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This book is dedicated to Kitty


INTRODUCTION

The idea for this book came after I realised just how many people out there are struggling with debt. I can identify with them because I too have grappled with debt in the past. Without the right help and advice, it can be an overwhelming task.

One of the main difficulties of getting out of debt is having to deprive yourself of many of life’s luxuries. For many of us, this is a significant stumbling block to paying off what we owe. It is fairly easy to be strict for a week or so, but following a serious long-term budget that doesn’t leave room for a good social life, or whatever it is that we usually enjoy, is courting disaster and makes the whole process that much harder. I realised I would have to tackle that problem if my debt-clearing strategy was to have any chance of succeeding.

I researched and pored over this problem until I was able to devise a perfectly realistic, workable way of getting out of debt that didn’t involve having to give up all of life’s comforts. This book is the result of that work. It aims to help people get out of debt quickly and easily, without having to deprive themselves.

If you have been used to having regular holidays, an active social life, a varied wardrobe or whatever it is that you enjoy most, it will come as a relief to know that you don’t have to give up these pleasures in order to pay off your debts. Just as a slimmer needs to follow a diet that allows for the odd treat or two, anyone wanting to clear their debts needs to adopt a plan that will allow them to enjoy life along the way. This book will show you how you can have your treats, and still experience the satisfaction of seeing your debts disappear. And for those of you who have rarely been able to afford treats in the past, this book will be a revelation. Many of you may find that your standard of living actually improves after putting these methods into practice.

The national figures for debt are depressing. Citizens Advice Bureaux all over the UK are reporting a sharp rise in the number of people coming to see them with large debts. Consumer debt problems associated with store cards, mail order, hire purchase repayments, loans, overdrafts and credit cards are increasing at an alarming rate, fuelling fears that people are being encouraged to borrow more than they can afford. In England and Wales alone, the Citizens Advice Bureaux are handling nearly one million general debt enquiries a year, of which over half a million are new consumer debt problems.

Although these figures are staggering, they are not surprising when we think about the variety of loans on offer nowadays. Loans for cars, home improvements, luxury holidays – in fact, loans for almost anything – have become much more widely available. It seems that almost anyone can borrow money these days. In many cases, you don’t even need to prove your income. On top of this, offers of credit, debit and store cards come fluttering through our letterboxes daily. It’s easy to see why so many people are in debt.

There are also many more products to tempt us than there used to be, as a walk into any shopping centre will demonstrate. Recent advances in technology, for example, have given us a wider choice of computer equipment and household gadgets, which are being ‘improved’ all the time to keep us buying the latest version, from the latest computerised organiser or mobile phone to the most up-to-date robotic vacuum cleaner. These ingenious, expensive and often unnecessary gadgets can take a will of iron to resist.

Clever advertising assails us wherever we go. Placards and posters, radio and television commercials, junk mail and magazine advertisements are everywhere, and wily branding and attractive packaging leave us desperate to own that irresistible something that all too often ends up finding its way to the rubbish pile or the local jumble sale.

Then there is fashion. How many times has the latest trend encouraged us to dump last season’s perfectly usable clothes, hairstyle or furnishings in favour of this year’s ‘look’? Even food has trends nowadays – from French haute cuisine to Mongolian firepots – and requires the latest equipment, from Agas to wood-burning ovens.

Little wonder, then, that so much of this nation is in debt. The trouble with debt, apart from the stress and worry it causes, is that it costs so much money. Again, the Citizens Advice Bureaux have reported some distressing cases on their files. One 65-year-old man, for example, took out a £2,600 loan and will have to repay over £14,000 by the end of the 15-year loan period. So the price tag on whatever he used the money for was really a whopping £14,000 and not the £2,600 he originally anticipated. Another case involved a 37-year-old man who had a credit card debt of £600. He agreed £5 monthly repayments with the company, but interest was being charged at almost £6 per day. Three years later, that debt had grown to £4,500. Charges for missing a payment can be exorbitant too. One woman was charged a £15 fee for missing a monthly £4 repayment on her high-street store card.

Have you ever wondered why there is all this pressure on us to get into debt? The reason is, our debt is someone else’s pay cheque. All that interest we pay each month is providing someone else with a regular hefty income.

That’s why we owe it to ourselves to take control of our finances and get out of debt. The sheer peace of mind that comes from being able to write a cheque for something, and know you have the money in the bank to pay for it, is priceless. And it’s surely worth the extra effort to know that the item you have just bought will cost you only £500, and not £1,500 by the time credit charges have been added. You could spend the money you have saved on something else if you want – perhaps a trip away in a luxurious hotel, a new television set or outfit – or save it for a rainy day.

This book will help you knock your finances into shape, however much or little you owe. I’ve used the techniques in it myself, so I know they work. You don’t have to be good with numbers or mathematics or need any special skills to use them, just a sincere desire to get out of debt and a little patience. Even if you’re lucky enough to have no money worries, you can still get big rewards out of this book: it will help you increase your wealth and put you firmly on the road to riches.

That road doesn’t have to be dull either. This book will reveal how you can have fun while you’re putting the sparkle back into your finances. No matter how serious your financial problems, you can enjoy an excellent lifestyle and standard of living while your bank balance recovers. This book will show you how. It will help you experience the freedom from worry that a debtless life can bring – and that’s priceless.

Lorraine Turner


FOREWORD

Debt is a powerful tool, but it is also dangerous. This double edge is reflected even in the language we use to describe it. Call it debt and it sounds bad. Call it credit and it sounds good. Call it leverage and it sounds almost magical. In fact, all these words mean the same thing. Debt can be both useful and destructive but, like all powerful tools, it is important that those who use it not only understand the power it has but make sure they use it responsibly as well.

Although the UK has got richer in recent years, its citizens have got more in debt, and for some the debt has become uncontrollable. The effects of too much debt are so much more than financial: they can mean losing control of your affairs, and they can wreck your confidence and ruin your credit rating. All too often, people who find themselves in too much debt bury their head in the sand, hoping that the problem will go away. It doesn’t. Hiding from debt usually makes it worse.

There is also evidence that debt is now being used not just to buy the occasional luxury, but as a way of life. A recent survey showed that nearly a quarter of people are going into debt just to pay their household bills. What’s even more worrying is that many people do not even know how much interest they are paying on their debt.

Many borrowers spend far too little time researching the market. They might spend days or weeks looking for the cheapest television and then just accept the finance offer made by the shop. You should spend just as long looking for the best finance deal as you do looking for the television. In fact, looking for the best loan can save you much more than finding the lowest price.

The finance industry rarely rewards loyalty. This is even truer of the area of credit. The only way to stay ahead of the game is to move your business from one lender to another as rates change to make sure you always get the best deal. In fact, ever-larger proportions of building society business are not loans for new purchases but people remortgaging their homes looking for cheaper loans. That might not be good news for the lenders involved, but it does show that power is shifting from the lenders to ordinary people, which is good news for most of us.

A viewer once wrote to me complaining about the way I referred to so-called ‘good’ and ‘bad’ debt. His view was that debt was bad because you should save to spend. For him it was a moral issue. Somehow getting something you hadn’t saved for was wrong, and in many ways I understand and agree. But this view is also a little too simplistic. For instance, a mortgage that helps you invest in an increasingly valuable property is a much more responsible and profitable way to borrow than a loan taken to pay for a new television.

In addition to borrowing for the right reason, it is vital to borrow from the right source. The most convenient way to borrow money is often the most expensive. It’s easy to run up a big bill on your credit card, but it’s also one of the more expensive ways to get a loan. Search around and you can find cheaper sources, which means you can afford to buy more.

Unfortunately, as the old joke goes, credit is offered only to those who don’t need it. If you’ve got lots of money, people are more willing to lend to you. Those who actually need the money often find it harder to get loans and, when they do, are charged more for them. The world of debt or credit is not a fair one. What’s important is that you know the rules and use them to your advantage. It’s essential to read and learn about the world of credit long before you find yourself in trouble.

That’s why I think a book like this is so useful. Now that debt has become so much a part of the financial landscape, it’s important that those of us who use debt or credit make sure we understand how to get the most out of this financial tool without getting injured in the process.

Adam Shaw, co-presenter of BBC2’s Working Lunch

Adam Shaw was the Plain English Campaign’s Broadcaster of the Year and has worked on most of the leading financial programmes on television and radio. He is currently a presenter of BBC2’s Working Lunch programme, which reports on business, finance and consumer affairs. He has written four books: a fun political quote book called Political Rhubarb, and three financial guides: Money and How to Make More Of It, Managing Credit and Investing Basics.


1 FACING UP TO IT

THE FIRST STEP on the road to financial freedom doesn’t have to be hard, but you do need to be a little patient and honest with yourself. Before you can sort things out, you need to know where you are financially, exactly how much you owe, and how much money you have coming in. You also need to understand why you got into debt in the first place.

People get into debt for all sorts of reasons. Some people lose their job, for instance, and suddenly find that they can’t meet all their household bills. Some have to take on other commitments, perhaps to help support someone else. Sometimes failed business ventures land people in debt, and sometimes it’s just a case of people miscalculating what they owe and their ability to pay. Broken relationships also force some people into debt. Having to manage on only one income – especially if there is a new home to maintain, furniture to buy and a family to support – can easily push newly single people into the red.

Depressingly, the number of young people getting into debt is also increasing. Many of these are students, who have had to take out student loans in order to support themselves through college. However, there is also a worrying rise in the number of young workers who get into debt. These people, who fall into the 18–30 age range, get used to a good lifestyle while they’re earning an income and living at home with their parents. When they move out and start having to pay their own household expenses, however, they find it difficult to scale down their standard of living, and quickly get into debt. The year 2000 saw an initiative to incorporate education on all forms of personal finance, including credit, into the national curriculum in schools, and it is hoped that this measure will help to reduce the number of young people getting into debt. However, major changes as a result of this initiative are not likely to take place overnight, and in the meantime many young people are continuing to get into financial difficulties.

These are just a few of the reasons why people get into debt. There are many others. Some people find it very difficult to curb their impulse buying or to resist ‘bargains’, while others simply do not know where the money goes. There’s no point in blaming yourself if you have financial problems. It’s not productive or necessary to punish yourself or try to apportion blame, but it is vital to recognise the problem and take responsibility for putting it right. It’s not enough to ignore the problem and hope it will go away, or hope that someone else – perhaps a partner, friend or relative – will bail you out.

If you find it easier to ignore the bills and hope they’ll go away, you need to realise that those bills are going to keep coming. They’ll sit at the back of your mind, weighing heavier and heavier, and no amount of hiding them in dark cupboards or drawers will make them go away. If you continue to ignore them, sooner or later they’ll turn into reminder letters, and then into summonses, and then into knocks at the door. Maybe you’re already at that stage, and know too well the anxiety that an unexpected knock at the door can bring. Maybe you haven’t ignored your responsibilities, but for one reason or another things have deteriorated to the point where you’re so overwhelmed with debts that you feel the situation is hopeless. But the situation is never hopeless. No matter what your position is, and however you got there, this book will show you how to overcome your difficulties, whether you owe a few hundred pounds or many thousands.

So take a deep breath, and if you have any unopened bills and letters, gather them up in a pile in front of you and open them one by one. Don’t spend time worrying about what they say; it isn’t productive and will only make you feel worse. Just calmly take a piece of paper and a pen, and make a note of the date of the bill or letter, who it’s from, and the amount you owe. If you have more than one bill from an organisation, check whether they are just one bill with lots of reminders, or separate bills. If there is only one bill, simply clip the reminders underneath the original bill and write clearly on the top: ‘One bill plus reminders, £79 owed’ (or whatever the amount stated on the bill). If, on the other hand, they are separate bills, add up the amounts, paperclip them together (you may want to file them separately later) and write on the top: ‘Three separate bills, £125 owed in total’. Do this with each bill and letter in the pile, then put them all to one side. Then gather up any other bills and letters that you have opened but not dealt with or paid. Add them to your list, then put them on the pile with the other bills and letters.

Now collect together your other, regular bills so that you can make a chart. This chart is also known as a ‘financial statement’; you will find it very useful for pinpointing exactly where you are financially. You will need to include all your expenses on the chart, so don’t rush it. Make sure you allow enough time to go through them all carefully.

Overleaf is a sample of a person’s financial chart. Joan is divorced, with one school-age daughter. She works as a secretary and rents a two-bedroom flat for her and her daughter. She doesn’t drive, so she doesn’t have to pay car costs. However, she does have to pay bus fares to work and school, and when she goes shopping at weekends. She has over £7,000 of debt, which is spread over a credit card, loan repayments and hire purchase payments for a television set. Some of the debt was incurred just after the divorce, because she needed to pay for new items of furniture when she moved out of the family house into a flat. However, the rest of it has built up since then. This chart shows her monthly finances, and you will see that her monthly income after tax is £1,350. Her debts cost her £171 a month.

As you can see, Joan’s chart shows her monthly expenditure and income at a glance. It is clear that she hasn’t got enough money coming in to cover all her outgoings, and her debts are building up because she has a monthly shortfall of £208.34. Most of this is being caused by the cost of repaying her debts each month. However, there are lots of ways she can improve the situation. For example, she can apply for all the benefits she’s entitled to but not currently getting, such as Working Tax Credit and Child Tax Credit, and there is also scope for her to increase her income and reduce her expenditure without sacrificing any treats such as her nights out. But more about these later.

JOAN’S FINANCIAL STATEMENT

weekly • fortnightly • monthly (delete as necessary)
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For now, let’s concentrate on what needs to go into your own financial chart. All your outgoings, even things like your television licence and any credit card protection policies, should be included. You can base your chart on a weekly, fortnightly or monthly cycle, but whichever you choose, you must calculate all your bills and income that way. For example, if you choose weekly because you get paid weekly, but you pay your home insurance once a year, you must work out how much that insurance costs per week. If your insurance costs, say, £100 a year, you will need to divide that £100 by 52 (because there are 52 weeks in a year). This will give you the weekly cost as follows:

£100 ÷ 52 = £1.92 per week

Likewise, if you are working out your finances on a monthly basis, you would need to divide the £100 by 12 (because there are 12 calendar months in a year). The calculation would look like this:

£100 ÷ 12 = £8.33 per month

If you are checking my figures on a calculator while you read this, you will have noticed that £100 ÷ 52 is actually £1.923076923 per week, and that £100 ÷ 12 is actually £8.333333 per month! Whenever you come across awkward numbers like these, simply take all the numbers to the left of the decimal point, and the first two to the right of the decimal point, and ignore the others. So £1.923076923 per week will be shortened to £1.92, and £8.333333 per month will be shortened to £8.33. You’ll also need to allow an amount to cover holidays, Christmas and birthday presents. For example, if you take a £600 holiday each year, you need to work out how much to allow per month or per week for this, then add it to the chart under ‘Other expenses’. Do you subscribe to magazines or belong to a club? Are you studying on any courses? Do you give anyone birthday cards or presents? If you do, run through each month of the year, estimate how much you spend, then total it up over the year and work out how much that costs you weekly, fortnightly or monthly, depending on the timescale you have chosen. Do the same with Christmas, and any other regular celebrations. You may be surprised at how much you need to allow each month for these things.

Next add anything else you buy regularly, such as books or music. Finally, don’t forget to add spending money. Try to be realistic here. It’s no good giving yourself a hundred pounds a month if in reality you’re spending closer to two or three hundred. Think about how you spend your free time, where you go and what you pay for. How much do you spend on a day trip or an evening out? Do you regularly pay for a round of drinks or get a cab home?

LIST OF REGULAR CELEBRATIONS





	Mum’s birthday
	£20.00



	Dad’s birthday
	£20.00



	Steve’s birthday
	£20.00



	Chris’s birthday
	£20.00



	Mavis’s birthday
	£20.00



	Ernest’s birthday
	£20.00



	Frances’s birthday
	£10.00



	Debbie’s birthday
	£10.00



	Christmas cards
	£15.00



	Christmas presents
	£150.00



	 
	 



	Total per year
	£305.00



	(divide by 12 = £25.42 per month)
	 






This might all seem a bit laborious and detailed, but it’s vital if you want to take control of your money. You need to know exactly where your money goes in order to ascertain your real financial circumstances. Having said that, don’t worry about getting things exactly to the penny at the moment: it’s important to be as realistic as you can, but you’ll have an opportunity to adjust your chart later.

Filling out your chart

Overleaf is a blank chart for you to copy and fill in. Once you’ve entered all your outgoings, add any amounts from bills or letters you may have just opened. Some of them may already be covered in your regular bills, but others, such as one-off purchases, may need to be added in. Simply add them to the list under ‘Other expenses’, remembering to adjust them to your chosen timescale of weekly, fortnightly or monthly.

If you run out of room, you can add more sheets as necessary. Use as many sheets as you need, and remember to include everything you would normally spend money on in an average year. Once you’ve listed all your outgoings, add them up and write the total in the space indicated.

(Any references to writing in this book refer to the original printed version. Readers should write on a separate piece of paper in these instances.)

FINANCIAL STATEMENT

weekly • fortnightly • monthly (delete as necessary)
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Assessing your financial position

Now that you’ve worked out how much you spend, you’re almost there. To complete the picture, make a list of all your guaranteed income – that is, all the money you know you’re going to get. This could be your salary, pension, interest from any savings or investments, state benefits such as Jobseeker’s Allowance, and any other money that you know you’ll get over the coming year. Take off any tax and National Insurance contributions where applicable so that you’re left with a net figure.



useful tip

If you share your finances with a partner, you will need to sit down together and do a joint chart showing his or her expenditure and income as well as your own. This is essential to give you a true picture of your financial situation.



When going through your income in this way, leave out things like birthday presents or Christmas gifts: you may know that your granny always gives you £10 for your birthday and another £10 for Christmas, but you can’t be certain you’ll get them. Your granny’s financial circumstances may change, so it’s best to ignore any presents from other people and just consider them to be an extra treat if you do get them. Likewise, if you often get the opportunity to do overtime, but it’s not absolutely guaranteed and sometimes lets you down, you shouldn’t include it. Just concentrate on the certainties for now.

When you’ve listed all your sources of income, minus tax and other deductions, adjust them to weekly, fortnightly or monthly in order to fit the timescale you have chosen for your personal chart. Then total them up and add the final figure to your chart. You should now have two total figures on the chart, one for your expenditure and one for your income. Pinpointing your true financial position is now simple: all you need to do is subtract your outgoings from your income, and see what, if anything, is left.

Let’s go back to Joan’s chart for a moment, and subtract her monthly expenditure of £1,558.34 from her income of £1,350. We can see that she has a shortfall of £208.34 each month. If she takes no action and lets this shortfall build up, after a year this will have added an extra £2,500.08 to her existing £7,000 debt, and that’s without taking interest into account.

Here are two more examples for you to consider:
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As you can see from these figures, Karen has £850 coming in each month, and spends £825. Her monthly income therefore covers all her outgoings, and she has £25 a month left over to save or to spend on a treat, as she chooses. Having said that, £25 a month is still quite tight, and if any unexpected large bills came in, she would have difficulty paying them. Tim’s situation is worse: although he earns more than Karen does, his £1,160 a month doesn’t cover his outgoings of £1,175. He’s £15 short each month. Although £15 a month doesn’t sound like a lot, it will soon build up. Over just a year it will amount to a debt of £180. After two years it will be £360, and will continue to build up. If he takes out a loan to cover that debt, the interest will push it up still further, and by year five he could have a debt of as much as £1,500, all from an original shortfall of just £15 a month.

The result

Go back to your own chart. Now that you have subtracted your total outgoings from your income, and know what your real financial situation is, you are in the strongest possible position to be able to control your money. If you have found that you have a comfortable amount of money left over and can’t understand why you still seem to struggle, don’t worry, help is at hand. We’ll be dealing with this later (see here). If you have found that your income doesn’t cover your outgoings, but that your spending is over by only a small amount, remember that, as Tim’s case showed, small shortfalls are still important and shouldn’t be ignored because they rapidly grow into bigger debts. The good news is, you’ll probably need to make only a few minor adjustments to cover the shortfall, and this will be dealt with in detail later (see here).

If your outgoings are much, much more than your income, you need to take urgent action to stabilise your position. But don’t panic. This book will show you how to sort everything out, no matter how bleak the position looks now. You’ve now done the hardest part, which is working out how you stand financially. For that, you can congratulate yourself.

Taking action

If the amounts you owe have become really unmanageable, and your chart has shown that you won’t be able to pay them all back, the time has come for urgent action. Swift action now will avoid more complications later. What follows over the next few pages is a plan that will help you deal with the immediate crisis quickly and effectively. This plan will buy you some time so that we can get to work on sorting out your finances properly on a long-term basis. In later chapters you will learn how you can still enjoy your favourite luxuries while your finances recover, but the main task at the moment is to get over the immediate situation.

The first thing to do is to arrange your debts in order of urgency. The most urgent debts are as follows:


[image: images] Your rent or mortgage

[image: images] Secured loans (a secured loan is any borrowing where the lender can repossess an item of value from you if you do not pay back what you owe – you should be particularly careful about any loans secured against your home)

[image: images] Electricity, water and gas



You should prioritise these debts because, if you don’t pay them, you could lose your home or have your electricity, water and/or gas cut off. Other urgent debts include the following:


[image: images] Income tax
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[image: images] National Insurance

[image: images] Council tax

[image: images] Court fines

[image: images] Television licence

[image: images] Child maintenance arrears



If you ignore these debts, the authorities have the power to prosecute you and in some cases even send you to prison, so they should be tackled before less urgent debts
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