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Beginning with the uncontroversial, it was generally agreed that it would be a good thing 
if debt management firms didn‟t exist – if that meant there was no demand for their 
services. But that is not the world we live in. Grant Thornton estimated there to be up to 
645,000 on-going debt management plans1 at the start of 2012, with over half of these 
plans being managed by private sector firms. More widely, The Money Advice Service 
estimates there to be nine million people in the UK who face “serious problems” with 
debt (of these, just 1.5m have sought debt advice). Quite simply, the demand for debt 
management services has so far outstripped the supply of non-profit, or publicly funded, 
support. Simply banning for-profit debt management firms would potentially leave 
hundreds of thousands of customers in the lurch. 
 
The obvious answer is to fund a national debt management support system – via public 
taxation and/or special levies on the consumer credit industry – that is „free-at-the-point-
of-use‟. The result, of course, would be that everyone pays for the cost of these services 
– whether in the form of higher taxes, higher customer charges, or foregone public 
spending. Is that fair? Perhaps so, if you view personal debt as primarily being driven by 
factors beyond the control of individuals – such as rising living costs, stagnant incomes, 
and simple bad luck (as with cases of serious illness, the loss of a partner and other “life 
shocks”). Even putting aside questions of fairness, it may be less expensive to fund 
such a system than to deal with the myriad social ills associated with personal debt 
crises. Still, a national system of debt support would only continue to address the 
symptoms, and not the causes, of the UK‟s personal debt problem. If personal debt is a 
collective, not an individual, problem, then it makes sense to follow the path of collective 
action to the state‟s door – and then demand debt write-downs, lower housing costs, 
income redistribution and a stronger safety net.  

                                                      
1
 There is, however, a lack of detailed information about the actual customers behind these aggregate 

statistics – both in terms of their demographic and socio-economic profiles, and the causes of their debt 
problems. A figure of 10-20% was cited at the round-table for the number of customers who suffer from 
some sort of addiction or severe habit, but the actual figure may well be higher, especially since many 
customers are reluctant to admit to such problems. As you would expect, most customers are low-income 
and vulnerable to income shocks (though a small proportion of customers are “lifestyle” borrowers on 
medium or even high-incomes). 
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Inevitably, that is the direction in which a portion of the discussion veered. It is not, 
however, the world that the FCA found itself in upon assuming responsibility for the 
consumer credit market in April: non-profit providers are unable to meet the demand for 
debt management services in full, while the collective action solutions outlined above 
stand little chance of making it onto the political agenda (at least until after the next 
election). In response, the FCA‟s February Policy Statement accepted that for-profit 
providers would remain part of the debt management market, but subjected them to 
stricter consumer protections. Debt management firms must now meet prudential and 
client asset requirements, signpost the availability of free debt advice, and commence 
debt repayments to creditors immediately without front-loading fee deductions. The FCA 
will also monitor the quality of debt advice more closely, in order to ensure compliance 
with the 2008 guidelines set by the now defunct Office of Fair Trading. The tighter 
regulatory environment is expected to result in industry consolidation, with smaller firms 
unable to meet the prudential/client asset requirements or invest sufficiently in staff 
training. Already the FCA has frozen the accounts of three debt management firms 
based in Bolton, affecting 2,000 to 2,500 customers. 
 
So what is a typical business model for debt management firms? Typically, customers 
will be charged a percentage of their disposable income over a certain period of time 
(as high as 50 percent over the first six months in some cases), and thereafter charged 
a monthly fee (£30 or more) for the duration of the plan. In return, the firm handles all 
payments to creditors, and advises customers – via phone calls with trained staff 
members – on matters such as setting a realistic budget, switching utility providers (and 
other money saving measures), and claiming all available benefits. The customer must 
be informed of all charges during the initial phone call, and then again in writing. It was 
noted that there is a potential risk that firms will exploit customers‟ initial vulnerability 
and seek to sell them inappropriate products (such as payment protection insurance). 
 
The disposable income deduction is the most controversial aspect of the model. The 
rationale for these burdensome up-front charges is that firms must cover the costs 
involved in setting up the customer‟s debt management plan (typically in the area of 
£500, not including marketing costs). As mentioned, action has already been taken in 
this area: firms must now ensure that a portion of each customer payment – from the 
first payment onwards – is used to repay creditors (i.e. initial customer payments cannot 
be used exclusively to cover the costs involved in setting up the plan). However, the 
industry has argued that the only way to reduce these up-front charges further, from a 
commercial perspective, would be to lock customers into long-term contracts. Debt 
management plans (as opposed to Individual Voluntary Arrangements) can be exited at 
any time, and therefore the firms are under pressure to recoup the initial costs as 
quickly as possible. It was suggested that the FCA should consider setting a cap on the 
overall amount that can be deducted from a customer‟s disposal income. The FCA 
should also set guidelines to determine which spending items – and at what value – 
belong in the category of essential spending. At present, for-profit debt management 
firms do not categorise grocery items as essential. 
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Another area of concern is the link between debt management plans and IVAs. Figures 
cited by Which? show that eight in ten people on an IVA have already been through at 
least one other debt solution. Firms, even if unintentionally, may be profiting twice from 
customers who enter into a debt management plan before transitioning into an IVA. The 
FCA must closely monitor the quality of advice to ensure that customers are being 
advice appropriately about the merits of IVAs. The main benefit of a debt management 
plan is its flexibility – customers are free to exit the plan at any time, whereas an IVA is 
a five year commitment. Unlike an IVA, however, a debt management plan offers no 
debt forgiveness (though the creditor may agree to freeze or reduce interest charges). 
 
The role of lead generators raised concerns among participants. Lead generators mine 
data sets in order to identify potential customers, and then sell this information to debt 
management firms. The FCA rejected a proposal that firms should have to disclose the 
commissions paid to lead generators, but its Policy Statement does require firms to 
“take reasonable steps” to ensure that lead generators have sourced their information in 
a legal manner. Given the concerns over abuses of data in the modern economy, and 
the potential for vulnerable individuals to be targeted by lead generators, the FCA 
should continue to pay close attention to developments in this area.   
 
Finally, it was noted that increased regulation – combined with the commercial need for 
efficiency – is resulting in the provision of highly standardised, script-based debt advice. 
While this may help to ensure that the quality of the advice meets minimum standards, it 
is questionable whether this will result in sustained gains for the client. Debt is a 
complex mix of cultural, economic, psychological and social factors, and as such 
individuals may require “debt counselling”, tailored to their particular needs, in order to 
overcome the underlying causes of their indebtedness. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


