment services. 

ANNUAL PERCENTAGE RATE (APR): Payday lenders must give you the finance charge (a dollar amount) and the 
annual percentage rate (APR — the cost of credit on a yearly basis) in writing before you sign for the loan. The 
APR is based on several things, including the amount you borrow, the interest rate and credit costs you’re being 
charged, and the length of your loan. It’s not uncommon for the APR of a payday loan to run 400% or more, 
compared to 30% maximum for a credit card. 

CASH ADVANCE: A Cash Advance is another word for Payday Loan. This refers to borrowing an amount of money 
and promising to pay back over the next few paychecks. 

COLLATERAL: Collateral refers to an object or asset that can be given up if the loan is not paid. Though Collateral 
is rarely used in the payday loan industry because the loan only requires a future paycheck and not an object like 
a car title. 

CONSUMER FINANCIAL PROTECTION BUREAU (CFPB): The CFPB, formed in 2010, is an independent agency of 
the United States government responsible for consumer protection in the financial sector. Its jurisdiction includes 
banks, credit unions, securities firms, payday lenders, mortgage-servicing operations, foreclosure relief services, 
debt collectors, other financial companies operating in the United States. CFPB information on payday loans can 
be found here: http://www.consumerfinance.gov/askcfpb/1567/what-payday-loan.html  

DEFAULT: To default on a loan means to not make the promised payments. This will likely be reported to the 
credit bureaus because of the broken promise.  

FEDERAL TRADE COMMISSION (FTC): The FTC is an independent agency of the United States government, 
established in 1914 by the Federal Trade Commission Act. Its principal mission is the promotion of consumer 
protections. For FTC information on payday loans: http://www.consumer.ftc.gov/articles/0097-payday-loans  

PAYDAY LOAN: Also known as a payday advance, salary loan, payroll loan, small dollar loan, short term or cash 
advance loan, is a small, short-term unsecured loan, regardless of whether repayment of loans is linked to a 
borrower's payday. 

ROLLOVER/RENEWAL: Rolling over or renewing a payday loan can occur if repayment cannot be made in the 
agreed time and if approved by a payday lender, an individual can request to pay it on their next paycheck. 
Rollovers usually come with fees. 

STOP PAYMENT ORDER: This is a document filed with your bank revoking payment of a check or preauthorized 
debit authorized on your bank account. Each bank has specific guidelines and policies with stop payment orders. 

USURY: Usury is the practice of making unethical or immoral monetary loans that unfairly enrich the lender. 
Originally, usury meant interest of any kind. A loan may be considered usurious because of excessive or abusive 
interest rates or other factors. Many states have specific Usury Laws protecting consumers from unreasonably 
high interest rates or abusive loan terms. 

 

http://www.consumerfinance.gov/askcfpb/1567/what-payday-loan.html
http://www.consumer.ftc.gov/articles/0097-payday-loans

