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[bookmark: _Toc60745130]Introduction
[bookmark: _Toc60745131]About this consultation
The Government of Ontario is considering establishing new protections for users of alternative financial services (AFS). AFS are high-cost financial services provided outside of traditional financial institutions like banks and credit unions. Common AFS offerings include payday loans, instalment loans, lines of credit, and auto title loans.
Ontario currently regulates payday loans. This consultation paper focuses on draft proposals and options intended to strengthen protection for borrowers and improve the regulation of high-cost credit agreements, other than payday loans.
This paper is in addition to Ontario’s comprehensive review of the Consumer Protection Act, 2002 (CPA), the law governing many personal and household transactions by consumers. The CPA’s rules support a fair and competitive marketplace where consumers make their own choices without being subject to unfair business practices. 
[bookmark: _Toc60745132]Why this is important now
The Government of Ontario has a clear vision for Ontario’s consumers: to rebuild consumer confidence by offering consumers stronger protections at home, online and in our communities. Consumers need access to the right information to manage their finances and protect themselves against hidden costs and scams, particularly those exploiting individuals experiencing socio-economic hardships. It is important that consumers are well informed and have robust protections when they enter into credit agreements.
In recent years, some Ontarians, particularly individuals experiencing social, health and economic vulnerabilities, have turned to high-cost alternative financial services as a result of the inability of some to access sufficient low-cost credit from traditional banks and credit unions. Payday loans are the best-known examples, but evidence suggests that high-cost credit agreements that are not payday loans are growing in popularity and use among borrowers.    
These high-cost loans are typically for larger amounts and a longer duration than payday loans and have the possibility of causing harms to vulnerable borrowers. These potential harms could include consumers taking out high-cost loans and ending up caught in a cycle of debt because they have to take out more loans in order to make payments on the first loan as a result of its high interest and fees. Clearer information and protections for consumers of these products and services may assist in reducing harm to vulnerable borrowers. 
Since 2016, four of Canada’s most populous provinces (British Columbia, Alberta, Manitoba and Quebec) have passed or implemented new legislation to regulate high-cost consumer credit more strictly than general consumer credit. The Government of Ontario is considering establishing new rules for high-cost credit agreements to strengthen protection for borrowers. The ministry wants to ensure that the laws governing the marketplace are clear, up-to-date and flexible enough to provide consistent protection for users of emerging credit products.
[bookmark: _Toc60745133]Your comments matter
The government wants to hear from Ontarians about how to improve the regulation of alternative financial services and to better protect consumers. Your comments will help us as we work to update Ontario’s consumer protection legislation. 
We welcome your responses to the consultation questions and any added comments or suggestions you wish to offer. Please give examples or evidence to support your suggestions where possible. 
You may download this paper and submit your completed responses by March 30, 2021. You can also submit comments by email to consumerpolicy@ontario.ca.

If you do not wish to use email, please submit your comments by mail to:

Alternative Financial Services Consultation 
Manager, Consumer Policy Unit
Ministry of Government and Consumer Services
56 Wellesley Street West – 6th Floor
Toronto, ON, M7A 1C1

Please provide your name and contact information such as an email or mailing address.
Name/Organization

Contact Information

Please also check a box to indicate whether you comment primarily as a:
☐ Consumer/Borrower
☐ Consumer Association
☐ Business
☐ Business Association
☐ Academic
☐ Other – You may enter your answer here
Thank you for taking the time to review these proposals. If you have any questions about this consultation, please email consumerpolicy@ontario.ca.
[bookmark: _Toc60745134]Privacy statement
Please note that unless agreed otherwise by the Ministry of Government and Consumer Services (the ministry), all submissions received from organizations in response to this consultation will be considered public information and may be used, disclosed and published by the ministry to help the ministry in evaluating and revising its proposal. This may involve releasing any response received to other interested parties. The ministry will consider an individual showing an affiliation with an organization to have given their response on behalf of that organization. 
Responses from individuals who do not show an affiliation with an organization will not be considered public information. The ministry may use and disclose responses from individuals to help evaluate and revise the proposal. The ministry may also publish responses received from individuals. Should the ministry use, disclose, or publish individual responses, the ministry will not disclose any personal information such as an individual's name and contact details without the individual’s prior consent, unless required by law. The ministry may use your provided contact information to follow up with you to clarify your responses.
If you have any questions about the collection of this information, please contact the ministry by email - consumerpolicy@ontario.ca.
[bookmark: _Toc60745135]Existing legislative context and framework
The CPA and its regulation currently set out requirements for consumer credit agreements that focus on disclosures and provide some fundamental rights for borrowers. These requirements and rights include:
· Disclosures about the cost of borrowing;
· Prohibitions against providing a consumer with false information;
· The right of a borrower to repay a loan early without incurring a prepayment charge or penalty; and
· The right of a borrower to terminate optional services of a continuing nature, e.g., credit insurance.
The CPA also sets out rules governing leasing agreements, including rent-to-own agreements, and cheque-cashing services. Ontario’s comprehensive review of the CPA aims to simplify the law and improve its clarity while also improving its effectiveness, both for consumers and businesses, which could also potentially provide additional protections for consumers entering into these types of agreements.
Requirements under the CPA do not apply to credit extended by banks and credit unions, which operate under separate federal and provincial legislation. They also do not apply to payday loans issued by licensed payday lenders. The CPA is not a licensing statute; businesses that require licensing, such as payday lenders and collection agencies, are regulated under separate statutes that include licensing regimes.
[bookmark: _Toc60745136][bookmark: _Hlk58595947]How payday loans are regulated
In Ontario, the Payday Loans Act, 2008 (PLA) and its regulations are the main laws governing payday loans. The PLA requires all payday lenders and payday loan brokers to be licensed. A lender can only operate offices and branches at the addresses listed on the licence.
Every payday loan agreement must include all the information required by the PLA and its regulations. For example, a payday loan agreement must include:
· Information about a borrower’s rights;
· A table on the first page of the agreement that provides cost of borrowing information; and
· The cost of borrowing expressed as an annual percentage rate of interest (APR).
The information must be clear, understandable and easy to see.
The PLA and its regulations impose restrictions on payday lenders and payday loan agreements. These restrictions include prohibiting lenders from charging more than $15 per $100 borrowed or entering into a payday loan agreement if the advance (principal) is more than 50 per cent of the borrower’s net income per loan.
[bookmark: _Toc60745137]Recent amendments to the Payday Loans Act
In 2020, Ontario implemented amendments to the PLA that provide relief for payday loan borrowers in default who are having difficulty repaying their loans on time. These amendments came into force on August 20, 2020.
The amendments limited the interest rate that may be charged on payday loans that are in default to 2.5 per cent per month, not to be compounded, on the outstanding principal, and limited the charge that may be imposed by a lender if a payment is dishonoured (“bounces”) to $25.
[bookmark: _Toc60745138]Current issues with high-cost credit
Loans with a high rate of interest can pose greater risks to borrowers than lower-cost loans or credit arrangements.  
A recent trend in Ontario’s AFS market is the growth of high-cost credit agreements for longer terms and larger amounts than a typical payday loan (i.e., those with a term of 62 days or less and an amount borrowed of $1,500 or less). 
Payday loans, by their nature, are high-cost credit agreements of short duration; however, there are many other high-cost credit agreements that may be responding to similar market demands as payday loans. Due to their high cumulative cost to the borrower, these agreements may put users at risk of significant financial harm.
High-cost credit is offered and marketed using various terms including as an instalment loan, personal loan, line of credit or debt consolidation loan. What distinguishes these high-cost loans are their interest rates, which are much higher than those generally charged by banks and credit unions.
Some borrowers and communities may be increasingly underserved by banks and credit unions for their credit needs. Obtaining lower-cost credit from a bank or credit union is sometimes not an available option for borrowers because of these institutions’ credit qualification policies. This may have provided a market opportunity for many AFS businesses, including licensed payday lenders, to expand their high-cost credit offerings. Credit offered by AFS businesses may be the only accessible option available to borrowers, particularly if they do not have a strong credit rating, banking history or stable income.
In addition, for some borrowers, a high-cost credit agreement may be a more manageable alternative to a payday loan of a similar amount. Instead of needing to make a single large lump-sum repayment through a payday loan, high-cost credit agreement repayments are spread out over a longer period of time than a payday loan. It has also been observed across North America that, as payday loan practices have become more regulated, many AFS businesses have shifted their product offerings towards larger, longer-term loans. This shift appears to be well underway in Ontario. 
Many high-cost credit providers in Ontario, including licensed payday lenders that also offer other types of high-cost credit, advertise instalment loans with annual percentage rates of interest (APRs) which may range from 20 per cent to in excess of 45 per cent. Some loans offered may approach the maximum rate of interest legally permitted in Canada under the Criminal Code, which is an effective annual rate of interest (EAR) of 60 per cent.[footnoteRef:1] Certain payday loans (those with a term of 62 days or less and an amount borrowed of $1,500 or less and which are subject to provincial or territorial oversight) are the only credit agreements allowed to have a cost of borrowing that exceeds the criminal interest rate. [1:  There are different ways that interest can be calculated. These may not be directly comparable. The annual percentage rate (APR) is an interest rate that reflects the cost of borrowing money over a year, including the interest and potential additional fees. However, it does not account for compounding of interest. The effective annual rate (EAR) takes into account the effects of compounding interest (interest on interest), along with the interest rate but may not include the same additional fees as APR. Due to the different factors that APR and EAR use to calculate their rates, the EAR will likely be higher than the APR as a result of the inclusion of compounding interest.] 

Although the APR on these high-cost alternative loans is less than that charged on payday loans, the loans are typically for larger amounts and for longer periods of time. Advertised loan terms may vary from as brief as six months to as long as ten years. In many cases, the total amount of interest charged on these loans may exceed the amount of the principal borrowed. These loans are often marketed with optional insurance coverage that further adds to their cost.
At present, Ontario law does not provide any specific protection in relation to high-cost financial services other than payday loans. The same rules that govern the low-interest financing of a $1,000 refrigerator purchase also apply to a $10,000 loan with an APR of over 45 per cent. 
For these reasons, the ministry is considering a new regulatory regime to establish better consumer protections for these high-cost financial services.
Question # 1: Do you agree that Ontario borrowers need stronger regulation of high-cost credit agreements?
☐ Agree
☐ Disagree
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


[bookmark: _Toc60745139]Defining high-cost credit
Regulating high-cost credit agreements to protect borrowers requires clearly defining and differentiating them from other credit products. 
Across North America, jurisdictions that regulate high-cost credit have taken different approaches to defining what is included. Quebec has defined high-cost credit agreements as those where the credit rate exceeds the Bank Rate of the Bank of Canada by more than 22 percentage points. Businesses require a specific licence to offer credit at these terms in Quebec. Under this framework, “high-cost” is a relative, rather than absolute, term. Similarly, in the United States, North Carolina requires a lender to be licensed in order to lend amounts of $25,000 or less for an interest rate that exceeds a specific U.S. Treasury rate by more than 6 per cent, or an interest rate of 16 per cent, whichever is greater.
Some other jurisdictions apply an absolute standard. Alberta defines a high-cost credit agreement as one with an interest rate of 32 per cent or more. Alberta requires a lender to be licensed in order to offer such agreements. New York State requires lenders offering consumer loans of $25,000 or less at an interest rate greater than 16 per cent to obtain a licence.
Currently, Ontario does not have a legislative definition of high-cost credit. The ministry is proposing to create such a definition to classify certain credit agreements that would be subject to stricter regulation than other credit agreements offered at lower rates. 
The ministry is proposing to adopt a relative approach by defining a high-cost credit agreement as an agreement with an APR that exceeds the Bank Rate of the Bank of Canada by 25 per cent or more. A business offering credit agreements that meet this threshold would be subject to the regulatory requirements established for high-cost credit agreements. On January 27, 2021, the Bank Rate was 0.5 per cent.
The new requirements for high-cost credit agreements would not apply to credit or loans provided by a bank or credit union, as these businesses are regulated separately and, in the case of banks, federally. Payday loans offered by licensed payday lenders would continue to be regulated under a different set of requirements.
Question # 2: Do you agree with the proposal to establish new requirements for high-cost credit agreements, defined as credit agreements with an APR that exceeds the Bank Rate of the Bank of Canada by 25 per cent or more? If you recommend an alternative approach to defining high-cost credit agreements, please explain.
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


[bookmark: _Toc60745140]Licensing of high-cost credit lenders
The ministry is considering a licensing regime for businesses offering high-cost credit agreements. Licensing high-cost credit providers would be consistent with current and emerging regulatory practices in other provinces. Quebec, Alberta and Manitoba require high-cost credit providers to hold a licence and British Columbia has passed legislation that, if implemented, would require high-cost credit providers to be licensed. 
Licensing helps reduce the potential for consumer fraud and scams by providing consumers with a means of verifying whether a business operates according to standards set by the province. Both borrowers and businesses would benefit from a strong regulatory regime that controls entry into the high-cost lending sector to exclude potential or proven bad actors. By specifying prerequisites or criteria as a condition of being licensed, a licensing regime could reduce the number of businesses entering the industry who are unlikely to comply with legislation and could reduce participation by individuals with a history of misconduct.
Licensing enables closer regulatory supervision of a sector and provides additional regulatory tools, other than prosecutions, that can be effective and potentially more responsive to non-compliance, such as suspending or imposing terms and conditions on a licensee.
AFS have generally been recognized as posing distinct risks to consumers, and therefore a high standard of consumer protection is warranted. Licensing would significantly strengthen the government’s ability to promote and ensure effective compliance with regulatory requirements. Without licensing, businesses operating in this market may not be known to the ministry and limited data would be available to assess market activity and potential consumer risks. It could also be more difficult for consumers to distinguish between businesses that comply with Ontario law and those that do not.
Currently, other than payday lenders, AFS providers are not required to be licensed in Ontario, which leaves a gap in borrower protection and information. The ministry is considering establishing a licensing regime for other AFS. If the ministry were to establish a licensing requirement, a business would only be permitted to offer credit agreements defined as high-cost if it held a high-cost credit business licence. 
Question # 3 (a): Do you agree that businesses that offer high-cost credit agreements should be required to be licensed?  Why or why not?
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


Question # 3 (b): Should a licensing framework for high-cost credit businesses be integrated with the licensing framework for payday lenders? Why or why not?
You may enter any comments here


[bookmark: _Toc60745141]Extending core protections for payday loans to other high-cost agreements
Borrowers of most high-cost credit agreements do not have the same protections as those borrowing payday loans. Payday loans are a specific type of high-cost credit agreement that is more stringently regulated than other types of credit. However, many types of high-cost credit agreements pose risks to borrowers that are comparable to and may exceed the risks posed by payday loans. The high cumulative costs of these products can lead borrowers into cycles of debt that are difficult to escape from and can cause long-lasting harm to their economic, health and social development. 
The COVID-19 pandemic has resulted in higher unemployment or more precarious employment, particularly among the most marginalized communities. Borrowers of high-cost loans whose employment status has changed may be placed in a situation where they have to choose between making loan repayments and paying rent or providing food for their families. This situation can put those who are already vulnerable at higher risk.
In addition to payday loan businesses being licensed, they also must follow a range of other requirements in the PLA. Key borrower protections include:
· Disclosure, advertising and signage requirements;
· Mandatory cooling-off period;
· Prohibitions on harassing, coercive or misleading collection practices; and
· Limitations on the cost of borrowing and other fees and charges.
Payday lenders are also required to abide by a comprehensive set of restrictions and protections designed to protect borrowers from unscrupulous or harmful activities, such as prohibitions against requesting or accepting an assignment of wages, making unauthorized withdrawals from a borrower’s account, or processing a payment in advance of the due date, which could lead to a borrower incurring overdraft or non-sufficient funds fees.
At present, borrowers of high-cost credit other than payday loans do not benefit from these protections.
Broadly, the ministry is considering the development of a regulatory framework for high-cost credit agreements that includes many of the requirements currently in place for payday loans. Establishing a comparable regulatory framework for other high-cost credit agreements would ensure that Ontarians entering into any high-cost credit agreement would benefit from similar levels of protection, regardless of the specific type of product. Some of the key potential requirements are described below. The ministry is proposing that any credit agreements defined as high-cost would be subject to new regulatory requirements. 
[bookmark: _Toc60745142]A. 	Disclosure
If borrowers do not fully understand the terms and conditions of a credit agreement, they are at heightened risk of entering into an agreement that is not right for them, which can lead to serious long-term consequences for their finances and well-being. Clear, simple and transparent disclosure of prices, fees, and other important loan features are essential to help borrowers understand what they are agreeing to, and the consequences they may face if they are not able to meet their obligations under an agreement. Disclosure requirements can support sound financial decision-making. 
The ministry is proposing to require lenders to disclose and review important terms and conditions of high-cost credit agreements with borrowers. The goal of strengthened disclosure and review requirements is to ensure that borrowers are provided with clear and complete information about their financial obligations and costs before entering into a high-cost credit agreement.
(i) [bookmark: _Toc60745143]Strengthened disclosure requirements for credit agreements
Credit agreements can be complicated and confusing for some borrowers. 
The CPA and its regulations set out written disclosure rules for a variety of consumer contracts. The credit agreement disclosure requirements in the CPA and its regulations currently apply to most high-cost credit agreements where the borrower is a consumer.
The PLA and its regulations set out a detailed set of disclosure requirements for payday loan agreements. For example, there are clear and specific requirements about the information that must be on the first page of the agreement. No such requirements currently exist for other AFS.
The ministry is considering whether some of the disclosure requirements in the PLA, which aim to ensure the clear and concise presentation of important information about the agreement, may be appropriate to apply to other high-cost credit agreements. 
Question # 4 (a): Would high-cost credit agreements benefit from new disclosure requirements to ensure greater clarity, transparency and simplicity? Please describe any requirements that you think are necessary to ensure that all costs and key loan terms are clearly presented to the borrower at the beginning of a high-cost credit agreement.
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


(ii) [bookmark: _Toc60745144]Disclosure requirements for optional products and services
Lenders of high-cost credit may offer borrowers optional services, such as various insurance products, identity theft protection plans and credit monitoring.  Without clear disclosures, borrowers may not understand the optional nature of these products or may be given the impression that a loan would only be available if these optional services are purchased.
These optional products and services are advertised by lenders as protecting borrowers from the risk of unexpected life events, such as loss of employment or an illness or injury that prevents them from working and earning income; however, the cost of these products and services may be very high relative to the potential benefit to the borrower. In some cases, borrowers may not be aware of or understand the total cost of these services over the term of the loan. Purchasing optional products and services can greatly increase the cost of a loan. For example, a high-cost instalment loan could have a monthly loan repayment of $350, a monthly credit insurance premium of $120, and a $20 monthly charge for credit monitoring. There may be some cases where borrowers purchase optional services through a lump-sum payment rather than on a monthly basis. In those cases, the lump-sum payment may be financed through an increase in the amount borrowed and therefore the monthly payment, further adding to the cost to the borrower.
Ontario legislation currently sets out some disclosure requirements in respect of optional services related to credit agreements, but some borrowers may not be receiving clear and complete information. For example, some businesses may not be disclosing the total cost of an optional service during the term of a credit agreement. 
The ministry is considering changes to improve disclosure of optional products and services. Several options to improve disclosure are available, e.g., requiring lenders to provide separate disclosure statements for the credit agreement and for any other products or services, so that borrowers would be clear what their regular repayment for each agreement is.
Question # 4 (b): Do borrowers of high-cost credit need greater clarity and transparency that they cannot be obligated to purchase optional products and services from a lender in order to enter into a credit agreement? Please describe any disclosure and information requirements that you think are necessary.
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


Question # 4 (c): Do borrowers of high-cost credit agreements need clearer and more prominent disclosures about the total cost, and cost per payment, of any optional products and services in a high-cost credit agreement? Please describe any requirements that you think are necessary.
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


[bookmark: _Toc60745145]B. 	Cooling-off period
Mandatory no-fault cooling-off periods such as those found in the PLA and CPA for certain types of agreements, during which the consumer can cancel the agreement without any reason, are intended to respond to a widespread use of high-pressure sales practices. This does not mean all such contracts are bad ideas but that problems are frequent enough that a cooling-off period is needed to allow time for a consumer’s “next morning” judgement after the effect of a high-pressure sales pitch has worn off. The remedy’s name comes from the idea that the consumer has had a chance to “cool off” after the sales pitch. 
High-cost credit agreements may not always be sold using high-pressure sales practices; however, the agreements tend to be complex and borrowers are often facing serious financial pressures when they enter into these agreements. In addition, credit agreements can have substantial and long-lasting impacts on a borrower’s well-being and livelihood. For these reasons, cooling-off periods can protect borrowers from being pressured into agreements that may not be right for them.
The CPA provides a mandatory ten-day cooling-off period in certain situations, such as when signing a contract to purchase a timeshare or to pay in advance to join a fitness club or gym. All provinces with payday loans provide borrowers with a cooling-off period. In Ontario, the PLA sets out a mandatory cooling-off period of two business days. 
Given that the complexity of a high-cost credit agreement is comparable to that of a payday loan agreement, a cooling-off period similar to that established for payday loans may be appropriate. The ministry is proposing to establish a mandatory no-fault cooling-off period of at least two business days for high-cost credit agreements.
Question # 5: Do you agree with the ministry’s proposal to establish a cooling-off period of at least two business days for high-cost credit agreements? Would you recommend a cooling-off period of longer than two business days and, if so, why?
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


[bookmark: _Toc60745146]C. 	Protections against certain collection practices
Contacting a borrower about payments that are overdue is a routine and expected part of a lender’s operations. However, the ministry has heard many complaints about the collection practices of some high-cost credit businesses. Some lenders may be engaging in practices that would be prohibited if they were a collection agency or payday lender. The collection practices complained about include:
· Repeatedly trying to withdraw funds that result in nonsufficient fund charges;
· Contacting the debtor very frequently; and
· Contacting persons other than the debtor (e.g., family, neighbours, or employer) about the debt.
When issuing payday loans, payday lenders are subject to the borrower protection requirements set out in the PLA, which include protections against certain collection practices. For example, a lender is prohibited from contacting a borrower more than three times per week (not including regular mail) or on holidays, using threatening or intimidating language, or contacting a borrower’s spouse, family, household members, relatives, friends, neighbours, or acquaintances at any time. Collection agencies must also follow rules under the Collection and Debt Settlement Services Act (CDSSA) that prohibit certain collection practices. However, there are no specific rules governing permissible collection practices by creditors offering high-cost credit other than payday loans.
The ministry is proposing that prohibitions against certain collection practices for lenders extending high-cost credit should be similar to those currently in place for payday lenders and those regulated under the CDSSA.
Question # 6: The ministry is proposing to strengthen protections against harassing, misleading or abusive collection practices for borrowers of high-cost credit. Do you agree that the requirements and prohibitions for lenders should be similar to those that are currently in place for payday lenders and collection agencies? Why or why not?
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


[bookmark: _Toc60745147]D. 	Regulation of costs, fees and charges
Ontario comprehensively regulates the costs of payday loans to protect borrowers. There are no provincial limits on the interest, fees and charges that lenders may charge on other credit agreements; however, the federal Criminal Code prohibits effective annual rates of interest that exceed 60 per cent. Interest rates that approach this limit are very expensive for borrowers and in some cases the cost of borrowing may not be commensurate with the risk assumed by the lender. This is particularly true in cases where the lender requires the borrower to purchase or obtain credit insurance on a loan.
For payday loans, lenders cannot charge a borrower more than $15 for every $100 borrowed. This includes all fees and charges directly or indirectly connected to the payday loan agreement.
In addition, if a borrower defaults on a loan, there are limits on the interest and fees that a lender can charge. Interest on the loan may not exceed 2.5 per cent per month, non-compounding, on the outstanding principal, and $25 is the maximum fee that may be charged for dishonoured (“bounced”) payments.
Some jurisdictions limit the cost of borrowing or interest that may be charged on some high-cost credit agreements. For example, lenders in Quebec may not charge interest rates in excess of 35 per cent per annum, and British Columbia has passed legislation that, if implemented, would enable the province to set a maximum interest rate that is lower than the limit established by the Criminal Code.
In the absence of new limits on the cost of borrowing, the Criminal Code will continue to establish the maximum interest rate that may be charged on credit in Ontario other than payday loans.
In addition, products and services such as credit insurance can add substantially to the cost of a high-cost credit agreement. The cost of these products and services may be very high relative to the expected benefit to the borrower. If a lender requires that a borrower obtain credit insurance, the borrower has the right to purchase this insurance from any provider. However, due to borrowers generally having less market information than lenders and the potential challenges involved in finding an alternative provider, borrowers in this situation may be a relatively captive market for such a lender. 
The ministry is considering whether there is a need to establish some limits on costs, fees and charges that may be imposed on high-cost credit agreements or associated products and services. Some of these limits, e.g., restrictions on interest and fees that may be charged upon default, could be similar to limits currently in place for payday loans. 
Question # 7 (a): Is there a need to consider new limits on the cost of borrowing of certain high-cost credit agreements? What would be the costs and benefits of establishing limits?
You may enter any comments here


Question # 7 (b): Should there be limits on interest and fees that lenders may charge on high-cost credit agreements that are in default? If yes, would limits similar to those currently in place for payday loans be appropriate?
☐ Agree
☐ Disagree	
☐ Other – Please Explain Below
Explanation and Additional Comments:
You may enter any additional comments here


Question # 7 (c): Is there a need to consider limits on the costs of some optional products and services, e.g., credit insurance, offered in association with high-cost credit agreements? If so, are there any optional products and services of particular concern? What would be the costs and benefits of establishing limits?
You may enter any comments here


[bookmark: _Toc60745148]Additional questions
[bookmark: _Toc60745149]Auto title loans
An auto title loan is a loan that is secured against a vehicle that the borrower already owns. It is not a loan used to finance the purchase of the vehicle. A borrower risks losing their vehicle if they do not make loan repayments. These products are typically offered to borrowers with low credit scores. They vary in structure and can resemble payday loans (short-term, with a single balloon repayment) or instalment loans (medium-term, with repayment through multiple instalments). Usually, the loans are for a much smaller amount than the value of the vehicle, may carry significant charges and fees in addition to interest, and are offered at interest rates that would likely be considered high-cost under the ministry’s proposed definition.
Auto title loans are an emerging product offered by some AFS businesses in Ontario. They have become increasingly prominent in the United States in recent years, although many US states expressly prohibit these loans. Typically, these loans are not offered by banks or credit unions.
Many Ontarians rely on their vehicle to get to work or to take care of dependents in their family. Losing their vehicle could jeopardize their job and their family’s well-being. Therefore, a borrower may feel a great deal of pressure to prioritize title loan repayments above other essential expenses. Some borrowers of auto title loans may be at risk of entering a cycle of debt as they seek to repay the loan in order to retain their vehicle.
The CPA and its regulations set out some rules for credit agreements that would apply to auto title loans if a consumer is taking out the loan. Some of these requirements and rights include disclosures about the cost of borrowing and the right of a borrower to repay a loan early without incurring a prepayment charge or penalty.
Under the definition of high-cost credit agreement proposed in this paper, auto title loans with an interest rate in excess of the proposed threshold (an APR that exceeds the Bank Rate of the Bank of Canada by 25 per cent or more) would be subject to the same proposed requirements as other high-cost credit agreements. The ministry is considering how these requirements could best be applied to auto title loans in order to appropriately address the specific consumer risks posed by these loans. 
Question # 8: Is there a need to consider more stringent protections, limits and disclosure requirements for high-cost auto title loans? Please describe any requirements that you think are necessary.
You may enter any comments here

 
[bookmark: _Toc60745150]Online and other remote high-cost lending
A remote credit agreement is one entered into when the borrower and lender are not present together in the same physical location. Borrowers can enter into credit agreements online (e.g., using a computer or an app on their phone), and online lenders must disclose the same information as physical storefronts. However, the experience of the borrower is necessarily different and therefore it may be appropriate to vary the regulatory and disclosure requirements to ensure that a borrower consistently receives clear, transparent and simple information, whether the agreement is entered into in person or remotely. More financial and consumer activity has moved online during the COVID-19 pandemic, and it is anticipated that this trend will continue.
At present, credit agreements regulated under the CPA that are entered into remotely are subject to the same requirements as any other credit agreement subject to the Act. There are some slight variations in requirements under the PLA for remote payday loan agreements compared to agreements entered in person.
The ministry is considering how disclosures could be improved in online high-cost lending through more specific or different requirements and how to improve protections for borrowers who obtain credit from lenders remotely. 
Question # 9: Is there a need to consider additional or different borrower disclosures and protections for remote lending (online or by phone)? Why or why not? Please tell us about any requirements that you think the ministry should consider.
You may enter any comments here


[bookmark: _Toc60745151]Buy now pay later services
Buy now pay later services are relatively new to the Ontario market but have been expanding rapidly. These services permit a consumer to acquire goods and services from merchants that partner with the service, and then pay for them in instalments over a relatively short period of time.
Buy now pay later services may be seen as an emerging alternative to financing purchases with credit cards. At present, many of these services advertise that they do not charge interest or late payment fees to consumers. 
The requirements that apply to a credit agreement depend on the details of the agreement. There are no requirements in the CPA specific to buy now pay later agreements.
Question # 10: New and emerging consumer credit products and services such as buy now pay later services can have many advantages for consumers, yet they also pose risks. Please tell us about any requirements that you think the ministry should consider for these services.
You may enter any comments here


[bookmark: _Toc57635962][bookmark: _Toc60745152]Other suggestions
The government welcomes any further suggestions you wish to make concerning the potential regulation of high-cost credit agreements. Please feel free to comment on any additional issues that you feel the government should consider.
Explanation and Additional Comments:
You may enter any additional comments here


Thank you for your time and we look forward to your response.
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