CONSULTATION ON DOORSTEP SELLING AND COLD CALLING
PARTIAL REGULATORY IMPACT ASSESSMENT

An electronic version of this partial regulatory impact assessment  can be found at  http://www.dti.gov.uk/ccp/consultations.htm. (This will need to be saved as a Word document before being forwarded by Email)
DOORSTEP SELLING AND COLD CALLING

Purpose and objectives 

In their market study report on doorstep selling, the Office of Fair Trading (OFT) have recommended consideration of and consultation on measures to improve  protection for consumers purchasing goods or services at the door and reducing unfair competition for legitimate business from rogue traders.  
Background

Doorstep sales are estimated by OFT
 to amount to some £2.4 billion every year in the UK.  Of this double-glazing doorstep sales are estimated at £1.6 billion, conservatories at £250 million and mobility products (stairlifts, wheelchairs, powered scooters) at £80 million. The vast majority of sales (at least by value) therefore relate to home improvements or property services. Data is scarce on doorstep selling but these estimates of sales are considered to be conservative.

Doorstep selling can be a beneficial means of selling as it:

· avoids the need for consumers to travel, thereby helping those with mobility problems, often the elderly

· can allow more opportunity for discussion of the product and tailoring to the specific needs of the consumer

· can present consumers with new options that they had not previously considered

However, there is evidence that in some cases consumers suffer detriment as a result of pressurised selling techniques and/or lack of knowledge of their rights. Consumers have additional rights when purchasing goods at the door, provided by the “Consumer Protection (Cancellation of Contracts Concluded Away from Business Premises) Regulations 1987” as amended in 1988 and 1998.  Consumers who purchase goods or service over the value of £35 as a result of cold calling (i.e. they did not request the sales visit) have the right to cancel the contract within 7 days.   The same cancellation right applies if the sales visit was the result of an unsolicited doorstep or telephone call.

There is currently a proposal within the EC for an "Unfair Commercial Practices Directive", which is likely to give more protection for consumers as it  is specifically directed at aggressive and misleading sales practices and is likely to focus strongly on the protection of vulnerable consumers.  However, it is still in negotiation, and while consumers are currently suffering detriment as a result of some doorstep selling practices, there is scope for considering whether action is needed to protect UK consumers in advance of the new EC Directive.  But, when considering any new legislative options following this consultation, it will be necessary to monitor the progress of the Directive, to consider whether deficiencies in existing legislation can be effectively addressed by the Directive and that proposals for change  to UK legislation are compatible with what is expected to be a maximum harmonisation measure.

Risk Assessment

Whilst current regulations do afford consumers more protection when they purchase goods and services on their doorsteps, there are a number of reasons to believe that they are not working as well as they could.

Firstly, consumers are currently unaware of their rights.  A survey carried out for OFT found that only 6% correctly identified that they had more rights when purchasing goods and services on the doorstep.  Once they were told of their additional rights, only 7% correctly identified what those rights were.  Evidence collected by Citizens Advice suggests many people try to cancel their contracts, but are told they cannot, often as a result of abuse of the current distinction made in the Regulations between  unsolicited and solicited calls.

A survey carried out by LACORS and included as an annex to the OFT report obtained data from authorities that collectively represent 26% of the UK population. In an 18-month period there were over 5,500 doorstep selling complaints recorded.  A large number of these complaints related to selling practices.  Given the low level of awareness amongst consumers of their rights, this sort of level of complaints might be under-representing the scale of any problem.
A consumer satisfaction survey carried out as part of OFT’s market study  found that 39% of adults have purchased from a door-to-door salesperson, whilst 61% had never done so.  Over half of people who had made high value purchases on the doorstep (e.g. double glazing, property services) felt that specific sales techniques had been adopted.  This does not necessarily mean they suffered consumer detriment.  Indeed, three quarters of those who had bought goods or services were satisfied at least to some extent with those goods or services.  This still leaves a significant minority who were not satisfied, but of those, only 25% complained, further evidence that complaints data would be underestimating the extent of the problem.
In a number of cases, companies undermined the seven day cooling-off period afforded to customers following unsolicited doorstep sales. Whilst this is not widespread, where it does happen it is often the same firms repeatedly acting in this way. 

There are an estimated 15,000 reported cases of bogus trading (i.e. the sale of overpriced and/or substandard goods or services) every year.  Many more go unreported.  OFT estimate that the average amount of money paid to these bogus traders is £2000, so it is possible that in excess of £30 million is handed over to bogus traders every year.  Consumers do not get value for money, and legitimate businesses suffer, as they have to put increased resources into distinguishing themselves from dishonest traders.
	Questions for consultees: (Enforcers)
Is it possible to estimate the number of on consumers suffering detriment
· as a result of not being aware of their rights;
· as a result of rights being undermined by  traders.


Options 

The OFT report suggests a number of measures to reduce the existing consumer detriment associated with some doorstep selling practices. There are a number of options the Government could pursue:
1. Do Nothing: Doing nothing would leave the legislation unchanged  and existing consumer protection in place, but fail to tackle known examples of consumer detriment.  In this instance, “doing nothing”  is likely to be temporary as action is expected to be necessary once the Unfair Commercial Practices Directive is agreed and transposed into UK Law. 
2.   Non-Legislative Measures: Non-legislative changes, such as measures to improve consumer awareness via an OFT campaign, the use of voluntary codes, self-regulation and increased price transparency may tackle at least some of the existing consumer detriment, by further empowering consumers to use their existing rights.  The OFT is launching an awareness campaign in July 2004, which reminds consumers of their legal rights but also aims to raise awareness of the psychological tactics which may be used to persuade them to buy.  The campaign will use a range of media to deliver its messages and OFT will be working with partners such as Age Concern, Help the Aged, Trading Standards Institute, LACORS, Citizen’s Advice and Energywatch.
3.   Change doorstep selling regulations to require clear display of cancellation rights in addition to some non-legislative changes: If done in conjunction with the above non-legislative measures, this option would make consumers even more aware of their existing rights to cancel contracts. This may help further empower  consumers when dealing with doorstep salespeople.

4. Adopt the above and extend cancellation rights for unsolicited visits to solicited visits: The rationale for existing consumer protection is that unsolicited calls may catch consumers unawares and make them more vulnerable to pressure selling techniques.  But there is evidence that such techniques can have the same effect in both solicited and unsolicited calls. This would remove opportunities to exploit the distinction between the treatment of solicited and unsolicited visits.  However, it would not necessarily address the problem of rogue or bogus traders.  

5.   Adopt the above and amend Regulation 7(2)(iv) of the Doorstep Selling Regulations 1987 or prohibit work/delivery of goods and/or payment within the 7 day cooling-off period: Regulation 7(2)(iv) is intended to protect legitimate traders from frivolous orders.  Consumers have to pay if installation work (e.g. for a fitted kitchen) is done within seven days and then they decide to cancel the contract.  However, there is evidence that some traders use this to undermine the cooling-off period itself.  Removing this regulation would close what is seen by some to be a loophole in existing protection although some protection for legitimate traders would need to be considered. 

Prohibiting work or delivery of goods and/or prohibiting payment within 7 days would address the same problem and help prevent the cooling-off period being undermined.  In addition, these measures combined with increased consumer awareness could help in dealing with bogus traders by enabling consumers to resist pressure for work to be performed or payment made quickly.  Some types of emergency work would still have to be allowed within the cooling-off period. 

6.   Adopt the above measures and ban cold calling for property services: This option would mean that in addition to the measures in options 2-5, firms would be prevented from cold calling (i.e. making unsolicited visits) for property services sales.  This would address the problem of bogus traders more directly.  It has been argued that a ban would send a clear message to consumers that cold calling to offer property services is against the law.  In practice, some exceptions to a ban are likely to be necessary to avoid unduly inhibiting the activities of legitimate traders.  It has also been suggested that enforcement of a ban would be simpler and cheaper than bringing prosecutions against bogus traders using existing legislation.  This is a matter for further consultation. 

The supercomplaint made by NACAB which triggered the OFT's market study recommended extending the cooling-off period to 14 days and establishing a "doorstep preference service" similar to the telephone preference service currently in existence.  As a seven day cooling-off period is common throughout Europe, consistency will be achieved by retaining the same length of time in the UK.  (Some companies/trade associations do offer a 14-day cooling-off period on a voluntary basis.)

The doorstep preference service suggestion was considered by OFT, but rejected because of the logistical difficulties and potential for being ignored by unscrupulous traders. The smaller the sales organisation the more difficult it would be to cross-check house numbers against a database, so it would have a disproportionate impact on small businesses.

Benefits

1. Do Nothing: there would be no additional benefits to consumers or businesses from maintaining the status quo, at least up to the time the Unfair Commercial Practices Directive is agreed and then transposed. 

2. Non Legislative Measures: by working to raise consumer awareness of rights, this option is likely to empower consumers to use their existing rights more effectively.  In turn this will improve the competitive environment, as it will make it more difficult for dishonest practices to continue, thus helping legitimate business. The extent of the benefit arising from non-legislative measures depends on the success of consumer awareness campaigns, and the extent to which consumers exercise their rights and companies successfully self-regulate or follow their own voluntary codes of practice. There is a risk that, even though consumers may be aware of their rights, they do not exercise them when a salesperson is in their home.

	Questions for consultees:

How far would raised awareness help to reduce consumer detriment in the absence of legislative change?

How far would self-regulation help reduce consumer detriment in the absence of legislative change?


3. Clearer display of cancellation rights: By adding small legislative change to the above non-legislative measures, greater protection would be afforded to the consumer and consumer detriment may be further reduced. Regardless of their general awareness of rights, prominent display of cancellation rights may inform consumers and empower them to invoke this right. 

4. Extension of cancellation rights: Removing the distinction between solicited and unsolicited visits should improve certainty for the consumer, business and enforcement agencies and remove opportunities to exploit the different treatment of solicited and unsolicited calls.  The extent to which this option does reduce consumer detriment and improve the competitive environment depends in part on effective enforcement and also on informing the consumer of their rights. There is a risk that minimal benefits will result if changes to legislation are not understood by consumers or if Trading Standards departments are not able to deal with the resulting enforcement issues.

	Questions for consultees: (Enforcers)
Is it possible to quantify how  much this change would this contribute to reducing consumer detriment?


5. Amend Regulation 7(2)(iv) of the doorstep selling regulations or prohibit work/delivery of goods and/or payment within 7 days:  These options may further reduce consumer detriment over and above that achieved by the previous options and contribute to tackling bogus traders, at least to some extent.  There is the potential for some environmental benefit as a result of this measure as it may reduce the incidence of poor quality workmanship on buildings.

As emergency work would need to be allowed within the 7-day period there is a risk that the benefits would be reduced by the potential for traders to get round the legislation.

	Questions for consultees: (Enforcers)
Is it possible to offer estimates of how often the cooling-off period might be being  undermined at present? 




6. A ban on cold calling for property services: Banning cold calling for property services may create certainty for the consumer, business and enforcement bodies.  A number of enforcement agencies currently devote considerable resource to dealing with doorstep sales complaints. Where enforcement agencies are engaged in this activity this option may reduce their enforcement costs in time, although the prosecution of bogus traders may increase costs while the problem persists.  This measure would be most likely to tackle rogue or bogus trading, and would go some way to reducing the potential £30million consumer detriment caused by this every year.

Often, rogue or bogus traders are not only causing consumer detriment but are also avoiding VAT and income tax.

Altering the doorstep selling regulations according to the above options will improve competition in markets that utilise doorstep selling to differing degrees.  This will benefit legitimate businesses, protecting them against unfair competition from unscrupulous traders and reducing the costs of distinguishing themselves from such traders. In this environment, the businesses that succeed will be those that give genuine value to their customers through greater choice, quality, and lower prices and thereby generate consumer trust and confidence.  Empowered consumers reward innovative and efficient businesses, driving increased productivity and international competitiveness. 

Business Sectors Affected

All businesses that make sales on the doorstep will be affected.  The market that relies most heavily on doorstep selling is double-glazing, for which 90% of sales are conducted on the doorstep.  Other goods and services commonly sold on the doorstep include property services generally, mobility products (for instance stair lifts) and energy provision.  A wide variety of businesses will therefore be affected by any change in the doorstep selling regulations.

Costs

1. Minimum Change: There would be no additional costs as a result of  maintaining the status quo.
2. Non-Legislative Measures: the cost of a consumer awareness campaign depends on the nature of campaign decided upon.  Greater self-regulation and following voluntary codes would cause firms to incur costs in complying but by definition such costs would be voluntary and would assist legitimate firms in their quest to distinguish themselves from non-legitimate traders. 
3. Clearer display of cancellation rights: The cost of clearer display of cancellation rights will be negligible for business given that rights must already be displayed. The fact that such a change would allow solicited and unsolicited sales contracts to be the same further mitigates any small costs.  Enforcement agencies would also not see a rise in costs because of the existing requirement to display cancellation rights (albeit that the use of small print is currently acceptable).
	Questions for consultees: (Business) 

Do you agree with this assessment of costs for clearer display of cancellation rights? 


4. Extension of cancellation rights: There is evidence that customers currently try unsuccessfully to cancel their contracts, with the distinction between solicited and unsolicited visits being unclear.  An increase in cancellations after doorstep sales would be expected.  Assessing the impact on the businesses engaging in doorstep selling is difficult because there is no data available on how many companies engage in doorstep selling.  A number of those traders that use cold calling may be rogue or bogus traders, adding further difficulty to getting accurate data.
Time spent by salespeople in people’s homes can result in a sale, a sale that is later cancelled or no sale at all.  Success rates vary across different types of doorstep selling.  Cold calling yields roughly 1 in 10-12 sales, whilst professional salespersons with a pre-arranged appointment might achieve 1 in 2-3
.  Extending cancellation rights therefore might have the effect of slightly reducing the success rate of doorstep sales.  As a result, additional sales and administration time may be spent on achieving the same number of sales. 

In the case of double glazing (which accounts for the majority of doorstep sales), around 4% of sales where there is a cancellation right result in cancellation.  Of the annual doorstep sales of £1.6 billion, 40% are from cold calling and 60% from solicited visits.  If it is assumed that £1.6 billion of sales translates to 400,000 individual sales, that would mean that currently around 6,400 cancellations happen.  The extension of cancellation rights might mean that 2%-5% of total doorstep sales are cancelled.  This would be an additional 2,600 – 13,600 visits where a sale is agreed then cancelled.  As most double glazing salespeople work on a commission basis it is difficult to establish an average hourly wage, but if we assume £20 plus one third for non-wage labour costs and assume an hour on each visit, this might result in additional costs of £69,000 to £363,000 to double glazing companies. 

Ultimately, however, it is often the case that where customers cancel a contract they still want the product but decide to go with a different supplier.  Alternatively they will be deciding to cancel following high pressure selling. 

	Questions for Consultees: (Business)

What is the typical take up of the cancellation right  for  your business? 

How much would a typical cancellation cost you in terms of time spent on the sale and after-sales arrangement (i.e. not the value of the lost sale itself)?


5. Amend Regulation 7(2)(iv) of the doorstep selling regulations or prohibit work/delivery of goods and/or payment within 7 days:  Views are being sought from enforcement agencies on the implications of such measures for enforcement. This is likely to depend on how exemptions are made for emergency work to be done within the 7-day period because ,if traders were able to exploit them, enforcement would be more difficult.

There may be an additional cost in time required for personnel to re-visit a customer’s home in order to collect money, although invoices could be sent out or the money collected at the same time as work is carried out to mitigate such costs.

If work is allowed to be conducted within the 7-day cooling-off period but payment is not allowed this could increase risk for businesses.  Any combination of the measures could affect business planning.

	Questions for consultees: (Business)
How would these measures affect your business planning?

Would there be significant cash-flow implications?


6. A ban on cold calling to offer property services: Firms that relied upon cold calling for sales would be most affected by this measure.  40% of double-glazing sales are made by cold calling, usually an unsolicited telephone call followed by a visit.  It is therefore double-glazing sales that would be expected to be most affected in the absence of exceptions for legitimate businesses and firms would need to sell via other routes which might be more expensive.  It is unclear how much cold calling is relied upon for other areas, but there is a perception that most sectors, legitimate businesses do not engage in cold calling.
Whilst this may reduce costs for those Trading Standards Departments (TSDs) that currently put a lot of resource into dealing with bogus traders, it is unclear as to the likely overall effect on TSDs and this is a matter for further investigation and consultation.
There may be unintended consequences as a result of banning cold calling.  The criminal element may divert to alternative forms of criminal activity.  Traders might make a call to offer services not covered by the ban, in order to secure a sale of a property service.
	Questions for consultees: (Business) 

What proportion of your company’s sales is achieved by cold calling? 

Is it possible to quantify how much would it cost you to switch to an alternative sales method?




Equity and Fairness

Vulnerable groups such as the elderly may be particularly at risk from rogue traders and selling practices and they feature prominently in evidence of consumer detriment and doorstep crime.  However, it needs to be borne in mind that a range of consumers, of varying ages and backgrounds might be described as “vulnerable” at certain times and in particular circumstances.  As a general principle, and acknowledging that certain consumers may benefit from additional protection, no consumer should be put at a disadvantage when purchasing goods or services in their own home. 

Consultation with small business: the Small Firms’ Impact Test

During initial consultation we contacted a number of small firms in the building and double glazing sectors.  All the firms contacted said that they did not undertake unsolicited visits and instead relied upon their local reputation and private recommendations to obtain business.  This has made it difficult to identify additional costs to small business.

During the full consultation we propose to solicit views from a much greater cross-section of small businesses through focus groups as well as specific questions in the consultation document.  This information will be used to make a full assessment of costs to small business.

Competition Assessment

The proposals for change will affect all markets where any sales of goods or services are made on the doorstep.  The majority of doorstep sales are made up of double-glazing, conservatories, other property services, mobility aids and hearing aids.  None of the options are likely to have a detrimental impact on competition.  There may even be a positive impact on competition in the sense that illegitimate traders may find it more difficult to operate, thus making competition fairer.

Those firms making sales on the doorstep would be affected by the proposed changes, whilst other firms would remain unaffected.  However, regulation is already different where sales are made on the doorstep, and the additional burden involved in the options is minimal.  In double-glazing, over 90% of sales are made on the doorstep, so within this market the majority of firms will be affected in the same way.

Some affected markets are more concentrated than others, for example the five-firm concentration ratio for double-glazing is roughly 50%, other markets have many firms. The proposed changes are likely to have a similar effect on all types of firms within markets, be they small, large, new or old, so the structure of markets is likely to remain unaffected.

The majority of markets where sales are made on the doorstep are not characterised by rapid technological change.  If a ban on cold calling for property services were introduced this would restrict firms involved in these activities from one form of sales method, but the other options will not affect firms’ choices of price, quality and location.

	Questions for consultees: 
Do you agree with this competition assessment?




Enforcement and sanctions

Any proposed regulation would be enforced by Trading Standards as with the current Doorstep Selling Regulations in co-operation with other authorities such as the police.  The issue of sanctions to be applied in certain circumstances is a matter for consultation.  Some additional costs on enforcement authorities are therefore likely and DTI welcome costed estimates.

Monitoring, Evaluation and Review

DTI will welcome any future representations on the working of the proposed action taken, and will review its functioning at a reasonable juncture and in light of the proposed Unfair Commercial Practices Directive.

Consultation

The consultation document details lists consultees. The consultation will take place from July to November 2004.

Summary and Recommendation

The different options for legislative change would reduce consumer detriment caused by some doorstep selling practices to different degrees. The extent to which consumers benefit depends on the effectiveness of awareness raising and enforcement, but these measures could also improve the competitive environment as rogue or bogus traders will find it more difficult to operate. The costs of these measures will fall on businesses and enforcement agencies.  We are seeking further information on the costs to Trading Standards and businesses but current information suggests additional costs would be minimal.

Contact:     Amy Newland, Consumer and Competition Policy, DTI

                 Tel: 020 7215 6714

                  E-Mail: amy.newland@dti.gsi.gov.uk
DTI URN 04/1360














































� Doorstep Selling: A Report on the Market Study, OFT 2004, excludes switching energy supplier.


�  Doorstep Selling: A Report on the Market Study, OFT 2004, excludes switching energy supplier.
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