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Direct Debit:  

With 4.5 billion payments processed each year Direct Debit is the UK’s pre-eminent 
collection payment method. 

For consumers, Direct Debit is the safest and most cost-effective method of paying regular 
or occasional commitments. 

Direct Debit is the simplest way for organisations to collect regular or occasional payments 
from their customers – both business and consumer. 

Direct Debit saves time, reduces the costs of collections and enables cleared funds to be 
available directly into the bank account of the beneficiary, the collecting organisation. 

This short guide covers six aspects of Direct Debit, each article has previously featured on 
Northey Point’s website (www.northeypoint.com). For more information please email: 
directdebit101@northeypoint.co.uk 

Don Hollingum 

http://www.northeypoint.com
mailto:directdebit101@northeypoint.co.uk


Direct Debit: Your Flexible Friend 

How does it work? 

To set up a Direct Debit, a consumer provides an authority to the organisation they need to 
pay, and the organisation, (commonly known as a service user) collects the amount or 
amounts, on the due date(s), direct from the consumers account. 

The consumer is advised of the amount and dates on which monies will be collected. 

The consumer is protected by a money back Guarantee from their bank or building society 
in the event that the collecting organisation makes an error in the collection of the Direct 
Debit(s). 

Note: the Guarantee is separate from any commercial or contractual matters between the 
parties. 

Common myths 

Myth: Direct Debit is only used to collect fixed amounts on fixed dates, and as such is only 
appropriate for ongoing commitments such as mortgages and insurance policies. 

Direct Debit can be used to collect payments on fixed dates but where the amount 
collected varies, for example for mobile phone contracts where usage may dictate that 
variable amounts become payable. Another example of situations where the amounts 
might vary could be where a consumer is paying off the balance on a Credit Card each 
month. 

Myth: Direct Debit is only available where collecting organisations are taking payments 
from private individuals. 

Use of Direct Debit for business to business payments is now very common. Whilst there 
may be additional complications in getting an authority to use Direct Debit from a 
business, particularly where more than one person is required to authorise payments on 
the underlying bank account, the same safeguards exist for business payers and the same 
processes can be followed by collecting organisations. 



Myth: Direct Debits are only collected on a monthly basis (e.g., mortgage payments) or 
perhaps quarterly / annually, (e.g., subscriptions to clubs and societies or for the likes of 
car breakdown cover. 

Direct Debits can be, and in many instances are, collected across a range of periodicities. 
Some of these are regarded as regular dates but some will vary for a number or possible 
reasons. The important thing is that the consumer is aware of how much and when, 
payments will be collected. 

Opportunities 

Whilst many people receive a monthly salary a significant number of people are paid at 
other times, including weekly, fortnightly, 4 weekly or more irregularly. 

Budgeting for monthly collections in such circumstances can be problematic and could 
increase the likelihood of Direct Debit not being the preferred payment method, or where 
it is used, there can be a higher level of payment collection failures (unpaid Direct Debits). 

Offering alternative collection frequencies to monthly Direct Debit collections could work 
well for both the collecting organisation and the consumer. 

Direct Debit can also be used effectively for what are termed irregular payment collections, 
i.e., those that do not follow a specific pattern such as monthly or annual. 

There are many instances where Direct Debit could be used for irregular payment 
collections. 

Providing the consumer receives sufficient advance notice within the prescribed 
timeframe, use of Direct Debit is permissible. 

For example, someone who has a credit card they use infrequently but want to pay off the 
full balance at the appropriate time when the card is used.  1

In addition to Direct Debit payment collections that may be agreed between the collecting 
organisation and the consumer, there may be occasions where the consumer elects to 
make an additional payment. 



The consumer could request that the collecting organisation collect an additional or ad-
hoc payment. 

For example an additional or lump sum reduction to a loan, or where a consumer wants to 
support a specific appeal being organised by a charity. 

In many instances using Direct Debit in such circumstances works well for both the 
collecting organisation and the consumer, for instance there is little risk that an incorrect 
reference is quoted nor that the payment cannot be applied. 

Sometimes, collecting organisations offer their customers, (the consumer), a very limited, 
or no choice of the date on which payments will be collected. 

As we have already referenced not all consumers receive their income on the same date. 
Offering a choice of payment dates to consumers may encourage them to use Direct 
Debit, make budgeting easier for them and again reduce the chance of payment failures. 

It is true that there are additional activities for collecting organisations in terms submitting 
multiple payment files however these may be offset by reduced activity associated with 
failed payment collections or collecting money by alternative mechanisms. 

The above is a very simple high level illustration of how Direct Debit can be used flexibly in 
a range of circumstances. 



Direct Debit: Harnessing the benefits of Direct Debit 

Direct Debit has seen many advances since it was introduced over 50 years ago, and not 
just in the volume of payments collected. Direct Debit has seen many new stakeholders 
entering the market which has provided many new opportunities for collecting 
organisations. 

All participants are governed by one set of the rules, namely The Service Users Guide and 
Rules to the Direct Debit Scheme, although the rules do allow for flexibility in given 
circumstances and this article seeks to focus on one of the opportunities this flexibility 
provides for. 

Are your Direct Debit collections in the slow lane? 

Historically, collecting organisations have had to rely on obtaining a paper based authority, 
(the Direct Debit Instruction) with their customer’s, the payers, ‘wet’ signature on it, to 
authorise the collection of monies from the payers account. This authority, once completed 
and returned by the payer, has to be recorded in the collecting organisations records 
ahead of onward submission, by post, to the payers bank or building society. The 
collecting organisation then has to wait a minimum period of 10 working days for the 
authority to be recorded on the payers account, by the bank or building society, before 
monies due can be collected.  



Harnessing the benefits of Direct Debit 

Recognising that this was a slow process with many opportunities for error / failure, an 
electronic process, AUDDIS (the AUtomated Direct Debit instruction Service) was 
introduced some 20 years ago. This process enables the collecting organisation to record 
the payers authority on the payers bank or building account themselves without reliance 
on the postal service, without reliance on the bank or building society to receive and 
accurately record the authority themselves. It also allows for the set up or lodgement steps 
to take place far more quickly, in effect with a minimum of 5 working days between the 
electronic submission of the payers authority and the collection of the (first) Direct Debit, 
where it is appropriate to do so. In addition any issues surrounding authority lodgement 
are identified and notified to the collecting organisation far more quickly (electronically via 
reports from the Bacs service).  2

The use of AUDDIS also enables the collecting organisation, as and when it is necessary, to 
amend or cancel the authority recorded on their payers account.   

Whilst most larger collecting organisations have migrated to the use of the AUDDIS 
service, and new collecting organisations, where they are fully  managing the Direct Debit 
process themselves, are required to adopt AUDDIS, there are a significant number of 
predominantly smaller collecting organisations that continue to rely on the paper (non-
AUDDIS) service. 

There are a number of reasons why these organisations have still to migrate to AUDDIS, 
and whilst some of these reasons can be justified, it is believed that many organisations 
have still to fully consider the benefits of AUDDIS to their business. 

Whilst efficiencies associated with having control of the authority set up process and the 
reduced time to first Direct Debit collection may be understood, there are other factors 
that should be factored in, including the customer facing aspects, e.g., does the new 
customer perceive the collecting organisations business processes to be slow and rigid, 
and also there is the risk of loss of business to competitors who may be perceived to be 
more efficient. 



Have you adopted paperless Direct Debits yet? 

Importantly, and subject to the agreement of the collecting organisations sponsoring 
payment services provider, adoption of AUDDIS also opens the door for the use of 
paperless Direct Debit. The paperless model enables the collecting organisation to obtain 
the payers authority electronically, e.g., over the telephone or the internet.  

This means that there are minimal delays between the completion of a contract with the 
payer and the obtaining of the authority to collect payments by Direct Debit. When a 
customer has to wait for papers to be received via the post and then for the authority to be 
completed and returned, there is always the risk of the customer changing their mind, the 
authority not being returned, and worse the returned authority being ‘lost’ in the post or 
within the collecting organisations internal systems, resulting in the whole cycle having to 
start again. 

Whilst the need to be mindful of protecting the customers data is of paramount 
importance we are increasingly in a world where speed is of the essence. AUDDIS, with or 
without the use of the paperless model, enables processes and procedures to be 
completed far more efficiently for the benefit of both the collecting organisation and its 
customers. 

Harness the benefits of Direct Debit with support from Direct Debit 101 

The above is a very simple high level illustration of how you can enhance your existing 
Direct Debit processes. 



Direct Debit: Getting Direct Debit to work for you 

Why offer Direct Debit? 

Direct Debit has been working for thousands of businesses, both large and small for over 
50 years. Its usage continues to grow both in terms of the number of organisations that use 
it and the number of payments collected, in excess of 4.5 billion payments were collected 
in 2019. 

If your business receives payments, either regular and/or irregular, then Direct Debit can 
be made to work for you. Remember using Direct Debit has benefits both for the 
organisation receiving the money from its clients, and customers that need to make the 
payments. 

Some small businesses can be reluctant to suggest to their clients the use of Direct Debit. 
This may be because they are just happy to get paid when the funds arrive. However 
cashflow is critical to all businesses and therefore receiving funds on/by the due date can 
be vital for the success or even the ability of the business to continue as a going concern. 

Some customers may deliberately take advantage of ‘unofficial’ credit terms, i.e., pay late, 
but others, in their busy lives, may overlook or not find the time to ‘push’ a payment at the 
correct point. 

Direct Debit will address these issues and more besides because the business that is due 
the money can collect it from its clients accounts when they fall due. 

How to get started? 

In essence there are three ways, or options, in which a business can harness Direct Debit to 
collect amounts that fall due. 

This article does not seek to promote any one of these three options, as there will be 
different considerations and priorities for each entity seeking to use Direct Debit. 



It is likely that developing a ‘business case’ will effectively weigh up the pro’s and cons of 
the three options referenced below. The ‘business case’ does not need to be a lengthy 
document but will undoubtedly focus on the costs and benefits of each option.  3

Option 1 – Direct Participation 

This involves the business seeking to collect monies by Direct Debit becoming a service 
user, obtaining sponsorship from a sponsoring payment service provider (likely to be their 
existing bank), and being responsible for undertaking all the necessary Direct Debit 
processes and procedures including payment file submission. 

Businesses electing to select this option will need to obtain and use approved software 
that will need to be maintained, lodge their clients authorities at different banks and 
building societies, generate advance notice of collections at the appropriate time, collect 
monies on the due date, as well as deal with a number of other aspects including failed 
payment collections and messaging advices generated through or by the Bacs service. In 
other words undertake activities in compliance with industry rules and best practice. 

Option 2 – Indirect Participation 

In many ways this option sounds similar to the previous one in that it involves the business 
seeking to collect monies by Direct Debit becoming a service user, and obtaining 
sponsorship from a sponsoring payment service provider (likely to be their existing bank). 

There is at least one crucial difference which reduces the administrative overhead, namely 
that there is no need to obtain and maintain the approved software. This is because the 
collecting organisation uses the services of a bureau to submit the payment file on its 
behalf. In fact many of the approved bureaux offer a range of packages or services in 
addition to just the submission of payment files, reducing still further the activities the 
collecting organisation may elect to complete itself. 

Naturally the more the chosen bureau undertakes the lower the cost directly for the 
collecting organisation, however it is likely that the charges that the bureau will levy may 
increase. 



The business (collecting organisation) remains responsible for compliance with industry 
rules and best practice. 

A list of Bacs approved bureaux is available on the Bacs website:https://www.bacs.co.uk/
documentlibrary/babs_directory.pdf 

 Option 3 – Using a third party or Facilities Management provider 

This option is likely to appeal to any business that wants to collect monies by Direct Debit 
and to do so without needing to become a service user and undertake the activities 
touched on in the previous options. 

Under this option, the Direct Debits will be collected in the name of the Facilities 
Management (FM) provider, frequently set up for the collection of Direct Debits as “FM 
Provider re the business (name)”. 

The FM provider will receive the monies into a ‘ring-fenced’ account and will transfer the 
money to the beneficiary business shortly afterwards. 

Like bureaux, FM providers offer a range of services and each business will need to decide 
which package is appropriate for them. 

A list of Bacs accredited FM providers is available on the Bacs website: www.bacs.co.uk/
Services/Bacsapprovedservices/Pages/AccreditedFacilitiesManagementProviders.aspx 

Which option to choose? 

As can be seen there are both positives and negatives to each of the above options and, of 
course, there are different cost profiles. 

We cannot provide specific advice on the best option for you in a general article but we’d 
welcome the the opportunities to talk through these options with you. 

Other articles in this series have referenced both the flexibility of Direct Debit and the 
benefits of ensuring that the solution you ultimately choose is appropriate for your needs, 
including for example adopting AUDDIS and possibly paperless Direct Debit. 



Direct Debit: The Guarantee and Indemnity Claim 

Why use Direct Debit? 

Direct Debit, the product, has been working for thousands of businesses, both large and 
small for over 50 years, and its usage continues to grow both in terms of the number of 
organisations that use it and the number of payments collected – in excess of 4.5 billion 
payments were collected in 2019. 

One of the key reasons for the longevity of this payment product is that it works effectively 
for both the party owing the money (the payer) and the beneficiary of the money (the 
collecting organisation). There is also significant flexibility within Direct Debit that, when 
used to its full potential, can be made to suit the needs of payers regardless of their 
income profile. 

Use of Direct Debit enables, with safeguards, the beneficiary to collect monies on the due 
date from the payers account. This ensures that the cashflow of the beneficiary is not 
adversely impacted by late payment and avoids the payer having to initiate payments 
when they fall due. 

The safeguards 

There are a number of safeguards associated with Direct Debit but this article focusses on 
the key one, the Guarantee. 

There are a small number of variables within the Guarantee, for example the number of 
days advance notice before a payment is collected (i.e., the point in time when the 
collecting organisation will advise the payment amount and payment date), however the 
wording of the Guarantee itself is the same regardless of which collecting organisation is 
using it. 

Whilst it is the collecting organisation (or ‘service user’ in Bacs terminology) that provides 
the wording of the Guarantee to the payer, the Guarantee itself is provided by the payers 
Payment Services Provider (more commonly termed bank or building society), and it is 
from the Payment Services Provider (PSP) that a refund will be obtained in the event of a 
claim under the Guarantee. 



The Guarantee does not provide for refunds relating to the underlying commercial 
contract between the payer and the collecting organisation, it enables refunds to be 
sought in the event of an error in the use of the Direct Debit product, for example if the 
collecting organisation collects a payment which is not in accordance with the details in 
the advance notice. 

The payers PSP will assess the validity of a claim for a refund under the Guarantee before 
providing any refund. Each PSP will adopt its own processes for establishing this validity 
but the aim is consistency, i.e., to ensure that refunds are provided in appropriate 
circumstances. 

Having agreed to provide a refund, the PSP will decide on where the underlying error took 
place. Where the error is attributed to the collecting organisation the PSP will raise an 
indemnity claim on the collecting organisation to obtain reimbursement for the refund 
provided to the payer. 

The are a number of predefined reasons codes available to advise why an indemnity claim 
has been raised and the PSP must select the appropriate one on each occasion. Valid 
counter claims aside, once an indemnity claim has been received it is for the collecting 
organisation to resolve matters directly with the payer. 

In the interests of brevity, I have not, in the article, detailed the timeframes associated with 
the PSPs decision to provide a refund (or not), nor the timeframe and settlement process 
associated with indemnity claims themselves. Similarly, I have not detailed each of the 
reason codes for which an indemnity claim (or counter claim) can be raised. 

How many indemnity claims that a collecting organisation receives and the reason codes 
that may be applicable, are likely to vary based on the number of Direct Debits that a 
collecting organisation raises, the market sector that it operates in, and perhaps in some 
circumstances, the types of payers themselves. 

There are a number of ways in which a collecting organisation can influence the number of 
indemnity claims it receives, for example by analysing the claims themselves, reviewing its 
internal processes, and by positively engaging with payers. 



Direct Debit: Validation and Verification 

Why use Direct Debit? 

Direct Debit, the product, has been working for thousands of businesses, both large and 
small for over 50 years, and its usage continues to grow both in terms of the number of 
organisations that use it and the number of payments collected – in excess of 4.5 billion 
payments were collected in 2019. 

One of the key reasons for the longevity of this payment product is that it works effectively 
for both the party owing the money (the payer) and the beneficiary of the money (the 
collecting organisation). There is also significant flexibility within Direct Debit that, when 
used to its full potential, can be made to suit the needs of payers regardless of their 
income profile. 

To help to ensure that the Direct Debit product continues to work for both the payer and 
collecting organisation there are of course rules that must be complied with. These rules 
include safeguards. 

Safeguards 

There are a number of safeguards associated with Direct Debit but this article focusses on 
the area before payments are collected, termed validation and verification. 

In the world of Direct Debit these are two very different safeguards, and not adopting 
them fully and effectively is likely to lead to payment failures, indemnity claims, complaints, 
and adverse publicity for the collecting organisation. 

Validation includes checks such as ensuring that the account number provided by the 
payer at time of obtaining a Direct Debit Instruction exists at the sorting code of the 
payment service provider (PSP) provided, modulus checking, and the the account accepts 
Direct Debits, (e.g., typically a savings account would not accept Direct Debits). 

Verification includes detailed checks relating to the payer, to ensure that the payer(s) is/are 
who they say they are, that they live at the address they provided, and that the account 



number provided relates to an account in their name or an account on which they are 
authorised to effect payment instructions.  4

Verification checks are more complex than validation checks and with the increasing levels 
of remote sign-ups (paperless Direct Debit), increasingly important. They help to mitigate 
the risk of fraud. A failure to complete these checks will have a negative impact on the 
collecting organisation including the losses associated with the provision of goods and/or 
services to a fraudster and the negative impact on cashflow of failed payment collections 
and potential losses arising from indemnity claims. In addition, there is the distress caused 
to the consumer whose account may have been erroneously debited. 

As we are all well aware fraud is a subject that is continually in the news and the payments 
industry continues to wrestle with developing and introducing a one stop solution to help 
collecting organisations (who Bacs term service users) ensure that the authority they have 
obtained from their customer to effect payment collections by Direct Debit is valid. 

Currently Bacs produces a non definitive list of tools that collecting organisation may elect 
to use. The list isn’t regarded as being definitive and in any event it is for the collecting 
organisation to agree with its sponsoring PSP which tools are acceptable for its own 
circumstances. 

Whilst many collecting organisations are likely to submit the authority, or Direct Debit 
Instruction (DDI), to their customers PSP in a dematerialised form, i.e., via AUDDIS, very 
quickly after they have obtained it, there are instances where the DDI will be retained by 
the collecting organisation for a period of time, perhaps waiting for other processes or 
documentation to be completed, before it is submitted to the PSP. Either way, because the 
PSP merely receives an AUDDIS ‘0N’ message i.e., with no signature or other data to verify, 
there is currently no assurance that the PSP will identify any invalid authorities. 

Under Bacs Scheme rules, where a DDI is submitted via the AUDDIS process, it is the 
responsibility of the collecting organisation to ensure they have verified the authority, else 
they will have no defence against a subsequent indemnity claim for reasons such as ‘payer 
disputes having given authority’, or ‘signature is fraudulent or not in accordance with the 
authorised signature held by the PSP’. 



The burden of verification, i.e., to comply with Scheme rules, imposes an additional cost on 
the collecting organisation, a cost that will vary dependant on the verification tools used 
and perhaps the number of payers that need to be verified. 

Whilst this additional cost is not a welcome one, it can and will be mitigated by: 

• the identification of errors and/or attempted fraud at the outset, i.e., before goods and 
or services are provided, 

• the avoidance of administrative costs in attempting to contact the customer/payer at a 
later point in time 

• a reduction in cost associated with presenting payment collections that fail 

• a reduction of an adverse impact on cashflow resulting from failed payments 

• a reduction in costs and perhaps losses, arising from indemnity claims raised at some 
point in the future, perhaps where further goods and/or services have been released to 
the same customer/payer 

• a reduction in the costs and adverse publicity arising from complaints from aggrieved 
consumers who have been debited in error/defrauded and negative media coverage. 

This article reflects the requirements on users of Direct Debit and illustrates ways in which 
costs can be mitigated and losses minimised within your existing Direct Debit processes. 5



Direct Debit: Fraud 

Why use Direct Debit? 

Direct Debit has been working for thousands of businesses, both large and small for over 
50 years, and its usage continues to grow both in terms of the number of organisations 
that use it and the number of payments collected – in excess of 4.5 billion payments were 
collected in 2019. 

One of the key reasons for the longevity of this payment product is that it works effectively 
for both the party owing the money (the payer) and the beneficiary of the money (the 
collecting organisation). There is also significant flexibility within Direct Debit that, when 
used to its full potential, can be made to suit the needs of payers regardless of their 
income profile. 

Direct Debit and Fraud 

Fraud has been and continues to be a topic that is front of mind and rightly so.  



Fraudsters are invariably one step ahead of those introducing preventative measures with 
fraudsters targeting either the weakest link or the area that provides the biggest gains. 
Ideally from a fraudsters perspective both. 

As we have seen of late fraudsters are quite prepared to take advantage of tragic events 
such as the Corvid19 pandemic. 

Where can fraud occur for users of Direct Debit? 

There are five key areas where fraud can manifest itself within Direct Debit: 

• At point of payer sign up 

• Within a collecting organisations internal processes 

• During the transmission of data 

• At the payers payment services provider (PSP)  6

• Action and or inaction by the payer 

Digging deeper 

Lets explore some of the theme’s within these areas 

1) At the point of sign up – this is where the collecting organisation (or its agent) collects 
the payers details to enable a Direct Debit Instruction (DDI) to be set up and subsequent 
payments collected. 

Not only must the collecting organisation undertake Know Your Customer (KYC) 
procedures, it is imperative that actions are taken to ensure that the account details 
provided are those of the customer/payer and that the person providing the account 
details is authorised to action payment instructions from the account. 

These requirements are articulated in the Direct Debit Scheme rules and are of particular 
relevance where AUDDIS (the AUtomated Direct Debit Instruction Service) is used to 



forward the payers authority, the DDI, to the payers PSP, and are referred to as 
“Verification”. Both Verification and also Validation have been referenced previously in an 
article on this blog. 

A previous article has also referenced Strong Customer Authentication (SCA) and whilst 
SCA doesn’t specifically apply to the UK’s Direct Debit Scheme, primarily because the 
payers PSP is not a party to the DDI sign-up process nor the initiation of Direct Debit 
collections, parallels can be drawn regarding the need to ensure payment collections are 
appropriately authorised. 

Providing goods and services where the Direct Debit collections are not authorised or not 
taken from the correct persons account, in addition to enabling fraud, also leads to 
reputational damage for the collecting organisation and also either unpaid Direct Debits 
or indemnity Claims, in other words losses. 

2) Within a collecting organisations internal processes – whilst perhaps being an 
unpalatable thought for collecting organisations, the possibility of fraud within its own 
organisation cannot be overlooked. Businesses will doubtless have their own internal 
processes and procedures but from a Direct Debit perspective potential risks include 
unauthorised access to data and and insufficient controls around things such as PKI cards, 
often used to authorise the submission of payment collection files. 

3) During the transmission of data – Bacs has in place designated systems and solutions for 
the submission of data files both to and from the central system and these have proved to 
be extremely robust over time. Collecting organisations are required to use specifically 
approved software and as such the risks of fraudulent intervention are extremely low. 
Collecting organisations must however ensure that their control procedures are robust for 
payment files before they are submitted and after any output is received 

4) At the payers payment services provider (PSP) – it is unlikely that Direct Debit collections 
would be the subject of fraudulent activity in this space given that it is the collecting 
organisation that creates and submits payment collection files which pass through Bacs 
secure systems prior to being fed into a PSPs own infrastructure. 

Staff at PSPs do however engage with Direct Debit processes in other ways including the 
validation of claims for refunds under the Direct Debit Guarantee and they will employ 
their own procedures to ensure that such claims are valid. 



As with collecting organisations, PSPs will have their own internal processes and 
procedures applicable not just to Direct Debits but all payment mechanisms. 

5) Action and or inaction by the payer – here we are focussed primarily on abuse, also 
termed fraud in some cases, where perhaps a payer knowingly denies knowledge of 
authorising a DDI, claims not to recognise the collecting organisation, denies receiving 
advance notice, or seeks a refund from their PSP under the Direct Debit Guarantee in 
circumstances where the Guarantee is not applicable, e.g., as a way of resolving a 
contractual dispute. 

Whilst it is difficult to obtain accurate data across all of the above categories it is generally 
understood that the level of fraud associated with Direct Debit is low, particularly when 
considering that there were in excess of 4.5 billion payments collected in 2019. 

UK Finance collates data on a wide range of payment related fraud and produces an 
annual report on fraud levels. 

It is worthy of note that the level of identified/reported for Direct Debit related fraud has 
historically been very, very low. 



Direct Debit: Housekeeping 

Introduction 

As has been highlighted in previous articles Direct Debit has been working for thousands 
of businesses, both large and small for over 50 years, and its usage continues to grow both 
in terms of the number of organisations that use it and the number of payments collected – 
in excess of 4.5 billion payments were collected in 2019. 

From a consumer / payer perspective Direct Debit works very effectively as a way of paying 
both regular and irregular bills, and works in a similar way regardless of which businesses 
are offering the payment method. For this reason one bad experience can both influence 
the consumers desire to continue its relationship with the business causing the issue and, 
more widely, it could make the consumer less likely to want to use Direct Debit for another 
purpose with another business or businesses. 

Put simply simply a error by one business / collecting organisation could damage the 
image of Direct Debit in the eyes of the affected consumer or consumers to the detriment 
of all. 

Getting and keeping it right 

The collecting organisations responsibilities to its Direct Debit customers start with the 
obtaining of the authority (Direct Debit Instruction) and flows through the collecting of 
payments, so it is important that the supporting processes and procedures are in place 
both from the outset and continue throughout the relationship with the customers 
(payers). 

This article provides an overview of the key support or “Housekeeping” responsibilities 
that a collecting organisation should or must ensure are undertaken, are undertaken 
accurately, and in a timely fashion. A failure to do so is likely to have an adverse impact on 
the collecting organisations relationships with its payers as well as potential losses whether 
these relate to additional internal costs and / or negative impacts on cashflow and age 
organisations reputation. 



Housekeeping activities 

Validation and Verification – these two separate elements have been referenced in a 
previous article and have to be undertaken at the time the payers authority is taken, for the 
collecting organisation to be in compliance with the Direct Debit Scheme rules. These 
activities help to ensure that the details captured from the payer are valid, avoiding for 
example a need to revert to the payer subsequently to get amended information, and help 
to mitigate the risk of fraud at one of the key stages in the Direct Debit journey. 

Direct Debit Instruction (DDI) submission – given that more than 98% of DDIs are 
submitted electronically this article assumes that collecting organisations are using 
AUDDIS. When submitting AUDDIS DDIs it is important that the correct transaction code is 
used (generally a ‘0N’ for a new DDI), and that collecting organisations review their reports 
subsequently to identify any DDIs that are rejected either within the Bacs process or by the 
payers PSP. Failure to identify rejected DDIs is likely to mean that subsequent collections 
will be returned unpaid. 

Confirmation of DDI set up – for collecting organisations obtaining DDIs via paperless 
means, the rules require that a confirmation of the DDI is directed to the payer and 
through a channel that they are expecting, e.g., via e-mail if that is the agreed channel. 
Collecting organisations also need to consider data protection issues with regard to the 
payers account number quoted in the confirmation. Masking of digits within the account 
number is generally considered advisable providing the payer is still able to recognise the 
visible elements of the account number that remain 

Advance Notice – a key requirement of the Direct Debit process is the provision of 
advance notice to the payer confirming the amount(s) to be collected and the date(s) of 
collection. Collecting organisations will be aware that this requirement is detailed in the 
Direct Debit Guarantee. The advance notice has to be available to the payer in accordance 
with the time frame detailed in the Guarantee, and, is to be directed to the payer through a 
channel that they are expecting, e.g., via e-mail if that is the agreed channel. Non-receipt 
of advance notice or receipt of advance notice containing information that doesn’t 
correlate with the collected amount(s) and or date(s) could result in the payer rejecting the 
collection or the subsequent receipt of an indemnity claim. 

Payment collections (and the processing calendar) – collected amounts should appear 
on the payers accounts on, (i.e., not before), or immediately after the date(s) shown in the 



advance notice. To help with this collecting organisations should review the Bacs 
processing calendar to identify any non working days that could affect the date the 
payments are applied to the payers account. Similarly the amount(s) collected should be in 
accordance with the amount(s) detailed in the advance notice. Any failing in these 
elements can result in failed payments and or indemnity claims with the consequent 
negative impact on internal processes. Additionally time and effort is likely to be expended 
dealing with complaints and queries. 

Collecting organisations are also required to use the correct transaction code on each 
payment collection to avoid problems as the payment is processed. In the interests of 
brevity the 4 transaction codes have not been detailed here but further information can be 
found within the Direct Debit Scheme rules. 

Messaging advices – In addition to processing DDIs and payment collections the Bacs 
services provides a secure messaging service. These messages take the form of reports 
that collecting organisations can download or indeed may automatically be downloaded 
by the software used by the collecting organisation. We have already mentioned reports 
associate with DDI submission, and other reports relate to payment collection fi les 
submitted by collecting organisations. These reports will identify problems and issues with 
the fi les themselves, including for example total values. It is important that the reports are 
checked as soon as (at least on the same day as) they are available such that issues can be 
identified and ideally addressed before payers are affected. Even where an issue cannot 
be resolved before payers are affected, being aware and taking appropriate mitigating 
actions will help when addressing subsequent complaints and queries 

A further form of report is ADDACS (Automated Direct Debit Amendment and 
Cancellation Service). This report details changes that have been made to DDIs that exist 
on payers accounts including, as the names suggests, amendments and cancellations. 
These reports contain one or multiple advices that may have been generated by the Bacs 
service, by payers PSPs as a response to a customer interaction or by the PSP on its own 
account. Not only is it important that these reports are reviewed and actioned promptly, 
the Direct Debit Scheme rules require action should be taken within defined timescales. 
This article does not attempt to detail a collecting organisations responsibilities under Data 
Protection provisions, however not actioning advices when the advices on a report indicate 
that the collecting organisation has incorrect details in its records may be a cause for 
concern. Similarly continuing to attempt to collect monies by Direct Debit despite being 
advised that the underlying DDI has been cancelled or amended is likely to result in 



collection failures leading to cashflow issues and further activities within the collecting 
organisation. 

There are a number of different reason codes associated with an ADDACS advice and 
appropriate action should be taken for each 

Customer communications – whilst the customer (payer) may contact their PSP to amend 
or cancel an existing DDI, they may alternatively contact the collecting organisation 
directly. As with ADDACS advices referenced above a collecting organisation should have 
processes in place to action instructions received directly from their customers in a timely 
fashion. Continuing to attempt to collect monies by Direct Debit despite being advised 
that the underlying DDI has been cancelled or amended is likely to result in collection 
failures leading to cashflow issues and further activities within the collecting organisation. 

Unpaid advices – details of payment failures are also made available to collecting 
organisations in the form of reports. The amounts detailed in the reports will reflect the 
amounts (re)debited to the collecting organisations bank account. There are a number of 
actions that the collecting organisation can undertake when notified of a payment failure, 
e.g., represent the payment collection within permissible timeframes (under advice) and/
or communicate directly with the payer to agree what action to take. In some cases the 
unpaid reason code may indicate the most appropriate course of action but an effective 
process undertaken in a timely fashion on receipt of unpaid advices is more likely to lead 
to a faster resolution 

Indemnity Claims – will, when they occur, be received some time after a successful 
payment collection or collections. Details of indemnity claims are detailed on messaging 
reports available to collecting organisations. Whilst some indemnity claims may be 
received from PSPs at the request of the collecting organisation themselves, others will 
arise because the payer has sought a refund under the Guarantee. Timely action is called 
for on the part of collecting organisation particularly where they may wish to investigate 
and/or challenge the validity of the indemnity claim itself because there is a prescribed 
window during which a challenge can be submitted. 

As with other reports each advice on the report contains a reason code and this reason 
code will help to explain why the indemnity claim has been raised. Investigation of the 
reason may require the collecting organisation to review its records or contact the payer 



directly and effective processes are paramount. A collecting organisation with slick 
processes is more likely effect a timely resolution. 

Conclusion 

This article covers some of the key areas that collecting organisations should be mindful of 
and have processes in place to handle. Further information on these and other areas can 
be found in the Scheme rules document, i.e., The Service Users Guide & Rules to the Direct 
Debit Scheme available from within the password protected area of the Bacs website. 



Direct Debit: Contact Us 

Direct Debit 101 is part of Northey Point’s payments portfolio and provides an 
independent approach to Bacs Direct Debit training. 

At Direct Debit 101 we provide our clients with the knowledge and tools to confidently 
implement, launch and manage a Direct Debit scheme. 

With Direct Debit there is a lot to learn but you’ll find that our flexible approach is 
accessible, interactive, engaging and enjoyable. 

However you engage with us you will find that we will provide you with a detailed 
understanding of the Direct Debit scheme that will generate lasting improvements which 
will benefit your company and serve your customers well. 

When you participate in a Direct Debit 101 event you will benefit from the experience of 
the UK’s leading independent payment and Direct Debit scheme experts. 

We hope that you found these articles of interest, we would welcome the opportunity to 
discuss any aspects of the above with you, please email us 
at DirectDebit101@northeypoint.co.uk or visit us at www.directdebit101.co.uk. 
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