What is a Debt Relief Order?

A debt relief order (DRO) is a new way of dealing with your debts. A DRO may be able to help you if you do not own your home, have few assets and little available income to pay your creditors. It is a cheaper option than bankruptcy. If your DRO application is successful, then none of your creditors can take action to recover your debts for 12 months. The debts are then written off after the 12 months are up.

How do I apply for a DRO?

You apply on-line to the Official Receivers office through a special web application form with the help of an advice agency. There is no court hearing. You can only apply through a special adviser called an ‘approved intermediary’ who is allowed to make the application for you. 
Do I qualify for a DRO?

There are strict rules that you have to meet to qualify for a DRO. You must:

· be unable to pay your debts; 

· have total debts under £15,000 at the date the application is approved by the Official Receiver; 

· have assets below £300; 

· not have a car or motor bike worth more than £1,000; 

· have less than £50 a month spare income after normal household expenses are taken into account; 

· live in England or Wales (or have lived or run a business in England or Wales in the last three years); and 

· not have had a DRO in the last six years. 

WARNING
If you are already bankrupt or have an IVA, then you may not be able to get a DRO..
What debts can be included in the total?

You can include most types of debt in your application as long as your total debts are less then the £15,000 limit.

Priority debts

You should include priority debts. Examples include:

· rent arrears; 

· gas and electricity debts; 

· phone and mobile phone bills; 

· Council Tax, business rates and community charge; 

· income tax, VAT and national insurance. 

WARNING
When you are working out how much you owe, make sure you include any arrears you have on priority debts. You will need to pay your ongoing rent, fuel, Council Tax bills and so on as normal.

Credit debts

You must make sure you include all your credit debts in the application. If you leave a debt out, it cannot be included later. See the section ‘What happens if a debt is left out?’.

Examples of debts you should include are:

· water arrears; 

· credit cards and store cards; 

· bank overdrafts and bank loans; 

· loans to finance companies; 

· catalogues; 

· home-collected credit; 

· benefit overpayments and social fund loans; 

· family or personal debts; 

· hire purchase and conditional sale agreements; 

· hire agreements; 

· parking penalty charges; 

· mortgage shortfalls (money you owe if your house was sold for less than the outstanding mortgage). 

You may also owe debts from your small business such as:

· money you owe to employees; 

· debts to customers who have paid for goods or services that you were unable to supply; 

· debts to suppliers. 

What debts are excluded?

Some debts do not count towards the £15,000 limit, although you still have to list them in the DRO application. This means you are still liable to pay these debts in full.

You cannot include the following types of debt:

· magistrates' court fines; 

· maintenance and CSA payments; 

· student loans; 

· secured debts.See warning box below. 

You will need to make sure you pay ongoing payments on these debts and include them in your outgoings.

WARNING
If you have debts secured on a property you are unlikely to qualify for a DRO, as the value of the property will count as an asset

What happens if a debt is left out?

If you forget about a debt and find out about it after the DRO has been agreed by the Official Receiver, the debt will not be included in the DRO. The creditor can continue to take action against you to recover the debt. This means you will need to negotiate repayments separately with that creditor. 

If this debt takes your total debts over £15,000, the Official Receiver will look at ending or ‘revoking’ your DRO. 

WARNING
If you do not tell the Official Receiver about the extra debt, the Official Receiver may be able to take criminal or civil action against you. 

My debts are near the £15,000 limit

You need to be very careful if your debts are near the £15,000 limit. Your creditors can add interest and charges to your debts up until the date the Official Receiver approves your DRO. If your debts are over the limit on that date then the Official Receiver will refuse your application. You will not get the money you have paid in fees back if this happens.

You need to think about the following ideas and get further advice.

· Check what sort of debts you have. Some creditors may not be adding extra interest and charges. But you may have a credit card or a store card which has a high interest rate that is building up each month. 

· Be careful about how long you take to save up the money for the fee, as you may miss your chance to apply for a DRO if your debts grow to more than £15,000. 

· Can you ask a charity to help with the fee to speed the process up? 

· Can you persuade your creditors to freeze the interest? 

· Can you make payments to your creditors to prevent the debts reaching the £15,000 limit? (You need to be careful to treat all your creditors fairly if you decide to do this.) 

· Can anyone help you make the payments temporarily? 

What are my assets?

You can have assets worth up to £300 and still qualify for a DRO. Lots of basic household items such as cutlery, crockery, cookers, televisions, beds or furniture do not count as assets.

The value of your assets is worked out using the resale value, not how much the item was worth when you bought it, unless it is brand new. Assets may include antiques, luxury items or valuable collections, stocks, shares, premium bonds and savings.

WARNING
You need to discuss your assets with your adviser. It is important to be open about any assets you have. The Official Receiver could end your DRO and take further action against you, if they find out that you have not told them about an asset that takes you over the £300 limit. You also have to tell them about any asset you gave away, or sold for less than it was worth, in the last two years.

If you own a car or motorbike, then your adviser will need to check the value using Parkers Guide. If it is worth less than £1,000, then it will not be taken into account as an asset. If you have a specially adapted car because of a disability.

ADVICE
Don't include a car you have on a hire purchase or conditional sale agreement as an asset. The car belongs to the creditor until you have paid off the total debt. Don't forget to count the balance you owe in your list of debts.

When can I apply for a DRO?

You can apply for a DRO from 6 April 2009. You cannot make an application before that date. You can think about doing the following things in the meantime.

· You can get advice about whether you may qualify. 

· You can start collecting details about your debts and how much you owe each creditor. 

· You can do a draft budget sheet to see how much money you have coming in and going out. 

· Check your credit reference file to make sure you haven't forgotten any debts. 

· Start saving up money towards the application fee. See the section on ‘How much is the fee for a DRO?’. 

How much is the fee for a DRO?

The fee for a DRO is £90. There is no reduction if you are on benefits or a low income. You are allowed to pay in instalments. If you cannot pay the fee, you might be able to apply to a charity for help. 

How do I make payments?

· You can start saving up towards the £90 fee as soon as you like. You cannot use the special payment system till April 2009. 

· When your intermediary starts your on-line DRO application, they will print off a letter which has a special bar-code for you to use to make the payments into your account. You can make payments by cash or debit card, using your local Payzone. Payzone can be found in newsagents, petrol stations and corner shops. You can also pay at your local post office. Check the ‘branch finder’ service on the Post Office website, www.postoffice.co.uk to find your local branch. 

· You can pay in as many instalments as you like, but you must pay the whole fee within six months from the date your on-line application began, or your application will not be allowed to go ahead. 

· You can ask the Official Receiver for a refund if you have made some payments and then change your mind. You cannot get a refund once the application is sent in by the intermediary and you have paid the fee in full. 

ADVICE
You must make the payments in full before the Official Receiver will look at your application. It is not a good idea to ask your intermediary to send in your application until you have made all your payments. This is because you are only allowed 10 days after your application has gone in to pay the total fee.

What happens next?

· The Official Receiver will decide whether to grant your application for a DRO. They can ask you for more information, and you must be as helpful as you can. You may want more advice if this happens. 

· The Official Receiver will check outstanding debts with the creditors listed on your application. 

· Your creditors may object to the order being made and can also apply to the county court if they are not happy with the Official Receiver's decision. 

· The Official Receiver will also ask a credit reference agency for information about your credit file. 

· If the Official Receiver approves your application, they will send you a letter to confirm the order. The Official Receiver will send the order to all the creditors that were listed in your application. 

· You should not make any more payments on your debts. The creditors listed are not allowed to ask you to make any more payments. If this happens, tell the creditor about your DRO, and let the Official Receiver know. 

· If your application is rejected, the Official Receiver will tell you and your intermediary the reasons. 

Cooperating with the Official Receiver

It is very important that you cooperate with the Official Receiver throughout your DRO application.

· You must tell the Official Receiver about any changes in your circumstances after you apply for a DRO. 

· You must give information about your finances to the Official Receiver if they ask. 

· Make sure you have given the Official Receiver a full list of your debts and assets. 

· Tell the Official Receiver if your income increases, or if you come into any property or a lump sum whilst you have a DRO. 

WARNING
If the Official Receiver finds out that you have not given them accurate information about your income, assets or debts, they can end or ‘revoke’ your DRO and even take further criminal or civil action against you. You must also tell them about increases in your income, or if you come into money or property whilst you have a DRO. They can also apply for a Debt Relief Restrictions Order (DRRO). See the section on ‘Debt Relief Restrictions Orders (DRRO)’.

What are the effects of having a DRO?

If your DRO application is approved you will have the same restrictions on you as you would if you were bankrupt. The main restrictions are as follows.

· You must not take out credit of £500 or more, without telling the lender that you have a DRO. 

· You cannot run a business in a different name without telling everyone you do business with the name you used for your DRO. 

· You cannot be involved with the promotion, management, or formation of a limited company, or become a company director, without getting permission from the court. 

· You may not hold certain public offices. 

· You cannot apply for a DRO again for six
years. 

Debt Relief Restriction Orders

If the Official Receiver finds that you have not been honest and open about your finances either before or during the DRO, or they decide that you have behaved irresponsibly, they may ask you to agree to a Debt Relief Restrictions Undertaking (DRRU). If you refuse, they may apply to the court for a Debt Relief Restrictions Order (DRRO). This is similar to a Bankruptcy Restrictions Order, and means that you will still have restrictions on you for between 2 to 15 years after the date of the DRO. Your details will also be kept on the Individual Insolvency Register for the lifetime of the order plus an extra three months.

What will happen to my bank account?

If your DRO application is successful, your bank account will not necessarily be frozen. It will be up to your bank or building society to decide if you are allowed to keep the account open. This is unlikely if you have a debt with your bank.

ADVICE
It is a good idea to open a basic bank account after your DRO is approved just in case. You are allowed to open a new bank or building society account when you have a DRO, but the bank or building society may ask you if you have a DRO. It is then up to the bank or building society whether they will let you open an account with them. You may be able to open a basic bank account instead.

How will a DRO affect my credit rating?

· The DRO will be displayed on the Individual Insolvency Register in the same way as a bankruptcy order. 

· Your details will be held on the Individual Insolvency Register for the 12 months your DRO lasts, plus an extra three months, so 15 months in total. 

· Credit reference agencies are likely to keep information on DRO's for six years in the same way as they do for most other information they keep. 

What other options are there?

If you do not qualify for a DRO, there may be other options for dealing with your debts such as bankruptcy, a debt management plan or an IVA. 

