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This Memorandum of Understanding is made on 
………………………………….. 
 
between 
 
The Secretary of State for Work and Pensions [insert 
address] ["DWP"] 
 
and 
 
[insert name address and company number] ["the Lender"] 
 
Purpose of the Memorandum 
 
1. This memorandum sets out the circumstances in which the DWP will deduct from 

an individual’s benefit payments sums due to the Lender, by way of qualifying loan 
repayments, in accordance with the legislation governing the Eligible Loans 
Deductions Scheme ["the Scheme"].   

 
2. This memorandum is intended to constitute ex-statutory administrative guidance to 

the Parties in relation to the implementation of the Scheme. 
 
3. The Parties agree that this memorandum is not legally binding between them and 

does not create any legal rights or obligations. 
 

The Lender's Obligations 
 
4. The Lender warrants that it satisfies the criteria concerning its status and quality of 

service set out in Schedule 1. 
 
5. The Lender acknowledges that if in the future it fails to satisfy such criteria it may 

be immediately excluded from the Scheme. 
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6. The Lender undertakes that in implementing this memorandum it will not do 
anything likely to prejudice the reputation of the DWP. 

 

The Lender's Qualifying Loans 
 
7. The Lender warrants that only loans which satisfy the criteria set out in Schedule 2 

will be referred to the DWP under the Scheme. 
 

The DWP's obligations 
 
8. The DWP agrees to discharge its obligations and responsibilities set out in 

Schedule 3. 
 

Change of circumstances 
 
9. The Lender must notify the DWP in writing of any change in their circumstances 

that may affect their ability to continue to participate in the Scheme as soon as  
reasonably practicable.  

 

Review of memorandum 
 
10. The Parties will review the operation of this memorandum annually commencing 

from the date this memorandum is signed by the parties and at anytime at the 
request of the DWP. 

 

Amendment and termination 
 
11. DWP may amend any provision in this memorandum at any time by giving notice in 

writing.  
 
12. Either Party may notify the other that it is withdrawing from the memorandum by 

giving 28 days notice to the other in writing. 
 
13. In the event of the memorandum being terminated (for any reason) the lender 

agrees to work with DWP to ensure any outstanding actions are satisfactorily 
resolved within a reasonable time scale. 
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Interpretation of the memorandum 
 
14. The DWP may from time to time provide an interpretation of any part of the 

memorandum and such interpretation shall be binding on the Lender. 
 

Applicability of related legislation 
 
15. The Parties acknowledge that the requirements of the Data Protection Act 1998, 

the Freedom of Information Act 2000 and the Human Rights Act 1998 will be fully 
respected in connection with the transfer and retention of any information. 

 
Signed 
 
On behalf of the Secretary of State for Work and Pensions 
 
On behalf of the Lender 
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S C H E D U L E 1 

T h e L e n d er Crit eri a  
 
1.  T h e l e n d er m u st b e: - 
 

�.  a b o d y r e gi st er e d u n d er s e cti o n 1 of t h e I n d u stri al a n d Pr o vi d e nt S o ci eti e s 
A ct 1 9 6 5;  

 
�.  a cr e dit u ni o n wit hi n t h e m e a ni n g of s e cti o n 1 of t h e Cr e dit U ni o n s A ct 

1 9 7 9;  
 

�.  a c h arit a bl e i n stit uti o n wit hi n t h e m e a ni n g of s e cti o n 5 8( 1) of t h e C h ariti e s 
A ct 1 9 9 2; or  

 
�.  a b o d y w hi c h i s e nt er e d o n t h e S c otti s h C h ariti e s R e gi st er u n d er s e cti o n 3 

of t h e C h ariti e s a n d Tr u st e e I n v e st m e nt ( S c otl a n d) A ct 2 0 0 5,  
 

�.  a C o m m u nit y I nt er e st C o m p a n y f or t h e p ur p o s e s of p art 2, s e cti o n 2 6 of 
t h e C o m p a ni e s ( A u dit I n v e sti g ati o n s a n d C o m m u nit y E nt er pri s e) A ct 2 0 0 4 

 
 

w hi c h, e x c e pt f or a cr e dit u ni o n, i s li c e n s e d u n d er t h e C o n s u m er Cr e dit A ct 1 9 7 4 
a n d w hi c h i s d et er mi n e d b y t h e S e cr et ar y of St at e a s a n a p pr o pri at e b o d y t o w hi c h 
p a y m e nt s o n b e h alf of t h e b orr o w er m a y b e m a d e i n r e s p e ct of l o a n s m a d e b y t h at 
b o d y.  

 

T h e l e n d e r’ s r e s p o n si biliti e s  
 
2.  T h e l e n d er m u st c arr y o ut a n a p pr o pri at e ri s k a s s e s s m e nt of t h e c u st o m er’ s a bilit y 

t o r e p a y, b a s e d o n t h eir i n c o m e a n d o ut g oi n g s, a s p art of t h e l o a n a p pli c ati o n 
pr o c e s s.  

 
3.  T h e l e n d er m u st pr o vi d e t h e b orr o w er wit h d et ail s of a s o ur c e of fr e e a n d 

i n d e p e n d e nt d e bt a d vi c e w h er e a p pr o pri at e a n d, i n p arti c ul ar, m u st h a v e d o n e s o 
b ef or e r ef erri n g a c a s e t o D W P.  

 
4.  B ef or e m a ki n g t h e l o a n, t h e l e n d er m u st e x pl ai n t o t h e b orr o w er t h at, i n t h e e v e nt 

of d ef a ult, t h e l o a n m a y b e r ef err e d t o D W P f or r e p a y m e nt b y d e d u cti o n fr o m t h eir 
b e n efit.  
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5.  T h e l e n d er m u st off er a f a c e -t o-f a c e s er vi c e w h er e t h e c u st o m er r e q u e st s or w h er e 
t h e p arti c ul ar cir c u m st a n c e s r e q uir e it, b ef or e or aft er m a ki n g a l o a n.  T hi s m e eti n g 
c o ul d b e virt u al.  

 
6.  T h e l e n d er m u st pr o vi d e pr e -s al e s i nf or m ati o n t o t h e c u st o m er b ef or e t h e l o a n 

a gr e e m e nt i s m a d e w hi c h i n cl u d e s f ull d et ail s of t h e a ct u al c o st of t h e l o a n a n d 
a d diti o n al c h ar g e s t h at m a y b e i n c urr e d.  

 
7.  T h e l e n d er m u st e n s ur e t h at t h e f oll o wi n g st at e m e nt a p p e ar s o n t h e f a c e of t h e 

l o a n a gr e e m e nt: 
 

“I a gr e e t h at if I d ef a ult o n r e p a y m e nt s, i nf or m ati o n a b o ut m y l o a n m a y b e p a s s e d 
o n t o t h e D e p art m e nt f or W or k a n d P e n si o n s f or t h eir c o n si d er ati o n of d e d u cti o n s 
fr o m t h e b e n efit s t h at I a m or will b e c o m e e ntitl e d t o” 

 
 
8.  W h er e t h e b orr o w er r e pr e s e nt s t h at h e h a s diffi c ult y i n m a ki n g t h e a gr e e d 

r e p a y m e nt s, t h e l e n d er m u st t a k e st e p s t o n e g oti at e alt er n ati v e arr a n g e m e nt s a n d 
w h er e a p pr o pri at e, dir e ct t h e c u st o m er t o a s o ur c e of fr e e a n d i n d e p e n d e nt d e bt 
a d vi c e. F or cl arit y, D W P r e q uir e s l e n d er s t o c o n si d er c a s e s of fi n a n ci al diffi c ult y 
s y m p at h eti c all y a n d p o siti v el y a n d i n c o n si d eri n g n e w arr a n g e m e nt s a b o ut h o w t h e 
c u st o m er will p a y off t h e d e bt, s h o ul d t a k e i nt o a c c o u nt ot h er c o m mit m e nt s 
i n cl u di n g m o n e y o w e d t o ot h er l e n d er s; t h e i m p a ct of a n y l o n g-t er m h e alt h diffi c ult y 
aff e cti n g t h e c u st o m er’ s a bilit y t o r e p a y a n d di s c u s s o pti o n s a v ail a bl e t o t h e m; 
w or ki n g wit h r e c o g ni s e d d e bt -c o u n s elli n g or g a ni s ati o n s if a p pr o pri at e.  

 
9.  T h e l e n d er m u st n ot a d d t o t h e a m o u nt o wi n g at t h e d at e of t h e a p pli c ati o n, a n y 

f urt h er i nt er e st, or ot h er c h ar g e s i. e. c o urt c o st s, a d mi ni str ati o n c o st s.  
 
1 0.  B ef or e r ef erri n g a c a s e t o D W P t h e l e n d er m u st t a k e st e p s t o c o nt a ct t h e b orr o w er 

t o di s c u s s t h e d e bt a n d t o n e g oti at e alt er n ati v e r e p a y m e nt arr a n g e m e nt s a n d 
s h o ul d, a s a mi ni m u m:  
 

�.  writ e t o t h e b orr o w er o utli ni n g t h e arr e ar s p o siti o n a n d t h e a m o u nt of t h e 
d e bt;  
 

�.  if t h er e i s n o r e s p o n s e, writ e a s e c o n d ti m e; 
 

�.  if t h er e i s still n o r e s p o n s e, writ e a t hir d ti m e, e x pl ai ni n g t h at u nl e s s 
p a y m e nt i s r e s u m e d wit hi n 1 4 d a y s, t h e c a s e will b e r ef err e d t o D W P f or 
c o n si d er ati o n of d e d u cti o n s fr o m b e n efit t o r e c o v er t h e d e bt, st ati n g t h e 
a m o u nt of o ut st a n di n g d e bt.  

 
1 1.  T h e l e n d er m u st r ef er a c a s e t o D W P  o n t h e a p pr o pri at e D W P r ef err al f or m si g n e d 

b y a s uit a bl y a ut h ori s e d p er s o n f or t h e l e n d er.  
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12. The lender must provide a copy of the loan agreement which has been signed by a 
suitably authorised person for the lender, with the referral form.  E signatures are 
now acceptable. 

 
13. The lender must not take action to recover the debt while deductions are being 

taken.  If the lender has submitted a referral for consideration and agrees a 
repayment plan with the customer prior to notification from ELDS of the outcome of 
their referral, they must notify the DWP to recall the referral. 

 
14. Where the lender receives a payment from the borrower after deductions have 

started, the lender must recall the case from DWP. 
 
15. The lender may decide at any time that it no longer wishes to receive payments 

under this Scheme and, if so, must notify DWP, at which point, deductions will 
cease.  

 
16. In the event of DWP making an over-recovery of a debt and the recovered amount 

has been received by the lender, the lender must repay to DWP that amount. This 
includes where the decision to take deductions was changed or overturned on 
appeal. 

 
17. The lender must retain its records in relation to an application for deductions for a 

period of 12 months after deductions have ceased. 
 
18. The lender must agree to provide the DWP with the information it may reasonably 

require from time to time for purposes of review. 
 
19. The lender must notify DWP if they become aware that the borrower is personally 

insolvent e.g. Bankruptcy, Debt Relief Order (DRO), Individual Voluntary 
Arrangement (IVA).  

 
20. The lender must not seek recovery of the loan by other means after deductions 

have started. 
 

21. The lender should wait 3 months for a customer’s benefit circumstances to change 
after an unsuccessful referral submission before resubmitting for re consideration. 

 
22. The lender must wait for a response to their referral before attempting to resubmit. 
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SCHEDULE 2 
 

Loan Criteria 
 
1. The loan must be a personal, unsecured cash loan. 
 
2. The loan must not be cash advanced against a credit card. 
 
3. The loan must not be for the purposes of business or self-employment. 
 
4. A loan must not be referred to DWP where there is an unresolved dispute between 

the lender and the borrower. 
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S C H E D U L E 3  

D W P R e s p o n si biliti e s  
 
 
1.  D W P will n ot a c c e pt a n y r e s p o n si bilit y f or t h e d e bt or a ct a s a g u ar a nt or. 

D e d u cti o n s ar e o nl y p o s si bl e w hil st t h e b orr o w er i s i n r e c ei pt of a pr e s cri b e d 
b e n efit. I n t h e e v e nt b e n efit c e a s e s t h e c a s e will b e r et ur n e d t o t h e l e n d er.  

 
2.  D e d u cti o n s fr o m b e n efit c a n o nl y b e m a d e if t h e c u st o m er i s i n r e c ei pt of o n e or 

m or e of t h e f oll o wi n g b e n efit s:  
 

�.  I n c o m e S u p p ort 
 

�.  J o b s e e k er’ s All o w a n c e  
 

�.  C ar er’ s All o w a n c e  
 

�.  St at e P e n si o n  
 

�.  P e n si o n Cr e dit  
 

�.  E m pl o y m e nt a n d S u p p ort All o w a n c e ( E S A)  
 

�.  U ni v er s al Cr e dit  
 
 
3.  D W P i s li mit e d b y l a w t o t h e a m o u nt t h at c a n b e d e d u ct e d fr o m a p er s o n’ s b e n efit. 

T h e a m o u nt t h at D W P c a n d e d u ct i s pr e s cri b e d i n l e gi sl ati o n.     
 
4.  D W P will r et ur n a n y c a s e t h at c a n n ot b e r e c o v er e d b y d e d u cti o n s fr o m b e n efit.  
 
5.  D e d u cti o n s fr o m b e n efit c a n n ot b e m a d e fr o m t h e b e n efit s of b orr o w er s li vi n g 

o ut si d e Gr e at Brit ai n.  T h e s e c a s e s will b e r et ur n e d t o t h e l e n d er wit h o ut 
e x pl a n ati o n.  

 
6.  D e d u cti o n s will o nl y a p pl y t o l o a n s t a k e n o ut i n Gr e at Brit ai n aft er t h e P arti e s h a v e 

si g n e d t hi s M e m or a n d u m.  
 
7.  T h e d e d u cti o n s f or pri v at e l o a n s h a v e t h e l o w e st pri orit y i n t h e li st of d e d u cti o n s 

t h at t h e D W P c a n m a k e.  D e d u cti o n s u n d er t h e S c h e m e m a y n o l o n g er b e 
p o s si bl e w h er e d e d u cti o n s of a hi g h er pri orit y st art.  D W P c a n n ot g u ar a nt e e t h at 
b e n efit d e d u cti o n s will b e t a k e n o n a r e g ul ar b a si s, d e p e n di n g o n c u st o m er 
cir c u m st a n c e s g a p s i n  d e d u cti o n s t a k e n f or a l o a n m a y ari s e.   If t h e d e bt i s 
r e m o v e d fr o m r e c o v er y, t h e l e n d er will b e n otifi e d. 
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8. DWP will not take deductions if a Social Fund loan is in repayment. 
 
9. Deductions can only be taken in respect of one loan at a time. Referrals received 

when deductions are already being taken will be returned.  
 
10. Deductions can only be considered where loan repayments are in arrears. This 

means that the borrower has failed to make (and has not resumed) payments, either 
as originally agreed or as agreed in a subsequent re-negotiation for a period of 13 
weeks prior to the date of referral to DWP. In addition, the lender must have made 
reasonable action, short of going to court, to persuade the borrower to resume 
payments.  

 
11. When a lender first refers a case, and deductions from benefit are possible, DWP 

will depending on the type of benefit issue a notification to the customer explaining 
that recovery will be made from their benefit. DWP will be responsible for 
discussing with the customer matters relating to deductions from benefits and 
payments to the lender. Any subsequent contact with the customer regarding the 
loan arrangements and affordability will be the responsibility of the lender. 

 
12. DWP will make payments of monies collected to the lender’s bank account on a 

four-weekly basis based on a single schedule detailing all transactions since the 
last statement.  

 
13. In the event of the borrower appealing against the DWP decision to take 

deductions, those deductions will continue pending the outcome of the appeal 
between the customer and the lender. 

 
14. In the event of DWP making an over-recovery of a debt (and the over- recovered 

amount has not yet been received by the lender), an adjustment will be made by 
DWP before the next payment notification is issued to the lender.   

 
15. In the event of DWP making an over-recovery of a debt and the recovered amount 

has been received by the lender, DWP will reimburse the borrower and recover 
that amount from the lender. This includes where the decision to make deductions 
was changed or overturned on appeal. 

 
16. Where the borrower disputes the amount of the loan outstanding, DWP will refer 

the borrower to the lender.   
 
17. In the event of the borrower becoming personally insolvent, deductions will cease. 
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