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A Memorandum by the Building Societies Association in Response to HM Treasury’s Paper:
A UK UNCLAIMED ASSETS SCHEME: A CONSULTATION
1.     The Building Societies Association (BSA) represents all 60 building societies in the United Kingdom.  Building societies have total assets of £310 billion and hold residential mortgages of £210 billion, approximately 18% of the total outstanding in the UK.  Societies hold £200 billion of retail deposits, accounting for about 19% of all such deposits in the UK.  In respect of cash ISAs, societies are market leaders, accounting for 37% of cash ISA balances (£46 billion out of £125 billion in February 2007).  They employ almost 50,000 full and part-time staff and operate through around 2,150 branches.
Introduction

2.     The Building Societies Association has been working closely with the Treasury in developing proposals for the new unclaimed assets scheme.  We are committed to working with the Government to make the scheme work in the best interests of building societies and their members. As a sign of this commitment, the BSA’s Director-General was a joint signatory, with the Economic Secretary to the Treasury and the BBA’s Chief Executive, to the foreword to the Treasury’s Consultation Paper. As such, the BSA is in broad agreement with the Treasury’s proposals. However, there are aspects of the proposals that we consider to be in need of adjustment. Mostly these are points of detail, but are nonetheless important and need to be resolved if, as we hope, large numbers of building societies are to willingly sign up for the new unclaimed assets scheme. 
Definition of dormant accounts included in the scheme
3.     The proposed definition of an unclaimed asset is based on a period of dormancy of 15 years or more. This is sensible and realistic. Any lesser period than 15 years would be likely to capture many accounts that are not unclaimed.  Based on this definition, the BSA estimates that up to £150million may be in unclaimed building society accounts 

4.     The definition of accounts to be included in the scheme is fairly widely drawn. There is an exception for ‘no mail accounts’ and we agree it is appropriate that these be excluded from the scheme. It is also appropriate that in respect of fixed term accounts and accounts with maturity dates, the 15 year period is calculated from the maturity date or the end of the fixed term, as the Treasury proposes. We see Child Trust Funds as falling within this category. It is important that other trust accounts receive similar treatment. Also, it needs to be recognised that non-CTF accounts opened on behalf of children by parents or grandparents are characterised by long periods of customer inactivity – it is common for the child to be given access to the account only when they reach age 18 or even 21. It will be appropriate, under the new scheme, for such accounts to be accorded similar treatment to fixed term accounts. 
5.     Individual Savings Accounts present particular challenges, given their tax-exempt status. If ISAs are to be included in the scheme – as HM Treasury appears to envisage -  it is essential that HMRC confirms that interest paid on ISAs by the reclaim fund will be exempt from tax, and commits to effect any legislative change that may be necessary to achieve this. 
Capturing other forms of customer activity
6.     The Treasury’s recognition of the need to include within the scheme only accounts that are genuinely ‘lost’ rather than merely dormant is welcome.  However, the systems implications for building societies of putting in place arrangements for recording non transaction-based evidence of a live relationship with the account holder should not be under-estimated and will likely involve significant expense for many societies. 
7.     More generally, banks and building societies are currently able to offset the costs of administration of dormant accounts by deploying the balances on the accounts; for example, as part of their lending business.  Once balances are transferred to the reclaim body, this will no longer be possible.  The administration of dormant accounts will then be a cost that cannot be defrayed.  The costs for some institutions could be material and will include the cost of systems changes to enable them to meet the requirements of the proposed scheme, such as the ability to record the most recent instance of customer activity.  

8.     Because of their mutual structure, such costs would effectively be borne by the other members of the building society, an outcome they would be unlikely to welcome.  It would be unfortunate if the costs of administering dormant accounts proved a deterrent to mutuals from joining the voluntary scheme.  Accordingly, it is important building societies should be able to offset against the unclaimed assets monies they pay over under the scheme any legitimate costs they incur in administering dormant accounts. We understand that the Treasury sees this as a matter for agreement by building societies individually as part of each society’s agency agreement with the central reclaim body. It would be helpful if the Treasury could confirm this. 
The proposed Pre-launch reuniting exercise
9.     The BSA supports the Treasury’s proposals for pre-launch reuniting activity, as representing a proportionate approach. The BSA is committed to raising awareness of the building societies’ free-to-customer Lost Savings scheme in the run-up to the introduction of the new unclaimed assets scheme and we agree that press releases will play an important part in this.  In addition, we plan to issue to building societies guidance on tracing lost account holders. It is likely that building societies’ policies in regard to tracing customers that fall within the proposed definition of unclaimed asset will involve writing to them (unless mail has already been returned marked ‘gone away’). This will be helpful in identifying those accounts that are dormant, but not lost. It is likely that tracing policies will be proportionate to the size of the balance, so more effort will be invested in tracing the owners of accounts with higher balances including, in some cases, the use of tracing agents. In general, it seems likely that the emphasis will be on ‘collective’ activity (including publicity and other awareness raising) in respect of accounts with small balances and ‘individual’ tracing activity for those accounts with large balances. Recent research from Experian on behalf of the NCC and CUA showed that a high proportion of people with small dormant balances are content not to do anything about them; this would support minimal activity being devoted by building societies in respect of tracing accounts with small balances.    
10.     The proposal to include notification to customers of the introduction of the new scheme as part of existing correspondence represents a sensible approach. In practice, building societies may include such notification in their AGM mailings to members. 

11.     It is important to recognize that there is already significant awareness of the industry schemes. For example, only 9% of those with inactive accounts surveyed by Experian for the recent report by the Commission on Unclaimed Assets and the National Consumer Council
 said they did not know how to find their account.
12.     Information on tracing schemes is available in all bank and building society branches and the BSA and BBA websites. Quarterly press releases represent a proportionate supplement to this. National TV and press advertising is unlikely to be cost-effective, given the relatively small sums of money involved. The Experian research for NCC/CUA showed that 53% of inactive accounts contained less than £10, with a further 24% containing less than £50.
Operation of the scheme
13.     The BSA is broadly content with the arrangements proposed for the operation of the unclaimed assets scheme and the respective roles envisaged for banks and building societies and the central reclaim fund. However, we think there is a strong case for the amount of accrued interest payable to the reclaim fund to be subject to a reduction to reflect the likely level of reclaim. So, for example, if the building society and reclaim body estimate that 20% of balances handed over to the reclaim body are likely to be reclaimed, then the building society would be required to pay accrued interest on that 20% - the other 80% would be paid over to the reclaim fund without the addition of accrued interest. 

14.     The consultation paper suggests that reimbursement of banks and building societies, by the central reclaim fund will occur at least annually. We envisage that most building societies are likely to require reimbursement more frequently than annually. The reclaim fund should, accordingly, be prepared to agree to quarterly or monthly reimbursement where this is required by the building society.
Self regulatory framework
15.     The BSA strongly supports the proposal that the unclaimed assets scheme will be voluntary and governed by the Banking Code. Self regulation ensures a cost-effective and flexible approach that is proportionate to the sums of money involved and the low potential for consumer detriment.
16.     Using the Banking Code as the regulatory framework for the unclaimed assets scheme will ensure those banks and building societies that adhere to the scheme meet certain minimum standards of conduct. However, as a voluntary scheme, it would not be appropriate for all existing subscribers to the Banking Code to be obliged to sign up to the unclaimed assets scheme.  Indeed, if National Savings & Investments - a Banking Code subscriber - is to remain outside the scheme, this cannot be a requirement.
Membership

17.     The Treasury’s confirmation that the proposed scheme is not intended to affect a building society account holder’s membership rights is welcome. This may not be straightforward to achieve, however, and a number of matters associated with membership rights need to be worked through. The BSA is in the process of considering these with members, and it seems likely that rule changes may need to be introduced by societies, in order to facilitate the retention of membership rights by account holders whose accounts fall within the unclaimed assets scheme.
Small locally-based institutions  

18.     Building societies are membership organisations and it is appropriate that the monies held in the lost accounts of building society members are used for the benefit of the communities from which their members are drawn.  The proposed approach to ‘small and local’ institutions should help achieve that – at least for medium sized and smaller building societies. All building societies already support good causes in the communities from which their members are drawn.  Member feedback is that they do not approve of the idea that lost account funds should be disbursed by government or its agencies.  

19.     Of the two threshold options put forward by the Treasury, the higher threshold is favoured by the BSA. It should be borne in mind that virtually all building societies are very small institutions when compared to the multinational retail banks – and all have close links to local communities. We understand that the £7billion figure was determined by reference to 2005 year-end data. As noted in the Treasury’s paper, it will need to be raised to reflect increases in asset levels since then (and increased regularly once the scheme is operational). In order to facilitate this, the BSA is happy to provide updated figures to the Treasury.
20.     The detailed workings of the arrangements for small and local institutions still need to be worked through. However, it is absolutely essential that a building society’s liability to repay a lost account balance ceases once (an amount equivalent to) the balance is paid over to the reclaim fund or to an ‘arms-length charitable organisation’. 
21.     Of the two alternative approaches for small and local institutions put forward by the Treasury, both seem to the BSA and our members to be workable, although the feasibility of the second – which involves the management of reclaim risk on a society’s balance sheet - depends on whether or not such an approach will in practice be acceptable to auditors and we are in the process of seeking clarification of the likely attitude of the main audit firms. 

22.     The BSA is in discussion with the Charities Aid Foundation about providing arrangements for those building societies that do not have charitable foundations. This is intended to facilitate individual building societies entering into an arrangement with the CAF - as an arms length charitable organisation – to provide services that meet the needs of the society and the local charitable causes it wishes to support.  
Possible extension of the unclaimed assets scheme
23.     The BSA considers there is a case in logic for extending the scope of the unclaimed assets scheme to other classes of unclaimed assets, such as those held by National Savings and Investments. Based on a definition of no customer activity for 15 years, NS&I has estimated that it has unclaimed assets of £993 million
.   This dwarfs the amount the BSA estimates to be unclaimed in building society lost accounts.  The Government’s argument for not including NS&I’s unclaimed assets within its scheme is that such assets are already being used to finance public expenditure, an assertion the BSA does not find convincing.  Public expenditure and expenditure by charities are quite different.

24.     In a building society, as a mutual, its account holders (with the exception of a few depositors) are also its members, ie its shareholders.  It would be consistent with the inclusion of building society share accounts within the proposed unclaimed assets scheme to include, also, the unclaimed shares and dividends of banks and other listed companies.  Other forms of unclaimed asset that might also be included are unclaimed life policies and pensions.  These are materially quite similar to the unclaimed assets of banks and building societies.  

Conclusion
The BSA supports the Government’s proposals and we will continue to work with the Government to ensure they are workable in practice. We have set out above a number of proposals for improving the new scheme for building societies and their members – essential if the new scheme is to succeed - and we commend these to the Treasury. 
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