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THE UK INSOLVENCY HELPLINE

FULL AND FINAL SETTLEMENT OFFERS

WHAT ARE FULL AND
FINAL SETTLEMENT
OFFERS?

This factsheet explains how to make
offersin "full and final settlement" to
your creditors. This means that you
ask the creditors to let you pay alump
sum which is less than the full balance
you owe on the debt. In return for
having a lump sum payment the
creditor agrees to write off the rest of
the debts.

You may be able to do this because
you have come in to some money or
have some savings you can use.
Sometimes a friend or relative offers
to put forward alump sum to help you
pay off the creditors. Your
circumstances may be very unlikely to
change for the better in the future. It is
very important that you explain to the
creditors that the money will not be
available forever and the friend or
relative will not make the payments
unless the offer is accepted.

e Itisagoodideato get athird
party such asfriend or relative to
send the money on your behalf.
This helps your agreement to be
more legally binding if the
creditor accepts the money viaa
third party.

e If you are settling a debt that is
large or particularly important,
you could have a formal
agreement drawn up by a solicitor
and signed by you and the
creditor. This is not normally
necessary.

e Make sure the creditor agrees in
writing to change your credit
reference file details to show the
balance is "satisfied" and the date.
Check this have been done by
asking the credit reference
agencies for a copy of your credit
file.

HOW TO WORK OUT
OFFERSOF PAYMENT IN
FULL AND FINAL
SETTLEMENT.

HOW TO MAKE AN OFFER

e You can use the sample letter
attached to make full and final
settlement offers to your creditors.
Make sure you keep copies of
any lettersyou send.

e |tisvery important to make sure
the creditor accepts your full and
final settlement offer in writing.
Make sure you keep a copy in case
there is a dispute which can
happen years |ater.

e Never send alump sum payment
before the offer is accepted.

Full & Final Settlement

You may have a lump sum that you
need to divide up amongst severa
creditors. The usual way of doing this
Is to make "pro-rata’ offers. This
means that each creditor gets a fair
share of the money avalable. The
creditor you owe the most to will get
the biggest share of the money and the
creditor you owe the least to will get
the smallest share.

1) Find out the exact outstanding
balance you owe to each creditor

2) Use the formula to work out how
much to offer each creditor

3) Use the following example on
page 2 to help you.




FORMULA

LUMP SUM AVAILABLE X EACH DEBT

+THE TOTAL AMOUNT YOU OWE TO YOUR CREDITORS

=OFFER TO THE CREDITOR

EXAMPLE

Y ou may have £10,000 owing to 4 creditors. Y ou can raise alump sum of £4,000.
Y ou owe:

£2,300 to mastercard

£1,200 to a catal ogue company
£4,500 to aloan company
£2,000 to the bank.

Usetheformula:-

£4,000 (lump sum available) x £2,300 (debt to master card)
+£10,000 (the total amount you owe to creditors)
= £920 (offer to master card)

Y our offer to mastercard is £920. Y ou then do the same calculation for each creditor, using each
individual debt in the calculation.

Y our offersto your creditors should ook something like this:-

OFFERSTO CREDITORSBASED ON A FULL AND FINAL SETTLEMENT OF
£4,000
CREDITOR DEBT FULL & FINAL
SETTLEMENT OFFER.
Mastercard £2,300 £920
Catalogue £1,200 £480
Loans £4,500 £1,800
Bank £2,000 £800
Total £10,000 £4,000

4) Send offer letters to all your creditors along with a table like the one shown above. It is
helpful if creditors can see that they are al receiving an offer of a pro-rata settlement. Then
they know they are all being treated the fairly. If some of the creditors refuse, then write to
them again and ask them to reconsider. Point out if any of your other creditors have
accepted the offer and explain your circumstances again. If your creditors still refuse

@ phone usfor advice and see what other options you might have.

Remember: Do not pay the lump sum to any creditor that
does not agree your offer in writing.
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SAMPLE LETTERE
FULL & FINAL SETTLEMENT LETTER FOR ANY DEBT
THISEXAMPLE LETTER ISDESIGNED TO HELP YOU NEGOTIATE A
FULL AND FINAL SETTLEMENT OFFERWITH A CREDITOR. THISISA
TYPE OF OFFER WHERE YOU ASK THE CREDITOR TO ACCEPT PART
OF THE AMOUNTSYOU OWE AND WRITE OFF THE REST.

(Your home addr ess)

Date:
To:
WITHOUT PREJUDICE:
Dear Sir/Madam
Account No.

I write with reference to the money which you are claming on the above account.

| can confirm that | am unable to offer to pay the money which | owe in full. (Add
details of your circumstances and financial situation). However, | can raise £ (put
the amount which you can afford to pay) and | want to offer this an ex-gratia payment
in full and final settlement of the account. This offer is made on the clear understanding
that, if accepted, neither you nor any associate company will take any other action to
enforce or pursue this debt in any way whatsoever and that | will be released for any
liability.

| also request that, if accepted, you will make an entry on a credit reference agency file
relating to the above account as 'satisfied' in full.

Payment can be made within (put the number of days or weeks within which you
will pay) of receiving your written agreement of this offer and method of payment.

| look forward to receiving your reply.

Yoursfaithfully,

REMEMBER TO KEEP A COPY OF ALL

(Your signature) LETTERS YOU SEND TO YOUR CREDITORS
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Peter O'Sullivan
Text Box
    REMEMBER TO KEEP A COPY OF ALL 
LETTERS YOU SEND TO YOUR CREDITORS   


REMEMBER: You can always contact us for advice about any difficulty you have in
dealing with your debts.

Freephone: 0800 074 6918
Website: www.insolvencyhelpline.org

© Copyright Money Advice Trust (updated November 2003)
Whilst we endeavour to keep our factsheets as up to date as possible, The UK Insolvency

Helpline cannot be held responsible for changesin legislation or for developmentsin
case law since this edition of the factsheet was issued.
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