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BCSB BULLETIN No. 11

Preparations for the new Banking Code and Business Banking Code, which come into effect in two weeks’ time, have inevitably been a major preoccupation since our last Bulletin at the end of October.  We appreciate that you have also had to find time to complete your Annual Statements of Compliance, which we are now analysing.  We have continued our ‘Phase 2’ programme of risk-based and themed visits.  We also have ongoing discussions with the major non-subscribers identified in our Annual Report and on our website.

As always, please circulate this Bulletin within your organisation for information or action as appropriate.  Items which may require specific action on your part are listed in bold type.
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1. BANKING CODE DEVELOPMENTS

(i) March 2003 Editions of the Banking Code and Business Banking Code

Professor Elaine Kempson’s report and the industry response were published together in November and you will be aware that the vast majority of her recommendations were accepted.  There was quite extensive, and generally positive, press coverage, although there were widespread misunderstandings of how the new downgrading provisions for savings accounts will work.

We were pleased to see many of you at the launch conference chaired by Adrian Coles, Chief Executive of the BSA, at Pinners Hall on 9 January.  Alongside a strong panel of commentators, including Elaine Kempson and Dr DeAnne Julius, Seymour Fortescue was able to give a candid, but mostly enthusiastic, BCSB view of the changes.  Inevitably we are disappointed that a new, delivery channel neutral, regime for notifying interest rate changes is now unlikely to be in place before 2004, to allow time for FSA consultations on the impact of the Unfair Terms in Consumer Contract Regulations 1999.

It is important to note, therefore, that the existing provisions on rate change notifications (paragraphs 4.4 to 4.6 in the current Codes) will continue to apply after 1 March.  We are aware that a number of subscribers have, however, already moved voluntarily to provide personal notification of all rate changes, even for accounts mainly run through branches. This exemplifies the fact that subscribers can always go beyond the Codes’ minimum standards.

New Code materials (full Banking Code and Business Banking Code, flyers for both, and Guidance Notes for both) are currently being printed.  We trust that you have already placed orders with BBA Publications Unit for your requirements, particularly in respect of flyers for all new customers, with whatever kind of account, and for all existing current account customers.  The address of the relevant BBA web page, which we are placing on our own website, is: http://www.bba.org.uk/public/services/publications/63369.
(ii) 2003 Codes Paragraph 4.8: downgraded savings account interest
The provisions on downgrading interest rates on savings accounts (paragraph 4.8 in the new Codes) deserve special mention.  They are not dependent on the FSA’s guidance on the UTCCR and come into effect immediately on 1 March.  Indeed, the clock started running on 1 January 2003 for measuring whether a rate has been downgraded relative to Base Rate (strictly Bank of England Repo Rate) to the extent that a notification requirement is triggered.  The downgrading ‘rules’ replace the current superseded account requirements and will hopefully prove much less ambiguous in their application.

We hope that most subscribers will not want or need to reduce their savings rates relative to Base Rate by so much, or so quickly, that it triggers a notification obligation under paragraph 4.8.  However, there will clearly be a need to keep track of rate movements and we had quite a lengthy discussion at the User Group about various scenarios that may arise, but by no means all situations.  We charted a couple of simplified cases at the User Group, relative to an unchanged Base Rate, and we have subsequently produced a further diagram to deal with cases where Base Rate moves, as has indeed happened this month.

The PowerPoint charts are attached as Appendix A and a new Appendix B to the User Group Minutes.  They bring out various points, but I particularly draw attention to the following:

Appendix A

· The rolling 12 months over which the movement in the margin between your savings account rates and Base Rate has to be measured (unless a shorter reference period applies for one of the reasons set out in the Guidance to paragraph 4.8).

· The need to keep track of the margin between each interest rate tier on each savings product and Base Rate and to compare the margin(s) with those that existed 12 months previously (or those that existed at a more recent reference date if one of the three exceptions set out in the Guidance applies).

· The fact that a notification can be triggered at a point, shown at 1 Jul ’04 in Appendix A, where neither your rate nor Base Rate changes, because of a rate movement that occurred 12 months previously (or at a more recent reference date applied in accordance with the Guidance) and because of intervening changes in the margin.

Appendix B

· The possibility that your rate may vary between being at, above or below Base Rate.  If this arises, then it will be necessary to compare a positive margin above Base with a negative margin below Base, e.g:

1 Jan ’03:  Reference Margin  =  0.00% (your rate equals Base)

1 Apr ’03: Reference Margin = +0.25% (your rate is Base plus 0.25%)

1 Jul ’03:  Reference Margin =  -0.25% (your rate is Base minus 0.25%)

1 Jan ’04:  Reference Margin =  -0.75% (your rate is Base minus 0.75%)

There are clearly some mathematical and systems challenges to be addressed here and we would be interested to hear from any subscribers who feel that an off-the-shelf piece of software might be useful.  If you are in any doubt as to the implementation of the new rules, please speak to us.  We shall be asking about your arrangements for monitoring whether downgrading has occurred during future compliance visits.

2. COMPLIANCE MONITORING AND ENFORCEMENT TOPICS

(i) Monitoring and enforcement activity

Appendix 1 sets out the results of our recent monitoring activity and summarises the main exceptions noted in connection with compliance management controls and specific Code breaches.  We have also conducted three visits concentrating on arrangements for handling financial difficulties under the supplementary Guidance that became effective on 31 March 2002.  We do not give these focused reviews ‘traffic light’ gradings, but all were found to be satisfactory. 

We shall be continuing our risk-based and themed visits in the coming months, as well as sampling small ‘low-risk’ subscribers to validate the risk modelling. We also plan a programme of ‘keep in touch’ visits or telephone calls to Compliance Officers by our Relationship Managers, to discuss issues arising with the implementation of the new Codes and any other queries.

The Disciplinary Sub-Committee of the Board has concluded its fifth case, the result of which was published at the end of January.

(ii) Annual Statement of Compliance 2002

All Annual Statements of Compliance as at 31 December 2002 have now been received, although four subscribers missed the 31 January deadline and are therefore subject to fines.

(iii) Basic bank accounts
The compulsory use of bank accounts (including the Post Office Card Account) for receipt of state benefits starts on a phased basis on 1 April, and therefore the practical test of arrangements for the provision of basic bank accounts looms close.  We welcome the change in the wording of paragraph 3.1 of the Banking Code, which will now say:

[Before you become a customer, we will:] give you information on a basic bank account if we offer one and it would appear to meet your needs.
Failure to respond to potential customers’ real needs, with some banks trying to sell less suitable products or not providing information in an accessible way, was one of the findings of the mystery shopping we carried out into basic account provision last year.  We plan to carry out a further exercise in the coming months and hope to be able to report a measurable improvement.

(iv) Banking Code and Business Banking Code Section 8.5: limited waiver

Section 8.5 of The Banking Code and The Business Banking Code states:
When you become a customer, we will give you the opportunity to say that you do not want us to contact you for marketing purposes.  At least once every three years, we will remind you that you can do this.
In relation to the second sentence of this section, the Guidance to the Codes adds: “This reminder could be by letter, e-mail, telephone or other method, provided it is sent personally to each customer and is clear.” We have taken the view that providing the required reminder should not result in the cost of a special mailing. The reminder can normally be included in another document, for example printed on the reverse of a statement, or in documents forming part of the AGM mailing to a building society’s members, or within an e-mail to internet customers.
A special situation has arisen in connection with fixed rate products with a life of more than three years which, if they are tax-free and therefore do not require annual tax certificates, need not involve any correspondence with the customer between product purchase and the approach to final maturity. National Savings & Investments, who will shortly be subscribing to the Banking Code, have 5-year products that fall into this category and for other subscribers to the Code a 5-year fixed rate ISA would be a possible example.
On the basis that the cost of a mailing merely in order to provide the opt-out reminder would outweigh any customer benefit, the BCSB Board agreed in November 2002 a waiver of the requirement in the second sentence of section 8.5, if this would involve a special mailing solely for this purpose.

This waiver applies only in respect of fixed rate, fixed term products with a life of more than 3 years. It is subject to an opt-out reminder being provided at maturity of the product if there is the possibility of renewal or a fresh product purchase. The waiver is also on the condition that the subscriber makes a commitment at the outset that no marketing material will be sent throughout the life of the product.

3. BCSB NEWS

(i) New Subscribers

We are very pleased that National Savings and Investments will become subscribers to the Banking Code from 1 March.  Their inclusion means a very significant increase in the Code’s coverage of the personal savings market and will enhance its credibility and public profile.

The Board has also approved the applications of three other banks, whom we are glad to welcome as subscribers to the Banking Code:

· American Express Bank (Luxembourg) SA

· London Scottish Bank plc

· Morgan Stanley Dean Witter Bank Limited

(ii) Fees for 2003/04
Invoices for Banking Code and Business Banking Code subscription fees for the year beginning 1 April 2003 will be sent out at the end of March.

We have built our reserves to an adequate level and we aim to achieve break-even next year.   This will enable us to reduce our fee scale, for the second year running.  Fee reductions are a rare occurrence for any regulator and we aim to do so without any reduction in the effectiveness with which we monitor and enforce the Codes.  The fee scales have been agreed with the BBA and BSA on the basis of the following extract from our letter to them.
2003/04 FEE LEVELS

Personal Code

The fee scale for the last two years was based on the following:

· The size of the subscriber’s regulated business was measured by using a weighted total of personal accounts, based on:

· 1 x current accounts, plus

· 0.5 x savings accounts, plus

· 0.5 x loan accounts, plus

· 0.25 x credit card accounts.

· These weighted totals were split into eleven bands.

· The rules for consolidation of registrations are that there should be a single Annual Statement of Compliance signed by a single Chief Executive, a unified compliance function and the arrangements in place by the beginning of the financial year.  No additional consolidation has occurred in 2002/03.

The Board has agreed that we should continue on this basis.  Arguably, the additional Code requirements for credit cards suggest that credit card account numbers should be weighted at 0.5 rather than 0.25.  We wish to give notice that we shall review this next year.

The requirement to break-even rather than generate net income, enables us to propose reductions of around 10% in next year’s fee levels.  This should send a very strong message to subscribers that the BCSB is tightly managed and that self-regulation is cost effective.  

However, there are favourable reasons behind this reduction: completion of the transition to our in-house and less costly field monitoring, achievement of an adequate level of reserves, no industry consolidation in 2002/03 and a significant new subscriber (National Savings & Investment) recruited.  We are currently holding a reserve against the risk that our existing favourable tax treatment, whereby we pay corporation tax on our investment income only, will not be maintained, but unless we receive reassurance that this reserve can be released it is most unlikely that fee reductions, certainly on the scale proposed, will be repeated.  

We will apply following scale for Banking Code registrations:

	BAND
	WEIGHTED

ACCOUNTS

‘000
	FEE

2002/03

£
	FEE

2003/04

£
	NO. OF

SUB-SCRIBERS
	REVENUE

£

	1
	> 10,000
	75,000
	67,500
	7
	472,500

	2
	4,000- 9,999
	50,000
	45,000
	2
	90,000

	3
	1,000 - 3,999
	31,000
	27,000
	6
	162,000

	4
	500 - 999
	25,000
	20,000
	5
	100,000

	5
	200 – 499
	14,000
	12,000
	15
	180,000

	6
	100 – 199
	6,000
	5,000
	9
	45,000

	7
	50 –99
	3,000
	2,500
	9
	22,500

	8
	25 – 49
	2,250
	2,000
	14
	28,000

	9
	10 – 24
	1,750
	1,500
	19
	28,500

	10
	5 – 9
	1,000
	750
	13
	9,750

	11
	< 5
	750
	500
	20
	10,000

	TOTAL
	
	
	
	119
	1,148,250


This fee scale will involve reductions of £171.5k compared to what subscribers would pay if they remained on the 2002/03 scale.  The growth of seven subscribers (four banks and three building societies) has been such as to put them into a higher band, as a result of which they will pay the same or higher fees for the personal Code in 2003/04.  All the remainder will pay at least 10% less.

Business Banking Code

Last year we agreed that the fee scale for the Business Code should be based on the weighted total of the accounts that the institution has for businesses with a turnover of less than £1 million p.a.  However the weighting was different to the personal Code, to reflect the inclusion of merchant acquiring relationships and the likelihood that borrowing accounts will give rise to more work than with the personal sector.  The weightings were:

· 1 x current accounts, plus

· 1 x loan accounts, plus

· 0.5 x savings accounts, plus

· 0.5 x merchant acquiring accounts, plus

· 0.25 x credit card accounts.

We will use the same basis 2003/04.  As with the personal Code, the credit card weighting should be reviewed next year.

The scale for Business Banking Code registrations will be as follows:

	BAND
	WEIGHTED

ACCOUNTS

‘000
	FEE

2002/03

£
	FEE

2003/04

£
	NO. OF

SUB-

SCRIBERS
	TOTAL

REVENUE

£

	1
	> 1,000
	20,000
	15,000
	3
	45,000

	2
	100 - 999
	7,000
	5,000
	5
	25,000

	3
	50 - 99
	2,500
	2,000
	1
	2,000

	4
	20 – 49
	1,500
	1,250
	5
	6,250

	5
	10 – 19
	750
	750
	2
	1,500

	Nom
	<10
	250
	250
	13
	3,250

	TOTAL
	
	
	
	29
	83,000


This fee scale will involve reductions of £26.7k compared to what subscribers would pay if they remained on the 2002/03 scale.  All the subscribers in Bands 1 – 4 will pay less than in the previous year.
(iii) The Banking Code Rules

Following agreement with the Associations, our Board has approved some relatively minor amendments to the Banking Code Rules.  These are to give a more workable 10 Business Days for us to give notification of disciplinary decisions, to provide for the Disciplinary Sub-Committee to consider sanctions at its first hearing if it is minded to find a subscriber in material breach, and to require formal advice of all findings of material breach to be notified to the Association(s) of which the subscriber is a member.

We shall be sending out formal notification of the changes shortly.  We have taken the opportunity to make some housekeeping updates to the Rules, and we will issue a reprinted set of documents to all subscribers, consolidating all the amendments made since we first published the Rules in May 2000.
(iv) BCSB User Group

The Minutes of the User Group meeting on 29 January are attached at Appendix II (restricted distribution to Code subscribers only).  We have placed the list of User Group members on our website, which will hopefully help non-members to contact individuals who may be able to represent them over particular issues of mutual interest.

---000---
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