Publication: Sunday Business Post Money & Markets
Date: Sunday, March 10, 2013

Page: 3

Extract: 1 of 2
Circulation: 41040
Author: DJ O'Donovan

Headline: Stressed borrowers must be allowed to live normally

Stressed borrowers must be allowed to live normally

If the banks set a very low standard of what is areasonable
standard of living, they will exclude large numbers of

peuﬁle from Farticipatinn in the economy
where they are doing their shop-

By DJ 0’Donovan
be issue of what is a “rea-
sonable standard of liv-
ing and reasonable Living
expenses” has the poten-
tial to become a very divisive issug
when the new personal insolvency
procedures come into practice.

We have seen in the past two
years since the introduction of the
Standard Financial Statement
(5F8), which lenders are using to as-
zess debt forbearance cases, that
banks are scrutinising and challen-
ging every aspect of a borrower’s
10 ket Wy g ) Chrisias
to wi on Christmas
:nd birthday presents for their chil-

rem.

Some borrowers do need to im-
plement household budgets to man-
age their finances better, but in
many cases, banks are effectively
acting as receiver over the borro-
wer's income in return for tempor-
m‘{nrdid'm lpan repayments.

most instances, forbearance is
only for six or 12 months. After that
chients must submit an up-to-date
SFS detailing all of their income
and expenditure, as well as up-lo-
date bank statements and income
details. Then, if the bank feels there
is more to be squeezed out, it can

The table above is a summa.r}rof
what one institution thinks is an ac-
ceptable level of household expendi-
ture. The reality here is that people
with this level of expenditure will
be excluding themselves from nor-
mal social aspects of life, including
pot having the ability to take a Ffa-
mily holiday. Children in affected
families may be denied a socially
reasonable standard of living by
not having the means to take part
in extra-curricular activities, which
could affect thejr education and
welfare.

Borrowers have been asked about

piq,wlnlhnr they cut back on gro-
ceries, cut out even the bazic TV
package and cance] their health in-
surance and pension contributions.
We should not forget that our econ-
omy depends on households spend-
ing money in shops, restaurants and
on services. It should be obwious to
anyone walking down the strects of
any of our main cities and towns
that many businesses have closed
because of the squeeze on house-

The Association of Expert Mort-
gage Advisors has seen morigage
arrears cases where clients are
struggling to meet total loan repeay-
menis representing up bo 70 per cent
of their monthly net income. The
fear we have for these people is that
there is a force creeping into society
that is setting reasonable living ex-
penses at a level close to the poverty
threshold, If this is not challenged,
thousands of households will be
forced into - or close to - poverty
in order to repay their loans. This
would exclude them from partici-
pating fully in the economy for what
could be a lifetime,

The joint IBF/ Mabs operational
protocol Working Together to Man-
age Debt (Tune 2009) states that
“Mabs Advisers aim to support cli-
ents to protect a standard of living
for themselves which is acceptable
and, at minimum, is above the pov-
erty line™, This is the root of the pro-
blem: the goal is to squeeze living
expenses to this level, without any
consideration for the consequences
for the individuals, their families or
the economy.
If you ask working people to live
at welfare levels over a long-term
basis, you effectively remove the in-
centive to remain working. In an
economy crippled with unemploy-
ment, it would seem somewhat fool-
hardy to allow banks to
umnl.mihcnull}' expand our wellare

The pain that banks expect bor-
rowers (o sustain must be commen-
surate with the reward, so if it's just
an interest-only extension, it's hard
1o expect the homeowner to live on
bread and water, but if there's a debt
write-off deal on the table, bor-
rowers are willing 1o take far more
lifestyle pain.

There is a more equitable and
fairer way to establish a reasonable
standard of living and reasonahle
living expenses — it's the one banks

already use as part of their lending
policies for approving home loans.
Most banks will lend to someone
purchasing a house by assessing the
proposed monthly mortgage repay-
ment plis any existing monthly loan
repayments as a percentage of l.h:
borrower's net monthly income.

As long as the total of the pro-
posed mortgage repayment and ex-
isting loan repayments do not
exceed 40 per cent of the applicant’s
total net monthly income, the bank
will approve the mortgage.

This would have been the same
criterion used for most of the exist-
ing barrowers who are now in mort-

gages arrears, but because of
d incomes, loss of employ-
ment of closure of a business the
percentage of repayments to in-
come has been turned on its head,

Why should the banks operate
one policy for existing customers in
mortgage arrears and another for
those seeking mortgages? Why are
they challenging borrowers® hiving
expenses to the extent that some
are left with as little as 30 per cent
of their net monthly income to live
off while banks believe new bor-
rowers cannot be left with less than
60 per cent of their net monthly in-

We can appreciate that the banks
have to protect their balance sheets
:]:bl::ll_:mprmlpmﬁta:biiignl’m their

holders (including the govern-
ment and uitimately the taxpayers).
However, if they continue to be so0
aggressive and demand such a large
percentage of their customers’ in-
comes, the banks and the greater
economy will not recover withowt
the inclusion of these people i so0-
ciety and in the economy.

DJ O'Donovan s @ member of
the dssociation of Expert Mortpage
Advisors
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