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1.  Introduction

1.1  Background

In April 1992 we first issued guidance to water companies covering
procedures for dealing with household customers in debt. The aim of the
guidance was to help companies develop a common strategy to minimise the
build up of debt, and the need to take court action and subsequently
disconnect supplies. The guidelines offered objectives and guidance to
companies in areas such as

� contact with customers;
� payment options and facilities;
� debt recovery timetables; and
� pre-disconnection contacts and visits.

From 30 July 1999 the Water Industry Act made it illegal for any water
company in England or Wales to disconnect any dwelling occupied by a
person as his only or principal home for non-payment of charges. As a result,
companies had to review their debt recovery strategies in order to maximise
their ability to collect revenue from household customers.

A seminar held by us and WaterVoice (now the Consumer Council for Water)
in May 2001 acknowledged that the guidelines needed to be revised to reflect
the change in operating climate and legislation. The preference was for a less
prescriptive approach to give the companies the flexibility to tailor their
approaches to fit the circumstances of individual customers. The move away
from a ‘one size fits all’ process was widely supported.

Following consultation, in October 2002 we published the updated ‘Guidelines
on dealing with customers in debt’. These guidelines are still in place.

1.2  Purpose of the guidelines

The costs of recovering or writing off bad debt are paid for by all customers
through their bills. These are estimated to be around £11 per household per
year. Thus, customers who do pay their bills, including those on low or fixed
incomes who may struggle to pay, subsidise those who do not meet their
obligations. It is therefore essential that companies recover revenue as
efficiently and effectively as possible.

Whilst all customers must pay for services received, companies should
recognise the difficulties that some low-income customers face. The
guidelines seek to ensure that customers, particularly those in real difficulty,
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are treated fairly, while allowing companies to collect revenue effectively. We
accept that there is a balance to be struck between recovering debt, in the
interests of all customers, and dealing sensitively with customers who find
themselves in financial difficulty.

The guidelines are not intended to set out best practice in debt management.
Doing so could remove the flexibility companies have under the current
guidelines to react to individual customers’ circumstances. However, many of
the expectations might be seen as examples of good practice in the effective
recovery of debt.

1.3  Reasons for the current review

To make sure that the guidelines remain appropriate and effective, we
committed in our ‘Forward programme 2005-06 to 2007-08’ to review them
this year.

The ‘Cross-Government Review of Water Affordability Report’, published by
Defra in December 2004, also recommended that, “Ofwat should undertake a
review of the debt guidelines in 2006”.

The key objectives of this review are to make sure:

� the guidelines are still relevant, comprehensive, up-to-date and easy to
follow;

� stakeholders have the chance to contribute to improving the guidelines;
� the guidelines continue to offer a reasonable balance between customer

protection and the industry’s ability to collect debts in a fair manner; and
� the guidelines are flexible enough so that the companies’ different

approaches to debt recovery reflect their customers’ circumstances.

After speaking to the industry and publishing a pre-consultation discussion
paper, we hosted a stakeholder workshop in May 2006. The pre-consultation
paper addressed the following points:

� the balance between customer protection and the industry’s need to
collect its debts;

� whether the guidelines are sufficiently flexible;
� whether the guidelines should be more focused at targeting ‘vulnerable’

customers; and
� how the guidelines should be updated to reflect key changes in operating

practices over time.
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These issues then formed the basis for the workshop.

Attendees at the workshop included representatives from water companies,
the Consumer Council for Water (CCWater), Citizens Advice, The Pension
Service and The Royal Society for the Promotion of Health. From discussion
at the workshop it became clear that a complete overhaul of the guidelines
was not necessary. Most felt that the existing guidelines had worked well,
particularly as they allow companies the flexibility to tailor their debt recovery
methods to individual customers.

Therefore, we propose to build on the existing guidelines, making changes
only where appropriate. Stakeholders have suggested only limited changes
so far. In addition, we also consider whether we should give further guidance
on who the guidelines should apply to and how stakeholders should use
them.

1.4 Status of the guidelines

The guidelines are not legal obligations, and should not be considered as
such. Companies are accountable for their own decisions in the way they
choose to manage their business and it is for them to decide on the most
cost-effective way to collect revenue. We encourage companies to follow the
guidelines and, with CCWater, monitor the extent to which they do. An
assessment of how companies’ policies and practices compare with the
guidelines is also reflected in our overall performance assessment (OPA)1.
However, we accept that companies will wish to create a cost-effective debt
management strategy that takes account of the company’s specific
circumstances and the nature of its customer base.

Companies’ policies are summarised in their ‘Codes of Practice on Debt’.
These are required under Licence Conditions and are approved by Ofwat at
least once every three years.  The debt codes of practice are publicly
available on request from the company. Many companies also publish the
codes on their websites.

                                           
1 Information on this can be found in ‘Updating the overall performance assessment (OPA) –
Conclusions and methodology for 2004-05 onwards’ – March 2004
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1.5  Responses to the consultation

We welcome views on any or all of the proposals (or associated matters) in
this consultation. Please send them to:

Michal Balik
Consumer Affairs Division
Ofwat
Centre City Tower
7 Hill Street
Birmingham
B5 4UA

Or by e-mail to michal.balik@ofwat.gsi.gov.uk

Your responses should reach us by 12 January 2007 and should be clearly
marked ‘Debt Guidelines’. Responses will be placed in our library and made
available to the public, unless you have clearly indicated that you do not wish
this to happen. In general, we will honour this request, but there may be
circumstances in which, under the Freedom of Information Act, the public
interest requires that all responses are made public.

If you have any questions about the issues raised in this consultation, please
contact Sally Inett on 0121 625 1308 or send them by e-mail to
sally.inett@ofwat.gsi.gov.uk.

1.6 Next steps

Subject to comments we receive on this consultation, we intend to publish a
summary of responses and issue the updated guidelines to companies on
dealing with customers in debt early in 2007.
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2. Consultation questions

You are asked to consider the following questions.

1.  Do you agree with the proposals set out in chapter 3 on the following?

� Local authority agreements (see section 3.1) – proposed words added to
recommend that companies should take care when making agreements
with local authorities (LAs) to ensure that LA billed customers are treated
fairly. We would welcome evidence on whether eviction of customers by
LAs purely for the non-payment of water bills is a significant problem in
practice before making a decision on whether guidance on this issue
should be added to the guidelines.

� Third party debt sale (section 3.2) – proposed words added to recommend
that any third party debt agents used when selling debt are selected with
care.

� Void/unoccupied property notices (section 3.3) – proposed words added to
clarify when such notices should be used.

� Commercial customers (section 3.4) – proposed words added to clarify
which customer groups the guidelines apply to.

� Third party deduction scheme (Water Direct) (section 3.5) – proposed
words added to reflect current use of the scheme.

� Debt management companies (section 3.6) – propose that no words are
added due to the preference to refer to non-fee charging agencies such as
Citizens Advice.

If you do not agree, please explain why not, and propose alternative words if
appropriate.

2.  Do you agree with the additional amendments to the guidelines shown as
track changes in appendix 1? If you do not agree, please explain why not,
and propose alternative words if appropriate.

3.  Should the guidelines be applied to all indebted customers or focused only
on ‘vulnerable’ indebted customers (chapter 4)? If the latter, please set out
any ideas on how such customers could be distinguished.



7

The remainder of this paper is split broadly into two. Chapter 3 considers
whether the guidelines should be amended to reflect changes in operating
practices. Chapter 4 considers points raised at the May workshop about the
use and application of the guidelines.
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3. Updates to existing guidelines

The general feeling from informal discussions with stakeholders has been that
the existing guidelines have worked well and there is no real need for
fundamental change. This was confirmed by those attending the May
workshop.

Many stakeholders believe that the guidelines have served the industry and
other interested parties well over the years. They have provided a framework
to support a strong improvement in collection activities by all companies.

Some have noted that making the guidelines more detailed or prescriptive
could remove the current flexibility the companies need to develop and
maintain good working practices.

We acknowledge that if too much detail is added to the guidelines, especially
under the ‘expectations’ sections, they may become viewed as formal
instructions that should be followed in all circumstances. For this reason, we
have only added words where we feel they are needed.

Attached at appendix 1 are the existing guidelines with changes marked to
show where we believe changes would be helpful to either:

I. reflect changes in common practices that have occurred over time;
II. update terminology or changes in technology; or
III. add areas which might improve the overall value of the guidelines.

Following this consultation we may also make further small changes to the
guidelines to update the style and layout.

� You are asked to provide comments on whether the changes shown
in appendix 1 are appropriate.

There are a number of areas which require a more detailed discussion. These
are set out below. Suggested words have also been added where appropriate
to appendix 1.
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3.1 Local authority agreements

Background

Some companies have a large number of collection agreements with local
authorities or housing associations (collectively referred to as LAs for the
remainder of this section). These arrangements can offer benefits to all
parties:

� companies receive revenue that is due to them;
� the LA will earn a commission for providing the service; and
� customers have the benefit of paying their water charges alongside their

rent which can help with budgeting.

In some cases, a significant proportion of a company’s customer base will
have their water charges collected by their LA along with their rent. It is
therefore important to recognise this customer group, many of whom may be
on low-incomes and/or in debt.

Where these customers fall behind with their payments the LA is normally
responsible for pursuing the debt. Therefore, customers paying their water
charges to the LA have not always received the same level of service in
relation to debt recovery activities that directly billed customers have.

We are aware of a small number of problems which have been reported by
LA billed customers, the most significant being the threat of eviction for the
non-payment of water bills. Others relate to issues such as lack of payment
options or lack of transparency on how water charges have been calculated.

Our understanding is that eviction for non-payment of water bills is only
possible where water charges are formally incorporated within the rent
following consultation with tenants. This is less common than arrangements
where the LA simply collects water charges alongside the rent.

LA arrangements were discussed at the workshop held in May, but no
consensus was reached on whether these should be discussed within the
guidelines. Some felt that agreements between companies and LAs should
include a “no eviction” clause as a minimum precaution, so that customers
could not be evicted for failing to pay their water charges, and that this should
be made explicit in the guidelines. Some felt that LA billing and recovery
practices should also, as far as possible, be consistent with water company
standards.
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Others, however, felt that current agreements with LAs work well and offer an
adequate level of protection for customers. Some stakeholders questioned
why we would try to extend the guidelines to cover such arrangements. Doing
so could reduce incentives on LAs to enter such agreements which could be
to the detriment of all involved.

Proposal

We do not have power to become involved in contractual arrangements
between companies and LAs – that is an issue for the companies to manage.
Neither do we have a role in regulating the activities of local authorities or
housing associations.

However, we would expect companies to take a sensible approach when
making agreements with LAs to make sure that agreements are drafted in
such a way that customers billed by a LA are treated fairly. For example,
those billed by a LA should be able to see what they are paying for water and
how the charges have been calculated. They should also be able to complain
to the water supplier about any problems experienced with their water /
sewerage service. Suggested words have been added to expectation 9 of
principle 5 of the guidelines (see appendix).

Where eviction for the non-payment of water bills is a possibility we would
expect companies to establish effective lines of communication with the LA
should such cases arise.

However, before including any words in the guidance we would welcome any
evidence of whether this is a significant problem in practice.

3.2 Third party debt sale

Background

We are aware that a few water companies have sold off debt to independent
third parties as a way of managing their delinquent debt portfolios. This
typically occurs once all recovery activities have been exhausted, often where
the customer has moved and cannot be traced. The debt will be sold for an
agreed fee and the third party will then seek to recover money from the
customer in order to make the arrangement profitable.

We do not have the powers to prevent or restrict an appointed water company
from selling unrecovered debt to a third party2.
                                           
2 All companies selling unrecovered debt to a third party should be aware of section 206 of the
Water Industry Act 1999 and the Data Protection Act
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Proposal

We propose to add words which state that if a company chooses to sell debt
to an independent third party as part of its debt recovery strategy, care should
be taken when selecting such agents in the same way as when selecting
agents to recover debt on behalf of the company. Suggested words have
been added to principle 5 (see appendix).

3.3  Void/unoccupied property notices

Background

These notices typically state that a property is believed to be empty and
therefore the supply will be disconnected to reduce the risk of leakage or
contamination of the water supply. They also include a contact number for the
occupant to contact the company to stop the disconnection. It has been
suggested that these notices should be viewed as formal disconnection
notices, particularly if companies use them without properly trying to
determine if the property is in fact unoccupied.

Discussion at the workshop in May revealed differing views on these notices.
Some stakeholders felt that the notices should only be used as a void
management tool, and not as part of debt collection activities. Others felt that
their use within the debt recovery process was acceptable provided certain
precautions were followed, particularly as they are frequently effective in
prompting contact from the customer (and in some cases also obtaining
payment).

Proposal

It is our view that companies should do all they can to attempt to establish
whether a property is unoccupied before sending void notices. Guidance on
how this should be demonstrated has previously been shared with CCWater.

Void notices should not be used to threaten household customers with
disconnection in order to prompt contact or payment where customers are
believed to be in residence.

We have added words to expectation 3 of principal 3 to make it clear that
disconnection should not be threatened or implied in any way when it is not
legally permitted, and that void property notices should only be used where
the company can demonstrate that it has attempted to find out whether the
property is in fact unoccupied.
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3.4 Commercial customers

Background

The current guidelines apply to household customers. Some stakeholders
have suggested that the guidelines should also be extended to non-
household customers, and that their application to mixed-use customers
should be made clear.

Proposal

We do not believe that non-household customers require the same level of
protection as households. We therefore propose that the guidelines remain
applicable to household customers only. As non-household customers can be
disconnected for non-payment, some of the expectations currently set out
may not be valid in any event.

We do, however, plan to add the word ‘household’ to the title of the
guidelines. This is to make it clear that the guidelines apply only to household
customers and that any household customer paying a bill to the company
should be covered, including those living in a mixed-use property. Where the
commercial user of a mixed-use property pays the bill, the guidelines would
not apply.

3.5 Third party deduction scheme (Water Direct)

Background

Water Direct allows indebted households in receipt of certain means-tested
benefits to have deductions taken from benefits and paid directly to creditors.

As the way the scheme works has recently been standardised across all
JobCentre Plus offices, for example, by making it clear that companies can
set up payments without the customer’s permission, we have considered
whether additional words are needed in the guidelines. Some companies
have also been more proactive in offering this option to customers and
building relationships with local JobCentre Plus offices.

Attendees at the May workshop noted that as there are still limitations with
the scope of the scheme, the current wording is sufficient. Water Direct is a
useful scheme which could be used in more cases if the relevant information
could be obtained from other government departments. Therefore, effort



13

should be concentrated on lobbying for change to the scheme rather than
making changes to the debt guidelines.

Proposal

Whilst we agree that widening access to the scheme would be useful, we also
feel that words should be added to the guidelines to reflect changes in the
way that Water Direct is used by companies. We have added suggested
words to expectation 6 of principle 2 noting that companies should be
proactive in offering the scheme and that where a company places a
customer on the scheme without their permission they should inform the
customer of their action. We have, for clarity, also added words to the ‘current
practice’ section of this principle to explain that the ultimate decision on
whether a customer can pay via the scheme is with the relevant JobCentre
Plus office.

3.6 Debt management companies (DMCs)

Background

Debt management companies (DMCs) offer a service to individuals in debt in
return for a payment. They provide advice to the customer and negotiate with
creditors on their behalf to set up payment plans that typically involve a
reduction in monthly payments and a freeze on interest charges. The
individual customer makes one payment to the DMC which is then distributed
to each creditor.

Proposal

Whilst these services can be helpful, many customers are not aware that
such companies charge a fee for providing the service, so caution should be
used. Referral to non-charging advice services such as Citizens Advice or
Money Advice Centres would be preferable.

We therefore do not propose to include reference to fee-paying DMCs within
the guidelines. Instead, we will retain references to organisations that offer
such services without charging, such as Citizens Advice, Money Advice
Centres and the National Debtline.
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4.  Application of the guidelines

The guidelines are intended to safeguard the interests of those vulnerable to
debt, for example, those on low incomes, poor money managers, or those
with mental health problems. However, it is difficult to identify such groups.

The stakeholder workshop held in May discussed whether the guidelines
should be used only for those household customers classed as ‘vulnerable’
(however defined) and genuinely struggling to pay, or whether they should
apply to all indebted customers. It was noted that whilst the guidelines are
useful for dealing with customers in debt who want to pay, they do not
translate easily to the important and potentially more serious issue of how to
deal with deliberate non-payers, where a tougher approach is needed. Most
stakeholders agreed that there is no easy way to identify the ‘can’t pays’ from
the ‘won’t pays’.

It might therefore be more appropriate to apply the guidelines to all indebted
customers in the first instance (many companies appear to be doing so
already), but accept that it may be reasonable for companies to depart from
the guidelines in certain cases.  Where a company does not follow the
expectations they should be able to justify why an alternative approach was
used. For example, where knowledge of a customer’s circumstances or
previous payment history meant that the company did not follow the
guidelines, it would be required to demonstrate why this would not have been
sensible.

In addition, most companies now have debt strategies which incorporate
different policies and procedures for different customers (for example, the
payment pattern of a particular customer may influence the exact recovery
path a company chooses to follow at any one time). Whilst the guidelines can
reflect flexibility to a certain degree, they cannot be made so flexible that
every possible debt situation or recovery path can be covered.

The suggestion is therefore that the guidelines, in the first instance,
should continue to be applied to all indebted household customers. But
as explained above, accept that it may be reasonable for companies to depart
from them in certain cases (ie where justification can be provided). This would
remove the need for companies to define which customers are ‘vulnerable’
and the genuine ‘can’t pays’ and which are able to pay but choose not to, the
so-called ‘won’t pays’.

Another area of concern raised in our pre-consultation discussions is the way
in which companies, CCWater and other consumer organisations use the


