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Summary

Between £400 million and £500 million is currently held in dormant bank and building
society accounts in the UK where, for whatever reason, a financial institution has lost
contact with an account holder. A large proportion of this money will never be reclaimed
by its rightful owner. The Government, working with the banking industry, has therefore
proposed the establishment of an unclaimed assets scheme to put these dormant accounts
to productive use whilst continuing to recognise the ongoing rights of customers to reclaim
their accounts at any stage.

We consider the Government’s proposals for the scheme and dispute its arguments for
pursuing a voluntary approach, whereby banks and building societies will be under no
obligation to participate. We also examine whether consumer interests will be adequately
safeguarded and whether the Banking Code is the appropriate regulatory vehicle.
Transparency will be a vital component of the unclaimed assets scheme, and we set out
minimum requirements for external auditors to verify participation by the financial
institutions.

In relation to the proposal that dormancy should be identified after 15 years of no
customer activity, we consider that 15 years is too long but welcome the fact that all forms
of customer activity will be recognised, not merely customer-initiated transactions. Such
non-transaction activity should be defined and evidence must be retained by the financial
institutions to prove an account’s dormancy.

We then consider the scope of the scheme. On the grounds of equity between financial
institutions, and in the absence of compelling arguments to the contrary, we recommend
that National Savings & Investments (NS&I) be included in the scope of the scheme, whilst
urging the Government to investigate proposals for the scheme to include other classes of
unclaimed asset, including insurance.

The existing reclaim arrangements run by the British Bankers’ Association (BBA), the
Building Societies’ Association (BSA) and NS&I have had some success in reuniting
dormant accounts with their customers. However, the multiplicity of search mechanisms
may discourage some customers from reclaiming their dormant accounts: a single search
facility would be a significant improvement in this area. We urge the Government to
investigate how such an interface could be adopted in order to unify the existing systems
run by the BBA, the BSA and NS&I.

There is some uncertainty about the level of funds which might be released by the scheme.
Nevertheless, we examine the Government’s proposals for disbursement, including the
local disbursement option for small building societies. By choosing youth services and
financial capability and inclusion as the primary recipients of funds, the Government will
miss an ideal opportunity to improve the financial strength of the third sector. We see a
clear need for a Social Investment Bank, the establishment of which relies heavily on it
receiving significant funding through unclaimed assets. We are disappointed at the lack of
public consultation on the priorities for disbursement.
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1 Introduction

Purpose of our Report

1. At present, many assets are held in banks, building societies and other financial
institutions, which have become disconnected from their owners for a sufficient length of
time to become dormant. Wherever possible, those unclaimed assets should be re-united
with their legal owners or those owners’ heirs. Where this is not possible—and without
prejudice to the rights and entitlements of legal owners—there is a case for those assets to
be put to good use. In the 2005 Pre-Budget Report, the Government announced that it
would work with the banking industry to design a scheme to allow money held in dormant
accounts to be reinvested in society.! In this Report, we examine the Government’s
proposals and the approach it has chosen, and identify a range of issues that merit further
thought before and during parliamentary consideration of the legislation which the
Government proposes.

Conduct of our inquiry

2.0n 17 January 2007, we announced our inquiry into unclaimed assets within the
financial system and invited written evidence.” In February, we visited Dublin to learn
about the operation of the Irish Dormant Accounts Act 2001 and subsequent legislation. In
addition to written evidence which is published with this Report, we considered two
consultation documents issued by the Treasury in March and May 2007, the first relating
to the operation of the scheme and the second to how the funds released through the
scheme might be spent.’ In May and June we held three oral evidence sessions, taking
evidence from Grant Thornton UK LLP, the Balance Foundation, Skipton Building
Society, Charity Bank, the British Bankers’ Association (BBA), the Building Societies
Association (BSA), the Commission on Unclaimed Assets (CUA) and Ed Balls MP, the
then Economic Secretary to the Treasury. We are most grateful to all those who assisted us
in the course of our inquiry.

1 HM Treasury, 2005 Pre-Budget Report, para 5.80
2 Committee website, www.parliament.uk/treascom

3 HM Treasury, A UK Unclaimed Asset Scheme: a consultation, March 2007, and HM Treasury, Unclaimed assets
distribution mechanism: a consultation, May 2007
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2 Background

What is a dormant account?

3. A ‘dormant account’ is an account where the customer has lost contact with their bank
or building society for a sustained period. According to the Government, the most typical
reason for an account becoming dormant is a customer failing to inform their bank or
building society of a change of address. In other situations the account holder may have
died and their legal heirs may be unaware of the account. Poor financial capability, for
example a lack of customer awareness of how to run an account, may sometimes be a
factor in explaining the dormancy of an account.*

Existing schemes for reclaiming dormant bank accounts

4. Individual banks and building societies have processes to reunite owners with their
dormant accounts. Those institutions will normally attempt to contact customers in
advance of making accounts dormant in addition to their regular customer mailings.
Depending on the circumstances, institutions sometimes also undertake other forms of
pro-active search to trace customers, such as employing third-party search agents. Central
tracing facilities for tracing dormant accounts were introduced by the BBA and BSA in
2001. Their service is free of charge and is covered by the Banking Code. These facilities are
designed principally to help customers who believe that they have an entitlement to an
account, but are unsure of the specific account-holding institution. National Savings &
Investments (NS&I) also runs its own scheme for reuniting dormant accounts with their
owners. The key principle underpinning the existing framework for dormant accounts is
that customers are given a clear understanding of their right to reclaim their money.
Customers can reclaim their money, or reactivate their account, by application to their
bank or building society at any time. Until dormant accounts are reclaimed, financial
institutions use the funds contained to carry out their business, generating profits for
shareholders in the case of a bank—although the BBA told us the profits involved were
“immaterial”—and rewards to members in the case of a building society.

The Government’s proposals

5. In the 2005 Pre-Budget Report, the Government announced its intention to work with
the banking industry in designing a scheme which both preserved the rights of the
individual consumer and at the same time allowed dormant assets to be reinvested in the
community. The Government then embarked upon a two-stage consultation process with
the industry and other interested parties, commencing in March 2007 with the publication
of A UK Unclaimed Asset Scheme: a consultation. That paper outlined the Government’s
proposed scheme in general, proposed changes to the Banking Code and proposals for
legislation. A second paper, entitled Unclaimed assets distribution mechanism: a
consultation, was released in May 2007, focussing specifically on proposals for the

4 A UK Unclaimed Asset Scheme: a consultation, para 1.2

5 Q127
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distribution of unclaimed assets for the benefit of communities. The first paper indicated
that the Government considered that legislation was necessary for the effective functioning
of the proposed scheme. In July 2007, when the Government’s Draft Legislative Programme
was published, there was an indication that the Government proposes to present such
legislation in the next Session of Parliament beginning in November 2007.6

The Irish legislation

6. The Republic of Ireland has had an unclaimed assets scheme since 2001. The scheme
shares many features with the Government’s proposals, but differs in some important
ways. The Irish scheme is mandatory and obliges banks, building societies and also An
Post—the Irish post office—to transfer the balance of any account that has not had a
customer-initiated transaction for 15 years to the National Treasury Management Agency
(NTMA). As in the proposed United Kingdom scheme, customers have the right to
reclaim their account in perpetuity, and do so through their account-holding bank rather
than through the NTMA. Disbursement of dormant account funds is controlled by the
Government, and monitored by an appointed board. In 2003, unclaimed life assurance
policies were added to the Irish dormant accounts scheme.

6 Office of the Leader of the House of Commons, The Governance of Britain—The Government’s Draft Legislative
Programme, July 2007
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3 The proposed legislative framework

Introduction

7. Legislation relating to unclaimed assts has been passed in a number of countries,
including Australia, New Zealand and Canada as well as the Republic of Ireland. The
United Kingdom is also intending to follow a legislative route, but there are significant
differences between the Government’s proposed approach and those seen elsewhere. We
examine three aspects of the proposed legislation—the extent of compulsion, the
regulatory arrangements and the extinguishing of liabilities.

The voluntary nature of the proposed scheme
The rationale

8. The Government’s most striking departure from the precedents set by other countries’
unclaimed asset schemes is the fact that, in the proposed scheme, banks and building
societies will be able to choose whether or not to participate. In Ireland, Australia, New
Zealand and Canada, participation by banks and building societies is mandatory. One of
the key principles underlying the proposed scheme is that “legislation will enable, but not
compel, banks and building societies to transfer funds held in dormant accounts”.” The
then Economic Secretary to the Treasury, Ed Balls MP, confirmed that, while the scheme
would have “proper protections and proper regulation to make sure that it works™, if a
“laggard” bank decided to opt out of the scheme, that institution would suffer no sanction
of any kind.” Which? argued that the Government should publish details of the banks
participating in the scheme, because publication of such details would “enable public
pressure to be brought to bear on any banks not participating in the scheme”."°

9. There are some potential benefits to a voluntary scheme. The BSA identified flexibility,
lower administrative cost, and the ability to adapt to changing circumstances.!" The
Government also deployed the more prosaic argument that a voluntary scheme would be
more likely to gain the enthusiastic support of the banks and building societies.'”” Some
parallels can be drawn between the proposed voluntary scheme for retail banks and the
Balance Foundation scheme, which was set up by the investment banking industry. The
Balance Foundation was established in order to release unclaimed assets held in client
money accounts and, as a voluntary scheme, was successful in releasing £8 million from
unclaimed assets in a short period of time. However, Balance explained that there was a key
difference between unclaimed assets held in client money accounts by investment banks
and dormant retail bank accounts: The former is held “in custody” for the client and never
touches the bank’s balance sheet but, when a retail bank surrenders a dormant account to a

7 A UK Unclaimed Asset Scheme: a consultation, p 6
8 Q257
9 Q267
10 Ev111
11 Q165
12 Q257
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Central Reclaim Fund, the asset (and related liability) are removed from the bank’s balance
sheet.” In the case of the retail bank therefore, the incentive to participate is weaker than in
the case of the investment bank.

10. The Government’s consultation paper stresses that “banks and building societies have
committed to work with the Government to design, and participate in, the UK scheme”."
The Economic Secretary highlighted the fact that the BBA Chief Executive and BSA
Director-General had both signed the consultation document, indicating their approval of
the scheme.” The industry representative bodies are clearly committed to the scheme, but
it is the individual banks and building societies that will need to be engaged if the scheme is
to work. However, the BBA thought it was “going to be enormously difficult for anybody
to duck out of this”.'* The Economic Secretary admitted that the “proof of the pudding of
[participation in the scheme] will have to be in the eating”, but he was confident that the

banks and building societies were keen to make the scheme work."”

The case for a compulsory scheme

11. During our visit to Dublin, we learned how institutions were obliged to participate in
the Irish scheme, and, equally importantly, to do so in the same way. With a definition of
dormancy written into statute, banks had no ‘wiggle room’ in identifying dormant
accounts and, although some banks may have had to invest in costly data systems as a
result, the consistency of the scheme’s application was a significant advantage. Mr Patrick
Storey of Grant Thornton, who were appointed Inspectors of the Irish Dormant Accounts
Act, was concerned by the voluntary nature of the scheme in the UK, fearing that it would
not create the level playing field that existed under the Irish scheme:

There are some distinct disadvantages of having a very rigid structure such as the
Irish model, but at least the institutions know where they stand. The concerns I
would have is that whilst most institutions would be very noble and I am sure enter
into the spirit of this there may be others that will give it lip service.'®

Mr Peter Graham considered that participation would indicate “good co-operative
citizenship” but, beyond that, “cynically one finds it hard to understand why there is a
benefit”.” Mr Storey suggested that participation would “be inconsistent with the
objectives of the institution to maximise shareholder/policyholder wealth”.?® Sir Ronald
Cohen of the CUA described unclaimed assets as a “headache” for the banks, rather
than an “opportunity”.*!

13 Q41

14 A UK Unclaimed Asset Scheme: a consultation, p 6
15 Q257

16 Q202

17 Q264

18 Q16

19 Q36

20 Q37

21 Q212
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Conclusions

12. The Unclaimed Asset Scheme will cost banks time and money to administer, without
benefiting them financially. The prospect looms of some banks and building societies
choosing not to participate, particularly if the banking sector sees a downturn in
profitability and also once the current spotlight on unclaimed assets has faded. If that were
to occur, there is a possibility that such behaviour would be emulated by the rest of the
market, which could result in the scheme’s abandonment. There is no international
precedent for a dormant accounts framework that has been run on a voluntary basis. For
financial institutions to participate fully and effectively in the proposed scheme, there need
to be significant incentives for them to do so. Notwithstanding the assurances of the BBA
and BSA, we are concerned that, whilst the BBA and BSA have pledged their commitment
to the scheme, individual banks and building societies may find it in their interests to opt
out.

13. We welcome the Government’s commitment to legislate to facilitate the use of
unclaimed assets for the public good. However, we are unconvinced that the
Government is correct to pursue a voluntary approach. A compulsory scheme has the
overwhelming advantage of guaranteeing fairness and consistency between
institutions. We urge the Government to reconsider the voluntary basis of its
proposals. If the Government is still minded to continue with a voluntary scheme, we
recommend that the forthcoming legislation be prepared so as to include reserve
powers for Ministers to establish a compulsory scheme at a later date without recourse
to further primary legislation, should a voluntary scheme prove unsuccessful. If a
voluntary scheme is established, we recommend that the Government put in place
arrangements to ensure information about institutions that are, and are not,
participating in the scheme is publicly available.

Regulation of the scheme
Overview of proposed regulation

14. The Government does not propose that a single regulatory body would oversee all
aspects of the Unclaimed Asset Scheme. It is proposed that the Banking Code would be
amended to provide safeguards for the banks’ ongoing relationships with their dormant
customers. The Banking Code would cover only the interface between the financial
institutions and the customer. Participation in the scheme itself and spending money
identifying dormant accounts falls outside the scope of the Banking Code.?* The Central
Reclaim Fund would be an independent body regulated by the Financial Services Authority
and transfers from financial institutions to the Central Reclaim Fund would be audited by
external auditors.

22 Q197
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Regulating the interface between customers and financial institutions

15. The Banking Code is sponsored by the BBA, the BSA and APACS (the UK payments
association). It is a voluntary code which sets standards of good banking practice for banks
and building societies to follow when they are dealing with their customers. The Banking
Code Standards Board monitors compliance with, and enforces, the Banking Code and
ensures signatories provide a “fair deal to their personal and small business customers”.”
The Banking Code is a form of self-regulation adopted by the banking industry with no
involvement from government or the Financial Services Authority (FSA).

16. Witnesses pointed out that in other financial fields, including the work undertaken by
the Takeover Panel, self-regulation has proven to be a success*. Specifically in relation to
unclaimed assets, however, the CUA argued that:

you have to have something with teeth that is the regulator. It is fine to go for self-
regulation if we do not want to go for legislation, but the regulator has to be in a
position to enforce what he or she feels to be appropriate.®

The CUA went on to say that there was an “onus on the industry to demonstrate a
willingness to impose self-regulation that will create the level playing field ... and
avoiding the scenario where there are one or two institutions who appear to be making
much less effort to identify the accounts in the first place”.?® The BBA was confident that
such a level playing field would be established under the Government’s proposals:

How do we bring about the uniformity? The first is that, of course, there will be a
statutory framework that goes around this scheme, second, we need to agree how it
works, third, we have the Banking Code in which both the principles and, indeed, the
detailed guidance and information to the institutions is contained within the
Banking Code, the information on the detail goes into the Banking Code, and the
subscribers to the Banking Code are the banks and, indeed, the building society.”

Nevertheless, the BSA admitted that “every single institution will not act exactly the

same in relation to this scheme”.?

17. The Government’s proposed Unclaimed Asset Scheme contains aspects that could give
rise to consumer concern. Funds held in dormant accounts are being surrendered by the
banks to the Central Reclaim Fund, before being distributed to good causes. Consumers
will seek reassurance that they will always have a right to reclaim the money held in their
account, and that they will suffer no inconvenience when they come do so as a result of this
scheme. The Government’s consultation paper explains what changes to the Banking Code

23 BCSB website, www.bankingcode.org.uk
24 Q224
25 Q206
26 Q222
27 Q175
28 Q176
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(and the similar Business Banking Code) would be required to ensure customers are not
disadvantaged by the introduction of the proposed Unclaimed Asset Scheme:

The Code should include a specific commitment in respect of the bank and building
society sector, as agents of the central reclaim fund ... [which] will confirm that
customers (or their estates) continue to have a legal right to repayment of their
money by the fund. The BBA and BSA have also proposed that the Code provisions
relating to dormant accounts be expanded to reflect key aspects of the scheme and
that the ten core pledges under which the [existing] bank and building society
schemes operate are built into the Code guidance.”

18. The BBA’s preferred approach in dealing with dormant accounts transferred to the
Central Reclaim Fund is for the customer interface to continue to be provided by banks
and building societies, both directly and also through the industry central tracing schemes.
This customer interface would be governed by the Banking Code, with oversight provided
by the Banking Code Standards Board and, in the case of dispute, a right of redress
provided through the Financial Ombudsman Service.” The BSA assured us that “the
Banking Code Standards Board has got a very good record of ensuring compliance with
the existing Banking Code, and we think they will do a good job in relation to this new
responsibility that they are taking on.”' The Banking Code is currently undergoing a
triennial review, which is due to conclude in March 2008, before the Unclaimed Asset
Scheme comes into existence.

19. We welcome the Government’s commitment to grant customers a legal right to
their account funds in perpetuity. We also support proposals to maintain the customer
interface with the customer’s own bank or building society, rather than with the
proposed Central Reclaim Fund, and we expect the scheme to be designed to ensure
that customers will not face any additional inconvenience as a result of the scheme if
they try to reactivate a dormant account. We are unconvinced that the Banking Code
Standards Board has the proven track record of protecting the interests of consumers
and sufficient independent authority to enable it to take the proportionate but firm
action that might be necessary to regulate the scheme. If the Government is minded to
leave regulation in the remit of the Banking Code Standards Board, we recommend
that the legislation includes power for regulatory responsibility to be given to a
statutory regulator in the future without the need for further primary legislation.
Finally, we recommend that, in its response to this Report, the Government clarify the
circumstances in which disputes relating to the scheme could be considered by the
Financial Ombudsman Service.

29 A UK Unclaimed Asset Scheme: a consultation, paras 3.19 and 3.20
30 EvI1
31 Q175
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Regulation of the Central Reclaim Fund

20. The proposed Central Reclaim Fund is to be independent of Government and industry.
It will be registered with, and regulated by, the Financial Services Authority (FSA). Part of
the FSA’s responsibility will be ensuring that the Central Reclaim Fund is prudent in
assessing the proportion of funds held back from disbursement in order to cover reclaim
risk. The Economic Secretary also explained that the FSA will oversee the relations between
the Central Reclaim Fund and its individual agents, the banks themselves.”> FSA
authorisation would bring the reclaim fund under the coverage of the Financial Services
Compensation Scheme (FSCS), which is the compensation fund of last resort. We
welcome the Government’s proposal that the Central Reclaim Fund will be regulated by
the Financial Services Authority.

Audit

21. The Government is proposing that financial institutions will each sign an agency
agreement with the Central Reclaim Fund. Under this agreement, the banks would manage
the customer relationship, maintain customer records and manage the transfer and reclaim
of money between customers and the Central Reclaim Fund. The precise terms of the
agency agreement will be a matter for negotiation between institutions and the Central
Reclaim Fund.*” There is a need to monitor the processes followed in the identification of
dormant accounts, transfer of monies to the Central Reclaim Fund and sums being
reclaimed by the banks on behalf of reawakened customers. The Government proposes
that the “calculation of the value of assets in dormant accounts and the transfer of those
assets to the Central Reclaim Fund will be made at least annually and be subject to
independent audit; this will also be a condition of the agency agreement”.** The BBA and
BSA both acknowledged that transfers made by banks and building societies ought to be
subject to third-party audit certification.”

22. The Government proposes that the revised Banking Code would require financial
institutions to publish their policies on how they intend to participate in the scheme.’® The
Commission on Unclaimed Assets argued that the banks should be obliged to publish
details of their involvement in the scheme, suggesting that “amounts reunited with
consumers and amounts transferred to the Central Reclaim Fund should be provided
annually by each financial institution, and should be made publicly available”.”” The
Economic Secretary agreed that it would indeed be helpful to the transparency of the
scheme to publish the volumes of funds from individual institutions that flow into the
Central Reclaim Fund.”® He also agreed that, in principle, it would be beneficial if the
published accounts of the banks contained a note detailing not just the flow of funds to and

32 Q259

33 A UK Unclaimed Asset Scheme: a consultation, para 3.8
34 A UK Unclaimed Asset Scheme: a consultation, para 3.10
35 Ev91and Q 199

36 A UK Unclaimed Asset Scheme: a consultation, para 4.8
37 Ev103

38 Qq 263, 265
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from the Central Reclaim Fund each year, but also the stock of dormant accounts held on
the institution’s balance sheet. He warned, however, that some banks would find it
extremely difficult, if not impossible, to calculate the stock of dormant accounts on their
books.*

23. We are not convinced that a voluntary scheme can work but, if it can work at all, it
will only be through having a regime which is highly transparent. It is important that
those institutions claiming to participate do so in a way that can be verified.
Participating institutions should be subject to an annual certification of their
involvement, signed by a nominated senior employee. Transfers of monies from the
banks to the Central Reclaim Fund, and reclaims going the other way, must be audited
by external auditors. The auditors’ duties should include checking that all dormant
accounts are being transferred and, where an institution claims an account is active
despite an absence of transactions, the auditor should check that appropriate evidence
is being retained. There should be credible sanctions for those institutions where the
auditors discover a breach of their agency agreement with the Central Reclaim Fund.
We also urge the Treasury to work with the banking industry in examining the
prospects for publishing the stock and flows of dormant accounts as a note to the
annual published accounts of the banks and building societies.

Extinguishing liabilities from institutions’ balance sheets

24. If banks and building societies are to be asked to surrender the funds held in their
dormant accounts, it is right that they should also be absolved from any financial liability
to repay those funds if a customer comes forward to reclaim their account at a later date.
The Government proposes that a new Central Reclaim Fund will collect funds held in
dormant accounts and bear the reclaim risk associated with those funds. Under
International Accounting Standard (IAS) 39, “An entity shall remove a financial liability
(or a part of a financial liability) from its balance sheet when, and only when, it is
extinguished—i.e. when the obligation specified in the contract is discharged or cancelled
or expires.”® Listed banks (and other institutions using IAS 39) therefore need a statutory
discharge from the Central Reclaim Fund if they are to remove unclaimed account monies
from their balance sheet as proposed. The Government’s consultation paper explains that
in order for a bank to obtain a statutory discharge from its financial obligations, the
Central Reclaim Fund must consent to the transfer, and the bank or building society must
undertake to hold all records relating to an account until the customer has been repaid.* In
the 2006 Pre-Budget Report, the Government announced it would legislate to establish the
statutory underpinnings necessary for this to happen.* The BSA made clear the
importance of this issue, saying that “If that legislation does not work, then this [unclaimed
assets] scheme cannot work”.* The establishment of a statutory framework that enables

39 Qq314, 315

40 International Accounting Standards Board website, www.iasb.org
41 A UK Unclaimed Asset Scheme: a consultation, para 3.8

42 2006 Pre-Budget Report, December 2006, para 5.88

43 Q178
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financial institutions to extinguish their dormant account liabilities is of vital
importance to the viability of the whole Unclaimed Asset Scheme. We note the
Government’s co-operation with banks and building societies in examining this issue in
detail, and welcome the Government’s commitment to bring forward legislation to
resolve this issue.
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4 Defining and identifying dormant
accounts

The definition of dormancy

25. A dormant account is an account which has seen no activity for a sustained period of
time. There are two possible reasons why this might occur: first, the account-holder might
have forgotten about their account or died; second, the account-holder might be fully
aware of the account but is choosing to leave it alone.* From the customer’s perspective
this distinction is trivial—the proposed scheme states they will always have the right to
reclaim their account. But from the point of view of the banks and building societies, and
the Central Reclaim Fund, it is important to minimise the number of accounts that are
designated “dormant”, transferred to the Central Reclaim Fund and then returned to the
customer at a later stage upon reactivation. Each time a “dormant” account is reactivated,
costs will be incurred by the bank and the Central Reclaim Fund, and the Central Reclaim
Fund’s forecasting becomes more uncertain, which could ultimately lead to a reduced level
of funding for good causes.

A fifteen-year term

26. The Government has proposed to define dormant accounts included in the scheme as
those current and deposit accounts where there has been no customer-initiated activity for
at least 15 years.* The BBA approves of this definition, arguing that “the starting point for
protecting the customer’s interests is the establishment of a definition that results in
monies being transferred only in circumstances where experience shows account monies
are likely to be genuinely lost. Reclaim experience in the UK shows the need for a
definition based on 15 years.”*® After 15 years of dormancy, they argue:

it can be concluded with reasonable certainty that we have passed an 80/20 threshold
in terms of the ratio of lost monies to monies expected to be reclaimed. As you move
down the maturity scale, you rapidly reach the point at which transfers from the
balance sheet would be accompanied by a shift in the lost/reclaim ratio towards
50/50% and beyond. We would not consider the setting of a shorter maturity period
to be compatible with the objective of releasing genuinely lost monies. Nor would it
result in an increase in the monies that could be made available for community
causes since the amount that would need to be held in reserve for future reclaim
would correspondingly increase.*

The BSA regarded 15 years as a sensible proposal, in that any shorter period would
increase the risk of accounts being included in the scheme that were not lost or

44 This latter possibility might be explained by a parent or grandparent putting aside a ‘nest egg’ for a new child to
receive on their eighteenth birthday, for example.

45 A UK Unclaimed Asset Scheme: a consultation, para 4.4
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unclaimed, and their view was supported by both the Commission on Unclaimed Assets
and Grant Thornton. *® Charity Bank’s position was that, although “15 years may be too
long a period for an asset to lie dormant, we recognise that a shorter period would add
considerably to the quantum of assets and could have a short term destabilising impact
upon the financial institutions. We are therefore content to accept the definition on
practical and pragmatic grounds.”

27. However, the Balance Foundation cast doubt on the need for such a long period of
dormancy to be used, noting that the banks’ own internal processes treat an account as
dormant well before the 15 year point:

So looking at [the banks’] own practices to date my understanding is that that period
can be around the six-year mark. Therefore the proposal, as I understand it, to use a
15 year mark seems to me a long way out ...*°

The BSA itself regards accounts as “lost” after just three years for its own purposes:

If you have a personal savings or current account and there have been no
transactions (withdrawals or deposits) on it — other than those initiated by the
building society (such as interest and charges) - for a set period (usually three years)
and the building society has not heard from you during that time ... your account
may be considered “lost”.”!
Mr Keith Hollander, Managing Director of the Unclaimed Assets Register, cited a survey
carried out by Experian in August 2006, which indicated that, “on average, the public felt
9.5 years was a sufficient period of dormancy,” and Mr Martyn Jones MP claimed that
“the present proposals for 15 year ‘cut-off’ point are excessive, and allow banks to continue
to hold onto vast amounts of dormant money, that could be otherwise used for charitable
purposes”.® Table 1 shows dormancy periods in various schemes abroad.
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Table 1: Dormancy periods of selected unclaimed assets schemes

Country or US State Definition
Nevada 3 years
California 3 years
Texas 5 years
Ohio 5 years
New York 5 years
New Zealand 6 years
Australia 7 years
Switzerland 10 years
Ireland 15 years
UK 15 years

Source: Ev 111

28. When the Economic Secretary was asked why the 15 year definition was chosen he
answered:

Fifteen years is one of the similarities with the Irish. The Irish have gone for 15 years
as well, and we have a challenge here because we have to show to the public that our
first priority is to make sure that wherever possible people are reunited with their
own assets. If we were giving the impression that it was a much shorter time period,
people might doubt that that is our intention ... in order to have some stability in the
Reclaim Fund and in the flow of resources from the Reclaim Fund into spending, if
you have a considerably shorter period of time than 15 years, then I think it would be
much harder to manage because at any point in time there would be money moving
into the Reclaim Fund and then out again back to consumers at a much more rapid
rate, and I think that would make it much harder to manage the liabilities for the
Reclaim Fund, and much harder to plan the spending consequences. We did look at
the Irish experience, and we judged that 15 years seemed a sensible time.**

Although the Irish scheme does have a 15-year dormancy period, it is also defined very
strictly on customer-initiated transactions, whereas the UK scheme will be taking into
account all kinds of customer contact. We suggested to the Economic Secretary that
perhaps banks could be confident that an account could be classified as dormant after, say,
10 years instead. The Economic Secretary’s response to this suggestion appeared to show
some room for debate:

This is part of the consultation. It is something which can be discussed as the
legislation is before Parliament ... I do not feel, from the responses we have had from
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the private, or, actually, from the wider, consumer responses that people think that
15 years is an overly-long period of time.

29. In setting the dormancy period, a balance needs to be struck between minimising
reclaims from the Central Reclaim Fund, and maximising the funds for disbursement
to good causes. The choice of 15 years as the dormancy period is higher than in most
other jurisdictions that have set up unclaimed asset schemes. In drawing a parallel with
the Irish scheme (which also uses a 15 year definition), the Economic Secretary used an
incomplete comparator, because the Irish scheme has a very narrow view of customer
activity. In contrast, the UK scheme is set to allow financial institutions not to pass to
the Central Reclaim Fund those accounts on which, although no transaction has
occurred, the bank has evidence of other customer activity. It is unlikely that a
significant number of customers would renew contact with their bank between the
tenth and fifteenth anniversary of inactivity. We therefore recommend that the
Government reduce the proposed dormancy period from 15 to 10 years.

What constitutes customer activity?

30. On our visit to Ireland, it was explained to us how the definition of dormancy in that
country was based on “customer-initiated transactions”, rather than “customer activity”.
The Irish scheme views an account as dormant even if the account-holder has made a
telephone query, spoken to a member of branch staff, ordered a cheque book, or (in the
case of a building society) voted at an AGM. Arguably, all these actions would prove that
an account was active, rather than dormant. The UK proposals have adopted a different
approach, which permits banks and building societies to consider any form of customer
communication, so long as evidence of that communication is retained.”® The BBA argued
that, if the UK scheme treated dormancy solely as a transaction issue, then some accounts
would be incorrectly treated as dormant when the financial institution knew the account-
holder was active.” Instead, the BBA argued, financial institutions “should be permitted to
take into account other forms of customer activity in determining whether an account is
truly dormant, and examples of that [are] correspondence, telephone calls, e-mails and, of
course, as far as the building societies are concerned, voting at an AGM. We can come up
with a list.” %

31. The approach taken in Ireland maximises the funds remitted from the financial
institutions for disbursement, but is likely to lead to the transfer of some accounts of which
customers are fully aware. Grant Thornton explained to us some of the difficulties
associated with identifying “rainy day accounts” in the Irish scheme, where customers may
intentionally leave an account untouched, perhaps in order to put aside funds for a child so
that they can go to university. ** However, Grant Thornton also pointed to the advantage of
the Irish approach compared with the Government’s proposals:
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Will the legislation need to be inflexible? If the rules or requirements are flexible, you
must expect flexible application of those rules. The one merit of the Irish system was
its objectivity and it did create a common playing field, an even playing field, and
everybody was playing by the same set of rules.”

The Commission on Unclaimed Assets were also concerned at the proposed discretion
afforded to financial institutions in choosing what customer-initiated activity formed the
basis of the definition of dormancy in that institution: “This runs the risk of dormancy
becoming too narrowly defined and missing genuinely dormant funds. There is also a
danger that the framework would no longer be perceived as fair between financial
institutions.”® Which? expressed concern at the possibility that banks might use the
proposal to permit customer communication as evidence of non-dormancy to avoid
transferring assets to the scheme. They suggested that a possible resolution to this challenge
would be for the Government provide further detail as to what ‘other activity’ it believes
could then be used as an indication that an account is not dormant. Banks could be
required to publish details of their definitions of ‘other activity’ and to retain evidence in
those cases where they are excluding accounts from the scheme for these reasons.®!

32. The Government’s proposals for defining dormant accounts have some merit. It is
appropriate that financial institutions should be permitted to consider various forms of
communication with their customers as evidence of activity, rather than relying merely
on account transactions. If the scheme were to focus on transactions alone, this would
inevitably lead to significant numbers of accounts being transferred inappropriately.
However, certain safeguards must be in place to ensure that financial institutions are
not granted ‘carte blanche’ in identifying dormant accounts, in order to prevent the
withholding of genuine dormant funds from disbursement to good causes. We
recommend that the Government:

e publish a precise list of transaction types that it considers to be “customer-initiated”
for the purposes of the scheme;

e publish a list of other forms of communication that it considers to be evidence of
non-dormancy;

e require institutions withholding accounts from the Central Reclaim Fund for non-
dormancy on the basis of non-transaction activities to retain evidence of such
activities and make them available for external audit.

Scale of unclaimed assets available for use

33. On our visit to Dublin, we heard that in 1997, prior to the Irish dormant accounts
scheme commencing, it was estimated that there were funds with an approximate value of
€3 million held in dormant accounts. During the first year of operation of the scheme—
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2003—€196 million was remitted to the Irish Dormant Accounts Fund.®* The discrepancy
between the forecast and the actual amounts remitted in Ireland indicates just how difficult
it can be to accurately predict the likely magnitude of funds that might be available.

34. The BBA estimated that banks held £250 million to £350 million in dormant accounts,
and insisted that this estimate was more robust than the Irish estimates had proved to be.
The BBA’s Chief Executive, Angela Knight CBE, explained how the BBA had arrived at
that range of estimates and why she was confident that they were realistic: “we have been
back and checked with our member[s] now two or three times, so we have got some real
substance for the figures that we have presented to you”.*® The BSA’s estimate of unclaimed
assets held in building society accounts was previously £50 million to £70 million, but, at
the evidence session on Tuesday 5 June, the BSA revised that estimate upwards to £150
million, as a result of one or two societies having looked more carefully at their records.**

35. The estimates from the BBA and BSA represent the stock of unclaimed moneys that
they believe are currently held in bank and building society accounts, using the “no
customer activity” definition. The estimates do not account for the likely impact of the
proposed reunification exercise, which is due to occur for 12 months preceding the first
transfers to the Central Reclaim Fund.® In Ireland, approximately 40% of dormant
accounts were reunited in a similar exercise. The BBA was unable to give a detailed
indication of the proportion of its estimate which was likely to be reclaimed before the first
transfer, although it thought it would be “a lower proportion than you saw in Ireland”,%
reflecting “the high level of reunification that has already taken place [in the UK]”.¢” The
Chairman of the BSA, Mr Iain Cornish, estimated that 40% to 50% of dormant funds held
by the Yorkshire Building Society would be “fairly straightforwardly” reunited with their
account-holders.*

36. In the light of our visit to Ireland, the UK estimates of available funds seemed
somewhat low. When we asked the CUA whether it thought that the banks were
downplaying the amount of money held in dormant accounts, we were told:

[The banks] are very anxious, as I gathered from my discussions with them, that
figures should not be floating around that are a multiple of what is likely to emerge
because the focus then would be on whether they have done a proper job of
identifying and so on. So I think for that reason they are being conservative ... My
own feeling is that we will be pleasantly surprised when we know the numbers.®
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The Unclaimed Asset Scheme will not just release funds in the first year, but will also
identify and release funds on an ongoing basis, as subsequent accounts exceed the
dormancy period. In Ireland, the annual flow of funds was equal to 15% of the original
stock. The BBA confirmed that the annual flow in subsequent years would be “a figure in
the tens of million of pounds”.”” We were encouraged by the suggestion that the banks
are being conservative in their estimates. Based on the Irish experience, we consider
that it is more likely that the current estimates of the scale of funds in dormant
accounts will prove to be an underestimate than an overestimate, although the actual
scale of funds transferred to the Central Reclaim Fund depends critically upon the
success of efforts to reunite funds in dormant accounts with their rightful owners. This
uncertainty is amplified by the proposed voluntary nature of the scheme, as we cannot
say how many financial institutions will participate, nor how full and complete that
participation will be.
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5 Scope of the scheme

National Savings & Investments

37. According to the Economic Secretary, National Savings & Investments (NS&I) holds
“£436 million of unclaimed assets, using the same definition as the banks and the building
societies; £974 million, if you also include Savings Certificates, and then £993 million
including unclaimed Premium Bond prizes”.”! As the BSA noted, “this dwarfs the amount
the BSA estimates to be unclaimed in building society lost accounts.”” The Government
proposes that these funds held by the N&SI will not be included in the Unclaimed Asset
Scheme.”

38. The BSA made clear that they considered that NS&I funds ought to be part of the
Unclaimed Asset Scheme, partly in order to have a level playing field amongst financial
institutions, but also because NS&I would be under much greater incentive to reunite their
customers with dormant accounts if they faced the same scheme that other institutions
were facing: “It will be advantageous for National Savings customers for National Savings
to be part of the scheme”.” The BBA gave cautious support to the BSA’s view, but thought
that some “definitional issues” might arise if NS&I were included.”” Mr Hayday from
Charity Bank considered that, if the Unclaimed Asset Scheme were to be introduced to the
financial services sector, then it ought to be applied in that sector as widely as possible, and
include NS&I.”®

39. The Economic Secretary explained the rationale for the Treasury’s position:

If we were to repay or to transfer all unclaimed National Savings products that would
not be money which is sitting in an account, that would be a direct increase in the
national debt. So the judgment for us is: do we think it would be right for the
taxpayer, for public spending, to transfer that amount of public spending of
taxpayers’ money into the Reclaim Fund? The judgment we made is that, actually, it
plays a more important role in reducing the national debt, which is not to say that
there is not an important obligation on National Savings to reunite — and I can say
something about that if you would like. However, this is not money which sits in an
account in National Savings; National Savings exist in order to service national debt,
and that is what they do.

NS&I unclaimed assets benefit the nation as a whole, but the stated focus of the unclaimed
assets disbursement programme is “on youth services that are responsive to the needs of
young people and on financial capability and inclusion”.”” This focus is very different from
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the general benefit derived from reducing the national debt, so a choice has to be made.
The Treasury’s view is that that NS&I unclaimed assets would be best deployed in reducing
the national debt. The Economic Secretary explained that funding national debt “is an
important purpose. I am sure you will accept that an increase in the national debt is not
desirable, in its own terms. Lending to the Government and reducing national debt is a
public good.””® He went on to say that “if we were to pass unclaimed assets from National
Savings into the Reclaim Fund that would be a direct increase in public spending and the
national debt of half a billion pounds. If that is what you are proposing, I understand the
proposal, but I would not agree with it.””

40. We are unconvinced by the suggestion, implicit in the Economic Secretary’s evidence
to us, that funds held by the NS&I merit separate treatment because they are “taxpayers’
money”. Those funds are not taxpayers’ money any more, or less, than a dormant account
held in a bank belongs to that bank’s shareholders. Conceptually, there is little difference
between how NS&I and other financial institutions use unclaimed assets on their books.
Those held by NS&I fund the national debt for the benefit of the taxpayer; those held by
commercial enterprises fund the corporate debt of the bank (or building society) for the
benefit of the shareholder (or member). The Government is effectively requiring the banks
and building societies to surrender assets which do not belong to it, but is refusing to
surrender the same assets that it is holding on behalf of dormant customers We find the
intellectual argument for the exclusion of NS&I from the scheme to be weak, if it exists at
all. The Government has proposed worthy causes to which unclaimed asset funds should
be disbursed. These causes have been chosen to address very specific problems, such as
youth and financial capability. Having set the principles for disbursement, the Government
has then decided that its dormant funds are better spent on other types of expenditure, by
funding the national debt. If the Government considers that specific use for identified
good causes is the best use for the dormant accounts held by others, the Government
should apply the same principle to accounts held by NS&I. On the grounds of equity
between financial institutions, we recommend that NS&I be brought into the scope of
the Unclaimed Asset Scheme. If that scheme is to be voluntary, we recommend that the
Government volunteer NS&I’s participation.

Insurance

41. The Government’s proposals for unclaimed assets currently include only bank
accounts and building society accounts. In Ireland, the original scope of the scheme
included bank and building society accounts, as well as post office savings. Subsequently,
life assurance policies were incorporated too: open-ended policies were defined as dormant
after 15 years, and fixed-term policies were defined as 5 years after the policy expiration
date. The Association of British Insurers (ABI) pointed out that the scale of unclaimed
insurance assets could not be quantified until the definition of such assets was clarified:

This is not an easy task in relation to products that are long-term in nature and not
subject to the regular activity normally associated with bank accounts. Experience
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from other countries suggests that the sums raised are generally considerably lower
than early estimates.*

The ABI’s statement that actual sums released were lower than forecast is certainly true of
Ireland. On our visit there we were told that estimates of the funds to be released amounted
to €60 million, but the actual amount transferred proved to be a third of that amount,
largely because of the success of attempts to get customers to reactivate their policies. The
ABI told us that they were working to provide a better estimate of the potential scale in the
UK, but the task was complicated by the fact that fund values varied with investment
returns. Furthermore, many insurance products had no fixed point at which a claim for
payment had to be made.®

42. Several witnesses thought that other classes of unclaimed assets should be considered
for inclusion in the UK scheme, with the most popular being insurance. The Unclaimed
Assets Charity Coalition was disappointed that the only sort of unclaimed asset being
considered was dormant bank accounts, encouraging the Government to sees its work on
dormant bank accounts as the start, and only the start, of wider work to reunite owners
with the full range of their unclaimed assets.* Balance stated that it had undertaken
research relating to the cash balances held by insurance companies representing unclaimed
proceeds from matured policies of insurance and had found that, without a legislative
solution that forced insurance firms to participate, “it was unlikely that the industry would
take voluntary action”.*> From its work with the sector, Balance believed that there were
substantial assets in this area which could potentially be categorised as unclaimed.*

43. The ABI did not express a definite view on whether or not insurance ought to be
included in the scheme, instead promising that the insurance industry “will take a
pragmatic approach to any proposals, taking into account the interests of its customers”.*>
The Association of Mutual Insurers, however, warned that any removal of unclaimed
policies from its members would be harmful to the sector, would disadvantage customers
and provide little, if any, windfall gain for disbursement to worthy causes.*® The
Investment and Life Assurance Group (ILAG) argued that, in general, the insurance sector
was already very pro-active in its attempts to identify dormant policyholders, with many
using the Unclaimed Assets Register.” A further reason why it was felt that insurance
ought not to be included in the scheme was that, in most cases, contact between insurer
and policyholder during the lifetime of the policy would have been minimal. In other
words, it would be more likely that an apparently dormant insurance policy was actually in
use than an apparently dormant bank account.® Life assurance is one particular product
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that has been included in unclaimed asset schemes in various other jurisdictions.
Insufficient work has been conducted on the feasibility of including assets other than
bank and building society accounts in the UK’s proposed scheme to be able to
recommend their inclusion. However, the eventual expansion of the scheme to
incorporate other asset classes is fertile ground for discussion. To this end, we
recommend that the Government consult with the insurance industry about the
possibility of its involvement in the scheme at some stage in the future.
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6 Reunifying customers with dormant
accounts

The proposed reunification scheme

44. The Government is proposing a reunification exercise in the 12 months preceding the
introduction of the Unclaimed Asset Scheme:

The intention is that both the BBA and BSA schemes, and the banks’ and building
societies’ own activities, will be actively promoted in the 12 months leading up to the
introduction of the Unclaimed Assets Scheme. This will include the issue of quarterly
press releases over a twelve month period to national and regional newspapers,
lifestyle and consumer magazines and websites. The aim will be to raise awareness of
the Unclaimed Assets Schemes and encourage pre-scheme reunification.”

The BBA explained how the reunification exercise would reactivate as many accounts as
possible, reunite owners and their assets, and, as a result, minimise reclaims subsequent to
the transfer to the Central Reclaim Fund, enabling that Fund to take a clearer view of the
funds required to cover reclaim risk. As the BBA explained, banks and building societies
would be hoping to reach the owners of small dormant accounts through the reunification
publicity campaign:

Once the greater amount of publicity comes out following the passage of the
legislation, we are expecting many more people getting in touch and a much bigger
ability to try and get people back together with their money.”

The BBA would not forecast the proportion of funds that were likely to be reunited before
the scheme was introduced, but they said it would be much lower than the 40% that
occurred in the Irish scheme.” Mr Cornish, speaking on behalf of the Yorkshire Building
Society thought that 40% to 50% might be “fairly straightforwardly” reunited.”

The timing of institutions’ own activities

45. In addition to the BBA and BSA activity, we were told that that individual banks were
also planning to undertake proactive searches prior to the Unclaimed Asset Scheme, in
addition to their usual activity.”” However, the Skipton Building Society told us that it was
already doing all that it could to trace dormant account-holders, including using third-
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party agents.”* Although it would continue to try to find their lost customers in the run up
to the scheme, it was not planning any new initiatives in the months preceding the
Unclaimed Asset Scheme.*

46. In February 2007, HBOS launched its own series of activities to try and reunite
customers with their dormant accounts, including mailings to dormant account customers,
national and regional newspaper advertising, claim forms in all Halifax and Bank of
Scotland branches, a dedicated website, and employing third-party search agents.”® We
asked the BBA and the BSA why only HBOS had started reunification work and why other
institutions had not followed its lead. The BSA said that building societies were doing extra
work, but that HBOS was the only institution which had announced what it was doing.”’
The BBA however, confirmed that HBOS was the only institution that had started to act, at
least amongst the banks. Other banks would be starting their reunification schemes once
“when we know when the legislation is going to be passed”.”® The BSA said that building
societies were both proactive and reactive in tracing customers; the intensity of efforts
depended on the size of the account in question and the period for which it had been
dormant.”

Advertising and press releases

47. The Government’s proposals for the reunification scheme “include the issue of
quarterly press releases over a twelve month period to national and regional newspapers,
lifestyle and consumer magazines and websites”, but do not include any mention of
advertising. The CUA argued that money needed to be spent on actual advertising, rather
than leaving the scheme to the press to publicise:'®

I think our concern would be that [just issuing press releases is] leaving it to the press
to find the message ... As we have seen, there has been some variation in terms of the
press response, with some scaremongering and scare stories alongside more sensible
journalism. If we were to allow for press or radio advertising, both of which are
reasonably cost-effective, it would mean there was a consistent message.'"!

In written evidence, the CUA also thought that the display of posters in branches would
be a cost effective way to get the message across to consumers.'”
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Letter-writing

48. The Government, the BBA and the BSA do not propose that letters should be sent to
the last known address of dormant account holders. Despite this, in January 2007 the BSA
said, “We will be contacting customers to make sure that they have not lost touch with
their savings. This will involve us writing to millions of people in a way never done
before.”’* In oral evidence, the BSA explained that its members would not be writing to
customers where the building society has already received a response saying, “Not known
at this address” or, “Gone away”, partly for fraud prevention reasons, but also because
“writing letters to places where you know people are not does not strike us as the most
relevant [method of contact]”.!** The BBA denied that giving banks the option not to write
to their customers was a hole in the scheme: “we do not think it is an omission in the
legislation, we think it is a commonsense approach to the variety of different ways in which
all our banks will be trying to re-contact people who had banked with them some time ago
and from whom they have not heard”.'*”

49. The experience of the Balance Foundation was that letter-writing was actually quite
important:

These letters can be computer generated... so it is not a very manual exercise, it is
one that can be achieved through automation, and therefore from my perspective it
is not burdensome, it is one that could be easily achieved and I think that it is a
significant event for an individual’s deposit with a bank to be moved to a central
fund away from the bank and one of which an individual ought to be notified.'*

The Balance Foundation admitted that there was “a very powerful argument” for saying
that it did not particularly matter whether account holders are informed that their account
was going to be transferred, because they would be treated in just the same way under the
new situation as they were before. Yet they suggested that there was the question of trust to
consider:

I think that the problem there is not really one of substance, it is one of trust in the
system, and I think it is very important for banking trust in the system and consumer
trust in general that those efforts [that is, letter writing] be seen to have been made.'””

The CUA also believed that there were problems associated with making no attempt at
communication.

A letter should be sent out [unless there was a] response saying that [the customer]
had genuinely moved on from that address. One of the reasons for that, as
experienced in Ireland, was that where, for example, someone has died and their
family was unaware of a rainy day account put away by that person, the letter
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arriving actually allowed them to be reunited with that asset. There was no way that
those people would have arrived without that letter having been sent.'®®

50. The Government proposes that a customer whose dormant account has been
transferred to the Central Reclaim Fund would suffer no additional inconvenience as a
result of this transfer if they eventually came to reclaim their account. Indeed, they may
well never know that their account had been transferred. With that in mind, there would
appear to be little requirement to write to the customer for that customer’s sake. Rather,
the purpose of letter-writing would be to reunite the maximum number of dormant
accounts and prevent accounts from being incorrectly treated as “dormant”. Minimising
such incorrect transfers is in the interests of the financial institutions rather than
customers. However, as Mr Thomas from the Balance Foundation pointed out, these
institutions do incur a cost in sending a letter:

Generally speaking, retail banking, if you stay in credit, is free, and therefore for the
retail bank to write to a customer is an expense for that bank—a very small expense
but an expense.'”

Banks and building societies want to be permitted to form their own judgement on
whether and when to write a letter, weighing up the costs of writing and sending the
letter, versus the potential costs of administering an inappropriately transferred account,
and in light of the chance of actually getting any kind of response to the letter. The BSA
mentioned that building societies would not try as hard to trace accounts with less than
£10 as they would with an account containing, say, £25,000."° The CUA proposed
defining a threshold of £49 above which it would be worthwhile for banks to write a
letter.!"!

Third-party search agents

51. Certain commercial organisations provide tracing services to financial institutions that
search publicly available information and try to identify new contact details of dormant
customers. We received evidence from one of these services, the Unclaimed Asset Register
(UAR) which was set up by Experian in 2000. The UAR claimed that its electronic tracing
facility had a 60% to 70% success rate in finding people (perhaps from an out-of-date
address).""* The BSA said that individual building societies were “upping their effort” to use
tracing agents in the case of large accounts.'” The CUA argued that there were some
“reasonably cheap and scaleable solutions” that could be used by the banks and building
societies in tracing customers. These might not be worthwhile in the cases of the smallest
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accounts, but the CUA argued that “more active processes can and should be investigated
by banks and building societies”.'**

Conclusions

52. We welcome the plans of the banks and building societies for a reunification
exercise prior to the advent of the Unclaimed Asset Scheme. The decision to use third-
party search agents will necessarily be taken with a view to balancing the cost of these
activities with the value of the dormant account and the probability of successful
reunification. We accept that an important component of the efforts towards reuniting
smaller accounts with their customers should be the proposed publicity scheme but we
are not convinced that quarterly press releases will generate sufficient awareness of
dormant accounts. We urge the industry to consider a more comprehensive campaign
across various forms of media. Financial institutions should also write to their
customers, notifying them of their dormant account’s impending transfer to the
Central Reclaim Fund, unless that institution has been advised that the account-holder
is no longer at that address. We urge all banks and building societies to use every
opportunity they can to employ these and other techniques in reuniting accounts
before they are transferred to the Central Reclaim Fund.
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7 National Register of Unclaimed Assets

Background

53. According to a survey carried out for the Commission on Unclaimed Assets, one in
three people said they had a dormant account.'” We were eager to learn why that
proportion was so high, what systems were currently in place to reunite people with their
dormant accounts and whether there were any impediments to reunification. There is
currently no single source of information on dormant accounts. Individual banks and
building societies have their own methods for reclaim, and additional separate schemes are
run by the BBA for banks, the BSA for building societies and NS&I. The schemes run by
the BBA and BSA do not currently contain data themselves, but they are a conduit for
enquiries relating to accounts held by their members. If an individual, or their heir, believes
they have a dormant account with a particular institution, both central schemes could
direct them to the relevant contact at the institution concerned. Where the BBA and BSA
schemes are particularly effective where either an individual does not know which
institution holds their dormant account, or if the institution holding their account no
longer exists. The services provided by the BBA, BSA and NS&I are all free.

54. The multiplicity of dormant account search mechanisms has led the CUA to declare
that:

there are significant barriers in the UK to consumers accessing their assets. These
barriers potentially include a lack of consumer awareness about how to reclaim
funds, a lack of confidence in or fear of the system, or that the system itself is overly
complex or disparate.''®

Proposals for a centralised search facility, or national register, have been mooted for many
years, but there have been few signs of progress. In 2002, the Government discussion paper
Next Steps for Volunteering and Giving in the UK stated “We want to [understand] ... how
a comprehensive database might be achieved”.” By 2005, the onus for investigating a
register had moved to the banking sector: “The Government also expects the [banking]
industry to explore what more could be done to reunite owners and assets, including the
possibility of a national register”.!"* The Economic Secretary informed us that, subsequent
to the 2005 announcement, the Government had made a judgement, in consultation with
the banks and the building societies, that a national register would be “hugely bureaucratic
and cumbersome, and would not deliver a great deal”.!”” Instead, he argued that “by getting
the banks and building societies and National Savings to work together with a statutory
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duty to reunite we can achieve the same objective, but we are not proposing a central

register.”'?

A centralised register

55. A centralised register, if one could be set up, would contain data relating to all accounts
identified as dormant by financial institutions—banks, building societies and NS&I to start
off with, although it could be extended to many other asset classes. These institutions
would submit files containing updated lists of dormant accounts on a regular basis, thus
creating a “one-stop shop” for all customer enquiries relating to dormant accounts. The
main advantage of such a body would be the ease with which consumers, heirs and other
interested parties (such as probate solicitors) would be able to identify whether or not a
particular individual possessed a dormant account. The main problems with such a scheme
would be concerns over data security and cost.

56. In many ways, a prototype centralised register already exists—the Unclaimed Assets
Register (UAR). The UAR is a commercial enterprise set up in 2000 with two objectives: to
assist members of the public recover their lost or forgotten financial assets and to assist
financial institutions address the issue of unclaimed money. Companies from the life
assurance, pensions and unit trust sectors, as well as UK listed companies, supply the UAR
with records of those customers with whom contact has been lost. This information is held
on a secure database and can be searched by anyone for a fee of £18. If a potential match is
made, the searcher is given contact details with the relevant financial company and asked
to make contact, whereupon the company concerned verifies entitlement and makes direct
payment. Since its inception, the UAR has helped re-unite approximately £500 million
with its rightful owners.'*!

57. No banks had signed up to the UAR until Charity Bank did so in 2003. In July 2007,
HBOS announced that it too was signing up to the UAR to help in tracing its dormant
customers. Charity Bank believe that the UAR (or something similar) could form the basis
of a national register easily capable of being searched by individuals, companies and
probate solicitors:

We believe that it could be made available as a public benefit service with Experian
(or an other) appointed to manage the service. The key feature is that it is
independent and impartial with no other services to promote. All financial
institutions would be required as part of their licence to make their data available to
the Register in a common searchable format... The Register should be subject to the
scrutiny of Parliament through the Treasury Select Committee or the Public
Accounts Committee. Financial institutions not complying with the Register should
be capable of being fined.'*
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One beneficiary of a searchable register would be charities that have received incomplete
estates from legators because estate executors were unaware of dormant account holdings.
In evidence to us, the Unclaimed Assets Charity Coalition (UACC) called for the
Government to create a comprehensive national register of unclaimed assets, managed by a
public agency, to ensure that both charities and individuals have full access to information
to enable them to find the money they are owed. They believed that this register should be
mandatory for all financial institutions, be comprehensive for all types of unclaimed assets,
offer public access to all, be searchable and be free to the user.

58. However, Mr Storey of Grant Thornton argued that the establishment of a national
register in the UK “would be an administrative nightmare and a very costly exercise and
fraught with fraud difficulties.”’” The Economic Secretary associated himself with the
sentiment of Grant Thornton’s view at a later hearing: “I have to say that our judgment, in
discussion with the banks and the building societies, is that Mr Storey is right, but I am not

ruling it out”.'**

UK Lost and Found

59. The CUA regarded the establishment of a centralised database as unnecessary, but
proposed the creation of a less data-intensive scheme, “UK Lost and Found”. This would
be a low-cost, single interface, capable of asking all financial institutions whether they held
an account on their systems belonging to a particular individual. The objective would be to
make it easier for consumers to be reunited with their lost financial assets and reduce
overall administration without compromising data security. The CUA argued that, if there
were a single search interface requiring minimal information, it would greatly increase the
number of people that attempted to trace their dormant accounts. A survey carried out for
the CUA showed that 58% of people claiming to have dormant accounts regarded the sums
contained to be too small to be worth attempting reclaim. The CUA wondered “whether
that is too small given the present ease or otherwise in trying to find it rather than too small
because I do not care about that size of money at all”. '*

60. The CUA outlined two possible models in their report entitled Unclaimed Assets:
Consumer protection and regulation of dormant accounts.'*
information such as name, date of birth and last known address centrally in a national

One would retain some basic

register. The other would not, instead securely interrogating databases of dormant assets
within each financial institution.'” The CUA explained in more detail how their proposed
scheme might work:

Quite simply, it could be a very thin interface that allows web, telephone or similar
access and it would distribute the information that was put in to the present three
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systems that you have through the BBA, the BSA and the National Savings [and
Investments] ... That would feed directly through to the members that were relevant.
We do not see this as being a massive systems cost on top of what is there already.
This is trying to provide a relatively cheap solution that makes things much easier for
consumers.'?

The CUA’s proposals would offer a single interface for all dormant accounts, a simplified
initial search, so consumers could check at an early stage whether it was worth them
continuing their search and a variety of search channels including telephone, internet and
paper-based forms. The service would be free to the end user. The CUA envisaged that
industry and Government would work together to develop and implement flexible
identification and verification requirements.'*

61. When we asked the Economic Secretary for his view of the CUA proposals he replied:
“One never has a closed mind on these matters. I am happy to listen to further
consultations.”*” Indeed, he stated that he had already set in motion plans to combine the
search portals run by the BBA, BSA and NS&I:

As I said, on the face of the Bill the first priority will be a duty to reunite resources
with customers, and following a meeting that I had yesterday and conversations with
the British Bankers’ Association I wrote yesterday to the British Bankers’
Association, to the Building Societies Association and to National Savings urging
them to come together and have a common way of reuniting customers with their
unclaimed assets, which is common across banks, building societies and National
Savings."!

Conclusions

62. The existing reclamation arrangements run by the BBA, BSA and NS&I have had
some success in reuniting dormant accounts with their customers. However, the
multiplicity of search mechanisms may discourage some customers in reclaiming their
dormant accounts and a single search facility would be a significant improvement in
this area. We do not consider that the establishment of a comprehensive register of
dormant accounts, requiring account details to be transmitted to a central repository, is
desirable at this moment. Such a system would be costly and involve complex data
security issues. We were impressed by the proposal set out by the Commission on
Unclaimed Assets for a single interface that would not hold account data itself. The
great merit of this proposal would be that both costs and data transfer could be
minimised. We urge the Government to investigate how such an interface could be
adopted in order to unify the existing systems run by the BBA, BSA and NS&I.
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8 Building societies

Membership rights

63. A set of specific issues arise in relation to dormant accounts in building societies. The
first of these is membership rights. The Skipton Building Society (SBS) told us that the
status of a building society member could not be likened to that of a bank deposit account
holder. As owners of their society, members were typically entitled to various rights and
benefits from membership that bank depositors did not enjoy. If building society accounts
were to become dormant and be transferred to the Central Reclaim Fund, the SBS was
concerned about whether account holders kept their membership rights. The SBS did not
consider that the principle behind the Government’s proposal—a scheme to protect the
rights of account holders to reclaim their money at any time—was sufficient and argued
that there was more at stake for building society members: '**

The government has failed to recognise these important differences between building
societies and banks/PLCs in developing its proposals for this scheme.'*

64. The Government consultation paper stated that the proposed scheme was not intended
to affect an account holder’s building society membership rights.”** This gives neither a
cast-iron commitment that membership rights will be retained nor an explanation of how
such retention might be achieved. We recognise that building society members have
more at stake than bank account customers in the Unclaimed Asset Scheme. It is not
only their account which could be transferred to the Central Reclaim Fund, but also
their membership rights. It is imperative that these membership rights are preserved in
case the account holder reactivates their account at a later date. We welcome the
Government’s “intention” that membership rights be protected indefinitely, but call on
the Government to ensure that these rights are enshrined in the legislation it intends to
bring forward. The Government has already committed to drafting a statutory right for
a customer to reclaim their dormant account. We recommend that this statutory right
be broadened to include all rights linked to the dormant account, not merely the funds
held within it.

Demutualisation

65. On conversion from a building society to a PLC bank (demutualisation), members are
compensated for their loss of mutual membership rights by receiving either shares in the
new entity or cash. If any such demutualisation benefits are unclaimed for a specified
period of time (often 10 or 12 years), perhaps because the member is ‘dormant’, then they
can be retained by the ex-building society for its own purposes. The SBS argued that these
unclaimed shares arising from demutualisations should be included in the Unclaimed
Asset Scheme too:
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Why not? Absolutely why not because you are capturing mutual members, shares,

because that is in effect what you are doing, but you are not capturing PLC
shareholders.”?*

They also referred to the fact that the 15 year definition stretches back to the 1990s, a
period in which several large demutualisations occurred:'*

To me it is absolutely crazy that the account that is now dormant with the Halifax,
say, will be captured by the scheme but the shares that were granted to the person
who had the account at the time the Halifax converted will not be captured by the
scheme and it just seems to me absolutely pointless to have a scheme which does
that.

66. There does appear to be an apparent inconsistency in the proposed Unclaimed Asset
Scheme with regards to the way that ownership rights are treated. An investment account
at a building society entitles the investee to a share of ownership of the society. If that
investment becomes dormant, so too does the ownership share, and both will be
transferred to the Central Reclaim Fund. In the case of a demutualisation, however,
unclaimed ownership shares that had previously been the property of a dormant building
society member will have reverted to the (newly-created) bank, and will not be passed to
the Central Reclaim Fund. The SBS pointed out how important it was that all institutions
be treated equally under the Unclaimed Asset Scheme and argued that equality would
require the inclusion of unclaimed demutualisation benefits:

Equality of treatment is an important principle to apply to the scheme. It is therefore
recommended that, to the extent that existing building society members are caught
within the scope of the scheme, former members, whose benefits have crystallised in
the form of “demutualisation benefits”, are also in scope as PLC shareholders and/or
account holders. Where unclaimed shares or unclaimed dividends remain after a
specified period following a conversion these sums ought to be treated as unclaimed
assets for the purposes of the proposed scheme.'’

The BSA agreed that it would be consistent with the inclusion of building society share
accounts within the proposed Unclaimed Asset Scheme to also include the unclaimed
shares and dividends of banks and other listed companies.'*

67. When a building society demutualises and converts into a bank, the newly-formed
bank is permitted to use for its own purposes any unclaimed demutualisation benefits from
dormant members, after the expiration of a certain period. By legally taking the property of
dormant account holders, the banks have been retaining assets that might otherwise be
eligible for inclusion in the Central Reclaim Fund, either for eventual reclaim or onward
distribution to good causes. We urge the Government to take steps to ensure that any

135 Q64

136 Including Alliance & Leicester, Halifax, Northern Rock, The Woolwich and Birmingham Midshires
137 Ev 69-70

138 Ev 81



38 Unclaimed assets within the financial system

benefits unclaimed by dormant building society members in future demutualisations
do not accrue to the financial institutions, but rather to the proposed Central Reclaim
Fund. We urge the Government to find a way to protect the ongoing rights of building
society members, even post-demutualisation, and a statutory provision to that effect
should be considered. With regard to past demutualisations, we invite the relevant
banks to donate an amount, equivalent to the current value of unclaimed
demutualisation benefits claimed by them, to the Central Reclaim Fund for
disbursement to good causes.
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9 Disbursement

The Government’s proposals

68. From the outset, the Government has made clear that it intended the funds made
available from the dormant accounts scheme to be put to good use. Its May 2007
consultation paper on the distribution of unclaimed assets outlined two key priorities for
disbursement in England and Wales, and a third area which would receive funding if
sufficient resources were to become available:

The Government believes there is a strong case for focusing the available assets in
England on improving the life chances of young people and helping them through
the important transition from childhood, through adolescence, to adulthood ... The
Government also believes that a proportion of the available resources in England
should be invested to improve financial capability and promote financial inclusion
... In addition to these primary priorities for investment, which have already been
stated publicly, the Government, resources permitting, would also like to see a
proportion of the available assets used to invest in the long term sustainability of the
third sector and boost the social investment market; that is, investment made for a
social purpose in organisations that are committed to delivering positive benefits for
society."”

In setting out the Government’s Draft Legislative Programme in July 2007, the Prime
Minister stressed youth services more than the other aims of financial education and
financial inclusion, and also referred to the possibility of spending on “community
facilities”."** The Government proposes using the Big Lottery Fund infrastructure as the
delivery mechanism to distribute unclaimed assets to deliver effective programmes and
activities for young people in England."*! The devolved administrations of Scotland, Wales
and Northern Ireland would have the power to determine the priorities for distribution in
their own countries, which might differ from those outlined for England.'**

69. The Institute of Fundraising expressed its concern that the Government had issued a
directive as to which good causes the money generated would be spent upon, and argued
that the Government ought to ensure that a full and open consultation was held with the
public and with the charity and voluntary sector about how unclaimed assets were to be
reinvested in society.'* The National Council for Voluntary Organisations (NCVO)
thought that priorities for funding ought to be determined independently, in consultation
with a range of stakeholders including the voluntary and community sector.'** We received
alternative suggestions for how the funds released from unclaimed assets should be
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distributed. Mr Frank Field MP and Derek Wyatt MP believed that the first claim on the
unclaimed assets of banks and building societies should be given to the victims of the wind-
up of occupational pension schemes.'*> The Prince’s Initiative for Mature Enterprise called
for a focus on micro-finance for the over 50s to enable more of that generation to start up
businesses.'*

70. We asked the Economic Secretary whether the aims set out for disbursement were
areas for public consultation. He replied:

The answer to that is no, we are not consulting on that; we are consulting on how to
spend the money so that we can deliver money for youth services and financial
inclusion. That was the position from the beginning. I think you will find there is
widespread support for spending money on better youth services ... we all know that
youth services is an area which has been under-funded for decades, and we should
do something more about that. We could have decided to say there is an amount of
money, have a broad-based consultation on what to spend it on, but that is not the
road we have gone down.'*

He defended the decision not to ask for the public’s view on which good causes should be
supported by unclaimed assets:

From the beginning we said the reason why we would set off down this road is in
order to provide more money for youth services and financial inclusion. As I said,
my judgment is that there will be widespread support ... for doing that.'*

71. There is an inconsistency between the Government’s insistence that an Unclaimed
Asset Scheme ought to be voluntary in nature, and its insistence that the overall aims of
distribution ought to be determined by the Government without further consultation.
We regret the Government’s decision to make its choices on funding priorities without
meaningful prior consultation with relevant stakeholders.

A Social Investment Bank

72. The Commission on Unclaimed Assets (CUA) was established in November 2005 (at
the initiative of the Scarman Trust) to develop proposals that would generate the
maximum public benefit from the proceeds of the dormant accounts held by banks and
building societies based in the UK. It has previously recommended using unclaimed assets
to fund a new Social Investment Bank (SIB) to develop the social investment market,
arguing that the SIB would:

encourage the third sector to grow and thrive by enabling a broader range of finance
and greater access to appropriate private sector funds. The SIB would channel
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finance through a range of specialist intermediaries and multiply the impact of
unclaimed assets through gearing and by attracting additional capital to the sector.'*

The CUA argued that the UK needed an SIB to strengthen the voluntary sector, and that
this would be preferable to using the unclaimed assets funds for a more traditional grant-
giving programme:

This is about taking this money and instead of spraying it over the desert sand and
seeing it seep in, creating an organisation that can act as a pump for a voluntary
sector which is akin to an engine with all its pieces lying around which you have to
bolt together. If you bolt it together and put this pump in it you will get real results."

He saw the main benefit of the SIB as coming to the aid of an undercapitalised third sector:

If you want to deal with the problems of poverty today, I think all of us would agree
that just giving Government grants is not going to provide the solution. We have a
society where wealth is increasing, growth in the economy is up, employment is up,
the economy does better, but the gap between rich and poor is getting bigger and
bigger. We have a third sector that is powerful in terms of the numbers of people
working in it and is very poorly undercapitalised."!

73. Ed Mayo, a Trustee of the CUA, but also Chief Executive of the National Consumer
Council, believed that this was a rare opportunity to respond in an effective and innovative
way to the challenges facing the third sector:

[The SIB] is about unleashing [the third sector’s] potential to make a difference. I
have seen third sector organisations that are killed by sudden death contracts, by the
... chronic and endemic insecurity of grant funding ... What we are exploring in a
SIB ... is changing the way that that effort and that initiative is capitalised and
looking to more effective ways to do it. If you talk to managers and people that work
in the front line, in communities and community development trusts or social
enterprises providing these services, the idea that there could be a stronger capital
base to give them security to employ local people to provide services to innovate I
think is a key thing ... It is terribly difficult to do something innovative here often in
England and I think what we are doing with this proposal is changing that. I am very
confident that the proposal is far more innovative and will be far more of an effective
proposal than simply responding to the inexhaustible needs of a myriad of different
good causes.'*

74. The Government has not committed any funds from unclaimed assets to the concept of
the SIB, although it has said that, resources permitting, it would also “like to see a
proportion of the available assets used to invest in the long term sustainability of the third
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sector and boost the social investment market”.!>> The Economic Secretary saw merit in the
concept of a SIB and was persuaded that there was a market gap that ought to be filled by
society. However, he warned that it should not be presumed that a particular institution
“which, at this stage, does not even exist would be the right and the best way to funnel
money to the third sector, given that there will be other alternatives which already exist”."**

75. Charity Bank was of the opinion that there was room for a number of particular
disbursement models to be employed:

Somewhere between granting, lending and being more creative there are a number

of potential [models] and they are not mutually exclusive in that sense.'*

In particular, Charity Bank argued that there was a role for the SIB in making small
capacity building grants, because many organisations, particularly in small, deprived
communities, lacked the capacity to take advantage of the types of instruments currently
being proposed for the SIB."”® Such grant-giving would be restricted to raising financial
capacity, in order to help organisations apply for the SIB’s loans."”” It would not be grant-
giving to all good causes.

76. Triodos Bank questioned whether there was sufficient market demand for an
organisation such as the SIB:

[The SIB] should be careful not to disrupt a market that’s well served by existing
players, and it should embrace the lessons from the initiatives that came before it.”***

We put this challenge to the CUA, which replied:

We have had consultation with 1,000 people in the course of our work. There is a
huge need for capital ... Our expectation is that we can attract three or four times the
amount of money from the private sector than if you are investing in this institution
... This money is a fraction of what is needed in total. I think if we do this then ten
years from now when we look back upon it we will see that it is a crucial part of
funding voluntary organisations in this country to do a job which neither

Government nor the private sector can do effectively.'*

The Chairman of the CUA, Sir Ronald Cohen, then likened the supply and demand for
social venture capital to a “chicken and egg problem”. Although there might not appear to
be excess demand at the moment, if the SIB were to come into play, he argued, the demand
would materialise:
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The chicken and the egg did not come one before the other, they came together. A
chicken and egg problem means that you have to work on both dimensions at the
same time, you have to work on the supply of capital and you have to work on the
capacity of organisations to put it out ... There is no shortage of entrepreneurs ...
The supply of money does create its own demand. People go out to get the money if
they think it is easy to get it. If they think it is impossible to get it they do not try ... If
you can see your way to supporting the creation of a Social Investment Bank you will
see that it will transform the flow of capital into these areas. I was giving the example
of the Charity Bank. The Charity Bank today needs £10 million of equity to increase
its ability to lend to not-for-profit organisations. Do you know how much it could
give in loans if it got that £10 million? It could give £130 million. That £10 million
will release £130 million of lending to not-for-profit organisations. That is what this
is about.'®

77. The Institute of Fundraising argued that the SIB “should build on and complement the
existing intermediaries that already exist to support the [third] sector. Umbrella
organisations—such as the Institute of Fundraising as well as the government’s Finance
Hub, and entities such as Futurebuilders—all provide aspects of financial and funding
advice and support to the sector and it is important that their expertise is acknowledged
and incorporated into any distribution mechanism”.'" The NCVO also wrote of the
importance in ensuring both that these funds do not displace existing and emerging
funders and investors, and that distribution is conducted via intermediaries where
possible.'®> The NCVO welcomed confirmation from the CUA that the proposed SIB
would act as a wholesaler, working through existing and emerging financial intermediaries,

rather than being in competition with them.'®

78. When asked about the likely funding needs of the SIB, Sir Ronald said that “£€250
million of unclaimed assets is a Godsend”.'** The Government’s position on the use of
unclaimed assets towards social enterprise is that, if resources permit and subject to
clarifying or addressing any state aid implications, “the Government would like to see a
proportion of unclaimed assets in England used to support social investment in third
sector organisations.”*® In oral evidence, the Economic Secretary confirmed this:

While we started out with a position that money from unclaimed assets would be
spent on youth services and financial inclusion, because of the work of the
Unclaimed Assets Commission [that is, the CUA] and their proposal in the Social
Investment Bank, we have said ... that we would add a third objective into our
consultation document which is to support social enterprise [though not specifically
through the SIB]. We say, though, that that will depend upon the resources which are
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available, the consultation and the detail of the proposals which may come
forward.'s

The Economic Secretary denied that any promise of funding had been made to any
organisation, including the SIB:

There has never been, to my mind, any presumption that the money would be spent
on the Social Investment Bank. In fact, the opposite: the starting presumption was
that it would be spent on youth services and financial inclusion.'”’

79. The Economic Secretary explained that he had spoken on many occasions to Sir
Ronald Cohen on the matter of funding for the SIB, and he was confident that there was no
difference of understanding.'® Nevertheless, the CUA suggested that the Government
ought to make a commitment at an early stage to the SIB receiving funding from
unclaimed assets.'® The CUA said: “We believe that we have made a very strong case that
it would be better to concentrate a good chunk of this [unclaimed assets] money and to
invest it in developing a financial infrastructure for voluntary organisations to get
funding.”"” Sir Ronald also said:

We do not see the fact that the money would travel via the Big Lottery Fund as an
impediment to our receiving it. We would see the SIB as one of those organisations
that could go to the Big Lottery Fund...We see the Big Lottery Fund simply as a
conduit and from a legislative and other point of view it happens to be a convenient
one.'”!

The CUA clarified the sums that it was requesting from the Unclaimed Asset Scheme for
the SIB:

I think it has got to be of the order of £330 million over five years. I would rather it
was £250 million up front than £150 million up front, but if we found that the total
was insufficient and we had to start with £150, we would start with £150. Below £150
would not be credible.'”

The Economic Secretary confirmed that he understood that any amount less than the CUA
were asking for would be inadequate and jeopardise the establishment of the SIB.'”” He
later said that:

I do not think the presumption in [the consultation] documents is that the majority
of the funds will go to the Social Investment Bank. Therefore, if [£250m in the first
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year] was necessary in order to capitalise, it would have to look for other sources of
finance.'”*

The Economic Secretary said “So if the question is: ‘It's £350 million or nothing’, then
either that is going to be solved by unclaimed assets turning out to be rather larger than we
expect, or there is going to have to be other sources of funding into the Social Investment
Bank than unclaimed assets.””* Sir Ronald feared that it would be “very difficult to get an
allocation from Government for a purpose such as this if the unclaimed assets were not
available”, with the implication that without unclaimed assets funds, the whole SIB project
would be imperilled.'”®

80. If the SIB is to be established, and funded from unclaimed assets, it needs to be set up
with an appropriate governance and accountability framework. The CUA reported that:

The Social Investment Bank should be an independent institution answerable to the
third sector, with a governance framework that is effective, representative and
compliant with best practice.

When we asked the CUA what being “answerable to the third sector” meant, they said that
the SIB would need to be “highly responsive” to the needs of the third sector, but it would
not be formally accountable to it. The SIB would perhaps be accountable to Parliament,
reporting on an annual basis. The National Council for Voluntary Organisations argued
that is was “crucial” that any new institution with a remit to reinvest unclaimed assets was
genuinely independent:

While the report from the Commission on Unclaimed Assets recognises the
importance of this principle, it also suggests that the SIB would be ‘answerable to the
third sector’. However, these funds do not derive from the third sector, the
government or the financial institutions holding the assets. Given the public nature
of these funds, it may be appropriate for any distributors to be accountable to

Parliament but they should not be accountable to any one sector.'””

Charity Bank agreed that Parliament ought to be “the ultimate scrutineer” of the SIB."”®

81. We commend the work that the Commission on Unclaimed Assets has undertaken
relating to the most effective use of unclaimed assets. Their proposals for a Social
Investment Bank are innovative, and we accept that there is a market need for a body
resembling the SIB to give a financial boost to the third sector, which remains a
Government priority. We find the concept of using gearing to multiply the potential
impact of unclaimed assets attractive when compared to more traditional grant-giving
distribution methods. We have been told that the Social Investment Bank needs
minimum funding of £330 million over five years for it to be viable, but we do not, at
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present, see any sign of the Government committing resources to social investment of
this scale. We believe that the Government cannot will the ends if it does not will the
means. We want the Government to allocate sufficient resources to a Social Investment
Bank funded in part through unclaimed assets.

The local disbursement option

82. The 2005 Pre-Budget Report announced that there would be an option for small,
locally-based financial institutions to focus the use of unclaimed assets on youth services
and financial capability and inclusion in their local communities.'”” The intention is to
allow small institutions, principally small building societies, to use unclaimed assets to
benefit the communities to which their members belong. The BSA welcomed this option,
claiming that “the particular thing that ... upsets some of the smaller building societies is
that most of the lost account money in their organisation will have been drawn from a
particular locality and they do not want to be forced to donate to a national charitable
scheme”."® In May 2007, the Government suggested that the proposed definition of a
small-locally based financial institution is one with total assets of up to £7 billion, which
would include 59 building societies.”®' In evidence to us, the Economic Secretary revised
downwards his estimate of the number of eligible societies to 52."® According to the BSA
website there are 60 societies in the UK.'*

83. The Skipton Building Society conducted a survey of its members which found that 88%
of members did not want their unclaimed assets to go to a national scheme, instead
preferring disbursement to local charities. The local option was viewed as vital insofar as it
would gain the support of building society members for the scheme.'® Charity Bank put
the other side of the argument:

There is no way of knowing that, say, an owner of an unclaimed asset in Northern
Ireland would not have opted, given the chance, to support a cause in Africa or even
England. Indeed, where people can make the choice today by depositing with
Charity Bank they know that the money will be used throughout the UK.'*

84. In its consultation paper the Government proposed that “these institutions transfer
money to an arms-length charitable body”." The BSA considered that existing charitable
foundations funded by building societies would qualify as “arms-length”, because they
were not under the direct control of the societies:
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The trustees of those foundations are appointed only in a minority by the building
society. So the building society foundations, in my view, would come into the
definition of “arms-length”. They are not controlled by the building society but they
are funded by the building society and, typically, the building society controls less
than half of the nominations to be a trustee of those charities. So, I do not think there
is a conflict there."®”

The Economic Secretary appeared to confirm that building society foundations would be
an appropriate conduit for local disbursement:

We will be very keen to ensure that local designated charities, including the local
designated charities with which the building societies currently have relationships—
that they can carry on diverting money through those routes. Without wanting to
pre-empt the outcome of the consultation and the legislation, my instinct would be
that if a building society has a close relationship with a local charity, its own
foundation, then the last thing we will be seeking to do is to destabilise that
relationship. In fact, we are precisely trying to allow those local, small building
societies to carry on routing money into the community through those
mechanisms.'®

85. Many building society foundations have built up strong relationships with local
charities over decades, and some have concentrated upon specific sectors. For example, the
Nationwide Foundation currently focuses on domestic violence, prisoners’ families and
young offenders." If building societies are to choose the local disbursement option, their
foundations will need to know whether they can apply funds to their existing priorities or
they must follow the national priorities set by the Government (and the devolved
institutions in Scotland, Wales and Northern Ireland). The Government’s consultation
paper stated:

It is proposed that these institutions transfer money not needed to cover expected
requests for reclaim to an arm’s length charitable body which could then distribute
assets on to smaller charities at the local level. This distribution would be in
accordance with the spending priorities of the scheme in that particular country of
the UK."*°

The BSA were confident that its members would be required to ensure that the priorities
identified by the Government as the most worthy—financial inclusion, financial capability
and youth work—were the recipients of the funds, at a local level, but the Economic
Secretary said:"!
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As I understand it, there will be no requirement that they have, through their local
foundations, to spend on the particular objectives which we are setting for the
broader scheme.'*

86. We recommend that, in its response to this Report, the Government clarify whether
building societies adopting the local disbursement option will be required to have
regard to the wider objectives of the Government for funds made available from
unclaimed assets.

192 Q313
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Conclusions and recommendations

The proposed legislative framework

1.

We welcome the Government’s commitment to legislate to facilitate the use of
unclaimed assets for the public good. However, we are unconvinced that the
Government is correct to pursue a voluntary approach. A compulsory scheme has
the overwhelming advantage of guaranteeing fairness and consistency between
institutions. We urge the Government to reconsider the voluntary basis of its
proposals. If the Government is still minded to continue with a voluntary scheme, we
recommend that the forthcoming legislation be prepared so as to include reserve
powers for Ministers to establish a compulsory scheme at a later date without
recourse to further primary legislation, should a voluntary scheme prove
unsuccessful. If a voluntary scheme is established, we recommend that the
Government put in place arrangements to ensure information about institutions that
are, and are not, participating in the scheme is publicly available. (Paragraph 13)

We welcome the Government’s commitment to grant customers a legal right to their
account funds in perpetuity. We also support proposals to maintain the customer
interface with the customer’s own bank or building society, rather than with the
proposed Central Reclaim Fund, and we expect the scheme to be designed to ensure
that customers will not face any additional inconvenience as a result of the scheme if
they try to reactivate a dormant account. We are unconvinced that the Banking Code
Standards Board has the proven track record of protecting the interests of consumers
and sufficient independent authority to enable it to take the proportionate but firm
action that might be necessary to regulate the scheme. If the Government is minded
to leave regulation in the remit of the Banking Code Standards Board, we
recommend that the legislation includes power for regulatory responsibility to be
given to a statutory regulator in the future without the need for further primary
legislation. Finally, we recommend that, in its response to this Report, the
Government clarify the circumstances in which disputes relating to the scheme could
be considered by the Financial Ombudsman Service. (Paragraph 19)

We welcome the Government’s proposal that the Central Reclaim Fund will be
regulated by the Financial Services Authority. (Paragraph 20)

We are not convinced that a voluntary scheme can work but, if it can work at all, it
will only be through having a regime which is highly transparent. It is important that
those institutions claiming to participate do so in a way that can be verified.
Participating institutions should be subject to an annual certification of their
involvement, signed by a nominated senior employee. Transfers of monies from the
banks to the Central Reclaim Fund, and reclaims going the other way, must be
audited by external auditors. The auditors’ duties should include checking that all
dormant accounts are being transferred and, where an institution claims an account
is active despite an absence of transactions, the auditor should check that appropriate
evidence is being retained. There should be credible sanctions for those institutions
where the auditors discover a breach of their agency agreement with the Central
Reclaim Fund. We also urge the Treasury to work with the banking industry in
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examining the prospects for publishing the stock and flows of dormant accounts as a
note to the annual published accounts of the banks and building societies.
(Paragraph 23)

The establishment of a statutory framework that enables financial institutions to
extinguish their dormant account liabilities is of vital importance to the viability of
the whole Unclaimed Asset Scheme. We note the Government’s co-operation with
banks and building societies in examining this issue in detail, and welcome the
Government’s commitment to bring forward legislation to resolve this issue.
(Paragraph 24)

Defining and identifying dormant accounts

6.

In setting the dormancy period, a balance needs to be struck between minimising
reclaims from the Central Reclaim Fund, and maximising the funds for
disbursement to good causes. The choice of 15 years as the dormancy period is
higher than in most other jurisdictions that have set up unclaimed asset schemes. In
drawing a parallel with the Irish scheme (which also uses a 15 year definition), the
Economic Secretary used an incomplete comparator, because the Irish scheme has a
very narrow view of customer activity. In contrast, the UK scheme is set to allow
financial institutions not to pass to the Central Reclaim Fund those accounts on
which, although no transaction has occurred, the bank has evidence of other
customer activity. It is unlikely that a significant number of customers would renew
contact with their bank between the tenth and fifteenth anniversary of inactivity. We
therefore recommend that the Government reduce the proposed dormancy period
from 15 to 10 years. (Paragraph 29)

The Government’s proposals for defining dormant accounts have some merit. It is
appropriate that financial institutions should be permitted to consider various forms
of communication with their customers as evidence of activity, rather than relying
merely on account transactions. If the scheme were to focus on transactions alone,
this would inevitably lead to significant numbers of accounts being transferred
inappropriately. However, certain safeguards must be in place to ensure that
financial institutions are not granted ‘carte blanche’ in identifying dormant accounts,
in order to prevent the withholding of genuine dormant funds from disbursement to
good causes. We recommend that the Government:

e publish a precise list of transaction types that it considers to be “customer-
initiated” for the purposes of the scheme;

e publish a list of other forms of communication that it considers to be evidence of
non-dormancy;

e require institutions withholding accounts from the Central Reclaim Fund for
non-dormancy on the basis of non-transaction activities to retain evidence of
such activities and make them available for external audit. (Paragraph 32)

We were encouraged by the suggestion that the banks are being conservative in their
estimates. Based on the Irish experience, we consider that it is more likely that the
current estimates of the scale of funds in dormant accounts will prove to be an
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underestimate than an overestimate, although the actual scale of funds transferred to
the Central Reclaim Fund depends critically upon the success of efforts to reunite
funds in dormant accounts with their rightful owners. This uncertainty is amplified
by the proposed voluntary nature of the scheme, as we cannot say how many
financial institutions will participate, nor how full and complete that participation
will be. (Paragraph 36)

Scope of the scheme

9.

10.

If the Government considers that specific use for identified good causes is the best
use for the dormant accounts held by others, the Government should apply the same
principle to accounts held by NS&I. On the grounds of equity between financial
institutions, we recommend that NS&I be brought into the scope of the Unclaimed
Asset Scheme. If that scheme is to be voluntary, we recommend that the Government
volunteer NS&I’s participation. (Paragraph 40)

Life assurance is one particular product that has been included in unclaimed asset
schemes in various other jurisdictions. Insufficient work has been conducted on the
feasibility of including assets other than bank and building society accounts in the
UK’s proposed scheme to be able to recommend their inclusion. However, the
eventual expansion of the scheme to incorporate other asset classes is fertile ground
for discussion. To this end, we recommend that the Government consult with the
insurance industry about the possibility of its involvement in the scheme at some
stage in the future. (Paragraph 43)

Reunifying customers with dormant accounts

11.

We welcome the plans of the banks and building societies for a reunification exercise
prior to the advent of the Unclaimed Asset Scheme. The decision to use third-party
search agents will necessarily be taken with a view to balancing the cost of these
activities with the value of the dormant account and the probability of successful
reunification. We accept that an important component of the efforts towards
reuniting smaller accounts with their customers should be the proposed publicity
scheme but we are not convinced that quarterly press releases will generate sufficient
awareness of dormant accounts. We urge the industry to consider a more
comprehensive campaign across various forms of media. Financial institutions
should also write to their customers, notifying them of their dormant account’s
impending transfer to the Central Reclaim Fund, unless that institution has been
advised that the account-holder is no longer at that address. We urge all banks and
building societies to use every opportunity they can to employ these and other
techniques in reuniting accounts before they are transferred to the Central Reclaim
Fund. (Paragraph 52)

National Register of Unclaimed Assets

12.

The existing reclamation arrangements run by the BBA, BSA and NS&I have had
some success in reuniting dormant accounts with their customers. However, the
multiplicity of search mechanisms may discourage some customers in reclaiming
their dormant accounts and a single search facility would be a significant
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improvement in this area. We do not consider that the establishment of a
comprehensive register of dormant accounts, requiring account details to be
transmitted to a central repository, is desirable at this moment. Such a system would
be costly and involve complex data security issues. We were impressed by the
proposal set out by the Commission on Unclaimed Assets for a single interface that
would not hold account data itself. The great merit of this proposal would be that
both costs and data transfer could be minimised. We urge the Government to
investigate how such an interface could be adopted in order to unify the existing
systems run by the BBA, BSA and NS&I. (Paragraph 62)

Building societies

13.

14.

We recognise that building society members have more at stake than bank account
customers in the Unclaimed Asset Scheme. It is not only their account which could
be transferred to the Central Reclaim Fund, but also their membership rights. It is
imperative that these membership rights are preserved in case the account holder
reactivates their account at a later date. We welcome the Government’s “intention”
that membership rights be protected indefinitely, but call on the Government to
ensure that these rights are enshrined in the legislation it intends to bring forward.
The Government has already committed to drafting a statutory right for a customer
to reclaim their dormant account. We recommend that this statutory right be
broadened to include all rights linked to the dormant account, not merely the funds
held within it. (Paragraph 64)

We urge the Government to take steps to ensure that any benefits unclaimed by
dormant building society members in future demutualisations do not accrue to the
financial institutions, but rather to the proposed Central Reclaim Fund. We urge the
Government to find a way to protect the ongoing rights of building society members,
even post-demutualisation, and a statutory provision to that effect should be
considered. With regard to past demutualisations, we invite the relevant banks to
donate an amount, equivalent to the current value of unclaimed demutualisation
benefits claimed by them, to the Central Reclaim Fund for disbursement to good
causes. (Paragraph 67)

Disbursement

15.

16.

There is an inconsistency between the Government’s insistence that an Unclaimed
Asset Scheme ought to be voluntary in nature, and its insistence that the overall aims
of distribution ought to be determined by the Government without further
consultation. We regret the Government’s decision to make its choices on funding
priorities without meaningful prior consultation with relevant stakeholders.
(Paragraph 71)

We find the concept of using gearing to multiply the potential impact of unclaimed
assets attractive when compared to more traditional grant-giving distribution
methods. We have been told that the Social Investment Bank needs minimum
funding of £330 million over five years for it to be viable, but we do not, at present,
see any sign of the Government committing resources to social investment of this
scale. We believe that the Government cannot will the ends if it does not will the
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means. We want the Government to allocate sufficient resources to a Social
Investment Bank funded in part through unclaimed assets. (Paragraph 81)

We recommend that, in its response to this Report, the Government clarify whether
building societies adopting the local disbursement option will be required to have
regard to the wider objectives of the Government for funds made available from
(Paragraph 86)
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Formal minutes

Tuesday 24 July 2007

Members present:

John McFall, in the Chair

Mr Graham Brady Mr Andrew Love
Mr Colin Breed Mr George Mudie
Jim Cousins MTr Sion Simon
Mr Philip Dunne John Thurso

Mr Michael Fallon Mr Mark Todd
Ms Sally Keeble Peter Viggers

%%

Unclaimed assets within the financial system

The Committee considered this matter.

Draft Report (Unclaimed assets within the financial system), proposed by the Chairman,
brought up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraph 1 read, amended and agreed to.

Paragraphs 2 to 12 read and agreed to.

Paragraph 13 read as follows:

We welcome the Government’s commitment to legislation to facilitate the use of
unclaimed assets for the public good. However, we are unconvinced that the
Government is correct to pursue a voluntary approach. A compulsory scheme has the
overwhelming advantage of guaranteeing fairness and consistency between
institutions. We urge the Government to reconsider the voluntary basis of its
proposals. If the Government is still minded to continue with a voluntary scheme, we
recommend that the forthcoming legislation be prepared so as to include reserve
powers for Ministers to establish a compulsory scheme at a later date without recourse
to further primary legislation, should a voluntary scheme prove unsuccessful. If a
voluntary scheme is established, we recommend that the Government put in place
arrangements to ensure information about institutions that are, and are not,
participating in the scheme is publicly available.

Amendment proposed, in line 2, to leave out from the word “good” to the word “If” in line
6.—(Mr Michael Fallon)

Question put, That the Amendment be made.
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The Committee divided.
Ayes, 3 Noes, 3
Mr Graham Brady Mr Andrew Love
Mr Philip Dunne Mr Sién Simon
Mr Michael Fallon John Thurso

Whereupon the Chairman declared himself with the Noes.

Paragraph agreed to.

Paragraphs 14 to 23 read and agreed to.

Paragraph 24 read, amended and agreed to.

Paragraphs 25 to 27 read and agreed to.

Paragraph 28 read, amended and agreed to.

Paragraphs 29 to 66 read and agreed to.

Paragraph 67 read, amended and agreed to.

Paragraphs 68 and 69 read and agreed to.

Paragraph 70 read, divided and agreed to (now paragraphs 70 and 71).
Paragraphs 71 to 79 read and agreed to (now paragraphs 72 to 80).
Paragraph 80 read, amended and agreed to (now paragraph 81).
Paragraphs 81 to 83 read and agreed to (now paragraphs 82 to 84).
Paragraph 84 read, divided and agreed to (now paragraphs 85 and 86).
Summary read and agreed to.

Resolved, That the Report, as amended, be the Eleventh Report of the Committee to the
House.

Ordered, That the Chairman make the Report to the House.

Ordered, That embargoed copies of the Report be made available, in accordance with the
provisions of Standing Order No. 134 (Select committees (reports)).

Several Memoranda were ordered to be reported to the House for printing with the
Report.
[Adjourned to a day and time to be fixed by the Chairman.
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