Managing debt and borrowing — England and Wales

Circe Welfare Officer role

You can provide comfort to somebody by pointing out that no matter how difficult a situation may
appear there is always a possible solution.

There are different ways to deal with debts if somebody is falling behind with day-to-day bills, loan
and credit card repayments or other financial commitments, such as rent or mortgage payments.

Stress to the person that delay compounds the problem and encourage them to seek out free debt
advice before deciding as to which borrowings (debts) will be prioritised and how they are handled.

Two cautionary reminders: -

e whilst you can try and support someone, coming to terms with debt is a very difficult
process and you cannot take responsibility for solving their problems - resist the temptation
to be drawn in, it is their responsibility and ultimately they must decide

e you must not give advice on how to resolve financial matters as you do not have the detailed
contractual information, legal and financial experience or qualifications

e your role is to guide them to organisations that can help them

Consumer Credit Act protection and individual rights

It is important to draw attention to legal safeguards consumer rights. Especially to avoid pressure to
make repayments that cannot be afforded. In particular: -

e if falling in arrears a regulated creditor must issue a default notice and give sufficient time to
bring the account up to date before they can take any further action

e creditors must send out regular statements and arrears letters if fallen behind on regulated
debts

e in some cases, regulated creditors are limited in the type of Court action they can take

A debt regulated by the Consumer Credit Act confers more rights than with an unregulated debt
such as loan shark. Types of debt not regulated include: -

e mortgages

e debts to individuals such as family or friends
e household bills

e government and local authority debts

e some credit unions

e charge cards

e some types of business debt

There could rights that arise from the terms and conditions agreed at the time of borrowing. In most
cases, there are still legal requirements that unregulated creditors must follow. Most are overseen
by trade bodies or ombudsman services that ensure they treat their customers fairly. For more
insights visit https://www.stepchange.org/debt-info/types-of-debt/consumer-credit.aspx
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Money Helper service

The Money Helper service (MHS) website is a very good first port of call. The organisation was
previously known as the Money Advice Service. It covers the following possible solutions and much
more: -

e Debt Management Plan (DMP)
e Debt Relief Order (DRO)
e Individual Voluntary Arrangement (IVA)
e Bankruptcy
o Offerin full or final settlement
o  Writing off debts
e Administration Order
e Free debt advice
o can talk to someone online, by phone or face to face. The MHS has specially trained
advisers who can help someone start sorting out their financial problems

Much of the information that follows has been taken from the MHS website and do check that what
is set out here still applies when offering help or guidance.

The StepChange Debt Charity website is another source of information and their website details
other debt management solutions which might be appropriate as well as Consumer Credit Act
requirements https://www.stepchange.org/debt-info/debt-solutions.aspx

How to prioritise debts and borrowings

Someone with several debts might feel overwhelmed and signposting someone to guidance, how to
prioritise the debts and to work out which debts to pay off first can ease the associated stress,
enable them to save money, and clear the debts / borrowings faster.

Encourage identification of all debts and then split them into: -

e debt emergencies
e priority debts
e non-priority debts

Debt emergencies
If someone is facing a sudden emergency, such as: -

e court or bailiff action
e disconnection
e eviction for mortgage or rent arrears

they need independent debt advice urgently. A debt adviser can talk to the court, bailiff, or creditor
on their behalf. They will also advise on what to do next. It is important to attend any court hearing
to give them the chance to come to an agreement. A ‘no show’ could mean that a decision could be
made without considering their circumstances. Attending might help the Court to reach a better
outcome.
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Priority debts

Priority debts are those that carry the most serious consequences if unpaid. They do not have to be

the largest or ones with the most expensive interest rates. Non-payment could lead to serious
problems hence their importance.

Priority debts include: -

court fines

Council Tax

TV Licence

Child maintenance

gas and electricity bills

Income Tax, National Insurance and VAT

mortgage, rent and any loans secured against the home

hire purchase agreements if what was bought was essential and might be repossessed
missed payments owed to DWP (Department for Work and Pensions) or HMRC (HM
Revenue & Customs)

The consequences of not tackling priority debts could be: -

visit by bailiffs

receiving a court summons

having heating or lighting cut off

bankruptcy

losing the home — failure to keep up with mortgage or rent payments

Non-priority debts

The consequences of not paying non-priority debts are less serious. Non-payment could mean the
organisation or person that lent the money could take Court Action or instruct bailiffs to collect the

sum owed.

Non-priority debts include: -

overdrafts

personal loans

banks or building society loans

money borrowed from friends or family

credit card, store card debts or payday loans
catalogue, home credit or in-store credit debts

Water and sewerage bills

These are treated as non-priority debts, but they should be included as essential household
outgoings as an ongoing service that needs to be paid. If the current usage remains unpaid the
amount owed will continue to grow.
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How to pay off non-priority debts faster

e payment of the minimum payment, if possible, on all debts to avoid falling further behind
e if someone can afford to pay more, then allocate more to those items to reduce interest
costs and to clear debt more quickly: -
o target the most expensive debt first
o target the debt with the highest interest rate shown on the monthly statement or
loan agreement
o before acting check that there will be no penalty charge or default charges for
overpaying
o pay as much as can be afforded without breaking the terms of other credit
agreements

Once the most expensive debt or borrowing has been cleared attention can then focus on any other
debt / borrowings in descending order of expense.

On the MHS website there are many useful insights:-

e Help with bills and payments

e Getting debt help

e Dealing with Courts and fines
e Ways to pay off debts

e  Making your money go further

https://www.monevyhelper.org.uk/en/money-troubles/dealing-with-debt

You can also find a Debt Advice Locator and Money Navigator along with other useful Planning and
Calculator Tools.

Free advice to tackle debts

No need for anyone to struggle with debts. The golden rule is to act fast and contain the problem by
seeking free and independent advice.

According to the former Money Advice Service (MAS) nearly half of people in debt told them that
they were unsure about the best way to pay off their debts. That is when a debt adviser can really
help. Furthermore, MAS reported that more than eight out of ten people who have taken debt
advice reported that they felt less stressed or anxious and more in control of their life again.

Individuals who delay seeking advice often find: -

e their cards are ‘maxed out’

e no one else will lend to them

e things have spiralled out of control

e it takes much longer to pay back what they owe.

A cardinal rule is to be in control of debt / borrowings not the other way around. That requires
better budgeting going forward and the MHS website and other websites have such budgeting tools
to help.
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Catenian Association Benevolent and Children’s Fund

Finally, when appropriate consider possible support through the Circle Benevolent Board.

Sources of help and information
Debt Advice Foundation

A national debt advice and education charity offering free, confidential support and advice to
anyone worried about debt
www.debtadvicefoundation.org and telephone 0800 622 6151

Financial Wellness Group

Provides free advice and solutions for people struggling with money, debt, and budgeting. They have
over 27 years’ experience supporting people to find a route to become debt free
www.financialwellnessgroup.co.uk and 0161 518 8285

Money Helper Service

An independent service, set up by government, which provides information across a broad range as
well as free and impartial advice to help people manage their money
https://www.moneyhelper.org.uk/en and telephone 0800 138 7777

Type talk: 18001 0800 915 4622

National Debtline

Offers free debt advice online through its digital advice tool and its web guides, fact sheets and
sample letters
www.tools.nationaldebtline.org/dat-reg and 0808 808 4000

PayPlan

Their online debt solution tool (PlanFinder) can give a personalised debt solution in as little as 15
minutes. They also offer free live chat and email support for immediate help
www.payplan.com and telephone 0800 280 2816

StepChange Debt Charity

Their online advice tool can help create a budget and gain a personal action plan with practical next
steps. Free help from the UK's leading debt charity
www.stepchange.org and telephone 0800 138 1111

Sources of information: Money Helper Service and StepChange Debt Charity

The information contained in this factsheet is intended for general guidance only and it does not
constitute advice
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