Fair and Effectlve Approach to

Debt Management in Local
Government

Gareth Evans — The Financial Inclusion Centre
Local Government Debt Recovery Event: 29th November 2022
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Fair and Effective Approach to Debt
Management in Local Government

 Background — why debt collections?
 Debt landscape
* Building a business case

 Maturity Index - key themes:
—Organisational Culture
—Data and technology
— Identifying Vulnerability
— Assessing Affordability
—Supporting residents

e Where next?



Financial Inclusion Centre:

e Independent / not-for-profit research and consultancy
firm.

e Variety research and evaluations on:

— personal finance and financial exclusion / credit and
savings / debt / financial capability.

e Work with variety of clients:

— government / councils / social housing / financial
services providers / charities



LGA Reshaping Financial Support programme:

* Working with 7 Councils: |
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* Programme of Action Learning,

consultancy and direct funding — to:

‘build on existing good practice and
accelerate further development,
coordination and innovation in
preventative support delivered to
improve the financial circumstances
of low-income households.’
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Good practice guide:

Delivering financial hardship
support schemes

Local government response to economic
vulnerability and financial hardship

ced for the Local Government Association by
Gareth Evans and Matt Earnshaw, Financial Inclusion Centre
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Good Practice Guide:

The role of councils in
improving access to affordable
credit and financial services
for low-income households

Local Government Response to Economic
Vulnerability & Financial Hardship




Why debt collections?

* |dentified as a priority theme within LGA Reshaping Financial
Support programme.

* Financial impact of Covid and now Cost-of-Living - escalation of
debt to Councils .

* So much information / research and resources — help Councils to
havigate.

* Increasing recognition of benefits of more supportive and
tailored approaches to debt collection.
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Council tenants owe £2.17m in rent arrears as
cost of living bites
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The debt landscape

Of those over-indebted who
have accessed debt advice to
deal with their problem debt

UK adults (14.2m) with low
levels of financial resilience

Of those over-indebted who
don’t want to face dealing with
their problem debt

W1l UK adults over-indebted

Of those over-indebted who say
they have a lack of awareness
that free support services exist
or whom to contact

New StepChange clients with
council tax arrears

29%

https://www.fca.org.uk/publications/research/fina
ncial-lives-2020-survey-impact-coronavirus



https://www.fca.org.uk/publications/research/financial-lives-2020-survey-impact-coronavirus

Evidencing need in your area

otomis Hoe roury Financial hardship & economic vulnerability dashboard
e =
aoommemem | Pylls together a suite of indicators in one document - providing an overview of
‘,'nem financial hardship and economic vulnerability at local authority geographies,
FinanCiaI hardShip and inC|Uding: Financial Vulnerability Index by Parliamentary Constituency

economic vulnerability

Deprivation/poverty
Employment/labour market
Housing need B
Financial vulnerability
*  Financial confidence
* Credit need & demand
Food/fuel poverty
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e Over-indebtedness
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https://lginform.local.gov.uk/reports/view/lga-research/ficlga-research-report-financial-hardship-and-economic-vulnerability?mod-area=E06000031&mod-group=AllSingleTierAndCountyLaInCountry_England&mod-type=namedComparisonGroup

Building a business case

* Need to establish clear and compelling business case for
councils to take a fair and more supportive approach
towards debt management that is focused on:

o ensuring that those who can pay but choose not to - are
incentivised to repay, and

o the impact of debt recovery is reduced for those who are
unable to pay - vulnerable and/or in financial hardship.



Building a business case

Increasing household income — support to ensure households
are receiving full entitlement and access discretionary funds /
charitable grants means more money to pay debts

* 8 million households missing £16 billion in means tested
benefits (Example — three quarters of loan applications with
community lender found average £4,000 per year in
unclaimed benefits)



Building a business case

Positive impact on collection rates

* 10% increase in annual amount collected by debt collection
agencies due to better practices.

Reduced debt collection and enforcement costs — better
practices and more sustainable arrangements mean less
actions, broken arrangements and litigation.

* £82m saved for creditors due to support provided by
StepChange to 10,000 over-indebted clients

Resource savings — via lower interventions



Building a business

Positive impact on local households

* When people get help from their creditors (e.g. affordable payment
plans, stopping interest/charges/enforcement) = greater chance of
getting back onto a steady financial footing and improving wellbeing

- 60% have more stable finances;

- 79% reduced anxiety; and

- 74% sleeping more easily

* Intimidating letters, phone calls or doorstep visits lead to:

- 15% increase in probability of debts becoming harder to manager;

- 22% increase in the probability of anxiety or depression levels rising



Building a business case

Reduction in the social costs of problem debt

* The social costs of problem debt are high and wide-ranging —
estimated £8.3bn total cost.

* The biggest costs associated with problem debt are housing
and employment costs

Reputational gains - Ethical approaches to revenue collection
build reputation as supportive progressive council and
establish loyalty with residents.



Maturity Index

Financial Inclusion Centre helping develop and test the concept of
a self-assessment tool related to debt management practices to
help councils to:

* Assess how advanced their organisation is in terms of 4 key
themes.

 Compare internally within the council and externally with other
councils.

* Tool to identify/support improvements to service provision,
alongside case studies, training, peer-learning/support and other
tools/resources.



1.

1.
V.

Organisational culture

Commitment across the organisation to delivering a fair and
supportive approach

Senior management and political leadership buy-in and
understanding.

Clear and explicit policies and/or strategies are in place
Impacts and outcomes are regularly measured.

Practices are regularly reviewed against relevant publications
and external guidelines



2. Data and technology

l.  Single View of Debt — prioritising / targeting proactive interventions

Il. Adoption of technology to improve processes and outcomes

e open banking,
e automation and prioritising workload



3. ldentifying financial vulnerability

1.
V.

VI.

Formal vulnerability policy/document in place and used consistently
across the council — Debt Management Vulnerability Toolkit (Fairness

Commission)

Communicating/engaging with vulnerable residents during collection
activity

Using data to effectively identify/target vulnerable residents.

Formal training for frontline staff to help them identify vulnerability
‘red flags’

Effective referrals to other relevant support providers
Supporting the wellbeing of staff engaging with vulnerable residents



4.

V.

Assessing affordability

Robust process to measure resident affordability during
collection/recovery.

Adopting the Standard Financial Statement (SFS) to help assess
affordability

Ensuring that your affordability measure is used consistently across
council.

Supporting resident via affordability statements to build financial
resilience.

Building relationships with local agencies to consistently use
affordability measures



5.

.
V.

VI.

Supporting residents

Increasing the scale of money/debt advice partnerships.
Offering referrals to a trusted debt advice partner/s via ‘warm transfer’.
Comprehensive multi-channel support offer

Embedding important support within your collection/recovery
communications / processes (e.g BD Money).

Using data to identify/target residents with financial difficulties or problem
debts.

Using triggers or ‘red flags’ to stimulate preventative support services. (e.g.
Coordination of discretionary funds and Access to financial services (credit)



Where next?

* Testing the concept - produced an Excel version and
sent to a number of councils to complete.

* Undertaken feedback sessions to capture thoughts on
what works and improvements — refinement.

 DLUC funding secured to digitalise assessment

platform and develop resources/support programme
in 2023.



Gareth Evans

Director

Financial Inclusion Centre

T: 07949 237 114
E: gareth.evans@inclusioncentre.org.uk
L: www.linkedin.com/in/garethevansgreconsulting/



Discussion topic 1:

What are the challenges facing
Council collection teams? — current /
future?



