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Oral evidence

Taken before the Treasury Committee

on Tuesday 24 January 2006

Members present:

Mr John McFall, in the Chair

Lorely Burt Mr George Mudie
Ms Sally Keeble Mr Brooks Newmark
Susan Kramer Peter Viggers
Mr Andrew Love

Witnesses: Mr Mick McAteer, Principal Policy Advisor, Which?, Ms Teresa Perchard, Director of Policy,
Citizens Advice, Mr Mike Barry, Debt Project Supervisor, Blackpool Citizens Advice Bureau, and
Ms Claire Whyley, Director of Policy, National Consumer Council, gave evidence.

Q1 Chairman: Good morning, everybody. Welcome
to the first hearing of our inquiry into financial
inclusion. I am grateful for your attendance this
morning. Could you introduce yourselves and your
organisations, please?
Mr McAteer: Good morning, Mr Chairman. Good
morning, Committee. My name is Mick McAteer
and I am the Principal Policy Advisor at Which? the
Consumer Association.
Ms Whyley: Claire Whyley, Deputy Director of
Policy at the National Consumer Council.
Ms Perchard: Teresa Perchard, Director of Policy at
Citizens Advice, the national body representing
Citizens Advice Bureaux in England and Wales.
Mr Barry: Mike Barry, Project Manager at
Blackpool Citizens Advice Bureau.

Q2 Chairman: Teresa Perchard, we have your
report.1 We only received it two minutes ago, which
is a bit unfortunate. If you are coming before a
committee, send information to us a decent time
before, so that we can study it. We have not had an
opportunity to study it at all. All we have looked at
is the BBC website this morning.
Ms Perchard: I apologise. I would clarify that in
addition to the written evidence we submitted to the
Committee, we have published a report on Access to
Banking today.

Q3 Chairman: Okay. Financial inclusion. I have
asked around and some people think a lot is
happening at the moment and there is not really any
need for an inquiry such as this. Will we turn
anything up in this inquiry?
Ms Perchard: I think there is quite a lot to turn up
on this inquiry. We have very important things going
on at the moment with the Government strategy on
financial inclusion, major new investment in some
aspects of financial inclusion and the new £120
million financial inclusion fund, but we also have
some questions about progress, about medium and
longer term objectives and commitment. The £120
million fund is only for the next two years. It will

1 “Banking Benefits” Citizens Advice, 24 January 2006

provide a step-change in the availability of face-to-
face money advice, but what happens after that?
This Committee inquiry is very timely in helping us
to flush out questions about what will happen next
and also whether the whole package of measures the
Government is promoting is suYcient to tackle fully
the issue of financial inclusion. There are a few
things on the agenda, but perhaps a few other things
that need to come in: access to insurance, access to
savings and financial education and financial
capability for low income households.

Q4 Chairman: What are the benefits of financial
inclusion to the individual and to the financial
services industry itself?
Ms Whyley: There are lots of benefits to the
individual, just of having access to money
transmission services, savings accounts, protection
products like insurance, pensions and so on, but at
a more basic level than that financial inclusion can
reduce the costs of poverty for people with the lowest
incomes. There are lots of aspects of very everyday
life which cost people a lot more if they are not
financially included; for example, paying bills,
paying to get a cheque cashed. Fairly everyday
services which many people take for granted are
much more expensive for people if they are
financially excluded.

Q5 Chairman: Is the issue of financial inclusion a
peripheral issue in society or a big issue?
Mr McAteer: I think it is one of the Government’s
key public policy objectives at the moment. It is fair
to say that a number of providers in the retail market
have made commendable eVorts to tackle financial
inclusion, but I must say that in general the overall
performance of the industry leaves a lot to be desired
and I very much welcome the Committee having this
inquiry at the moment. We think there are two big
public policy issues raised: tackling the pressing need
of the credit problems and access to basic banking in
the UK. But we are of the view, certainly, that
financial inclusion will become a bigger problem in
the future because of what we call the number of
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environmental trends in society. We are seeing the
demographics changing; we are seeing the socio-
economic divisions changing within diVerent
cohorts in society; we are seeing technological
changes which will lead to greater risk-based pricing
by the financial services industry; and we are also
seeing banks having increasing pressure on their
margins so they are going to have to focus on more
profitable consumers. We think that financial
inclusion is a growing problem or a growing
challenge and we very much welcome the
Committee inquiry.
Ms Perchard: There was some research in 2000
which highlighted that the extra cost of people being
financially excluded was about £800 a year.
Evidence to the Committee’s inquiry from the Fuel
Poverty Advisory Group has highlighted an extra
cost of £70 a year just for the way you pay for your
fuel, and we come across people who lose jobs
because they do not have bank accounts to pay their
wages into because that is how employers pay wages
these days. There are real costs for consumers of not
being suYciently capable to make long-term
decisions about their personal finances—paying
too much in interest, over-borrowing, over-
indebtedness, and the impact of that on individuals
and their families—which means that this is a big
ticket item, as Mick has suggested.

Q6 Ms Keeble: I would like to ask about basic bank
accounts. I went around doing some mystery
shopping to prepare for this. All banks have
obviously said they have a corporate commitment to
basic bank accounts, but I have to say that I found
in practice that that is not always right, in particular
in Camberwell, Walworth, Brixton, Herne Hill,
areas where you would expect them to be up to
speed. Is that your experience as well?
Mr Barry: I think that is our clients’ experience. You
have hit the nail on the head. At ground level, despite
the corporate commitment, the individual banks are
in some cases actively discouraging the opening of
basic bank accounts. One customer of ours went to
a local high street branch to speak to the customer
services manager, who told him “Those accounts are
only opened by the lowest of the low” and was
actively discouraging him from opening an account.
We find that is a widespread issue amongst our
clients.

Q7 Ms Keeble: I went in to a branch of the Halifax
and was directed to go to the Post OYce. Do you find
that there is a tendency for some banks to direct
people in another direction to open a basic bank
account?
Mr Barry: There is a tendency for them to direct
people away from themselves. Where that might be
is another issue. But I think one of the reasons for the
big take-up of Post OYce card accounts is the fact
that banks are making it exceptionally diYcult to
open basic accounts for some people.

Q8 Ms Keeble: The other thing I found was that
there was a basic issue about access to leaflets: they
were all under the counter, and Barclays Bank said
they did not have any leaflets. Is that a common
experience?
Mr McAteer: I do think there is quite a wide range
in the performance of diVerent financial institutions.
If you look at the Banking Code Standards Board
mystery shopping exercise into people trying to open
basic bank accounts, there is a huge variation in how
welcoming and how readily the individual
institutions performed. Also it is quite interesting, if
you look at the Treasury’s Promoting Financial
Inclusion Report of December 2004, that where the
Treasury had said there are 2.8 million people
excluded, we now think that is maybe an
underestimate because the number of people
without a current account was put at 12% of the
population which is actually around 4 million. If you
look at the overall performance of the banking
industry generally, then, according to the BBA
figures, they have opened 1.5 million basic bank
accounts, so there is clearly an awfully long way to
go before they meet the Government’s targets. Even
within the sector itself, the Banking Code survey
looked at the number of basic bank accounts as a
proportion of ordinary current accounts and found
it ranged from one bank which opened 50% of
accounts as basic bank accounts—which is a very
good performance –to another bank at which only
2% of the total accounts opened were basic bank
accounts. There is an incredible variation in how
committed individual institutions are.

Q9 Chairman: Do you have figures from each bank?
Mr McAteer: We cannot get figures from each bank.

Q10 Chairman: Would it be helpful if we tried to
get that? 2

Mr McAteer: I think it would be. One of the core
things we would like to see is more disclosure and
transparency on the performance of financial
institutions.

Q11 Ms Keeble: Do you think that the Banking
Code Standards Board should publish the results by
name, so that people could see where the best
practice is and where practice could be improved?
Mr McAteer: Maybe others will diVer on this one
but we do not think the Banking Code Standards
Board or the Banking Code is the appropriate
mechanism for tackling financial exclusion. We have
always taken the view that the Banking Code is
really about how well the banks treat the customers
they can aVord to serve profitably. We do not think
it is the appropriate mechanism to tackle financial
exclusion. I think the Banking Code Standards
Board would have trouble publishing its figures—
given that it is self-regulation and it is voluntary
regulation. I would urge a Government
department—or the Treasury select committee
which usually has influence—to force the
publication of these individual performance figures.

2 Ev 218
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Q12 Ms Keeble: Do you think there is a case for the
Banking Code specifying an acceptable time lapse
between application and ensuring that the account is
operational? I went into the Halifax, which said it
would take three weeks to open an account—which
is quite a long time.
Ms Whyley: I think that would make a diVerence.
We always argue that the Banking Code should treat
basic bank accounts and current accounts the same,
so that there should not be any distinction in the
service you would receive from a basic bank account
and a current account. But, because the basic bank
account is often used for benefit payment and
knowing when your account will be open is critical
to having that system working reliably, I feel there
should be a time limit specified for basic bank
account opening.

Q13 Ms Keeble: Both TSB and Barclays do not open
the account in-house; they send them out to a
processing centre—which is an increasing trend. Do
you think that is an inhibiting factor?
Ms Whyley: Yes.
Ms Perchard: I would like to support what Claire
said: really looking for a common standard and a
consistent standard of service in those areas where
that makes sense. The basic bank account is a limited
product, but there should not really be a diVerence
or a second-class service on the time it takes to open
the account compared to an ordinary account. We
have come across delays of 10 weeks or even three
months in setting up an account. In a situation,
Blackpool—which is a pilot area for the local
housing allowance, for housing benefit—
predominantly all recipients of LHA, with some
exceptions, have had to have an account to pay their
housing benefit into, otherwise they do not get the
money. If you have a ten-week or three-month delay
to get your money, to pay your rent, to get
somewhere to live, it creates serious problems for
somebody who relies on benefit income for what is
their largest expense. Quite apart from that, why on
earth should it take 10 weeks or three months to
open a simple basic account with no overdraft
facilities on it?

Q14 Ms Keeble: The FSA says over the last 18
months it has been leading a multi-agency drive to
get a more proportionate customer identification
regime.
Ms Whyley: Yes.

Q15 Ms Keeble: Obviously there are strict money-
laundering requirements for opening bank accounts,
but do you think this needs to be looked at with basic
bank accounts, because to ask somebody, as I have
found, to send away their passport to a processing
centre to open a basic bank account just seems to be
quite a high threshold of proof for someone who
basically is just talking about banking their benefits
in some instances.

Ms Perchard: Yes.

Q16 Ms Keeble: What do you do about
identification requirements? And secondly, when
you look at some of the forms for basic bank
accounts they make pension credit look easy to
apply for.
Ms Perchard: The identification requirements are
one of the key challenges blocking people getting
access to accounts when they go into branches. It is
not so much a failure of policy, because the money-
laundering guidance, and improvements to it, which
are in train, and the guidance from the FSA have
provisions relating to financial inclusion, guidance
that says it is okay to use an alternative method, such
as a letter from a responsible person, perhaps a
social worker or somebody who is looking after the
individual, or a benefit letter. Those things are all
acceptable in the guidance. The issue is not the
policy; it is getting the practice right on the frontline.
There maybe a problem caused by the individual
liability that is created by the money-laundering
regime, where bank staV have it drummed into them
that if they let a money-launderer into the system
they will be individually responsible for fines of
several thousand pounds. That strikes a little bit of
fear into the heart, does it not, when you are looking
at making a discretionary judgment about
acceptable documentation? Also, when you are
trying, on a large system basis, to get all your staV to
do the right things and tick the right boxes, you will
narrow down to simpler things rather than give
people discretion. Perhaps a move to more
corporate accountability on money laundering
would enable people to make better decisions in
branches, but there really needs to be much better
promotion of what the policy says. We have
advocated that any leaflets about basic banks
accounts should include: what you would need to
bring, to show that you are who you say you are,
before we will give you an account. It is not a secret
issue; it is just not promoted or advertised to the
individuals or anyone advocating opening a basic
bank account.

Q17 Ms Keeble: Do you think these accounts are the
right model for providing for and trying to pull the
currently unbanked into financial services? Does the
style of banking support these customers, in
particular, looking at their need for face-to-face
advice? I have to say that the longest queue I
encountered was about an hour, just to get
information about opening a basic bank account.
Ms Whyley: At NCC we would argue the basic bank
account model is not quite appropriate for people
who have been financially excluded. It does not oVer
the benefits of financial inclusion which are going to
attract people to start changing their money
management style and trusting banks with whom
they have never had much contact before. It is a
classic case of: we have the basic bank account, we
have taken some bits oV the standard current
account, and we are trying to fit people into that
model. I think the bit that has been missed out is
talking to people who are financially excluded about
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what banking services they need, how they would
like them to be delivered and how that would oVer
them the sorts of benefits that would attract them
into banks to take those accounts out. I think that is
the bit that has been missed out.

Q18 Ms Keeble: So far, as you rightly point out, the
Government have relied on a voluntary partnership
approach with the major retail banks to provide the
basic facilities. Do you think that is suYcient? There
have been an awful lot of the accounts opened, and
you could say that what remains is the more diYcult
end of the market, as it were, to provide services for.
Do you think it is time, perhaps, to look at
something like a universal service obligation or an
arrangement like the French have, where people
have a right to a bank account or there is a
mechanism to decide which bank the person should
be directed to?
Ms Whyley: I would not argue for that at this stage.
I think that is something that may be appropriate
further down the line. I would argue very strongly
that we have to get the policy right and then decide
what the best mechanism is for implementing it. I am
concerned that if we were to rush into a universal
service obligation we may have the wrong type of
obligation. We may see customers who still do not
have the banking services that they need, are still not
able to use accounts appropriately, and I would
certainly be very concerned about something which
just made opening an account the end result, because
clearly that is not financial inclusion. Financial
inclusion is about being able to use that account and
benefit from it. The number of people who are
unbanked in France I think is similar to here. I think
it is higher in the States, where they have a diVerent
form of obligation. I would argue that it is absolutely
imperative that we find out what it is we should be
oVering, before we work out how to oVer it.

Q19 Ms Keeble: The Government set the target to
halve the number of adults and households without
a bank account. Given what you have said, do you
think this is an appropriate target? Do you think
simply setting that as a target misses the point of
saying: What are they doing with the bank account?
If it is just a process for channelling benefits, you are
replacing the queues we used to see in the old benefit
oYces with queues for access to cash and advice in
the banks. What do you think of the target and how
do you think it should move on?
Ms Perchard: You cannot disagree with the idea that
just counting accounts is not measuring the quality
or the impact of what is going on. There is nothing
quite like a number for concentrating people’s
minds. If we were able to have more transparency
about which banks are getting on board with this
and which aren’t, it might help us get the numbers
up. There are features in what is going on here that
might make a real diVerence. The Post OYce card
account is very popular amongst many benefit
recipients—hard to get, yet how many millions of
people have got hold of one—but lots of basic
accounts are not usable over the counter in post
oYces. Less than half the basic accounts that exist

can be used over post oYce counters. Taking a
strategic approach to try to enable those people who
want to use the Post OYce to use it for more banking
services might improve the quality of this—and
there are features of the products (like direct debit
charges and timing of clearance into the account and
payments out) which need to be addressed, as well as
the numbers of accounts which exist.
Ms Whyley: Financial inclusion is definitely
something that has to be measured qualitatively and
not just quantitatively. That is inappropriate.

Q20 Mr Newmark: There seems to be a tension
between what I would call the “cover your arse”
mentality within banks and this whole money
laundering issue—and it is complex. What we have
to provide to banks is a challenge for most of us in
this room, frankly, let alone someone who is on
benefits. Should the government be giving guidance
to institutions, simple guidance, set below a
particular threshold the stringencies which money
laundering is about—which would stop major
abuses. Should there be greater guidance through
some sort of threshold? Would that be helpful, do
you think?
Ms Whyley: To me that is what proportionate
regulation means. I am surprised it has not
happened so far. I think that would make a big
diVerence.
Mr Newmark: Thank you.

Q21 Peter Viggers: I have some questions on the
withdrawal of cash and the availability of cash. The
previous Treasury Committee published a report on
cash machine charges3 and noted that the
withdrawal of free cash machines could have a
disadvantageous eVect. Are there still problems in
this area? Is it getting worse or getting better?
Mr McAteer: I think the Treasury Committee’s last
report on cash machine charges certainly triggered
what we thought was a very positive reaction from
the Post OYce and so on. That was a welcome
announcement by the Post OYce, but that has to be
set against, if we do a rough calculation, the fact that
the number of charging machines is growing at five
times the rate of the number of free machines around
the country. I think there has been a lot of
disingenuous comment about the use of surcharging
machines and so on. I do not think anybody has any
problem with true convenience machines if they add
to the network or if they add to the free network, but
it becomes a problem when people in vulnerable
communities have access only to charging machines,
particularly when that coincides with a transfer of
benefits into bank accounts. That then becomes a
dual hit on vulnerable communities. We have seen
examples now where the last branch in a local
community has closed and the last free ATM has
disappeared, which means that the people in that
particular community can only access their own
money through a fee charging machine. I think that

3 HC (2004-05) 191
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still was an issue that improved temporarily, but I
think some of the trends are threatening to reassert
themselves again.

Q22 Peter Viggers: To help push things in the right
direction, bearing in mind that under the Banking
Code banks are required to notify customers when
they close the last bank branch within one-mile
radius in towns and a four-mile radius in the rural
areas, should there be a similar requirement when
removing the last free cash machine within a
specified distance?
Ms Whyley: I would like to see wider consultation
on that. If that is people’s last point of free access to
cash, it is every bit as important as a bank branch
closure.
Mr McAteer: I would refer to my previous comment
that we are not entirely sure that the Banking Code
is the appropriate mechanism for tackling financial
exclusion problems. The Banking Code is mainly
concerned with how banks can treat customers they
can aVord to serve properly. I think that is quite
right and quite appropriate. But financial exclusion
is a much diVerent issue, and that requires radical
solutions like shared branch banking and so on, and
sharing the cost of running the ATM facilities, so
that people in communities have access to free
machines. I think it takes interventions like that to
tackle financial exclusion. We are not entirely sure
that self-regulation would be good enough to require
the banks to meet their obligations in that regard.
Ms Perchard: As well as machines, there are also
counters. We have supported the Post OYce’s bid to
become a member of the LINK scheme, which
would expand considerably the availability of post
oYce counters for use by all bank account holders to
undertake transactions and withdraw cash. From
our work with many people who rely on benefits we
know that this is one of their preferred places to deal
with financial matters, probably preferable to using
a machine. The Select Committee inquiry last year
was extremely helpful in concentrating the Post
OYce’s mind on its own policies about fee or free
charging machines within post oYces. We have seen
quite a big change there, and I believe a commitment
to move to getting rid of the charging machines in
Post OYce premises, but we would really like to see
more people with bank accounts be able to use post
oYce counters. Only 2.3 million of the basic bank
account holders are able to use post oYce counters
to withdraw cash, and our understanding is that
LINK have not yet agreed that the Post OYce can
join LINK. I am not sure why. I do not know what
the problem is. The Post OYce could be a key
partner in providing an infrastructure—a counters’
infrastructure as well as a secure cash machine
infrastructure—in the context of banks
withdrawing, having already withdrawn and
continuing to withdraw their own machines and
branches, and they need that support as well, I think.

Q23 Peter Viggers: Indeed, there are more post oYce
branches than there are building society and bank
branches put together, as I understand.

Ms Perchard: Absolutely.

Q24 Peter Viggers: LINK have told us they are
proposing to establish a standing committee for
representatives of consumer groups to put their
views to members of the card scheme. Are any of
your bodies involved in this?
Ms Perchard: I think we are actually. We have been
having discussions with LINK over the last year,
since the Select Committee inquiry, about us
undertaking some compliance monitoring of the
new LINK standards for displaying information on
ATMs, and we are about to start a major ATM
watch activity involving CAB volunteers
throughout the country and we have ongoing
dialogue with LINK about that. That is not quite
such a big issue as the Post OYce becoming a
member of LINK—LINK know what our views are:
we would like to see them in.

Q25 Peter Viggers: Following the move to direct
payment of pensions, the Government gave benefit
recipients the choice of having benefit paid into a
current account, a basic bank account or the Post
OYce card account. The Post OYce card account
has been much more popular than the Government
initially expected: 4.3 million against 2 million. Why
do you think that is?
Ms Perchard: Because people like the Post OYce.
This is people showing their support for the Post
OYce. It may even be the only place they can go and
withdraw cash. It is a phenomenal take up because
it is, and was, an extremely diYcult financial product
to obtain. There are about 10 steps to open a Post
OYce card account: ringing up and getting a form,
getting a password, proving your identity—all sorts
of things designed to make it quite diYcult for
people to take it up. It is intended as a financial
service of last resort really. I think the consumers
have voted with their pens by persisting with it.
Ms Whyley: Could I just add to that. People do like
to deal with the Post OYce. It is something that is
familiar to them. The trust gap between the financial
services industry and people who traditionally have
not been served by or attractive to it, is huge and is
something which really does need to be addressed. I
do not think just making the right products available
will bridge that gap; I think there is further to go with
that. Also, because the basic bank account does not
particularly oVer people that many benefits, there is
not that much incentive not to go to the Post OYce,
and people are sticking with what they know and
trust. Our research at NCC has found that using a
basic bank account for everyday money
management can make people worse oV: it makes
them more likely to fall into arrears with their
household bills, for example, because payment
mechanisms through basic bank accounts just are
not suitable for people on very low incomes. If you
see it in that context, it makes perfect sense that the
POCA is far more popular than had been expected.
Ms Perchard: Could I highlight one thing, though:
there are still 700,000 people receiving benefit
payments through cheques rather than through the
Post OYce card account or through a bank account
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of some kind. The dash for electronic payment has
still left some people outside the loop. Mike has a
very vivid example from his work in Blackpool.
Mr Barry: A lot of people have taken on Post OYce
card accounts to receive benefits. Blackpool is a
pathfinder area of the local housing allowance for
direct payment of housing benefits. The local
housing allowance cannot be paid into a Post OYce
card account, so a lot of people who have opened
these accounts for receipt of their benefits are still no
more financially included, as they are now being told
they have to go and open a standard bank account
anyway—and many of them cannot do that because
they do not have the ID required.

Q26 Peter Viggers: To what extent do you think the
Post OYce card account has played its part in
encouraging and allowing financial inclusion? To
what extent do you regard the Post OYce card
account holders as being financially included?
Ms Whyley: I would argue they are not. There are
reasons why the Post OYce is popular with people,
but the limited functionality of those accounts really
does not amount to financial inclusion. It merely is
a good way of people receiving their money
electronically. It is not financial inclusion in any
meaningful sense.

Q27 Peter Viggers: It was intended to be a stepping
stone through into financial inclusion, was it not?
Do you have evidence that it has worked as such?
Ms Perchard: No.
Ms Whyley: For that to happen, the next step, the
basic bank account would have to be attractive.
There would have to be an incentive for people to
move through the system and I am just not sure that
incentive exists at the moment.
Ms Perchard: For those people who had been
completely outside the banking system before
benefit books were on the way out and the Post
OYce card account came in as a washing-up
measure to deal with those who would not or could
not open a bank account, for those people to join the
mainstream if they have no other banking service
will require quite a lot of individual support. Mike
and his colleagues in Blackpool have come across
people who really have gone without essential
benefit income for a very long time because they
have not had a bank account and have not been able
to deal with the administrative process of creating a
Post OYce card account. In one case which we
highlight in our report today, a woman had £13,000
of pension she had not received over a year because
she did not have a Post OYce card account or bank
account and had not responded to DWP letters.
People like that are quite diYcult to reach in our
communities. They are quite isolated. They may
have mental health problems or they may be older
people with Alzheimer’s who cannot deal with their
financial aVairs in the way that we might attempt to,
and they will need more support than mainstream
consumers. That has to be part of tackling financial
inclusion. It is not just about putting out cards and
accounts and telling people where to go. Some
people will need much more support and help to get

into the system but also to manage their financial
aVairs eVectively when they are in. That is why the
strategy here about numbers of accounts is too
narrow and needs to take a broader approach.
Mr Barry: The understanding of some of our
customers of how to operate the account that they
have opened is very low indeed. Some customers fall
automatically and almost immediately into a
situation of bank charges and overdrafts. Because
they have never known any diVerent, we have seen
clients who think that is the norm. One client of mine
had £140 a month being taken from her account in
bank charges and she thought it was a standard
payment. It was for non-payment of direct debits—
so she was being charged £140 a month for not
paying her bills, and still her bills were not being
paid. It is more than opening accounts; it is about
education. It is about financial literacy in operating
the accounts, how to avoid those charges and how to
budget properly, and those are the missing items. It
is not just about opening bank accounts.

Q28 Peter Viggers: Whilst I am not aware of any
oYcial announcement, I had heard the minister on
the radio saying that the support for the Post OYce
card account will phase out after 2010 and this has
caused some concern. Could I ask for your
observations? How do you think the situation
should evolve? What would your advice and
recommendation be?
Ms Perchard: If the Post OYce card account really
comes to an end and nobody can take it on as a
product and develop it—perhaps because they
cannot aVord to do so—then we need to find a way
of giving the more than four million people who use
it a way of getting their benefits. It needs to
transform into another form of payment system,
perhaps with more services attached to it—perhaps
a form of bank account accessible through post
oYces. Either that or you try to transfer those
customers into basic bank accounts. But then you
would really need to do a lot of work with
individuals about choosing the right account and
also making sure that all the accounts they want are
useable through the Post OYce—which they are not
today. I do not think you can take four million
people who rely on benefits—a lot of them older
people who use that as their payment system—and
suddenly close the door on that payment method in
2010. You need to start now to think about how you
can transfer people onto a payment system which
will be there for them in 10 years time.
Ms Whyley: I would absolutely agree with that. It is
essential that we get the basic bank account products
right if we are going to expect people to move from
the Post OYce card account to those accounts, but it
is really important that we get the migration process
right. There needs to be significant investment in
that, because we have to make sure people have the
right accounts for them, that they have accounts that
allow them to access their money where they want to
access it and which oVer them a product that works.
If you think how rare it is and how big a deal it is,
even in mainstream, when people switch a current
account, in this setting, where people are being



3379421001 Page Type [O] 10-11-06 21:07:17 Pag Table: COENEW PPSysB Unit: PAG1

Treasury Committee: Evidence Ev 7

24 January 2006 Mr Mick McAteer, Ms Teresa Perchard, Mr Mike Barry and Ms Claire Whyley

forced to move, it is going to be incredibly stressful.
It is vital that we get this right, as it will move the
basic banking progress back several years if we get
it wrong.

Q29 Mr Mudie: I hear what you say, that if they are
going to finish Post OYce accounts they are going to
have to do something else, but I would like to know
what you think they can do. Not only will it aVect the
Post OYce, but, with the closure of inner city banks
in the poorest areas, it seems to be the only place
where pensioners and the like, can get their hands on
their money. How on earth can they do it? The banks
do not have the same geographical limitations as the
post oYces. It is a strange decision—well, not
strange, but disturbing.
Mr McAteer: I think that is a very good point. In this
country we already have quite an infrastructure that
could be used to serve groups who are financially
excluded in vulnerable communities, and you
wonder why the Post OYce is not being part of a
hub, based in local communities to provide a range
of services such as access to a decent bank accounts
or financial advice, or sharing premises with credit
unions and community banks and so on. The
infrastructure is there on the ground, but we
question how it is being used. We think it is a
fragmented approach to tackling financial exclusion
at the moment, but the locations are there and the
physical space is there.

Q30 Mr Mudie: Did this decision of the Government
come as a surprise to your organisations?
Ms Whyley: No.

Q31 Mr Mudie: Why not?
Ms Perchard: Because the long-term commitment to
the Post OYce card account just has never been
there. I suppose I would describe it as: “We will have
to have something for those people who just will not
go and open a bank account when we get rid of the
books” and then: “What about those people who
will not even do that?” That is why we still have
700,000 people getting cheques—and those are very
frequently issued cheques, so they are quite diYcult
to manage.

Q32 Mr Mudie: In one of the pieces of evidence—I
do not know which—I read that the Government
had now written to people threatening to take those
cheques away unless that elderly person wrote to
them to say they wished to keep them. Is that
current?
Ms Perchard: Getting your hands on cheques is
something where you have to satisfy people that you
cannot receive your payment any other way. It is
also quite a risky method of payment, because an
individual cheque can get lost in the post. The
advantages of the books—sounding like a Luddite
here—were that anybody could have a look at the
book and see how much had been taken out and it
was easy to deal with third parties, authorising them
to withdraw individual amounts rather than giving
them a standing authorisation to draw money. With
that 700,000 we are talking about the people who

need most support, and it is almost as if they are
being left until last here. We need to be talking now
to the millions of people using Post OYce card
accounts and the Post OYce about which product
would better meet their needs. A Post OYce card
account is only a payment device: it does not pay
bills, there is no savings feature, and you cannot
draw cash out on a machine. It was designed to be a
very unattractive electronic payment system, simply
to save money and get rid of the books. It was not
intended to be a long-life product.

Q33 Mr Mudie: It was supported in good faith, and
to the customers it was sold as going to evolve into
something. With the banks refusing largely to
cooperate in linking up with it and LINK refusing to
allow the Post OYce in, it looks as though there is a
conspiracy between the Government and the banks
and LINK to make sure this is short term and all
those people who gave up their books in good faith
are now stranded, are they not?
Ms Perchard: Obviously this is the start of your
inquiry and there are quite a few actors in this drama
–and over time as well. The banks feel a bit fed up
because they did contribute quite a bit of money to
the Universal Banking Project.

Q34 Mr Mudie: Teresa, do not cry for the banks!
Ms Perchard: Well, if you did spend £180 million on
something—

Q35 Mr Mudie: Petty cash.
Ms Perchard: If I had £180 million to spend—

Q36 Mr Mudie: They do, I can assure you.
Ms Perchard:—I would want to get better value than
has been got out of the Post OYce card account,
frankly. Simply to prevent people developing it and
then to ditch it is an abdication of responsibility
which aVects a lot of vulnerable individuals on low
incomes at the end of the day. Something needs to be
done about the demise of the Post OYce card
account. I hope the Post OYce can join LINK and
that more bank accounts can be accessible over the
counter.

Q37 Chairman: Why do you think LINK are
reluctant to have the Post OYce in?
Ms Perchard: I think you need to ask LINK that.

Q38 Mr Mudie: But you sit on committees that meet
them to discuss consumer items. What excuses are
they giving you for refusing to let the Post OYce
join up?
Mr McAteer: I would ask the banks rather than
asking LINK. I think that is where you would find
the answer.

Q39 Chairman: Is it a cartel?
Mr McAteer: It is not a cartel, no. I think to accuse
someone of a cartel has certain legal connotations.
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Q40 Chairman: That was a question.
Mr McAteer: And I am not going to say that in
public. But certainly our opinion would be that the
banks are unwilling to let the Post OYce join
LINK—not because of the Post OYce threat,
funnily enough, but because of the potential impact
then of Sainsbury’s and others in joining the system.
That is where they see the threat to competition. We
would argue that having the Post OYce join LINK
would serve two public policy purposes. It would
tackle financial exclusion and would probably bring
more competition into the banking sector as well, so
it would have a dual benefit. Could I make a point
about this, because, whether or not the Post OYce is
the right place or whatever for tackling financial
inclusion is a big question which needs to be tackled,
but we should not forget that according to the
Treasury’s analysis 68% of excluded groups live in
10% of the postcodes around the country, so you can
tackle financial inclusion if you look at the areas
most aVected.

Q41 Chairman: We will get research from the
Treasury on that matter. As you know, the
Treasury’s response to a cash machine inquiry was
pretty woeful. They were “head in the sand” and I
told them that. But there is an issue of public policy
here. You did limited research in your submission to
us.4 Do you think that the number of free ATM
black out areas is going to increase?
Mr McAteer: Yes, we do, for a number of reasons.

Q42 Chairman: There is a public policy element
there.
Mr McAteer: I think the public policy element is
crucial. We were very disappointed in the past to
hear Treasury ministers saying that the matter of
ATM charges and so on was a commercial matter
for the banks. Of course it is, but there is a public
policy aspect to that as well, and we fear that the
number of black out areas will grow. I do not think
everybody is calling for a universal service
obligation overnight, but the point we would make
is that five years ago we had the Cruickshank review
into competition in banking and Don Cruickshank
himself was reported in our magazine as saying there
has been lamentable progress towards the
introduction of competition in the banking sector.
We would argue that the Treasury now should be
looking closely at some form of universal service
obligation, if only in preparation for the end of this
voluntary partnership approach. There is no point in
waiting until the experiment is over and then doing
the research into whether or not there should be a
universal service obligation. We think you should be
starting to look at that now, just in the expectation
that the banks are not playing ball.

Q43 Mr Love: To follow on, one of the ways you can
respond to the problem that will occur through the
Post OYce network is to get the banks to allow the
universal bank account to be cashed at post oYces,
and, indeed, we will ask those banks that have not

4 Ev 500

allowed that so far whether they will. But one of the
other ways is coming back to this issue of quality and
not quantity in relation to basic bank accounts. If I
could ask Claire from the National Consumer
Council: you have suggested a redesign of the basic
bank account that talks about counter access, small
overdrafts, making the system fit with weekly
budgeting cycles. Do you have any idea, recognising
also from some of your earlier comments, that the
banks are somewhat hacked oV by the amount of
money they have had to pay out for universal
banking and to set up basic bank accounts? Have
you made any estimate of what that redesign is likely
to cost the banks? Have you had any discussion with
the banks about whether they are willing to
undertake a redesign along those lines?
Ms Whyley: We have not costed it. I know the
Financial Inclusion Taskforce is looking into
costing out some elements that we have suggested,
such as automatic payments out of an account that
are triggered by credits in. They have been exploring
the cost of that and what it would take to put the
infrastructure in place. We have talked to some
banks about it. The reluctance they express tends to
focus more on whether these ideas would help
people on low incomes. They say they have yet to be
convinced that this is what people on low incomes
want. We have not managed to get to the point of
having conversations about what it would cost and
how they might meet that. I think these accounts and
this target group will always be problematic for the
banks while they are trying to fit them into
something that does not work for them. To invest in
finding out what it is people want and looking at
ways to deliver it would make a huge diVerence. I
think banks have a responsibility to this group of
customers. They do not just have a responsibility to
customers that are profitable to them; they have a
responsibility to this sector of the market as well.
They spend a fortune on customer research among
their profitable customers and I would like to see
them do a bit more at this end of the market.

Q44 Mr Love: I assume the NCC did some consumer
research in drawing up this redesign. How do the
others feel? Is that a redesign that meets with general
support across the table?
Ms Perchard: There are certainly product features
that we are looking for which are quite
straightforward, in terms of creating at least a small
overdraft facility, a small buVer zone, like £10.
When you get into looking at what is in the market,
three banks do oVer this as part of their basic
account features. Then the debate about what it
costs. Some banks have come up with an approach
which does give a small overdraft facility—which
might help people who are, say, within £5 of making
the payments, avoid those direct debit charges. The
direct debit charges for failed direct debits when
there is insuYcient money in the account, vary
hugely, from nothing to £39. What can you do for
£39? £39 is outrageous. Looking at some of the
diVerences between individual bank accounts is
quite helpful in the debate about costs because you
can say “Why can they do this and you cannot?” I
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think we need to progress those kinds of debates.
The more challenging thing is matching mainstream
banking practices, mainstream utility practices
(monthly direct debits to pay your utility bills) and
frequent monthly payments of regular outgoings to
a weekly income. That is the biggest challenge in
redesign. People on the lowest incomes budget week
by week, but, to gain the benefits of paying on a
direct debit basis through banking and to get lower
costs for goods and services, they need to be
budgeting for monthly payments. We need to help
people make that transition, or perhaps have
product or product features which enable that to
happen. The debate is about how to do that.
Chairman: Mr Newmark, do you have one question,
before we move on?
Mr Newmark: I have so many questions I will not
take up the Committee’s time at this stage.
Chairman: Thank you.

Q45 Susan Kramer: You have talked extensively
about the problem of financial exclusion. It is not
merely a matter of having a bank account to receive
payments and make payments; it is access to a wider
range of services. I wonder if we could talk for a few
minutes about access to aVordable credit. From
your experience, how many consumers are finding it
diYcult to access aVordable mainstream sources of
credit?
Ms Whyley: The figure that we have is 7.8 million
who are excluded from mainstream financial
services. I think those figures are based on having
applied and been refused a number of times. There
will be a bigger population who have self-excluded
but that is the most definite figure that we have.

Q46 Susan Kramer: That is a huge number. There is
perhaps some misconception that there are many
people who are at the very low end who are somehow
or other accessing inappropriate forms of
mainstream credit. Is that another set of problems
that we have to lay alongside this?
Ms Perchard: Our evidence goes to the heart of what
one means by financial inclusion or exclusion.5
Because the Government strategy is concerned with
tackling over-indebtedness, if you are genuinely
excluded then perhaps you are not over-indebted in
the way that many of our clients are. We come across
many people who are on very low incomes and
benefits who have an astonishing amount of very
mainstream credit borrowing which causes them
problems. There is a lack of match going on in the
market between the individual, their ability to repay
and the products. Backed up by the Competition
Commission research on use of home credit, we have
also come across people who are using home credit
whom you might think are excluded from the
mainstream but who have very mainstream credit
cards. They have a whole range of diVerent lending
sources that they are using to manage their finances.
This is not a surprise to us but things are not quite
as black or white or as in or out as they might seem.
People are not in or out; they have a more complex

5 Ev 395

pattern of financial services than one might typically
expect. That is what we have tried to illustrate in our
evidence to you.
Ms Whyley: Some research in which I was involved
in the late 1990s showed that financial inclusion/
exclusion is dynamic. It is not black and white.
People move in and out quite frequently. The survey
analysis that we did showed that there were roughly
twice as many people on the margins of financial
exclusion than are financially excluded at any one
time. I would argue, as Teresa has said, that clearly
the completely excluded is a group on which we have
to focus and work with, but there is an element of
exclusion which is also about being forced to use
inappropriate products, which is definitely
something we cannot ignore. I think we have to see
it as that continuum, from having nothing to being
able to access only things that are inappropriate and
which cause you problems.

Q47 Susan Kramer: If we were to look at that group
which would probably be described as “completely
excluded”, at least from the mainstream, do you
have any sense of how many of them are using the
doorstep lender, the kind of tally man?
Mr Barry: We have been doing a survey of our debt
advisors recently to look at just at that issue. One of
our advisors found that 72% of the people who came
for debt advice, had debts to the doorstep lenders
but not exclusively to the doorstep lenders. They
also had mainstream bank loans and credit cards. So
it definitely is a mixture of the two rather than one.

Q48 Mr Love: You are not talking about the illegal
lenders.
Mr Barry: No, not the illegal lenders, the doorstep
lenders.

Q49 Susan Kramer: The legal doorstep lenders.
Mr Barry: Absolutely. Provident, Greenwood,
Welcome Finance and Shopper Check were the ones
that we took as prime lenders.

Q50 Susan Kramer: We have another group, as it
were, who are turning to sub-prime, and, again,
there is a merger of the two—people who have access
to mainstream but probably inappropriately. That is
another group which is working with the doorstep
lenders and there is a sort of crossover between the
two. Do you have any sense of people who are
turning to the illegal sources? Do we have any kind
of feel on how big that group is?
Ms Whyley: The DTI is currently funding research
into illegal lending which is due to report I think in
June—but I am sure there will be some earlier
findings than that. They are finding that it is
incredibly concentrated. It is not something you can
pick up on a national level at all, but my
understanding is that you can identify those areas
quite easily by characteristics such as the type of
housing, levels of unemployment, levels of lone
parenthood, for example, and then you find it is
incredibly concentrated. So it will become much
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easier to identify and to start to extrapolate from
what we know about those areas to the numbers, but
I do not have that information just yet.
Ms Perchard: There are two extremely interesting
projects the DTI has run in Birmingham and
Glasgow to invest in a greater level of enforcement,
undercover trading standards enforcement, in
deprived communities to round up illegal money
lenders. Some men—they seem to be men—have
gone to jail in Birmingham as a result of this more
intense enforcement activity—using old legislation,
the 1960s and 1970s law, not the New Consumer
Credit Act stuV. It shows millions of pounds
circulating in an informal and illegal economy,
linked to drugs, linked to prostitution and other
antisocial behaviour. That perhaps demonstrates, as
part of the financial exclusion agenda, that we ought
to be looking at how we can enforce consumer credit
law more eVectively to look after those people who
are being exploited in some of these communities.
You might find it really helpful to look at those
projects. They are really exciting actually.

Q51 Susan Kramer: That sounds really interesting. It
would be fascinating to take a look at that. I am
trying to explore a little bit the solutions, as it were,
to tackling this problem. They often seem to centre
around: How can we make the mainstream take all
these financially excluded people and fit them into
their world as well?—and there I am really talking
about the sub-prime sources. I suppose my question
is: Are we barking up the wrong tree? I have the
sense, certainly with the legal doorstep lenders, that,
even though their rates are extraordinarily high, they
are being widely used because they are both trusted
and convenient. So we have a set of issues there, and
then, when I go and talk to the banks, they all say
that if people are borrowing £200 or £20 the
administrative costs alone are going to mean that
they have to levy charges that are phenomenally
high. Are we heading down the wrong route by
constantly trying to look for a mainstream banking
structure to absorb these people or do we need to be
looking at diVerent structures?
Mr McAteer: Without going into too much detail, if
you have a problem with financial exclusion there
are two ways you can deal with it. You can either
require the mainstream banking sector to cross-
subsidise it or else you develop alternative solutions.
As a general matter of policy we think it is very
unlikely that you will ever be successful enough in
persuading the mainstream institutions to cross-
subsidise the solutions to financial exclusion, with
the exception of access to mainstream banking,
because there is no alternative. It is only the
mainstream banks who have the infrastructure to
deliver general banking services. In other areas, like
access to aVordable credit, then we think the only
solution is to promote alternative solutions like
credit unions and so on. So I think you are
absolutely right on that point.
Ms Whyley: It is another of those issues that is not
black and white. I think we are barking up the wrong
tree if we want mainstream to open its arms and
welcome all these customers; however, I think there

are more ways that the mainstream can get involved
than directly oVering products to those people. I feel
quite strongly that creating alternative solutions
which just create divisions and which might be quite
diYcult for people to move between is not the
solution. I think we need to be building a series of
stepping stones so that, if people want to, they can
move into the mainstream and out of it as they see
fit. I do not think that solution that collects people
completely separately is the right one. Certainly I do
not think it is what people who are financially
excluded would want. I think they want the option
of getting into the mainstream if that is appropriate.
There are lots of ways that the mainstream can get
involved, not least because they have the scale and
the coverage that the alternative sector just does not
have and is not even going to aspire to for decades
probably. They have very minor coverage in this
country and I think we have to be realistic about
what they can deliver. That is why I think it is crucial
that the mainstream remains involved even if they
are not the people directly oVering products to
people who are financial excluded.
Ms Perchard: Some of the key things that make
home credit very attractive to people are: the small
amount of weekly payments (aVordable for
someone on a low income); how much they are
paying back each week, not what the total cost of the
borrowing actually is, which is beyond most of us;
and the fact that you can skip a week and it does not
cost you any more, but it helps with budgeting
because of the flexibility of the personal service—all
things you do not find in the mainstream. A bank
wants to lend you no less than a thousand pounds or
give you a credit card with a limit of at least that to
start you oV, not two hundred, which may be exactly
what people who are newly joining the banking
system and who are on a low income need as a
budgeting aid. This is a really challenging question
about where the supply of aVordable credit is going
to come from. Is it from the market or the state or
from a mixture of those things? Will the contribution
from the Financial Inclusion Fund to growing third
sector lenders actually address that huge number of
people that Claire has identified as being outside the
mainstream. At only £36 million in the growth fund
from the DWP, I doubt it. Over at the DWP they are
spending about £500 million a year, which is coming
back in recoveries in Social Fund loans, and so we
need to talk about the Government’s role here and
about making the Social Fund expenditure—
Chairman: We have some questions on the Social
Fund. The issue of joint approach is important.
Susan and I went to an event last week with
community institutions, Lloyd’s Bank in particular,
so I take the point you are making here. I think there
are steps to financial inclusion with mainstreaming.

Q52 Mr Mudie: Another doubtful New Labour
initiative is this business of giving private lenders
deduction rights oV benefits. I would just like to ask,
and maybe you cannot do it, but it would be good
for the Committee to get a feel for the amounts—this
is the Citizens Advice Bureau. This is you again,
Teresa. You mention amounts?
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Ms Perchard: Yes.

Q53 Mr Mudie: Say there is a person on benefit, a
single person in their thirties on income support,
how much can be taken at the moment as a
maximum figure? What is their benefit and how
much can be taken by deductions for arrears from
the five main lenders?
Ms Perchard: There is an amount per debt which is
a percentage of weekly income support (JSA) for
an adult.

Q54 Mr Mudie: There is £2.80 mentioned here?
Ms Perchard: Yes.

Q55 Mr Mudie: Is that £2.80 per debt?
Ms Perchard: Yes.

Q56 Mr Mudie: Does that hit the £8.40 maximum?
Ms Perchard: The Social Fund loan repayments are
another matter, so that may be much larger, and this
is towards the debt as well. This scheme of direct
payments, which has been running for a very long
time, is essentially designed to safeguard essential
supplies to stop people losing their home or losing
their fuel or water. The way it works is that the utility
will get an amount paid out of the benefit towards
the debt but they will also have an amount out for
the current consumption estimate. But then there is
a cap on the total amount that can come out of
anybody’s benefit towards the debt, which, as we
have mentioned, is the £8.40 a week. There is a
priority order as well, so that debts are included in
the direct payment scheme in order of priority. Our
feeling about this is it is a fairly marginal initiative.
The idea is that if your third sector lender—credit
union or community development finance
institution will perhaps be more prepared to lend to
someone on benefits knowing that they could
recover their debt through a direct payment from
benefit. The reality of that might be quite diVerent
with the scheme as it stands, because there are other
debts that will come out before that debt, which is a
discretionary debt, and, in addition, the total cost of
creating the system to be able to make the payments
is about £10 million. What we have been saying is:
has not the time come to look properly at the system
of direct payments from benefit, to look at the
amounts that can come out for any debt and to look
at how to create a better scheme, rather than simply
adding another debt on the list which may not
improve access to aVordable credit, which is the
policy intention.

Q57 Mr Mudie: Is there any intention the cap will be
raised—the £8.40—with this input to the private
sector?
Ms Perchard: I am not aware that is DWP’s
intention.

Q58 Mr Mudie: Secondly, can you give us the benefit
level for a 30-year old single parent on income
support? What would it be?

Mr Barry: Fifty-six pounds twenty per week at the
moment for a single person, thirty years old on
income support.

Q59 Mr Mudie: So he can lose £8.40 in terms of
attachments to benefit?
Ms Perchard: Towards debts.

Q60 Mr Mudie: That would take them down to £47?
Mr Barry: I would point out that if there are Social
Fund loans as well being deducted, they would be
deducted externally.

Q61 Mr Mudie: You can see why I am on the
Treasury Committee!
Ms Perchard: In consequence of setting up a direct
payment from income support for electricity, gas
and water in addition to the £2.80 for each debt there
might be, there will be an estimate of a weekly
current consumption to keep up-to-date with
current consumption, which can be quite large for
fuel.

Q62 Mr Mudie: What consultations have you had?
It was announced in the Pre-Budget 2004 report. Is
there a start date and have you discussed in principle
and in detail in terms of safeguards? Michael, would
you like to say something?
Mr McAteer: No.
Ms Perchard: I am afraid I am a bit hazy about the
actual start date, because some of these DWP things
take a long time to change the system, but I think it
is within 2006. The Financial Inclusion Taskforce,
which Claire and I are both members of, have been
consulted about the scheme. Citizens Advice has
also had discussion with the DWP about the scheme
and submitted a report to DWP on direct payments
urging a wider review of the whole scheme. Within
the last six months we have published that report.

Q63 Mr Mudie: You ask us to raise with the
Treasury and the DWP the 10 million and ask for a
break-down?
Ms Perchard: Yes.

Q64 Mr Mudie: Why are you getting so excited
about 10 million?
Ms Perchard: Perhaps we are used to living on a
tight budget, but it does seem rather a large amount
to spend on administrative and system changes to
simply bring an additional debt into this scheme,
and I think it is worth asking—that is out of £120
million being spent, so it is a reasonable chunk of the
£120 million—will it deliver the equivalent amount
of benefits that maybe could be spent on
something else?
Ms Whyley: I think it is absolutely crucial to work
out whether it is going to deliver before £10 million
is spent, and I am not convinced we have done that.
Teresa is right, we have discussed this at the
Taskforce. I am not sure whether we have been
consulted on it, because I am not sure whether the
decision is up for grabs. I am not sure it ever has
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been. I think it has been decided and, although we
have commented, I am not sure there has been any
sort of formal consultation.
Ms Perchard: I know that what we have just said
might not sound that clear, but basically, if you are
going to spend £10 million in system changes with
the idea that it will improve access to aVordable
credit, i.e. those people in the benefit system will be
lent more aVordable money than they would
otherwise have been, then I think you will need to
know what your returns on the 10 million are. I do
not know what the evidence is to say that there will
even be as much as £10 million lent as a result of that.
Ms Whyley: I think until we have cracked the issue
of the supply of aVordable credit, it is a bit
elementary.

Q65 Mr Mudie: Michael, I will get you at last. You
are not supporting at the moment the idea of a cap
on interest rates charged. Why?
Mr McAteer: We have thought long and hard about
this. It may seem counter-intuitive, but we took the
view, looking at the evidence around Europe and so
on, that if you did impose a price cap at the moment,
given the lack of alternative credit sources, we feared
it would actually displace even more people out into
the normal mainstream sector. We thought, on
balance, the consequences would have been worse
for consumers. That was the reason. In principle we
have got no problem with price caps, because we
have argued for price caps in other financial services
sectors, but within this particular sector at the
moment we thought the consequences, on balance,
would have been detrimental for consumers.
Mr Mudie: Going on to secured lending, are there
any bad practices in the market for secured debts
that we should be looking at? I did a debate on
equity release,6 so we have clocked that one. Are
there any other practices that hit home-owners on
low incomes?
Mr McAteer: We very much appreciated the debate
in Westminster Hall, because we think financial
exclusion will be a growing problem because of
things like equity release and so on. There is a real
limit to which the market can actually serve people
who need equity release most, so we think that is
bound to be a growing problem in the future, but,
more generally on secured lending, no, we are
concerned that there seems to be a trend—and it is
very hard to get the concrete figures on this—where
people are required to refinance loans on secured
terms, and so on, and then they fall into the hands
of the types of lender who are within the law but just
about, who indulge in some practices which are very
unsavoury, and so on. What you see happening, we
have come across some contracts where people have
taken out what seem to be very small loans, but then
the application of penalty fees, and so on, escalates
the debts completely out of control to amounts that
would take your breath away when you see some of
the case stories. That is another problem area we
think needs to be looked at.

6 HC Deb, 17 January 2006, col 175WH

Q66 Mr Mudie: If we can, just as a last question, go
back to where we were on the private people who
were doing an attachment to benefit, somebody
listening could say, “Well, we cannot allow people to
get away with taking out loans, borrowing money
and not repaying it”, but there must be legal steps at
the moment for a lender who is not being repaid his
money to go to court and take whatever steps are
available within the law. What are they?
Mr Barry: There are steps.

Q67 Mr Mudie: Why is this necessary, in other
words?
Mr Barry: They are taken all the time, but there
needs to be a shared responsibility between the
lending institutions and the borrowers. The banks
tell me all the time when I am negotiating with them
that, if someone could not aVord to pay the bank,
they should not have taken out the loan, but they do
not accept their own responsibility.

Q68 Mr Mudie: What I am saying is at the moment
that bank has legal recourse. Is that breaking down
or something?
Mr Barry: It is not breaking down, it is just that they
are lending to people who cannot pay back, and if
you cannot pay back then no amount of legal action
is going to get you your money back, it is going to be
an expensive course of action for the lending
institution with very little return on that
expenditure.

Q69 Mr Mudie: So they just go for the attachment
to benefit?
Ms Perchard: Yes. On the DWP scheme for
extending the range of debts that people pay directly
from benefits, our understanding was this was
intended to be for third-sector lenders, credit unions
and CDFIs in order to improve the risk profile of
consumers that they did not know so that they were
more likely to lend to them. I sensed there might
have been a mission creep if people are talking about
it being extended to private sector lenders on a larger
scale. Certainly what we have highlighted in our
evidence7 is how, if people are in debt to the bank, if
there is any money in your account they take it for
their debts first anyway, so they have a huge
advantage over other creditors, so I cannot see them
queuing up at DWP’s doors; and many of the wide
variety of other lenders—car finance, secured
lenders—that we know of would not be happy at
getting £2.80 a week for many years from the DWP.
They will send the boys round to get more money
more quickly. This is not really a scheme that is
aimed at them, those sort of raw in tooth and claw
lenders out in the market, it is intended for the credit
unions and the CDFIs, but it is still debatable
whether it is going to yield improvements in
available aVordable credit, which is what it is
intended to do. That is why we highlighted it.

7 Ev 238
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Q70 Chairman: We saw in the newspapers yesterday,
uSwitch.com, the price comparison website, said
that 88% of banks did not do any checks on an
individual’s income.
Ms Perchard: Yes.

Q71 Chairman: Do you think this is a problem? The
issue of data sharing, which we have highlighted
before, saying that we need to action this, do you
think there is a long way to go yet in this data
sharing? Do you think it would help?
Ms Perchard: Yes. I would say that the evidence we
have given you on that group of consumers who are
being lent too much by the mainstream, including
mainstream banks, this issue goes to the heart of it. It
is about matching what you lend somebody and the
repayments to their ability to pay and knowing your
customer. The banks will know what money is
coming into the account, it is just not connecting up
the two bits of information in the corporate brain to
actually make appropriate lending decisions. We
have supported some voluntary initiatives that are
going on to share data across lenders. We think if
that does focus on income data and what people
know about the earnings of customers, that ought to
improve the quality of lending decisions for people
on low incomes.

Q72 Chairman: We know Barclay’s, Egg and the Co-
op have started something, but you need a bigger
scale of things?
Ms Perchard: Yes.

Q73 Sally Keeble: On secured loans, specifically on
right-to-buy properties, are you concerned about the
practices of some organisations, because we all
know there have been those cases where they go
round leafleting the council estates exercising the
right to buy, then the prices rise, and guess who ends
up owning the property or controlling the property.
That is one aspect of it, and the second one: is there
is a list of approved organisations that can provide
mortgages for right-to-buy? Some of those are
obviously organisations that are prepared to provide
loans to, let us say, challenging customers who might
not be able to get through the larger financial
institutions. I know there have been criticisms of
some of the organisations abroad. Do you think that
that list has got the balance right between ensuring
that people who otherwise might not be able to buy
their own homes get access to the financing and
accepting organisations, which do have sometimes
some rather diVerent practices from the
mainstream?
Ms Perchard: To the first part of your question, yes,
we are concerned.

Q74 Sally Keeble: Still?
Ms Perchard: Yes, and we have highlighted secured
lending as being a feature here where really people
are being charged far too much for a secured loan.
One feature of extortionate lending is that you are
being charged too much for the risk you really
represent, and also there is a huge potential for
targeting and exploitation, particularly for loans

that are sold in people’s own homes where undue
pressure may be brought to bear and where loans get
churned from being unsecured to secured, perhaps
with the intention of the company being able to
repossess the property at some point in time and they
clearly know the consumer is on low income.

Q75 Sally Keeble: On the issue of the right-to-buy,
specifically about the right-to-buy diYculties?
Ms Perchard: Yes. I am not briefed on the specific
lenders that you have referred to, but I would be very
happy for us to have a look at the evidence on that.
We would expect that, if they have been vetted to
being given access to that market, somebody is
taking into account whether they have reasonable
and fair lending and debt recovery practices and are
oVering a good deal, because the consumer will
assume that that has happened if they are only able
to use those firms.
Sally Keeble: Perhaps we can just have your
comments on that.8

Q76 Chairman: As you know, the Government
regulated for equity release, not least at the request
of this Committee a few years ago to get it done, to
which they responded equally directly, and the DTI
are responsible for some aspects of secured lending.
Given that we are going to be speaking at a later date
to both the FSA and government departments, is
there a need for further regulation there? I am
mindful, by the way, in relation to equity release,
that it was the industry that was suggesting to us to
get it regulated. Is there a need for a government
FSA to look at that yet?
Mr McAteer: I think there is. I take the point that
many responsible equity release providers did see the
case for good regulation, so fair play to them on
that. As we say in our evidence, we are producing a
policy report on the future of FSA quite soon,
probably some time in the spring, and one of the
things we are struggling with is whether or not the
FSA should take on more responsibility for
regulating debt. Ideally it would be better if it was a
one-stop shop across the whole spectrum of financial
products, but at the moment, given the way the FSA
is structured, we question whether or not the FSA
could cope with that. That is the big problem we
have with that.
Chairman: But there is an issue here of regulation. If
you could send us further information on that, it
would be helpful.9

Q77 Mr Love: Can I go back very briefly to the
question about yesterday’s report that the Chairman
raised, because the quotes in the press say that in one
case a consumer earning less than £10,000 was given
a credit limit of between £10,000 and £12,000, which
I think everyone will agree is outrageous, but the
response that Barclay’s gave as a defence is that they
are now turning down 55% of new applications for
credit. The question then arises, with horrific reports
like that, are we not in danger of the people who are

8 Ev 253
9 Ev 513



3379421001 Page Type [E] 10-11-06 21:07:17 Pag Table: COENEW PPSysB Unit: PAG1

Ev 14 Treasury Committee: Evidence

24 January 2006 Mr Mick McAteer, Ms Teresa Perchard, Mr Mike Barry and Ms Claire Whyley

excluded being even more excluded because of the
banks’ reaction to the publicity given to this type
of report?
Ms Perchard: Last summer there was quite a ripple
running through the financial services industry, the
credit industry anyway, particularly starting with
Barclay’s Barclaycard, where people were concerned
that their bad debt was increasing and they
wondered whether they had actually got the quality
of their lending practices right and whether they had
got the incentives right, and Barclaycard has
certainly shifted to a position where you might pay
lower interest on your credit card if you pay back
more. I suspect that the case you have just
highlighted with Barclay’s is perhaps more a
reflection of a change in the market, more widely,
than a response to yet more research about
responsible or irresponsible lending. In our evidence
we have highlighted a number of cases where it was
incredible to us, and we have many more, where
people on benefits, particularly older people, whose
income is not going to dramatically increase and
probably will decline, can obtain or are oVered very
huge credit card limits or loans from mainstream
banks, and that cannot be in their or the bank’s
interests.
Mr McAteer: We think they seem to be getting the
balance right, because the other defence we often
hear from the banking industry as well is, “It is not
in our interests to over extend debt to people who
cannot aVord to repay”, and technically that maybe
right, but quite often what happens is that they are
locking the stable door after the horse has bolted and
it is the consumer who is left to pick up the pieces.
Again, it is absolutely right that there should be
shared responsibility and people should take
responsibility as well, but we are very concerned that
there are a number of practices and processes that
the banks could improve to ensure that they lend
more fairly and more responsibly.

Q78 Mr Love: Someone mentioned earlier on the
definition of a financial exclusion, those that had
applied and been refused was round about 7.8
million people, but in the Which report you speak
about three diVerent groups. I am particularly
interested in one of them, which is consumers who
are permanently excluded and whose core financial
needs can only be met by state-sponsored and
provided solutions. I would suggest that they are the
non-market segment of consumers. Can Which give
us any idea of the magnitude of that in rough terms
and then go on to tell us what they think those state-
sponsored solutions are?
Mr McAteer: It is very diYcult to pin down precisely
what the numbers are, because it depends how you
define exclusion, it depends what products you are
talking about, but I think the figures in the
Treasury’s financial inclusion report around that 7.8
million do target that particular group. Again, the
point I would stress is that so many of those excluded
groups are concentrated in the most deprived areas,
so it is not always a national problem but it can be
focused in particular local areas, which is why we
think a coordinated approach to tackling exclusion

is needed. What we mean by “alternative solutions”
is that in some cases, when we come to pensions,
there is no alternative; only the state can provide
access to a decent pension for people who can never
aVord to save. I think that is one of the bottom lines.
On other occasions it may well be that the Social
Fund is the only place people can go to get access to
loans, because even with the best will in the world—
I am a board member of a credit union in Hackney—
we cannot lend out unless we have suYcient savings,
and so there is a limit to what alternative solution
credit unions can do. So again, there must be a rule
for the state for meeting the needs of the
permanently excluded in society. I think it very
much depends. It does not always have to be a state-
delivered solution, but there is certainly a case for
the state to underwrite alternative solutions, and I
would like to see the Government do more to help
credit unions and the like to lend out to people who
are more excluded than they are prepared to be
concerned at the moment, because there is a national
constraint to which credit unions can lend, because
we have to build up savings before we can lend out.
I think, whilst the process is simple—it is a simple
balance sheet thing—and we are not churlish, we
have to look after our members savings as well, so
again, there is a need for the Government to look at
more radical solutions to underwrite alternative
delivery.

Q79 Mr Love: Let me just pose for you the thinking
process I am trying to go through. There is a market
sector, there is then, if you like, a sub-market sector,
which is the sub-sector providers, and I will come
back to them. What I am trying to look at very
specifically is the non-market sector, the extent of
that, and to some extent does the Social Fund
address the extent of that non-market sector?
Ms Whyley: No. The 7.8 million were people who
had applied for mainstream credit and been refused,
so that is not a measure of broader financial
exclusion. No, the Social Fund currently cannot
meet the needs of everybody who cannot find other
solutions to credit. I think half of applications at the
moment for budgeting loans are refused. There is a
huge problem of capacity; there is a huge problem of
priorities. It is still a complex system for individuals
to negotiate and for oYcials to administer, even
though there have been steps to simplify it. We
would argue that the Social Fund is not the solution
here. There is clearly a role for the state, there is a
role for state-sponsored interest-free loans, possibly
even small interest-bearing loans, but we would not
argue that the Social Fund is capable or designed to
pick up everybody that is currently outside the
mainstream or the sub-sector market at the moment.

Q80 Mr Love: Perhaps, Teresa, you could comment
on what kinds of households. Who would be the
typical household that should be able to borrow, I
will come on to whether they should be grants or
borrowing in a second, but let us just talk about
borrowing. On what basis, should you be able to
borrow from the Social Fund?
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Ms Perchard: We would like eligibility for Social
Fund borrowing to be extended to a wide range of
households on low incomes, including those who are
working perhaps part-time with support from tax
credits, anybody who is on a low and fixed income
or in a working pattern where their income is usually
low but they might have quite a lot of intermittent
eVects—perhaps they are working temporarily, they
get laid oV, their income goes up and down—
because borrowing for them is not about a holiday
in the Caribbean, it is about smoothing over the ups
and downs of weekly income and budgeting and
essential items, and that should really be where the
Social Fund comes in. It has not perhaps kept pace
with the requirements of its users, and it has not been
aimed at doing that, or kept pace with government
policy, where we are positively encouraging people
to work more and move from benefits into work. It
is diYcult to borrow money to help you with the
things you might need to take up a job—a monthly
season ticketso that your travel cost is lower, suits,
things like that to actually take up and hold down a
job. We would like to see the Social Fund moved
into a more positive constructive approach where it
is perhaps less costly to administer, because there is
less time spent saying, “No”, more time spent
saying, “Yes”, and more positive benefits for
individuals and the public as a result. Alongside
that, the role of grants also needs looking at, because
they are the things which help you, if you are living
on benefits, with lumpy expenditure. We would like
to think you could get a school uniform grant out of
that system, but you cannot. It is those sorts of
things which people are going to have to aVord from
time to time but may not, because they are on
benefits, be expected reasonably to have saved up for
because benefits are at a subsistence level.

Q81 Mr Love: Can I ask you two questions? One
relates to issues that Mr Mudie raised earlier on
about the amount that can be taken from your
benefit in order to pay back loans. Clearly a lot of
people reach the margin and still cannot aVord the
expenses of life. Therefore, a grant would be more
appropriate. What increase in the level of grants do
you think would necessitate addressing that
particular problem? On the other hand, you
mentioned earlier that half of the people get refused
for a loan, yet one suspects that the client group
concerned do not bother going to the Social Fund
because they will probably be turned down a few
times?
Ms Perchard: Yes.

Q82 Mr Love: What is the level of real need out there
that might not be being met by the Social Fund?
Ms Perchard: On the loans side, over £500 million of
the £850 million spent on the Social Fund is put out
in loans, and 93% of that is recovered; so the net
costs of the lending side of the Social Fund are really
quite small. It sounds like an eYcient lending system!
That will change because the Government has
agreed to reduce the amount for debt recovery. The
current max is about 25% of benefit that could go to
repay a Social Fund loan, so, like the banks coming

first, the DWP comes first when it comes to paying
back your debts. Also, the abolition of something
called a “double-debt rule”—which has been a real
reason for refusal—which is that if you already owe
money to the Social Fund and you want to apply
again, the amount that you already owe is doubled
in making the estimate of whether you can aVord to
repay—has acted as a real bar to people being able
to borrow again from the Social Fund, and that rule
is going within this year, so that will increase the
amount of spending on the Social Fund. So the
Government is putting more into access to interest-
free lending for people on benefits, and those things
are good. I think scaling up the unmet need, I do not
have any additional new evidence to oVer on that
other than that which we have provided you with,
but we and other charities have suggested ways that
the grant scheme could be reformed to help families
with a whole series of life event grants that were
more constructive and positive than the current
system. I would be happy to see if we can send you
a further note on that and have a bash at some
estimates, but we are not the only people in
describing the Social Fund as a huge pool of
disappointment. The Social Fund Commissioner
has also expressed great dissatisfaction with the
quality of decision-making and the lack of access to
loans and grants. The picture is improving, but we
would like to see a more fundamental review of the
purpose of the fund, how to make it help more
people more, both on the loans and the grant side,
and how we can deliver it more eVectively: because
the Government, through the Social Fund, is putting
out, I would think, much more than credit unions in
terms of small-scale lending. Five hundred million a
year going out to people is a lot. If you doubled that
and made it more accessible and friendly, that
would help.

Q83 Mr Love: Can I press you on whether there are
any particular reforms. You mentioned the double-
debt rule and they have recently reduced the
repayment rate at 12%. Are there any other specific
changes getting away from increasing overall the
amount?
Ms Perchard: Eligibility about who can apply and
extending the eligibility to a wider range of people
receiving benefit and tax credits is one of the main
changes we would advocate.
Ms Whyley: And the predictability of success,
because people need to have a reasonable
assumption that it is going to be worth the eVort
applying; and if you think that Social Fund loans are
not in eVect loans, they are an advance on income,
and if we treat the Social Fund as something which
could enable people to smooth their income over
time and allow people to be more proactive in their
decisions about that, I think the Social Fund could
work an awful lot better.

Q84 Mr Love: Can I press you on the third sector
lenders now—credit unions have been mentioned,
CDFIs. The National Consumer Council have said
neither have been able to achieve the scale of
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sustainability and professionalism necessary and
therefore the commercial sector has to be part of the
solution. What did you mean by that?
Ms Whyley: I think there is a lot of scope for the
commercial sector to work better in partnership with
the third sector and perhaps to enable them to
benefit from more economies of scale, enable them
to work more eYciently as well as investing funding
in the operation of that sector perhaps in the form of
loan-guarantee funds, or something like that, but I
would see that third sector operating within an
infrastructure that includes the commercial sector
rather than one that runs in parallel to it.
Mr McAteer: Can I come back on something. As I
say, I am one of a group of people who have just set
up a credit union in Hackney. We opened for
business in October last year and we already have
over 500 savings accounts opened; so there is clearly
a demand for credit unions even in places like
Hackney, one of the most deprived boroughs in the
country, but there is an even bigger demand for
loans. My point is that at the moment we cannot
meet the need for those loans. If there were two
things that I would love to see the Government do to
help credit unions, we could give away money in
terms of loans; where there is enough demand for
loans the Government could actually underwrite
some of those loans for us to distribute. I think if
they were to underwrite low-interest rate loans, that
would go a long way to meeting the demand for
loans in places like Hackney, but clearly that would
have to have some kind of government underwriting
across subsidised loans. The second option would be
that Which? is also working with an organisation
called the Consumer Credit Counselling Service to
try and give them access to our content, and so on. I
would love to see the CCCS being able to refer their
clients who are in trouble to credit unions—they
would act as gateway providers to credit unions and
they could administer loans to people who are in
serious emergency trouble—because there are a
number of practical measures the Government
could take to make credit unions work better.

Q85 Mr Love: One of the credit unions said an issue
that would arise from that would be—
Mr McAteer: I do not agree. Where I come from in
Ireland the credit unions are a mainstream rival to
the banks.
Ms Whyley: But the infrastructure subsidy in
Ireland is very diVerent.
Mr McAteer: But they are not poor-man’s banks. I
think it is wrong to try and accuse them of being
poor-man’s banks.
Ms Whyley: Nobody has said that.
Mr Love: Some of years ago there was a proposal to
set up a central services organisation for credit
unions that would have been supported by that
commercial sector. Do you have any responses on
that, and you can tie that into whatever else you
wanted to say?

Q86 Chairman: I think there is a lot of thinking that
has to go on. There are more innovative ways we
could engage the Social Fund with local

organisations. Why do you not put your thinking
hats on and, in response to Andrew’s question, write
into us?10 You want to say something as well?
Ms Perchard: I do, actually. Barclays and the Co-op
are both good examples of ways that the commercial
sector can work with the third sector to help develop
their skills but also their technical capacity, so they
can become a banking partner for those credit
unions that want to join in with it, which is an issue
about the central services organisation, because you
are talking about individual organisations and do
they really want to join in. Barclays has provided a
lot of intellectual and capacity building support to
credit unions, they have also helped with some
research on the eVectiveness or otherwise of loan
guarantee schemes which have been proliferating,
but some credit unions will say, “You might as well
put the money in a bucket outside the front door.”
Unless you give people advice on budgeting and
dealing with their other debts, you might as well just
give it away. So there has to be eVective quality
lending really to be sustaining it.
Ms Whyley: One very quick thing. The £36 million
growth fund that DWP is administering from the
financial inclusion fund is exactly the kind of thing
that Mick has called for to increase the supply of
lending, and I think it is important to see how
successful that is before we actually plough more
government money into that. I think we really need
to see how successful that is in increasing supply.
Ms Perchard: Just on the Social Fund, we have
advocated delivering it outside of the DWP and
looking at other ways of delivering it.

Q87 Chairman: Do you want to join in?
Mr McAteer: No thanks.
Mr Love: Can we take up what you said, Chairman?
Maybe they can put their thinking caps on and let
us know?
Chairman: Yes.

Q88 Mr Newmark: I want to discuss the national
strategy for financial capability, which, I think, is
Teresa and Mike, not to get you too excited. I think
this is a point from SAFE, but the financial
capability sector has been characterised as diverse,
uncoordinated and varying in quality of delivery. Is
this a fair description and in the context of that, is the
FSA the right body to be coordinating work towards
improvements in financial education and in
capability?
Ms Whyley: I think that is a fairly good description
of how the financial capability strategy has
developed. I think one of the key issues in terms of
financial inclusion was it was never clear at the
outset how financial inclusion fitted within the
strategy, and so I think what has happened is that
over time that element has become slightly sidelined,
because the quicker, easier, bigger hits are elsewhere,
and I think that it would have needed a lot stronger
direction in terms of what it was due to deliver on
financial inclusion much earlier to avoid that. I also

10 Ev 254
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think that without a systematic strategy for
implementing financial capability, it will continue to
be fragmented and uneven and quite diYcult to
work out what the benefits of it are because it is not
very clear exactly what is happening at local level. A
lot of it is very diverse. A lot of very good practice is
going on, but it is not part of any coordinated
strategy and so it is very diYcult to see what eVect it
has and to learn from it.

Q89 Mr Newmark: Does the fault lie, in your view,
with the FSA in developing this or does the
responsibility lie elsewhere? EVectively it has been
put into the pocket of the FSA saying, “Here is the
challenge. You get on with it”?
Ms Perchard: Yes. The Financial Services Authority
does have a statutory objective to promote
consumer understanding of the financial system, so
I find it diYcult to argue that it is not their job to be
playing a very prominent role here. We were very
excited about their initiative to try and create a ten-
year plan for financial capability and to bring
together, as they have done, people from
government, people from the public sector, from the
private sector and the voluntary sector to look at
what needs to be done, what would work, for the
first time ever and looking at work with adults as
well as with children. The fact that we are not there
yet, on which point I think there is unanimity across
all of those people who have been involved, I do not
think is a reason to say, “They failed. They are not
the right agency. Let us move on”, because I am not
sure who else could pick it up. They are the only
body that could, if it decided to, actually raise,
through industry levy, substantial funds to invest in
financial capability other than the Government
taxing taxpayers.

Q90 Mr Newmark: I am curious. You think that a
mechanism for achieving this is through some sort of
financial levy, which, I understand, has been ruled
out, and the Chancellor has decided to go down a
track in which he is raiding dormant funds to
eVectively fund this scheme. Your advice to
government would be, “Let us have some form of
financial levy”?
Ms Perchard: I think the issue there is what we need
to do, what works, what does it cost, who should pay
and how do we get the money together? All of those
issues have been under debate in the work we have
all done with the FSA over the past couple of years.
The issue of a levy comes into the debate, goes out
again—I do not think it is ever permanently out of
the debate. As for the use of the dormant accounts,
so far it is not clear that it would be used for financial
capability for people of all ages—perhaps for
younger people, about getting them on to a career
path—but what about the rest and those who are
financially excluded, older people? The question we
need to be asking the FSA strategy in the context of
this inquiry is: “What does your strategy do for
people who are financially excluded?”

Q91 Mr Newmark: Exactly right.
Ms Perchard: Why are they bottom of the priorities
rather than the top? Because they need the most
help.

Q92 Mr Newmark: I am still not clear. You say there
needs to be greater joined up thinking by the various
stakeholders in this process?
Ms Perchard: Yes.

Q93 Mr Newmark: But at the end of the day they are
not getting together to be a talking shop. At the end
of the day it is about delivering this to those who are
excluded in society, and I am still not clear here how
you reach that end game?
Ms Perchard: To be frank, by having the resources
on oVer. Together with many other advice agencies,
Citizens Advice has been very energetically putting
in bids to the DTI for a stake in the £45 million they
are going to spend on money advice. There is
nothing quite like the availability of resources for
getting people together quickly to work out what
they can do and plan services in double quick time.
What we have been doing in the FSA financial
capability strategy is pushing around cold food
about what we could do with no sense of where the
resources might come from, which has, I think,
ossified development, lost people’s attention, when
we are all actually very desperately wanting to do
more in this area. If only the resources were there
and were clearly available, we would go and get them
and deliver on a bigger scale than we are already.
Ms Whyley: I agree with what you said. I do think
the FSA is the organisation that should be doing
this. I think one of the things that went wrong, and
I think it was admirable to construct the strategy as
part of a really wide consultation, but I think with a
consultation that wide you need quite a clear remit
and you need to keep a strong grip on it, and I think
that is the bit that slipped. Then I think we had lots
of working groups all working to slightly diVerent
agendas, and there was not really much of a
backbone to it. In terms of how it could have met the
needs of financially excluded people, it would seem
to me that a strategic way of approaching this would
be to work out what it is that financial capability
means, what skills that incorporates and then look
at how you might deliver it. The first one—“What do
you mean by financial capability?”—would apply to
everybody whether you are financially excluded or
not. The delivery mechanisms will depend on how
connected you are with the market and what your
life experience is and so on, and it would seem to me
that one of the very simplest ways to have addressed
this would have been to pool resources into meeting
the needs of the hardest to reach—that is going to be
your most complex delivery strategy—and then you
can take bits oV it for the people who are much easier
to serve, who are quite happy with the web-based
services, the telephone based services and so on. In
fact what has happened is that we have done it the
other way round—we have said who is the easiest to
meet, how can we reach the most people with the
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least input—and that is how we have ended up so far
from anything that is aimed at people who are
financially excluded.

Q94 Mr Newmark: So it needs to be much more of a
rifle shot towards those who are eVectively most in
need, and you are saying the FSA is the best to take
the lead in ensuring that those who are most
excluded in our society are getting what they should
be getting?
Ms Whyley: I think it is one of the issues in the way
it comes up in the questions on this, because I think
one of the key ways of achieving that is for greater
clarity at the FSA about its responsibility for the
financially excluded and its remit in that area. I had
not realised that that remit was so unclear at the start
of the financial capability strategy, and now I realise
that, either there has been some drift or it was never
clear, I think that is one of the key drawbacks. If the
FSA does not see itself as the key body to ensure that
the financial services industry can meet the needs of
the financially excluded, then I am not surprised
with what has happened with the capability strategy.

Q95 Mr Newmark: A diVerent question now and it is
to do with financial literacy. Citizens Advice say that
many enquiries require their financial advisers to
translate for clients letters and contracts sent out to
them by the financial services industry. There have
been calls for firms to make their communications
and literature easier to understand. Has there been
any response from the industry in this area? This
goes back to the point that I think you made earlier
in this discussion, which has to do with those that are
lending and providing these services to create a very
simple way of communicating, because the people
they are providing these services for, or lending to,
perhaps are not the most sophisticated and you are
almost creating double the work by all the small-
print and caveats, and, therefore, how do we
overcome this sort of problem?
Ms Perchard: It is a long, steep hill to climb. This
Committee has previously had very significant
forays into the world of transparency of consumer
credit information, and we have seen some
improvements as a result of the Committee simply
asking for things to improve and without regulation.
I think we have got a long way to go in terms of really
getting very simple language into information about
financial products and also having the people on the
front-line in firms, particularly over the phone, being
able to explain things simply to consumers who ring
them up. This was highlighted in the work we have
done recently where we have been piloting services
with IFAs to work pro bono with CAB and their
clients and they have said that quite a lot of the
things that bureaus referred to them was to simply
translate letters about pensions and about insurance
products because the consumer could not
understand what it was they had been sent.
Obviously it is in the business interest that you do
not fully understand, but I think businesses need to
make a leap to see that it is in their interests to have
confident consumers who do understand what they
are getting into and that prevents long-term risks

arising down the line—the consumer had no idea
what this product was—and that is where regulation
comes in, perhaps, to reward firms who do take the
right steps to inform their consumers properly and
punish those who do not.
Mr McAteer: Can I make a point about this
education issue? I think everyone supports financial
education and programmes to improve management
of the proceedings—all motherhood and apple pie—
but it is going to take a generation to actually have
this informed power which the FSA dreams about. I
think I have to disagree quite strongly with my
colleagues here about the role of the FSA on this,
because it employs two and a half thousand people,
it is already struggling to deal with the conflicts of
interest between wholesale market regulation and
retail market regulation. I am not sure it can actually
cope with the amount of resources and the amount
of dedicated people who can deliver a financial
education strategy at the time. If it is to be a
dedicated body, I would prefer to see it set up similar
to the financial ombudsman service where it is linked
to the FSA but it is operationally independent. I do
not think the FSA is the best place to deliver this
education strategy. To give you another example on
the issue of literacy and parity in financial
productions and communications and so on, this
Committee has previously recommended that the
industry should create simple risk measures to help
consumers understand the diVerence between simple
products and risky products. Most of the industry
was in favour of developing these common
standards, but it was the FSA itself who refused to
go ahead with developing this common risk
standard because of the dangers to their reputation.

Q96 Mr Newmark: But surely that is an issue of
allocation of resources.
Mr McAteer: Of course it is.

Q97 Mr Newmark: Part of the problem, I believe, the
FSA has is that it is being distracted probably in
areas that it should not be spending as much time
and money. Surely it would be better to reallocate
those resources to protecting the most vulnerable in
our society?
Mr McAteer: I think if you are going to deliver a
proper financial strategy it is a combination of
resources and dedication. I think you are absolutely
right, it needs more resources, and we question
whether or not the FSA can deliver that because of
the other objectives, the other responsibilities, it
currently has. That is why I am suggesting if you
want them to do it properly, you should set it up in
the same way as the financial ombudsman service is
set up, linked to the FSA but operationally
independent. I think that is the only way you are
going to get your bang for your buck.
Mr Newmark: Going back to what Teresa says, it is
not necessarily a generational change, it is actually a
culture change and in order to change that culture it
should be fairly quick, and that just means giving
them direction to create more simplicity and clarity
rather than complexity: because the tendency is that
lawyers get hold of things and one sentence becomes
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a paragraph and then a ten-page book becomes a
250-page document. There is no culture of shrinking
the message and delivery, it is a culture of expanding,
and that is something we need to change.
Susan Kramer: Chairman, could we at some point
take a proper look at this particular set of issues,
because it is very much a subset of what we are
looking at today.
Chairman: What are you talking about?
Susan Kramer: About the role of the FSA and
financial proclivity in this area.
Chairman: That issue is on our agenda, Susan. It is
an example of risk indicators. We want them taken
back because we feel that they are reluctant to move
on that, and also I think there are informal signals
that the FSA do not really feel that financial
proclivity is their responsibility.
Susan Kramer: I found a strong echo with what Mick
was saying.

Q98 Mr Mudie: Further on in the agenda, one of the
questions the brief touches on and I think we might
as well deal with, the FSA said to us, quite
specifically, “We have no explicit statutory
responsibility for financial inclusion, nor is it
included in the principles of good regulation as an
issue to which we formally have regard.” They then
go on to say, “However, we take the issue very
seriously.” Anybody who quotes that as a pre-
runner to “We take it seriously” is telling you how
seriously they take it. Do you think the FSA’s remit
should be changed to include statutory
responsibility for financial improvement?
Mr McAteer: No, I do not.

Q99 Mr Mudie: Not from education?
Mr McAteer: No.

Q100 Mr Mudie: Nor in regulating this retail market
that they should have regard?
Mr McAteer: We do not, for a very simple reason.
Of course, if it became more eYcient, perhaps they
could take it on, but I am worried about the
practicalities of allowing the FSA to have that
responsibility because I seriously do not think they
could cope with that particular objective.

Q101 Mr Mudie: Are you actually saying, though,
that you see the main regulator for retail services and
you see nothing wrong or no need for improvement,
including regard for the poorest customers who have
no access?
Mr McAteer: Hang on a sec.

Q102 Mr Mudie: That is what we are speaking
about.
Mr McAteer: I would argue that the Treasury
should take more responsibility and should be more
interventionist in tackling financial exclusion.
Again, I have to stress this point because when you
think about it, regulation is about two things. It is
about making markets work or else ensuring people
have access. You can have those dual objectives with
the same regulator or you can have a separate
regulator dealing with it. The FSA, believe me, is

already struggling hard enough to make markets
work. I do not think it could actually cope with the
practicalities of absorbing a financial inclusion
objective unless we went back to the original
proposition that people wanted all those years ago,
to have a twin-peaks regulator, a regulator that
looked after wholesale regulation and a regulator
that looked after retail regulation.
Chairman: This is an issue we are going to come back
to. I agree with Mick that if the FSA was responsible
for credit regulations that would increase their client
base fourfold into 100,000. There is a big issue here,
but we will come back to that.

Q103 Lorely Burt: I would like to move it on a little
bit further and talk about access to financial advice.
Ms Perchard: Yes.

Q104 Lorely Burt: There is a group of people, and I
would be interested in your views of exactly who this
group are—they are not the people who are actually
on benefits, and they are not the people to whom
IFAs wish necessarily to spend lots of time filling in
lots and lots of paperwork to sell their products, but
they are people who need good, basic general advice.
Do you see this as an actual group of individuals
who you wish to target?
Mr McAteer: Yes, we do. This is one of the big
public policy challenges that we talk about at the
moment. There is a need for a range of alternative
products where the market can serve, but also there
is a need for alternative sources of advice. When you
think that the actual demand and the need for advice
is growing considerably in the UK, for a number of
reasons, we have the one and a half million over-debt
households, in particular pensions, where employers
are closing down their final salary schemes and so
on, people are desperate for advice on pensions. You
are saying things like the need for emergency advice
on cons and selling scandals. People who are mis-
sold things like endowments, and so on, do not want
to go back to the same people who sold the product
to get more advice on clearing up that issue. To give
an indication again, whenever we did our mortgage
endowment campaign we got over one million visits
to our website, so we think there is evidence of a clear
demand and a clear need for an objective financial
advice network to provide especially that kind of
advice. When you have one million people visiting
the website because they trusted us, I think a lot
more can be done to ensure that people have access
to that advice.

Q105 Lorely Burt: Indeed, and you have proposed
such a network. Can you go into a little bit more
detail on how you see that network operating?
Mr McAteer: We do not see any point in recreating
providers, because, as I mentioned in previous
statements, there is already a huge infrastructure of
providers out there, like credit unions, like advice
centres, and so on, like specialist charities, who
could provide financial advice, but it goes back to
this point that we think that the delivery of that
advice and the funding of that advice is too
fragmented at the moment, where there are a huge



3379421001 Page Type [E] 10-11-06 21:07:17 Pag Table: COENEW PPSysB Unit: PAG1

Ev 20 Treasury Committee: Evidence

24 January 2006 Mr Mick McAteer, Ms Teresa Perchard, Mr Mike Barry and Ms Claire Whyley

number of people doing a great job providing access
to advice—people like the Consumer Credit
Counselling Service that we are working with, and so
on—but we take the view that it would better done if
it was branded under a single entity called National
Financial Advice Network in the same way as the
Community Legal Service is branded for delivery of
access to free legal advice, but the important point is
it needs to be properly resourced: because what
started out in the legal services field as a genuine
eVort to improve access to financial and/or legal
advice, I think has been undermined because the
resources have been taken away from it. Again, it
comes back to the point of better resource, better
delivery. The infrastructure is there to permit access
to that advice. People need to trust the brand if they
are to actually use it, but the need and the demand is
clearly there.

Q106 Lorely Burt: Obviously CAB do a fantastic job
in providing debt advice already. I would be
interested to know what your thoughts are about
whether the CAB should be a vehicle for doing that,
bearing in mind that you are talking about branding,
and people do see the CAB as, sort of, you only go
to the CAB when you are in trouble. What we really
need is a place that you can go for generic advice?
Ms Perchard: Yes.
Mr McAteer: Absolutely. I must admit, I forgot the
survey that has been done previously, but, whenever
we proposed this idea, we did ask people what did
they think about the idea of a branded national
financial advice network. Surveys being surveys, but
certainly the response from the people we did ask
was very positive. They particularly liked the idea of
trust and independence. Being able to go to someone
and get advice from someone who is not trying to sell
you a product is incredibly important. We are
slightly concerned with the emphasis the FSA is
placing on this. They seem to be expecting the
private sector to create a market for generic advice,
and there may be some potential there, but again I
think it comes back to the point about further
additional resources and better coordination of
resources. This is another area where we can see the
market providing that particular kind of advice.

Q107 Lorely Burt: There has got to be something in
it for them in order to motivate them to want to
work with any organisation to provide advice?
Mr McAteer: I think that is right. We were very keen
to try and get a proper pilot study done on this, and
that takes money, but we also believe that this would
be better for the industry itself for a very simple
reason. If you look at the Pensions Commission
Report, when it actually breaks down how much
money the retail sector spends on marketing and
what we call prospecting for new business, because
the conversion rates are so low, there only have to be
one or two or three potential clients but only one of
those clients may end up buying a product, so there
are actually a lot of sunken costs that the industry
uses prospecting for business from people who are
never ever going to buy a financial product; so we

think this network would have consequential
benefits for the private sector as well, it would make
the whole system more eVective.

Q108 Lorely Burt: I want to go on to ask the CAB.
I know you have done some research and a pilot
already, but I also want to ask all of you, if it is not
going to be an IFA, who actually, physically, what
group of individuals do you see in society that we
could call upon to deliver this, like an advice doctor,
like a GP’s surgery?
Ms Perchard: Financial advice. There is a market to
be served. Arguably the distribution systems of large
scale mainstream product providers is not currently
working terribly well anyway, because so many
people do not know how to use advisers, and I think
we need to think about who we are talking about
here in this inquiry—about the financially
excluded—and possibly, let us say, that is about
people who are on the lowest incomes who have the
least sophisticated requirements and experience in
terms of choosing and using financial services. For a
long time people have been looking at the CAB
service and wondering whether we could be the
solution to generic financial advice, especially for
people on the lowest incomes. We might be quite a
good bet. We have got over 3,000 locations we work
from, over 90% of the population know our brand,
we deal with one and a half million benefit enquiries
a year—they are all about money and filling in forms
and advising people face to face—and then there are
1.2 million debt enquiries and lot of budgeting and
income maximising advice, exactly the sort of advice
that people who are financially excluded need. But
we are after-the-event—we are the emergency
room—and we are interested in how we move into
more preventative work. That is why 70 bureaux are
delivering financial education in their communities
finding the resources to do it. But we are not going
to just take it on without the resources to do a
competent job. We did some very good research with
the FSA about this with our advisers and our
clients—our money advisers. We have got loads of
expertise—we have got 16,000 trained volunteers
who know how to give advice on debt. They would
be keen to do more preventative work. They hate the
fact that they are seeing people after it has all gone
wrong when it is harder to resolve, but they do not
want to take it on without the training, the backup
specialist support, and in some cases we would need
paid advisers to give the competent face-to-face
advice we need. The FSA research on Widening the
Scope was very important. But we have also
undertaken a pilot project recently with some IFAs
working pro bono in CAB to see if it might be
possible for us to create a larger scale pro bono
partnership with the IFA sector which would
complement the work that we do in CAB. We have
found that we can do it. We have done a very small-
scale pilot, and we would like to move on to
something large-scale, longer-term where we can test
the churn rate on the IFAs, whether we can really
keep them and what the long-term administrative
challenges are of running that kind of service. So we
are keen to show willing here, but at the end of the
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day, I am sorry to say it, but we do not charge for our
services and if we were going to be a delivery channel
we would need the investment to bring this in. A lot
of our money advice services which deal with debt
after the event are on very short-term funding.
Mike’s funding for his post in Blackpool runs out in
a couple of months’ time. He is funded from the local
housing allowance project. What happens next?
Maybe something will turn up. It is the same all over
the place in our services.

Q109 Lorely Burt: I am sure you are right, and I am
sure that Citizens Advice do a lot of the
Government’s work for them absolutely on a
shoestring, but I am a bit concerned, I think, about
you using your advisers, your debt advisers. Will
these people have the expertise to be able to give the
quality of advice on diVerent types of generic
products, or—you are looking at clarifying pro
bono—would you want to be upscaling the training
of the individual rather than a volunteer who has got
a basic debt adviser? Is there a skills gap there, and,
if you wanted to go ahead, would you address that
skills gap?
Ms Perchard: We think our training is extremely
extensive. It takes about six months before you are
let loose with a client on your own in the CAB, which
is very frustrating for some volunteers because they
want to get going. Our advisers represent people in
court, at tribunals, they deal with more than one
advice area, as generalists. They have got to spot if
you have got a tribunal deadline coming up on an
ET claim and they are liable if they do not. This is
professional advice delivered by a mixture of
volunteers and paid staV. If you are advising people
about court process and what they can and cannot
do with a particular financial product, what the
implications are for dealing with debt, it is not a
world away from helping people with translation,
working out a budget and shopping around for
credit and simple financial products not linked to
sales, and that is what we are talking about. It is
generic advice.
Mr McAteer: Yes, I think it is important to
recognise, certainly what we are talking about when
we are talking about general financial planning, it is
financial health checks and so on, but I think if it
became clear that someone could aVord to buy a
retail financial product, we would expect them to be
referred on to a qualified AIFA in their local area,
and so on. This is not about providing access to free
advice for people who can aVord to pay, this is for
people who cannot aVord to have access to financial
advice. One of the reasons we thought this was
necessary as well was because it is those who are
vulnerable who face the most complex financial
issues. That is the paradox of financial services.
Ms Perchard: It has the biggest impact.
Mr McAteer: Absolutely, and I really do echo
Teresa’s point here. It is the advisers who work in
CAB, who work in advice agencies, and so on, who
are the most skilled, the most dedicated and
probably the best qualified as well in terms of the
range of subjects that they can cover.

Ms Perchard: One of the things that we learnt from
the project we have undertaken and reported on
recently with the IFAs is that the Personal Finance
Society were very strict in that we must have the best
qualified IFAs, the highest standard IFAs, but they
were saying, “Crikey, we did not know about all this
stuV on tax credits. We have learnt something from
working with you. Nobody trained us about this side
of people’s personal finances.” So the assumption
that perhaps we are dealing with the basic stuV and
they are dealing with the complicated stuV maybe
actually is not the case.

Q110 Lorely Burt: I bow to your greater expertise!
Going back to my first question, the group that you
are addressing, who are they? Are they people who
are in some sort of danger of crisis or are they lower
to average type income people?
Mr McAteer: We may have a slightly wider
emphasis when we talk about access to financial
advice, because I think you know there is a group of
people who do need emergency type advice,
particularly with debt problems and so on, but we
stress the point again, we cannot see how the retail
market can provide access to the type of advice that
we are talking about for the mass market; so we
would extend this demand, this need, further up the
income scale to include much of the mass market as
well, because we have looked at the economics and
we simply cannot see how the insurance industry can
provide products and advice to the mass market, and
so we would argue this should go higher than the
more obvious excluded groups.

Q111 Lorely Burt: Who is the mass market?
Mr McAteer: Generally speaking, we would say that
the retail industry struggles to distribute products to
people who earn say £17,000 or £18,000 a year, and
that actually tends to be the medium wage in this
country after tax. The extent of exclusion, what we
emphasise in our introduction, is probably bigger
than the more obvious manifestations of exclusion.
Ms Perchard: In the project we have run with IFAs,
the majority of clients we have referred on to an IFA
were low-income home-owners (over 80% were), the
majority were older and reliant on pension income
alone but were needing to make decisions about
their assets and did not know how to go about it or
they were low-income and reliant on a mixture of
benefits and low-wage incomes. The biggest area of
the enquiry was endowment shortfall, and pension
advice came second, and in both areas helping
people to understand the letters they had was the
biggest area of work.

Q112 Chairman: Before moving on to Peter, clients
that you get coming in, in many cases, need
somebody to negotiate with their creditors because
they are confused and unable to do that. Do you
take them through that? Do you negotiate, firstly,
with their creditors what has got to be paid back?
Mr Barry: Yes, that is a big part of the role of any
debt adviser. The clients that we see come in usually
in debt crisis, drowning in debt, not knowing where
to go and not knowing what options are open; so
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what we do is we go through their financial
circumstances with them. We look at income, we
look at expenditure and we look at the options open
to them. That might include negotiations with
creditors on reduced repayments, equally it might
include individual voluntary arrangements, it might
include bankruptcy, and we would advise them on
the options open in their circumstances and then
help them take that option through to conclusion,
and that does include, in many cases, attempting
negotiations with banks, building societies and other
lenders, yes.

Q113 Sally Keeble: When I was doing my mystery
shopping for a basic bank account for this elderly
relative, I looked at the issue of financial advice, and
some were very good—Abbey and Nationwide were
actually good—but what struck me very much was
that for the financially excluded most of them were
excluded because they were old or disabled or single
parents, there were structural reasons for it. Most of
the places I was going to had no seating, no
carpeting, hard flooring, so it was uncomfortable to
stand, no proper queuing, no space for buggies,
diYcult access because of restricted doors and really
hard to use. It did strike me that if you are going to
talk about advice, even before you get to IFAs and
qualifications, it is the basic issues about providing
advice to people who are financially excluded. I
could not for the life of me understand why people
were being directed to banks when what you are
asking about is forms, and “Can you take it home
and fill it in there and bring it back, “Where do you
send it to?”, et cetera, et cetera, and why it is not a
mainstream function for advice agencies and,
frankly, why the advice agencies have not done it?
Ms Perchard: Have not done?

Q114 Sally Keeble: Have not done the real
packaging of advice for that client group?
Ms Perchard: The prospective pre-shopping advice
rather than after the event emergency crisis advice.

Q115 Sally Keeble: Not crisis, routine advice on
getting access to financial services?
Ms Perchard: We would love to, but there is no
funding for our services to deliver that kind of
service. The pattern of funding for a CAB locally,
and any other similar agency, is a patchwork of
diVerent funders—what the council wants, what the
Legal Services Commission wants.

Q116 Sally Keeble: But you have got the premises?
Ms Perchard: We do, absolutely, but if we are not
delivering the advice, who is? Even if we are
delivering through volunteers, we need to be able to
train them and support them so that, if they are
getting into something that is too complicated, they
have specialist support. We audit and we insure all
the advice for the whole service. We would love to be
doing the sort of advice you are talking about. The
major issue in High Street bank branches is about
privacy, which is extremely oV-putting—the shift to

machines—and if you can wait you do, and even the
customer services bit is not private. If you are being
turned down it is really humiliating.

Q117 Chairman: Is there a case for the Financial
Inclusion Fund to look at that for you?
Ms Perchard: Yes.

Q118 Chairman: It is an open door, is it?
Mr McAteer: Yes, I think that is precisely the kind
of example where we could do a proper pilot study.

Q119 Chairman: Some people have expressed
concern to me that the DTI are a little bit concerned
about the money.
Ms Perchard: It is too late now, but the next
spending review is the key thing. What is going to
happen to the spending? What can it be used for?
Chairman: Hopefully the report will come up with
recommendations.

Q120 Mr Love: The Consumer Credit Counselling
Service, the Finance and Leasing Association and
the CAB and Money Advice, were getting together
to try and find the resources to do this network. How
is it getting on?
Mr McAteer: I am a trustee of that network, what
is called the Consumer Debt Advice Gateway Trust,
and we are certainly trying to work on developing a
single telephone helpline for providing debt advice
where people will ring up a single number and then
they will be directed to whichever participating
organisation has the capacity to provide—.

Q121 Chairman: Could you send us information
on that.
Mr McAteer: Yes, absolutely.11

Q122 Peter Viggers: The Citizens Advice Bureau has
been immensely helpful to a number of my
constituents. I am grateful for that. Can I ask about
savings on those below average incomes? Can people
on low incomes aVord to save and what are the
products that are most suitable for their savings?
Mr McAteer: I think we have done a fairly big
programme of research to try and understand why
people do not save for the future, and so on, and our
research tells us that the main reasons why people
are not saving are basic unaVordability
compounded by the record levels of personal debt
and the housing market, and so on. We think that
the retail sector is cost based and does not allow us
to reach those parts of the market that should be
saving, so there are economic ineYciencies built into
the system. There is a lack of incentive due to the
lower long-term investment returns when you can
get 4.5% from a safe cash ISA account and you only
get 4% from a risky stock market account after
charges, and so on. What is important as well is the
lack of confidence and trust in the providers. Our
surveys tell us only 31% of people trust the financial
industry to run their pension schemes, and they seem
to have lost trust in stock market based products,

11 Not printed.
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and so on, and other riskier products, so I think
there is a combination of factors, there is a
confluence of events which has undermined the
willingness of people to save for the future. It is not
just a single aVordability issue but a confluence of
things.
Ms Whyley: I think it is important to recognise in the
context of financial exclusion or inclusion that
saving means lots of diVerent things, and I think
saving for the future simply is not on the radar of
people who are financially excluded and on very low
incomes, and that is probably quite appropriate. I
think the sort of saving that they are looking to do
is the day to day saving so that they can smooth their
income a bit and, if they are able, putting a little bit
more aside for the rainy day, the new pair of shoes,
something that comes up unexpectedly. There
clearly is an aVordability issue, but I think any of us,
however much we earn, would say we cannot aVord
to save as much as we like, so I think it is important
to unpick that. Where the right interventions have
taken place, it can be as possible for some people
who are currently financially excluded or on low
incomes to save small amounts of money. The credit
union initiatives, for example: people have
discovered that actually, even if it is only a pound a
week or couple of pounds a week, they can aVord to
do that. I think one of the big barriers is the lack of
appropriate products where you can save one pound
a week or two pounds a week or something like that,
and I think, although there is evidence about the
right incentives for encouraging people to save, we
are perhaps not building on them as much as we
could. Clearly the credit union model, where a
pound saved is worth three pounds credit, actually
make a big diVerence when people are weighing up
what to use that pound for. Things like tax
incentives, I think, are just so opaque and they are
not particularly progressive in the benefits that they
oVer for people on the lowest incomes. The other
point I would add is that in terms of freeing up
money for people to save, if we could crack some of
the other problems of financial exclusion, which
means people taking this extra £800 a year of cost,
we are looking at a much greater potential to save
and I think we need to see those things in parallel.

Q123 Peter Viggers: And matched savings schemes
like the Gateway scheme?
Ms Whyley: Yes, because they are simple, they are
easy to communicate, but there is a real tangible
benefit that they oVer to saving rather than
spending, and I think that is all we need. It is a very
simple model but it actually works. I am not sure
why there is any need to go any more complicated
than that.

Q124 Peter Viggers: Now some trenchant criticism
of the FSA and specifically to Mick McAteer. The
savings industry has stated that sometimes
regulation of product sales, whilst designed to help
the consumer, can actually have an adverse impact
on access to financial services, particularly for the

low paid. How sound is that analysis? You have
given us written representation, but if you can briefly
respond?
Mr McAteer: I think regulation can have two
impacts when it comes in for encouraging saving for
the long term. If it is done properly it can promote
confidence in the system and encourage people to
save. We have seen Equitable Life and other
scandals where we think the regulation has failed to
bring confidence, and that has had a detrimental
eVect on individual confidence to save for the future,
but regulation can have another impact on long-
term savings. It can distort the market. We think it
is very unfortunate that the FSA seems to have what
I can only describe as walked into an elephant trap
set by the industry in terms of regulation. When you
actually look at the cost of regulation, for example
the Pensions Commission Report, the Pension
Commissions Report sets out quite clearly how
much money the industry spends on marketing and
administration and compares that with the cost of
regulation, and if you look at the Commission’s
figures, a small proportion of the cost of distributing
products is actually down to regulation. The vast
bulk of the industry’s costs is in the marketing
and prospecting for new business and providing
incentives to sales consultants and staV and so on; so
we do not accept that the cost of regulation per se
is preventing industry from selling to the
Government’s target market, we think the industry
simply cannot serve the Government’s target market
because the economics of access do not allow it. Our
economic monitoring shows us that the industry
would need to be charged about 3% a year to
distribute their annual management charges to sell
to the Government’s target market, so I think this
idea of relaxing rules and regulations preventing the
industry from selling to the Government’s target
market is a smokescreen.

Q125 Peter Viggers: Very good. The basic advice
regime for the sale of stakeholder investment
products in April 2005—do you believe that will
make a contribution?
Mr McAteer: I do not think it is going to make any
diVerence at all, because the economics of the
business means that the industry cannot serve the
lower to middle income consumers, so changing the
regulatory regime is not going to change that
fundamental economic barrier.

Q126 Peter Viggers: You have made representations
to us about RU64. We will not need you to repeat
that again. We have to be quite brief. I just want
to put on the record that you have included
a submission in which you make strong
representations and I invite you just to say a sentence
in conclusion in order to include it in the record?
Mr McAteer: You want me to say a few words.

Q127 Peter Viggers: Just a sentence or two.
Mr McAteer: We think the FSA is about to make
one of gravest regulatory errors since the abolition
of the maximum commission agreement. Abolishing
this very important rule will do two things. It will kill
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oV stakeholder pensions, because even the FSA itself
admits that once it removes this RU64 rule then
prices are likely to rise.
Chairman: I think, as a result of your points, I will
write to the FSA and ask for their views.12

Q128 Peter Viggers: Thank you. As long as that is
on the record. I want to go to something that I have
made scores of tear-stained speeches about, which is
means-testing. We know that many people who
might contemplate larger scale savings are absolute
mugs unless they can save a very substantial amount
of money to get out of the means-testing trap, but the
advice that has been given to us is that means-testing
does not really make much diVerence because people
do not understand about means-testing anyway and
have no intention of saving in the first place. Is there
any evidence that means-testing deters some
consumers on below average incomes from making
long-term provision for their retirement?
Mr McAteer: I think it depends if they understand
the system. We did some focused work with a
focused group of people who are not saving and we
tried to understand what impact means-testing was
having, and, if we concluded that if means-testing
was having an impact on savings behaviour, then
two conditions had to be met. People had to be
thinking about saving and they had to understand
the impact that means-testing would have on their
savings. None of the conditions were met because
they were not even thinking about saving in the first
place and they did not understand the system. We
think it still has an eVect, and it makes it harder for
advisers to provide advice to people on the margins,
but it is not because consumers are exercising the
means-testing. They may think it is a problem, but
once you actually tell them about it—that is the
irony.

Q129 Peter Viggers: It is deeply sad that many
people who do not save at all are better oV than
people who do?
Ms Perchard: The issue we have highlighted in our
evidence relating to this is the treatment of savings
in the benefit system. We see people when they are
confronting the fact that it is assumed that any of
their saving above a certain amount, like £6,000, is
earning a rate of return you could not possibly get
anywhere on the high street, and that is penalising
them totally unfairly for the amount of savings they
have, and, at the very least, the interest rate assumed
on tariV incomes should be in line with what is
reasonably likely to be available in the market, not
twice the Bank of England rate.
Mr Newmark: I gather it is 10.4%, which is absurd.
Chairman: Put that in your submission, please.13

Q130 Mr Mudie: Coming to equity release, it would
be good if you could provide the Committee with
some details of ways that equity release could
alleviate or help financial inclusion amongst the
elderly without the high costs the private sector are
putting on it. There are various schemes going

12 See Ev 311
13 Ev 258

about—I believe you are collating them. It would be
good if we could have them as examples to put to the
Treasury.
Mr McAteer: I should say, we are in the process of
writing that report at the moment. The evidence
needs to be collated and analysed, and so it will not
be ready next week. It may be some time before we
actually have it.
Chairman: It might be helpful to us.
Mr Mudie: It would be very good if you could so we
could include it in the evidence.14

Chairman: For the record, the Financial Inclusion
Fund, concerns have been expressed in submissions
that there is a speed at which the fund has been
allocated and also the short-term nature of the
funding. There are no plans to ensure the services are
delivered at the end of the initiative. I presume you
all share those concerns?
Mr McAteer: Absolutely.

Q131 Chairman: Is there a danger that the fund may
be allocated in geographical areas and that the
provision of credit union and advice services is
already above average rather than seeking to fill the
gap where there is no provision?
Ms Perchard: This is anecdotal, but certainly some
of our managers would feel that in densely
populated urban areas, whilst they may be stretched,
the distribution of the fund for money advice is likely
to favour densely populated urban areas and it will
be quite diYcult to provide services in rural areas out
of the fund. We have, nevertheless, made a national
bid for service provision in rural areas which do not
show up on the map for financial inclusion because
there are not suYcient people living in those areas to
create a darker shaded area, but that does not mean
there is an absence of financial exclusion.
Ms Whyley: I am on the DTI board for
administering part of that fund, the money advice
fund, and obviously in discussions with DWP about
the growth fund. There are eVorts to ensure that the
funding is going to areas where there is not existing
provision. We are trying to take some account of
existing provision. The diYculty is that the
organisations that are going to be best able to make
the most business-like bids are the ones that are
already in existence, and I think that does create a
disadvantage.

Q132 Chairman: We do not have enough
information on the intelligence of financial
inclusion. That is the point. SAFE has told us that
the Financial Inclusion Fund does not appear to fit
into a wider Government funding strategy or link to
funding streams such as the Phoenix Fund. Is that a
concern that you have? Lastly, what they said is that
as diVerent portions of the fund come on line at
diVerent times and are administered by diVerent
government departments, the fund does not support
joined-up provision of services. The issue of joined-
up provision is one that you are looking at?

14 Not printed.



3379421001 Page Type [O] 10-11-06 21:07:17 Pag Table: COENEW PPSysB Unit: PAG1

Treasury Committee: Evidence Ev 25

24 January 2006 Mr Mick McAteer, Ms Teresa Perchard, Mr Mike Barry and Ms Claire Whyley

Ms Perchard: Yes, and particularly partnership
working between credit unions that will receive the
growth fund from the DWP and advice agencies that
will receive the DTI funds because the decisions are
at diVerent times. That is the challenge.

Chairman: This is the first of our evidence sessions in
this inquiry and a huge amount has come up this
morning. What you have provided to us has been
very helpful to us. If you can supplement that with
written evidence to us that would be helpful for us as
a committee to look at the priority areas. Thank you
very much for your time.
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Q133 Chairman: Good morning and welcome to the
evidence session on financial inclusion. Can you
introduce yourselves for the shorthand writer,
please?
Mr Lovell: Certainly. My name is Mark Lovell from
A4e, Group Chief Executive.
Mr Trigg: I am Jon Trigg and I am A4e’s Group
Project Development Director.
Mr Hart: I am Steve Hart, the Regional Service
Delivery Manager.

Q134 Chairman: Welcome to the Committee; we are
delighted to have you all here. Can I ask you to
speak up in your answers because we are a little bit
away from you here? First of all, Mark, could you
tell us about your organisation?
Mr Lovell: Yes, I can give you a bit of background
on us. A4e works across a number of diVerent areas
of government. We deliver business services, we
deliver welfare services and help people back into
work; we are involved in some urgent financial
inclusion and exclusion. We work with the DTI, the
DWP, the Department of Constitutional AVairs,
Sure Start—it is quite broad ranging. Recently it has
been interesting because our work has taken us
overseas to work with governments in the Middle
East, the US and some of the eastern European
countries. So it has been very interesting for us to
compare and contrast the work we are doing in the
UK with government and some of the overseas
work. So I will keep it brief and short and probably
get into some of the detail that the Committee is
interested in.

Q135 Chairman: And you are a not for profit
organisation?
Mr Lovell: No, we are a private sector company.

Q136 Chairman: So how do your services help
promote financial inclusion?
Mr Lovell: For the past 20 years we have been
working in a welfare arena and over the years one of
the key issues that we have noticed to become of
increasing importance in helping people back into
work was around poverty and financial inclusion
and exclusion, so over the past two to three years a
lot of our work has majored on looking at
developing services and support for people in
poverty and people who do not have access to

financial products and services and to begin to
address that gap. And that has taken us into areas of
work with the DWP, the Department for Work and
Pensions, the DTI on debt advice and also the
Department of Constitutional AVairs on debt
advice. It is probably helpful if Jon gives an outline
and précis of precisely what we do.
Mr Trigg: I always say that we got into this via a Bic
biro. At a conference, Mr Chairman, at which you
were the key note speaker, an oYcial from the
Department for Work and Pensions dropped his
pen, I lent him a replacement and over lunch we got
chatting about the work that we did, in particular
with those out of work and about getting them back
into the work arena, and in particular focused on the
financial inclusion issues that they had to become
work ready, to have access to an account and so on,
and access to money advice and get them out of debt
if they were in that situation. That led on to our work
on a payment modernisation programme to support
individuals to access appropriate accounts—and I
stress appropriate, we are not about selling any
particular account over any other. We wanted to
broaden out our work from that because financial
inclusion, as you know well, has many facets to it,
and so that has seen us move very firmly into the area
of debt advice and money advice in general, and so
on to supporting individuals really to control their
cash flow, I think is the best way to look at it. We do
that obviously on a national basis. One of the big
points that I would like to get over is that what we
are able to do is to touch thousands of people; in
terms of direct payment we convert over 100 people
a day, so it is not a small aVair. What we have
increasingly come up against, and so on, is that we
think there is a gap in the service provision at
present, and where there are many organisations
operating at the sector in present and doing some
very good work, and that includes from the public,
the private and the voluntary sector, we just do not
think that the solution is more of the same, and so
on, because this has been going on some time and the
problem is still there and growing.

Q137 Chairman: Your website states that A4e helps
thousands of people back into employment every
year. In order to receive employment assistance
from your organisation is it mandatory for
individuals to hold a bank account?
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Mr Lovell: No.

Q138 Chairman: How do you go about it if they do
not have a bank account?
Mr Lovell: In terms of helping them back into work?

Q139 Chairman: Yes.
Mr Lovell: I think that is where our work on
financial inclusion began, in that in many cases one
of the barriers that some of the people that we work
with face is access to eVective information, advice
and guidance in setting up a bank account. I think
for many years we have delivered services outside the
mainstream financial inclusion agenda; so we have
helped people set up bank accounts simply as part of
what we do. If it was a barrier to helping someone
into work we did it as far as—

Q140 Chairman: What type of bank account do you
help them with?
Mr Lovell: All sorts, whatever is most appropriate
for them. Our experience on that will vary across
the country.

Q141 Chairman: The evidence we have had
regarding basic bank accounts is that it is pretty hard
for people to get basic bank accounts in banks, and
you make it seem very easy, which is good if that is
the case.
Mr Lovell: A lot of our work is about one-to-one
intervention and I think Steve will probably quote a
better example than I would, but if we go down to a
bank with a client and help them open a bank
account it is very easy. If the client themselves—

Q142 Chairman: What I am saying is that that
conflicts with the empirical evidence that we had at
Toynbee Hall this last week, when we went to see
people in Toynbee Hall and the workers who were
helping people, particularly immigrants, coming
into the financial sector, were explaining to us how
hard it was. So your picture is exactly the opposite.
Mr Lovell: There are two aspects to what is diYcult
about it. One is the process of actually being
welcomed into any financial institution, and if an
individual client goes by themselves often I do not
think they are made to feel welcome. The second
layer would be the paperwork and bureaucracy that
is associated with opening a bank account, and on
both of those counts it is a very supportive and
facilitative process that we take people through. It is
highly cost intensive in terms of the way we deliver
it, but a process that you can deliver nonetheless.
Steve can give you a good example.
Mr Hart: If I give you an example. Last week a
gentleman, who was on Job Seeker’s allowance, 35
years old, went into a bank and they told him
because of the amount of income that he was putting
into the account that he would not be able to open
one. One of our advisers decided to go along with the
person and, lo and behold, the bank then decided to
open up a bank account for the individual when we
were explained that we were working with the
Department for Work and Pensions on this.
Another example is a Lloyds TSB bank in West

Bromwich had a banner outside the bank saying that
if you do not have £250 to open an account you will
not be opening an account. Again, we went along
and they were happy to open a bank account for that
individual.
Chairman: Angela Eagle.

Q143 Angela Eagle: Could you take us through, in
your experience, what the basic issues are? Lack of
money, but it sounds to me as though the banks are
welcoming in a corporate way because they have all
told us in their evidence to us that they are pushing
basic bank accounts, but there seems to be a disjunct
between what they say centrally and what actually
happens at the branch level.
Mr Hart: I think that ID is probably one of the
biggest barriers to opening any account and I think
a lot of the banks use that as a reason for individuals
not opening an account. So the sort of support we
can provide for that is duplicate birth certificates, for
example, and the purchase of. If it costs £30 to get
a duplicate it is money that these individuals do not
have. Also, working with Job Centres and so on with
personal identification documents seems to be
another way around it. So I think ID is one of the
biggest barriers and I think it is also used as an
excuse for them not to open bank accounts.

Q144 Angela Eagle: You are semi-confirming from
your anecdotal evidence what I suspected might be
happening, which is although banks think it is good
to publicly say that they are going to be involved in
basic bank accounts they do not find them profitable
and there is a more covert policy down at local
branch level that actually puts people oV. Is this your
basic experience?
Mr Hart: Absolutely. Every day, with the hundreds
of people we are working with.
Mr Lovell: Related to that as well is whether or not
it is covert. Actually there is a big diVerence between
a strategic intent to try and provide financial services
to this client group and the practical barriers to
doing that, because our experience also indicates
that no one bank, financial institution is better than
another; it depends very much on how you are able
to engage at a local level.

Q145 Angela Eagle: So what further action do you
think banks need to take to reduce those barriers at
local level to opening basic bank accounts, assuming
that the goodwill is there and not a covert policy of
barring people at local level, even though they are
saying nice things at national level? What are the
things you think need to change to assist people in
opening bank accounts?
Mr Trigg: I think that they need to convert that
strategic intent into consistency across their
network. The major problem that we find is lack of
consistency. If you have a branch manager in
Sandwell, and what have you, for HSBC, who is very
committed to supporting individuals into accounts
you have struck lucky, and that individual will be
very, very good in supporting their staV in
introducing people to appropriate accounts,
particularly basic bank accounts. But the next-door
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branch of HSBC may be a very, very diVerent story,
and that is one of the huge issues that we have. We
find it is more by omission at bank level, and so on.
So I think they definitely need to work on
consistency, but I do think there is a discussion to be
had around incentivisation of basic bank accounts
and how staV within the banks are incentivised to
open accounts. I would hesitate to go too firmly
down that line because the bottom line is that they
are institutions there for a profit motive to deliver
shareholder value, and, yes, while they do have a
certain responsibility I would not countenance
forcing them to do a lot of activity that would lose
them a lot of money.

Q146 Angela Eagle: Do you think if they allow some
of the 1.9 million households—nearly three million
people who do not have access to bank accounts at
the moment—into the system that they may well
make profits in the medium to long-term since
people very often do not change their banks once
they begin banking, and by definition people who
are opening bank accounts may well go on to get
employment and become quite good customers?
Mr Lovell: I think there is a definite logic to that
point and it is interesting because that is where we
started our discussions a few years ago with the high
street banks, and that was actually around dormant
bank accounts that actively invest some of this into
this service and longer term you will get a pay back
on it. I think part of the diYculty, in response to the
question, is that it almost starts in the middle and it is
presupposing that the basic bank account is the right
financial service and product to support the needs of
this client group, and I think that is almost where the
banks are stumbling because our experience
certainly indicates that a fundamental overhaul is
required to get an appropriate package of financial
services for clients in poverty.

Q147 Angela Eagle: Would you tell us what that
appropriate package might be in your opinion, from
your experiences?
Mr Trigg: I think that we need to look entirely at the
product set that the individuals are. I think there has
been far too much emphasis on trying to shoehorn
this customer base into a high street banking model
that simply does not work for them. The high street
banking model that we have is very lucrative and
highly successful, but if it were going to work for this
section of the market place it would have done it by
now. I think the review has to focus on what
products do these clients need and what do they use
now? And that is that they have a need for a current
account of some type and within that I think there
needs to be some saving structure with an
incentivisation to save so that they can start to build
up assets and have a savings culture. And there needs
to be access to aVordable credit with that. Apart
from that level of services there is not at this stage
need for too much beyond that. The people who we
are looking at, and so on, our customers, do not
want to buy equity bond ISAs; that is not what they
are looking to do. They want some basic products
that do not make them feel diVerent from anybody

else. They do not want to have a card that says, “You
are poor”; that is not it, it is about mixing with
everyone else with the appropriate product set.
There is a lot of talk about aVordable credit in the
market place and whether these individuals should
be borrowing, so I think there is a lot of parochial
comment about that, and so on. The fact is they need
to borrow in small amounts.

Q148 Angela Eagle: For example, clients of yours
might need to borrow to buy clothes to start a job—
very basic things, very small amounts.
Mr Trigg: Yes, they are not looking for £5000 for a
holiday to Florida; they need £250 over six months
to replace a fridge, or even for Christmas.
Mr Hart: Or even £50 to buy a pair of work boots so
that they can actually start work. It is very small.

Q149 Angela Eagle: Do you think on that kind of
small level of borrowing they do not need to pay
large amounts of penalty clauses because often that
happens with people borrowing small amounts and
if they cannot pay back they get into big debt for
very small amounts.
Mr Trigg: Exactly. I think there are a lot of problems
around that in the way that APR is calculated. It can
look on a relatively small amount of money as
though it is a huge APR and so on, but actually when
you look at the amount—borrowing £100 and
paying back in six months £120—it is not a massive
amount in terms of pay back but at APR level it
looks horrendous. But I think there is definitely
room in the market place for more competition to
bring those rates down.

Q150 Angela Eagle: Can I just ask about money
laundering regulations because when we visited
Toynbee Hall we saw them being applied quite
ludicrously in some instances to people. Do you
have any thought on how the demand for personal
identification could be finessed a bit to make it more
practical? You did mention that ID is one of the
biggest issues for your clients trying to access any
kind of account. Do you have any views on how that
might be shifted?
Mr Trigg: It needs to be strongly simplified. At the
moment it is disproportionate for this sector of the
market place, and whilst completely understanding
the need to combat money laundering and so on the
FSA has put out guidelines about what can be
accepted and that is very broad range and so on, but
the fact is that that has not translated down to the
front line in terms of what people can actually show.
The ability to show benefit letters and so on, most
banks would accept that, but their staV do not know
they will accept that and that is a huge issue. So I do
not think that the money laundering regulations per
se is the issue, it is the application of them to the
proportion and manner that is the real issue. I think
we do need to look at specific forms of ID that this
section of the market place would use.
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Q151 Angela Eagle: Such as?
Mr Trigg: It is definitely around oYcials from the
Department for Work and Pensions, Job Centre
Plus and so on, all of that type of identification, most
of which is acceptable to banks and so on, but there
needs to be a re-emphasis that that is acceptable, and
realise that what these individuals are looking to do
is that they are not going to be depositing thousands
and thousands of pounds in the account, and if they
do it throws up every red flag there is in the banking
system. So we need to do away with, at the front line
end with staV, this fear—and I think there is a
genuine fear in bank staV—that if something goes
wrong they will be held accountable, so the easiest
thing is to cut people out.
Mr Lovell: It comes back to the Chair’s point earlier,
which is a few years ago one of the things we started
doing is when you took someone who was not in
work down we got an agreement with a number of
banks actually that a letter from us, because of the
work that we did with government, also was
supportive of ID, particularly for people who had no
fixed address, and that greatly enhanced the process.
But that was a local arrangement, so again it comes
back to the practical application. It is very diVerent
sometimes, I think, to the way that the strategic
intent is interpreted.

Q152 Angela Eagle: One final question: is there a
particular bank or institution that is really good at
this and one that is really bad? Who would you put
at the top of your list and who would you put at
the bottom?
Mr Lovell: Gosh, what a strong question! I am
probably too far away to oVer an opinion.
Mr Hart: Shall I talk from a practical point of view?
From the day-to-day work that our advisers are
doing I honestly cannot say that there is one sitting
at the top of the list. As Jon was saying earlier, you
can go to one bank at the top of the high street and
go to another and you get a completely diVerent
service. So our work on a local level with banks is
really key, it could be HSBC; it could be Lloyds TSB,
so there is no bank in particular.
Angela Eagle: That is very diplomatic.
Chairman: Peter Viggers.

Q153 Peter Viggers: There is undoubtedly a barrier
which prevents a large number of people from taking
out a bank account and it is accepted, I think, that
there are considerable advantages to the individual
if they do take out a bank account, but the kind of
bank account that Jon Trigg has described to us with
current account savings, forms of credit and so on,
is not profitable from the banks’ point of view. It is
a fact that money transfer and current accounts are
not profitable from a bank’s point of view; the bank
needs to sell a whole package in order to get
remunerated.
Mr Trigg: Yes.

Q154 Peter Viggers: So there are a number of models
here. One is the model that we had described to us
last week in the United States by the Citizens Bank,
which gives modest salaries to their employees but

big incentives to encourage the staV to get people
banked. That is one way ahead. Another way that
you have just described is that you go with an
individual to open an account, and that is another
model as it were. And the third model is to tell the
banks that it is going to be profitable for them in the
long run because customers will get to like the banks
and use them. Which of these models do you think
is the right way ahead?
Mr Lovell: Coming back to Angela’s question, if you
broaden the question out to an international basis, I
would say that some of the examples we have seen in
the US and places like South Africa would be
amongst the best and the UK would be amongst the
worst in terms of dealing with this client group.
From the examples that you have just put on the
table it is the package of services which needs to be
delivered by an institution which is committed to
and understands how to deliver its services to this
client group in a profitable way, and I think one of
the challenges that the UK banks face is that their
infrastructure is geared in a certain way to deliver the
service to the customer. If you begin to look overseas
you see that, for example, some of the retail
methodology, as in retail services based on some of
the large outlets, for example in South Africa,
underpin the banking methodology that is delivered
to clients in this market place. So the whole
infrastructure sitting behind the bank is a very
diVerent one to the ones that have grown up in the
UK. So I think if you can get organisations using a
diVerent platform and delivering these services and
you can get a blended portfolio of products that is,
I would say, our favourite solution. I think it is also
not just about the banking product itself, there is
evidence that suggests that once people open a bank
account they will be broadly better oV. Our
experience though is that there is still a lot of work
and we try to focus on this in terms of developing the
consumer skills of the client group that we are
talking about, and that relates to making uniformed
choices and being able to diVerentiate between the
services in the market place, and once you open a
bank account being tutored, supported in a way to
make the best use of both the account and the other
services and products. So if I can give you two quite
specific examples? On our work on direct payment
one of the situations that we have discovered
latterly, when you get down to a smaller and smaller
client group of people who do not have bank
accounts, is that they open it but then, for example,
if they are used to a cash economy they draw all the
money out any direct debits are sent into default and
then they say, “See, bank accounts do not work for
me and it does not help.” And it is an educational
and support process which is vitally important to the
individual. Related to that—and this is where you
see the proliferation of door to door lenders and loan
sharks—it is often a last port of call; whoever knocks
on the door at the time of financial need is where you
channel your attention. So I think there are two
elements to the discussion: one is the range of the
products and services available from the market to
the consumer, but also supporting this consumer
base and making informed choices about where they
use those services eVectively.
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Q155 Peter Viggers: How do you cast out your net
for customers as a company, and how are you
remunerated?
Mr Lovell: It is lots of diVerent ways because we
work with lots of diVerent parts of government. I
think sitting at the core of a lot of the work we do is
a community engagement principle, which is getting
into the local communities. So whether it is welfare
work that we are doing on the financial inclusion
agenda or business support we are out in these
disadvantaged areas securing the customer base.
That is not just our direct work; I think one of the
things that we have learnt over the years and is
vitally important is that you engage with those
stakeholders in the community who are trusted
sources of information to the client base. So, for
example, with many of the diVerent faith sectors we
work with local faith leaders who will support and
encourage people to participate in activities—it is
not just a direct onslaught.

Q156 Peter Viggers: Do you charge the people you
advise on a commercial basis or are you subsidised?
Mr Lovell: Most of our work is funded via
government in terms of public sector contracts.
Mr Hart: Can I also pick up on the home visit aspect
which you have just covered? Lloyds TSB, going
back to the question asked before, have home visit
oYcers. If you look at the loan shark they actually
knock on people’s doors because a lot of people that
they are targeting will actually be in their own home,
so Lloyds TSB, for example, are working with
customers in their home, in particular incapacity
benefit customers and people with disabilities who
are homebound. So it is good to see that is
happening. Our home visit team that is actually out
and about now is very, very successful.

Q157 Peter Viggers: Is that thought to be
commercial by them?
Mr Hart: From the customer that we are going in
to see?

Q158 Peter Viggers: Does Lloyds TSB think that it
is cost eVective to have home visits?
Mr Hart: Yes, I believe they do.
Chairman: Susan Kramer.

Q159 Susan Kramer: Can I just follow up on this
with one more question because the organisational
structure which you are starting to hint around is
interesting? When we were in the United States we
saw the examples of community development banks
which make this their exclusive client base, if you
like, and they are very successful in penetrating it.
Also the community banking movement here in the
UK has proposed that banks should start looking at,
say, a shared facility where they bring credit unions
or community development funds or whatever,
other groups, into the same physical building to
provide a group that is much more targeted at these
kinds of individuals. Looking at those kinds of
examples do you have some thoughts on what would
be your ideal blueprint?

Mr Lovell: Yes, I think that is probably heading in
the right direction in terms of our experience. I think
one of the key challenges in the UK—to broaden out
the point before specifically responding—is that the
join-up between private sector, public sector and the
voluntary community sector is critical to address
financial inclusion/exclusion, and I think that at the
moment that is still very, very fragmented. There is
evidence of it beginning to happen but I think that
you often find banks are unwilling to engage with the
community banks; community finance initiatives
sometimes are very focused on their vision and their
mandate and want to focus on that to the exclusion
of all else. So the joins which you have described are
quite hard in practical terms sometimes to bring
about. The key to me in the point that you made—
and I think it is critical, and you are right—is about
the service facility being in the heart of the
community and being available and accessible, and
that then relates to the service. If you walk in and,
for example, if I am illiterate and I walk in and I am
faced by a barrage of paper it does not matter where
it is because I am still predisposed to walk out. But
if I walk in and the process takes account of my
particular needs as a consumer then that engages me
and that keeps me there and I think that is where the
type of engagement that you are talking about and
the co-location works very well because you have
that support facility on hand.

Q160 Susan Kramer: Ironically, as you will be well
aware, just over four million people who probably
fall into this client group who were oVered the
opportunity to take up Post OYce card accounts
have done so, well above the government’s
expectation of the numbers who would choose this
route rather than a basic bank account or a current
account. Can you help me think through why the
Post OYce card account has been so attractive and
the take-up so high?
Mr Trigg: I think there are a whole host of issues,
probably the foremost of which is that for a lot of
individuals who have opened those accounts it is in
the belief that by doing so they demonstrate support
for the Post OYce network. For them that means
their local Post OYce, and that by doing so it will
stay open and will continue to be ever thus, and they
feel that very, very strongly. It is also because what
we find with customers a lot is that they do not want
to change their pattern; they have a pattern, which is
that they will go to the same place on the same day
to do the same thing. So drawing their pension or
benefit or whatever from the Post OYce now by a
card account is as much a social interaction as
anything else because they will meet their friends
there and they will go on and have a cup of tea at
somebody’s house or whatever. So we find that it is
very much a social interaction and that is why they
are doing it. There have been some instances as well
of Post OYces—and it is definitely not oYcial Post
OYce policy—saying, “If you do not receive a Post
OYce card account your local branch will close,”
and there have been quite a few instances of that,
which is obviously inappropriate. I think that is why
there has been a very high take-up.
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Mr Hart: We have actually done a lot of work with
Post OYces and what we are finding is that a lot of
the people, particularly pensioners, who are opening
Post OYce card accounts are opening it for exactly
that reason, which is to support the Post OYce, but
they are not actually following it through and
picking up the card. So there are hundreds of Post
OYce card account cards sat in Post OYces where
the individuals are still cashing their exception
cheques. We also have an example, I was talking to
a pensioner the other day who literally went to the
Post OYce to cash her cheque, took the cash out,
went next door to the Lloyds TSB and actually
banked it in there, when in fact she could actually
have banked it within the Post OYce through the
bank, which is supporting the Post OYce. So it is
around that education of the products and services
that are available from the Post OYce.
Mr Lovell: I think another reason for its success—
and I think this was in the narrative from one of the
previous evidence sessions—is that it is one of the
few products, even though it is quite a job to get
through the application process, that has literature
available which says, “This is how it can help you.”
I think in a previous session somebody said they
went into a bank and could not find anything; it was
not freely available. So I think that also helps
because people look at it and it rings true to people.

Q161 Susan Kramer: From your experience has the
Post OYce card account acted as a sort of stepping
stone, taking people into other financial services, or
do they get the account and that is the end of the
story and there is no engagement more broadly?
Mr Hart: I think it has acted as a stepping-stone and,
again, I think it is an education thing. With our work
with the POCA to Bank pilot that we are working
on, the pilot project, it is around that education.
Again, going back to that pensioner it would be easy
to sit and talk with that pensioner and talk her
through the products that are available through the
Post OYce. They are in huge support to the Post
OYce and I believe it is a stepping-stone, and I think
you will find that a lot of people will continue to use
the Post OYce but using banking services.
Mr Lovell: I think the other fact that we would like
to explore on that through the pilot that Steve
referenced is I get a sense that there will be a
diVerence in terms of the demographic of Post OYce
card account holders, so it may well be that it is a
stepping stone for a certain proportion of POCA
account holders whereas for others, where there is a
diVerent motivation, for example, if it is supporting
keeping your local Post OYce open, for some of
those clients there was a diVerent motivation for
participating in the first place. So it will be
interesting to evaluate that.

Q162 Susan Kramer: As you know, the Post OYce
card account, the contract is up for renewal in 2010
and the indication is that there will not be a renewal
and we now understand that they are going to start
on a trial phasing out the Post OYce card account
much earlier. What do you think should be
happening with that account? Should it be retained,

should it go and how should the government handle
the decision if it does decide that it is not going to
support this?
Mr Trigg: I think we definitely need to declare an
interest here in that obviously we are one of the
organisations that is carrying out a pilot to support
individuals to convert from POCA to another
account.
Chairman: We are coming on to this at a later time
anyway, and there is an issue of cost here that the
government says £1 per transaction compared to a
penny per transaction of banks, so there is a big issue
and we will look at that another time. So, given our
interest in that I think we have to pass on.

Q163 Susan Kramer: You are basically saying that
your role is piloting the conversion so you do not
want to comment on whether or not it is
appropriate.
Mr Trigg: I am happy to comment on it.

Q164 Susan Kramer: Then perhaps you could just
wrap into that what role you would see the Post
OYce on an ongoing basis in the whole financial
inclusion picture?
Mr Lovell: I speak at this distance from the Post
OYce. My understanding from the work that our
teams have been dealing with with the Post OYce is
that they have quite a firm strategy in terms of where
they want to take their financial products and
services, which will include some of the POCA client
group, and my understanding is that they have quite
a focused proportion of that client group where they
can see moving them on. I think in terms of
suitability of product my view would be that there is
a need for an evolution, and it comes back to the
point that ideally I think there needs to be a better
portfolio of financial services to support this client
group. The POCA I think addresses some of the
baseline issues and it is the same question really as is
a basic bank account fit for purpose? Actually
opening a basic account for a client is not the
solution; I think we need to be a little bit more
broad-based in our thinking and have that range of
services available. The anecdotal evidence again
from some clients would be that there are a variety
of reasons, obviously as you will know, why people
do not have a bank account. For some people it is
that they have selected no longer to have a bank
account because the challenge on those tough days
when they have no money and that credit card
application landing through from their bank that is
so easy to fill in and gives them money, which they
know they will not be able to control themselves and
not spend, will be something that they will just want
to cut out. We talked to the banks about a very
simple process that would be do not include any of
that literature for some clients. It could be
administratively quite a simple thing to do but in
practice again a very diYcult thing to do because
people will vote with their feet by saying, “I will not
have a bank account.” So I think there is a much
more challenging range of issues to address that
encompasses what POCA does and what basic bank
accounts do in the broader financial services.
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Q165 Mr Newmark: I live in an area that is semi-
rural and many of the most financially excluded tend
to be pensioners and poor people living in rural
areas. What we have faced is a significant closure of
Post OYces in our area; so, given that there are no
banking facilities and no post oYces, how do we deal
with that big issue for two-thirds of the country,
which is eVectively rural?
Mr Lovell: One of the solutions that we have been
looking at from overseas—and this will be the wrong
title—it is essentially “bank in a boot”. Because it is
based on a diVerent technology platform you can
take services out in a mobile way to communities. So
that is one solution, probably outwith some of the
existing banking infrastructure. Related to that I
think it comes back to Susan’s point, which is
around also the co-location of diVerent
organisations; it is about organisations dropping
their boundaries and saying, “We need to hub
services here,” and I think for rural communities it
is a particularly important issue. I do not think there
is the will at the moment between public, private and
voluntary to make that happen, but I think it is
essential if we are going to tackle it.
Chairman: David Gauke.

Q166 Mr Gauke: Looking at competition within the
sub-prime lending market, you have mentioned in
your submission that competition has failed to drive
down costs and improve services. Can I ask you
what the evidence is to support that assertion? Also,
what can we do to improve conditions and what are
the barriers to competition in this area?
Mr Trigg: My issue, if I can broaden that out a bit,
is that I have never heard sub-prime used anywhere
apart from with livestock and this market place, and
that is an issue because it is a perception of where
these individuals are and their value in the market
place. The people who operate in this sub-prime
market at present, it is pretty much a closed market
because the really big players in terms of the high
street banks to all intents and purposes have
withdrawn. They may operate in that market
through some subsidiaries—the Black Horse for
Lloyds TSB, et cetera, is an example—but really that
market place has been allowed to operate without
new players and new entrants for some time.

Q167 Mr Gauke: Why have the major players
withdrawn from this market? Is it reputation or is
it risk?
Mr Trigg: A lot is reputation, and so on. There are
consistent stories flashed across the Daily Mail of
individuals being given inappropriate credit and
someone getting themselves in horrendous debt and
granny somewhere having her toaster repossessed by
the bank and so on, and that does not look good,
absolutely, and banks do not want to be in that
market place, they do not want to be perceived in
that way. I think there are some false perceptions as
well around the market place in that they believe that
the risk factor on defaulting payments is very, very
high. I think that is so in the way that it is done at
present but, again, from overseas models and so on
in market places where, because of the legacy they

have, they do not even have the legal structures in
place to enable it to go down a legal route if people
default, and their repayment rates are very, very high
indeed. So I think it is a false perception that if you
lend to this sector of the market place they do pay
back. I think that they do pay back because if they
do not they do not have access to any other credit;
there is nowhere else to go. In fact, I would say that it
is probably the educated middle classes who default
more because everyone is going to lend them money.
No one is going to lend this sector of the market
place money so they have to stay on good relations
with who is providing that access in the market
place.
Mr Lovell: I think the other issue related to customer
engagement is that for a number of years I do not
think the main banks have necessarily addressed this
market, and that does not go unnoticed by the
market. There is an oft-quoted one that I saw in the
Press a couple of years ago, that one of the high
street banks stuck a note in the window and said,
“We will give you £5 if you just walk through the
door” and over a week no one walked in, not one
single person. That is an indication of trust, and part
of the diYculty is that as the high street banks turn
around and say, “Okay, we will see what we can do
in this market place,” actually if you have lost the
faith and the trust of your consumer base it is a
tough thing to do, so you have to demonstrate that
through behaviour and that can take time to build.
Coming back to the point of competition, in simple
terms one of the examples that we looked at overseas
was the analysis that has been done in a number of
areas is that it is not actually APR or the interest
charges that are the critical components for this
client group, it is actually the repayment and
transparency. I think transparency is a big word for
us to use in the UK because it is very hard to look
like for like across community finance, credit unions,
banks and credit cards. So what they did is in
launching a banking service which took on high
street banks in their country—and they were scoVed
and mocked by the high street banks in that, “You
will never create a market by working with this client
group”—in the past six years they have reduced by
a third their interest charges because they started
with a small client group and it is a commercial
proposition and they have reduced it, but they have
used the new technology platform to drive it
forward. I would look for evidence to me that
suggests that in the UK, for example, we have
eVective competition that is driving those levels
down, and I do not see it here.

Q168 Mr Gauke: Which countries are they where
this is the position?
Mr Lovell: We have looked in the US and we have
also looked in South Africa as two key areas. The
South African models for us were interesting
because you were talking of people in rural
communities, isolated communities with no banking
services, so the whole engagement process was
completely a diVerent approach, and that is why
they are using the retail methodology—went straight
to chip and pin, did not have a cheque book, the
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process of opening an account is that you are in and
half an hour later you are back out again and there is
no detailed assessment, but they use the technology
underpinning it a really creative and inventive way.
And they also use facilities that people are used to.
So on mobile phone technology—and Jon and I
have talked about this before—if people are illiterate
and have trouble signing their name cheque books
were not a great thing for them, so now we have to
look at technology and say, “Actually are there ways
in which we can overcome 50 or 60 years of a
banking methodology?” People are pretty sweet on
using a mobile telephone and if you can do your
transactions through that vehicle then it is a very
appropriate mechanism. So we just need to shake up
the debate a little bit, and I think that is one of the
challenges in the UK.

Q169 Mr Gauke: Is there anything that government
could be doing in this area, or is it something that
you see to be led by the banks and other financial
institutions?
Mr Lovell: No, I think that government—as you are
doing today—needs to force the pace from the
discussion. I think if it is left to the commercial sector
to do it it probably will not get done, and that is why
I also come back to I think it requires a much better
integration between public, private and the
voluntary community sector to address this issue.
The other point that we come back to, is if you look
at the poverty ridden areas in the UK over the past
100 years have those locations changed? Has that
significantly changed in terms of where we are? So
that the things that we are doing—and it is not just
about this, it is about health, it is about jobs—is not
a simple issue to tackle, but I think you can break it
down into some component parts and begin to
measure your progress, and I think it is right that
these questions are being asked. Joining up the
strategy is the tough one and at the moment I would
say it is quite fragmented in terms of the way that
government approaches it.
Chairman: That is an issue that has come out before
in the evidence. Susan, do you want to put one more
question on this?

Q170 Susan Kramer: Again, when we were in the
United States the banks looked at us, both the
community development banks and the small banks
that work in this market place, as though we were
mad when we talked about sub-prime lending
because the notion was that either they lent you
money, in which case it was at a rate pretty much the
same rate as anybody else, or they did not lend you
money. Do you think that has to be an essential
element to this, the notion that you price it up is not
the way to go with this and it has to be opening it up?
Mr Lovell: We have wrestled with that intellectual
debate a lot and I think it probably depends on the
way the constituent parties are joining their thinking
together. If we were to do it on a purely commercial
basis, using the South African example, you would
come in at a high rate as you build up your customer
base—it is the mechanics of it. If someone can put
more capital in here you can reduce it and our ideal

would be, let us start at exactly the same rate. The
challenge in the UK is—and my understanding is
that the Ministers, you guys are wrestling with this
in the same way—that if this is where the loan shark
is and this is where unscrupulous door to door—my
personal favourite—debt consolidation agencies
begins to sit, and this is where the banks are, and
then we have this big gap that no one is addressing,
if we are going to do it we are going to come in here.
If we did it with some government support we can
squeeze that down because the more capital you put
in the lower you put your interest charges, but you
have to understand the mechanics and it comes
down to the fundamental basis of the way you
deliver the service. I think it requires competitors
who are thoroughly focused on this market place to
the exclusion of all else because this is their client
group and as they develop the products and services
the high street banks will say, “Actually we like a bit
of that, we can see a way of doing that,” and you will
get more competition, they will come to the market.
But it is a really challenging process that the entry
point and the starting point is going to be
challenging for people. You have to set out an
agenda that says, “Over a decade we are going to get
it down to here,” and you have to be measured on
that and you have to live to it. Again, we tend to talk
about the interest charges applied to these things
rather than the broader financial service and
products and the savings products that Jon outlined,
for example, and the models that we have looked at
and liked is that they pay double base rate on your
savings account but cap the amount that you can
spend so that you do not have a load of middle level
earners dumping a load of money in. So it also
addresses the money laundering issues. But you have
your holiday savings, you have your repayments on
the car, you have your cooker savings, and it is a
really eVective model designed for these clients.

Q171 Kerry McCarthy: In terms of providing
aVordable loans to people it seems that basically
there are three diVerent routes that people would go
down. One is relying on mainstream banking; the
other is the credit union, community development
financial institutions sector; and the other one is
looking to the social fund. I know there has been
criticism that there is just not enough money in the
social fund, but to what extent, if the market
develops in the way that you would like it to, and the
credit union sector develops as well, is there still a
role for the social fund?
Mr Lovell: My personal opinion is yes, and it is
interesting because I had a discussion with a senior
member in DWP a couple of weeks ago on this. I
think the criticism of the social fund is valid in many
respects and some good observations have been
made about how it needs to improve. I think
sometimes we tend to miss out that it also provides
a safety net which is sometimes the alternative to
going to see the loan shark. So it is a crisis
proposition. I think it is a very important part of the
way in which we take our social responsibility
seriously in the UK, and sometimes that is missed
out in the debate. I think there is a role for the social
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fund but, as with some of the other areas we have
discussed, it needs to be re-engineered. My
understanding is that that is currently happening
and thought processes are looking at it. I also think
that there is a role—and I understand this is also
being considered—where you merge the social fund
with what would notionally be called private equity
to develop the type of stepping-stone principle that
we just talked about, to move people into financial
services. So I think again the debate seems to be
heading in the right direction and I think there is an
important role there. If you could make it almost
like a revolving facility that tops up it will reduce the
dependence of government input, and I think that is
doable. I say that without a calculator in front of me,
and all the complex things that we need to go
through to do it, but I think there is a theme and a
thought there.

Q172 Kerry McCarthy: I know that the DWP and
the Treasury have decided for the growth fund where
money is going to be put—about £36m or so is going
to be put through credit unions and other financial
institutions. Is that a good way of using the resources
or would it be better to use those resources to just
bump up the money that is available through the
social fund?
Mr Lovell: It is a loaded question that one, is it not?
because it gives me two options in which to go? They
are probably achieving diVerent things, so I think it
is right to test the things that the financial inclusion
fund is testing, because I do not think at the moment
we have enough evidence or enough solutions on the
table to say what is the right approach. So I think the
financial inclusion fund is definitely being used
sensibly to look at that. I think one of the challenges
in it from our perspective—and we are involved in a
number of diVerent directions with diVerent
government departments—is that it is quite
fragmented and consequently maybe we are losing
the impact of the investment, given the level of
investment. However, I think that is also, as I have
stated, a necessary part of beginning to learn how to
use it more eVectively. I do not think it will be the
solution to kind of wrap it into the social fund and
do more with it, but I think on of the back of
evaluating what we have learned there is a broader
review of how we tackle financial inclusion. Our
experience is that lots of diVerent government
departments are doing lots of diVerent things. I
think it is within the DTI that a lot of loan shark
activities are focused—there was a £2m project in
Aston, I think it was, Birmingham. As you begin to
look around—and no doubt this will be picked up in
the comprehensive Spending Review—if you could
wrap your arms around all of that activity, resource
and finance and bring it together and marshal it then
we would have greater impact, but these are diYcult
things that government do.

Q173 Kerry McCarthy: Is there also greater scope
for merging the advice on financial services and the
loans that are available with closer working with
people who administer the benefits system? It seems
to me that if you are going to move towards a

situation where the private sector is more involved in
issuing what are basically safety net loans then there
needs to be a greater understanding of people’s
situations, if you are talking about people who are
dependent on the welfare system. Do you think there
is scope?
Mr Lovell: That probably needs exploring. I think it
is a good question and I probably do not have an
answer to that. I think the challenge of the social
fund at the moment in the way that it is administered
is also that it sits out with the type of integration that
you are talking about. In practical terms, though,
people who are administering many of the welfare
services and benefits services also have a range of
other challenging issues to address. So it becomes
quite a diYcult balance because you do need a core
of expertise and knowledge. I think the co-location
point is perhaps more relevant as to who delivers it—
I am not sure yet, and we will find out.

Q174 Kerry McCarthy: One of the examples I am
thinking of, which is not particularly in the context
of people who are on benefits but I guess could be
relevant, is that when we were in the US last week
there was some discussion about what I think are
called payday loans or pay cheque loans where fairly
disreputable companies will charge exorbitant
interest just on very short-term loans to tide people
over until payday, and the more established CDFIs
we were talking to wanted to step into that market
of very short-term lending. That is something where
I guess in some ways it is even more relevant to
people who are on benefits because they are going to
be struggling even more to tide themselves over until
the next benefits cheque comes through, or
particularly if there is a delay in receiving their
benefits. So is that something where you think there
might be a role for the market to step in?
Mr Lovell: Yes, I think it would. I think the
challenging thing about looking at the US versus the
UK is that the US welfare system is more about
welfare administration, so the responsibilities and
activities placed upon an individual in working in
that system are more about managing the welfare
payments and making sure they are appropriate.
What we do with our welfare system and the staV
who are involved in this is actually to focus more on
the job creation element of it because it is inexorably
linked into our welfare to work strategy. The US has
a much more entrepreneurial based economy which
drives growth and so they rely upon that with their
welfare service providers, focusing on the money
management and the benefits activity, which I guess
is where I come back to the kind of role that you
would be stretching someone within our system to
cope with so much, and asking a lot of them unless
we redefine the role. So perhaps the introduction of
private and voluntary sector organisations into that
environment, co-locating them—hopefully some of
the Job Centres are still in existence in some of the
rural areas, although some of them are being cut
back—there is something to be done there, but it is
going to require flexibility and responsiveness on the
ground, which I think in this debate is something
which is often the reason why things are not
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working. We can have a principle and a strategy but
actually how you apply it on the ground is the
challenging bit.

Q175 Mr Fallon: You have referred to the various
diVerent bits of government activity around the
various departments. How well integrated are the
financial education programmes with mainstream
programmes like the New Deal?
Mr Lovell: There is more work to be done, to give
you another diplomatic answer on that one. I think
one of the reasons why we changed the focus—or I
am keen to change the focus, I am not sure we have
achieved it yet, so it is another challenge for us—
from financial education is that if you walk into
many of the disadvantaged areas where our oYces
are located and say, “Would you like to come and
join my financial educational and literacy training
programme?” you can see the tumbleweed and the
dust as people scoot out. When you begin to say to
them, “Actually we have a really good consumer
here and are you interested in buying an iPod on
ebay? Do you want to know how to buy a plane
ticket for £1?” and you begin to talk about how you
might apply this knowledge, it is a diVerent
approach. It is a very good question because I think
a lot of this activity sits out with a lot of the broader
areas of intervention and structure. So the best
providers will integrate it but I think it is not
necessarily built into the framework that we apply.

Q176 Mr Fallon: What changes would you like to
see to other programmes like the Basic Skills
Assessments?
Mr Lovell: I think they need to take account of the
reality that people face day to day in their lives. The
challenge with doing things like this is that you have
to take an abstract education and training approach.
The skill is then adapting that to meet the needs of
your customer group, and you need to put these
programmes in the context of people’s daily lives,
and I think that is where we are failing, and I think
that is also a job for organisations like ours to be
clever about the way we make that linkage.

Q177 Lorely Burt: Continuing on with financial
education and access to financial advice, SAFE has
described the financial capability sector as “diverse,
uncoordinated and varying in quality of delivery”;
do you think that is a fair description?
Mr Lovell: I would say probably yes.
Mr Trigg: I would say that they have absolutely hit
the nail on the head with that one. It is the one sector
that everybody is struggling with as to when is it
most appropriate to have an intervention and what
that intervention should look like? I think there is an
issue with language and the point that Mark made
that if you call anything financial literacy, and so on,
the individual facing you will say, “What, do you
think I am illiterate?” and you have lost them from
that moment. There is no join-up and we are doing
a programme ourselves, supported by Halifax Bank
of Scotland and the MoneyHelp Programme and
that has been very, very successful; but it is now
trying to link up with a financial capability

framework and all of the new work in terms of
NVQs and so on, and it is a bit of a mess really, if I
can say that. Everyone is trying to operate in it and
it is quite crowded, but there is not a strong
framework of operation.

Q178 Lorely Burt: The FSA has put forward a
financial capability strategy. Do you think that
properly encompasses everybody that it needs to
cover?
Mr Lovell: The diYculty with the strategy is that it
is coming out of what is a regulatory body, which is
appropriate in some respects but then—and we are
going to sound as if we are on a stuck record here—it
is practical application, it is application of common
sense. I think in the very broadest terms it says that
these are the issues that we need to be addressed. I
think there is a challenge for the organisations
working in this market place to better align
themselves to respond to that challenge, and being
asked questions and being encouraged to do it is a
good way of starting them to move in that direction.
I think the high level of visibility on financial
inclusion as an agenda item will begin to move it in
the right direction, but it will take time; it requires a
lot of coordination and I do not think there is
necessarily a solution yet to see how that strategy can
be applied.

Q179 Lorely Burt: Do you think it will cover
everybody that needs to be covered?
Mr Hart: I think it probably will, but I still puzzle
over that responsibility of the FSA in terms of
looking after financial capability sitting with its
primary role of supervision and regulation, and if I
am struggling with it I think the FSA probably is as
well, and so I would be more concerned about where
their focus is and do we want the organisation to
focus on regulation in the financial services sector or
do we want it to have a broader role? I am yet to be
convinced it should be the latter.
Mr Lovell: It relates back to the Member’s point that
DfES have led on some of this and indeed we wrap
into a bit of their programmes, and now the FSA has
published a strategy, so I think everyone is willing,
wanting to move it forward but we do not
necessarily have that coordination and join-up yet.

Q180 Lorely Burt: Can I come back to MoneyHelp
as well? There has been a pilot scheme, and you
thought it was encouraging. Do you think it is
feasible to extend that on a nationwide basis?
Mr Hart: Yes. It was always the intention that if the
pilot was successful we would like to extend it
further on a national basis, and what we wanted to
do was to move it out from the home areas where it
is sitting now to a much broader-based programme
that encompasses areas of rural financial exclusion,
all the major cities, extension into Wales and so on,
where it is not operating at present. It is resourcing,
as is always the issue. That is supported by Halifax
Bank of Scotland as part of their programme and so
on, and of course they have indicated strongly that
they want to support that expansion but I think we
both have an interest in saying, okay, who else can
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be brought to the party? It is a very good partnership
between diVerent parts of the private sector to
deliver a much needed programme to this sector, but
we are interested in saying who else can we bring in?
We do not want to go alone in that regard and so on;
it is bringing in other partners and leveraging in
other funding so that we get some commonality
across the sector. I hesitate to say, it is not
competition—I am all for diversity of the sector if it
is competition, but at the moment it is not, it is just
diverse and I think that detracts from the sector’s
impact.

Q181 Lorely Burt: Finally, I wanted to ask you
about financial advice for this sector. How do you
feel we might be able to extend the network of
financial advice assistance to people in this sector?
Mr Hart: I think there has to be a fundamental
proportionality of financial advice. All the issues
around money laundering, fraud, the avoidance of
mis-selling and so on has had the definite inadvertent
eVect of pricing financial advice out of a large section
of the population—they just cannot access it. So the
intent was absolutely correct to get away from the
mis-selling nightmares that we have had over the
past five, 10 years, and it has had that eVect; so the
man from the Pru going around and selling his cheap
policies and so on has gone to a large extent. So we
need to look at proportionality of advice and there
needs to be a lot of de-mystification about what
advice is appropriate because again it relates back to
the money laundering regulations and impact that it
has on the frontline bank staV—everyone is scared
to death of getting it wrong; you get it wrong and
they are in all sorts of trouble. So that needs to be de-
mystified and I think we need to move to a generic
easy piece of advice that sits firmly for this customer
group, because the fact of the matter is that the needs
of financial advice at the moment do not sit well with
this customer base. That does not mean that they
should not be covered and they should not be
protected, of course, but it has to be proportional so
that they can actually be covered because at the
moment they are covered by default in terms that
they cannot access it.

Q182 Lorely Burt: We spoke to the Citizens’ Advice
Bureau the other week and they were quite keen to
take on this as an additional role to their current
portfolio because they do a lot in the field of debt
type of advice already. Do you have any thoughts
on that?
Mr Lovell: I know it is under discussion and it is a
discussion that we have had with CAB that it is
definitely an area to extend their level of
intervention. I think the other thing that is
important is that the target mark, our client group
here is going to go to diVerent trusted sources so the
extension of this through CAB will hit a proportion
of people, but there are places where CAB does not
operate. So I think it needs a number of operators
making those services available. And just one quick
point, there are three levels to this. There is one:
recognition and acceptance by the individual that
they need financial advice; the second one is a

willingness to engage with it; and the third one is the
quality and appropriateness of it, and there are a lot
of people at diVerent stages of that process.

Q183 Mr Love: We have talked a lot about joined-
up government and about the roles of the voluntary,
private and other sectors. What discussions are
going on between your organisation and others? I
am very well aware that Citizens’ Advice are
speaking to the Financial and Leasing Association
and are speaking to the Credit Counselling Service
and are speaking to various others, Which?
Magazine and others, about setting up a national
network of advice. It just seems to me that everyone
needs to come together here. I know that the fund is
putting some money into this area, but what
prospect do we have that all of your organisations
that are working in this area will come up with a
solution that provides a comprehensive programme
of advice across the country?
Mr Lovell: I think that is a very good analysis
characterised by many bilateral discussions. I think
there are two aspects of that. The first is the
willingness of the participants to have this discussion
amongst themselves. I think this applies to private,
public and voluntary sector communities. They tend
sometimes to be quite parochial because they see
themselves as coming at the issue from a diVerent
direction, so the key issue for me is to recognise that
they have a common agenda item in the middle and
to harness their activities. I think there is evidence of
that. The work the Select Committee is doing is
forcing the pace on that dialogue and discussion. No
one has the right solution. There is no one
organisational sector that has that. The second point
is that—and I am hopeful that we will reach the level
of joined-up activity that you are talking about—
many of these things have occurred underneath the
radar. What is happening at the moment in the type
of stuV that is going on through the broader
application of the Financial Inclusion/Exclusion
agenda is that it is becoming much more visible and I
think provided there is a willingness of parties to say,
“Actually, you are well-advanced on that, I will
focus my attention on this over here on this area
where I have become much more advanced”, you
just begin to see evidence of that type of activity
beginning in the market place. We are still, I would
say, two or three years away from being anywhere
near the joined-up level you are talking about. We
can improve the pace of that, but it will be tough.

Q184 Mr Love: Could the fund be doing more? As I
understand it, £45 million has been given to the DTI
to increase the provision of face-to-face money
advice. Could that be more eVectively used to create
this network?
Mr Trigg: I think yes is the answer. We have a
particular issue with it in that obviously we would
like to be involved more in this sector but as a for-
profit organisation we are disqualified from
accessing the Fund, which is a huge issue now.
Thankfully, we have a not-for-profit foundation
that we have put into this funding round but we have
been excluded from all of the Financial Inclusion
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Fund monies apart from the Legal Services
Commission pot, which is the smallest. That is
because we are a for-profit organisation and that is
a concern to us. We say how can we therefore
contribute and add value to the sector when we are
excluded?
Mr Lovell: We are probably quite unique in that
whilst we are a for-profit business the majority of our
work is with the public sector. That is very good
articulation of that broader debate that is going to
require all the sectors to join up. Specifically on the
Financial Inclusion Fund, there is an issue about
taking the learning from it and joining that up again
because I can see how using diVerent government
departments is an eVective element in support but
what I do not see at the moment is how that is going
to be drawn back together and how we will have
sustainable services on the back of it. That is not
visible to me. That is where I will certainly be asking
the questions.
Chairman: Jim?

Q185 Jim Cousins: A constituent came to me who
was one of your clients, a New Deal person, and he
had with him a pack which you had issued him with.
It was a DWP-branded pack so I am not entirely
clear whether it was your pack or the DWP’s, but it
was entirely devoted—and it was a fairly substantial
pack—to the issue of getting your benefits paid
through a bank account and its advantages. There
was not a word about the other issues you have been
talking about. Why would that be?
Mr Lovell: Good question.

Q186 Jim Cousins: There was nothing about
aVordable credit, there was nothing about financial
education or advice, there was nothing about
savings, there was nothing about any of the other
issues you were talking about.
Mr Lovell: It was a DWP and A4e-branded thing or
just a DWP-branded thing?

Q187 Jim Cousins: Frankly, I am not clear about
that. The perception of the constituent was that it
was coming from Action for Employment but that
perception may not have been correct. Are you
routinely handing out these packs?
Mr Lovell: No, I do not think we will be. Without the
specifics if I can give a high-level overview. I think
one of the challenges that we face is that we have got
a responsibility that we deliver a wide range of
diVerent types of services, and it comes back to the
point about joined-up that we were talking about. In
some areas we are only contracted to deliver certain
services and certain information sources. One of our
challenges has been trying to make sure that in every
location we are making available the full spectrum of
all the issues that we are talking about. That is one
of the issues that comes back to Jon’s point about
resourcing and how we work with diVerent
departments or agencies.

Q188 Jim Cousins: Do forgive me for saying so but
that suggests that you are not very joined-up
yourselves. Can I just be clear about this. Is the

DWP paying you money? Is there a contractual
relationship in some form to push these packs which
are solely devoted to the issue of getting your
benefits paid through a bank account and nothing
else?
Mr Lovell: No, there will not be. The work Steve has
described is around helping people who do not have
a bank account make an appropriate and informed
choice as to what financial services and products
would support them, and that includes elements of
financial education, it would include POCA as a
suitable vehicle for doing that. I would be curious, as
you are, about why an individual has only one facet
of the information that we are talking about.

Q189 Jim Cousins: Can I put the question to you
another way then. Does the DWP ask you to make
sure that your clients are signed up to bank accounts
for the purpose of paying their benefits?
Mr Trigg: No.
Mr Lovell: No.

Q190 Jim Cousins: It does not?
Mr Hart: Our advisers today working with our
customers are giving the full portfolio, including
credit unions, post oYce card accounts, bank
accounts, basic bank accounts, current accounts, so
they are giving them the full portfolio and then it is
down to the individual to make that choice.

Q191 Jim Cousins: This portfolio that you are
handing out?
Mr Hart: No, we solely deal face-to-face with
customers so we are not handing out a portfolio of
information. We are dealing face-to-face with
customers.

Q192 Jim Cousins: Let us keep this very simple. I am
referred to Action for Employment by Jobcentre
Plus, which is how this constituent of mine had his
contact with you. What do you then do just
routinely, normally, without extra funny projects
funded by God knows who? What do you routinely
and normally do for that person in terms of financial
advice and financial education?
Mr Lovell: If it were through the New Deal, which is
the way your constituent was referred, then we are
not funded to provide any support on financial
literacy education on inclusion. It is does not form a
part of the core oVering of New Deal so our main
focus is helping the individual back into work. What
we do as an organisation is have a range of
additional services that help people deal with
whatever barriers they face in getting back into
work. In some areas of the country it will be around
financial inclusion, in some areas it will be drug
rehab and homelessness.

Q193 Jim Cousins: Yes, so as part of the New Deal
service that you were contracted to provide by DWP
there is no financial advice or education component?
Mr Lovell: There is not a mandated element of
financial advice and information as part of the
delivery of New Deal. Most providers will
incorporate that in a non-joined up way.
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Jim Cousins: Thank you.
Chairman: On the work that you do with the DWP,
maybe on a confidential basis, you could send us
information on the contracts you have with them
and what they are worth. I think that would be
helpful for us.15 Brooks?

Q194 Mr Newmark: I am focusing a bit more on
savings. What are the main barriers to savings for
people on below average incomes? In particular, is
there any evidence that means testing of benefits or
pensions deters people on below average earnings
from saving adequately?
Mr Lovell: Good question.
Mr Trigg: I think the evidence we have is anecdotal
and Steve can probably give you more. One of the
major issues that our customers have is available
products. Where can they put money in because the
amounts that they are looking at it are small? They
are not going to be able to deposit £1,000, £2,000 or
£5,000 and leave that for five years. We find it is
more around availability of products for this set of
customers. They just do not have access to it.

Q195 Mr Newmark: That is coming from the supply
side. On the demand side my question is more
focused on the mechanisms from government which
seem to be influencing people’s decisions on whether
to save or not. For example, the process of means
testing seems in some cases to be a disincentive for
people to save.
Mr Trigg: From a practical perspective it is not
something that we come up against a lot. Our
customers do not refer that to us. That does not
mean necessarily that issue is not there but in our
interactions with them they are not referring to mean
testing as an issue.
Mr Lovell: I think there is a broader issue on that as
well and it was something that the Chief Executive
of one of the South African banks commented on in
his very powerful statement. It is around changing
the behaviours of the client group that you are
working with. That was the longer term aspiration of
their bank. The tag line he tends to use is “Save for
crises; borrow to invest”. That is the type of
behavioural change, whereas what we tend to do is
borrow for crises. I think the whole savings agenda
is probably clouded by some of the mechanisms and
incentives that are trying to be put in place whereas
we probably need a clearer discussion and debate for
people in poverty on low income who do not have
access to financial services how we encourage
appropriate and good and prudent behaviour in
management of finances.

Q196 Mr Newmark: It tends to be at that fulcrum
where people feel that they are making an attempt to
save and as soon as they have a little bit of capital
built up the Government then says, “Sorry, we are
either reducing or stopping your benefits”, and that
seems to be a concern and hurdle. I am not sure how
we get over that but that seems to be an issue. If we
can just turn to the Savings Gateway. This seems to

15 Not printed.

have helped introduce the principle of savings to
many who have little or no knowledge of longer term
savings. Given that the Savings Gateway is still in its
pilot phase, do you have any concerns at this stage?
Mr Trigg: I think we have had quite a lot of
interaction with the Savings Gateway and we very
much support the principle of a variety of diVerent
models to incentivise the savings culture. The issue
that concerns us is targeting. My own postcode is
one of the latest pilots and I was sent a pack and I
would love to open an account, it is free money, that
is great, but why am I receiving a pack, and in terms
of individuals who are seeking to access the Savings
Gateway I would perhaps question and like to see
the data when it comes out about what is the profile
of individuals who actually use it and so on. There is
a broader point here that goes out to products such
as the Child Trust Fund and so on, and all of these
very positive initiatives to generate savings and
allow individuals to accumulate assets, about who is
actually setting these accounts up. Perhaps it is not
going to those it is targeted most at. Again, I would
be interested to see what HMRC comes out with on
the data set as to who the profiles are of who is
opening accounts and those for whom the HMRC
has to open accounts for the Child Trust Fund, what
is their profile. I would not be surprised in the least
if they are concentrated in the most deprived wards.
Mr Lovell: Our concern is that we are perhaps not
getting to the hardest to reach and the most
disadvantaged. It is a good initiative but we still need
to focus on that area.

Q197 Mr Newmark: In order to tackle low levels of
saving amongst those on low incomes, how
appropriate is the credit union model whereby a
pound saves is worth three pounds’ credit in future?
Mr Trigg: I think it is a very good model and credit
unions do a tremendous amount with their customer
sectors. I perhaps have an issue in terms of setting
the model in terms of banks that have that model.
You do not have to put in a pound of savings to be
allowed to borrow, so is there an issue with this
section of the population being treated diVerently? I
think there is and so we need to look at that. I do not
gainsay the credit union model, I think it has a
definite place but I think there is room for other
models within that.
Mr Lovell: It probably goes back to the point I
mentioned earlier about changing the behaviours
and making sure that what it is doing is encouraging
the appropriate behaviour. If you then use that to
create more debt that is obviously not helpful. I
think the credit unions are usually very strong in
having that local focus and mandate for supporting
and encouraging the activity within their
geographical area in terms of the way they work. It is
making sure the model is applied on a more broader-
based basis. You have got to make sure that you are
getting the appropriate and right behaviours.

Q198 Mr Newmark: If you can indulge me for one
minute, Chairman, I just want to go back to the
discussion on credit and people’s ability to borrow.
In chapter four of this document Promoting
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Financial Inclusion, December 2004, they were
touching on a linkage between those who have
genuine swings in their needs for money and trying
to link it with the benefit system. One issue which
you did sort of touch on is the high cost of borrowing
eVectively oV market, that when you go to a loan
shark or some of the higher ones there are very high
interest rates. However, those on benefits, by
definition, have some level of quality earnings
stream that a lender can rely upon in some way, so
is there any way that we can have a much greater
formal linkage between benefits and helping those
who genuinely have ups and downs in their
borrowing needs and in their trough around
Christmas time or New Year they can get access to
money but at a very low interest because it is linked
to their benefits and the benefit itself is backed by the
Government and therefore Government interest
rates, by definition, are very low and therefore
reducing the amount that borrowers are having to
pay at all by having a more formal link? We have not
had any discussions on that.
Mr Lovell: Our thought is that is absolutely a strong
model. As I mentioned earlier, two weeks ago was
the first indication I saw that the DWP was exploring
ways of actually achieving that. I think that is the
right direction to travel. I think the model you
describe would be a very, very suitable idea.
Chairman: Angela?

Q199 Angela Eagle: I just wanted to pick up Mr
Lovell on an aside he made earlier about his
“favourite” organisations which were debt
consolidation companies. Do you want to share with
us some of the experiences of your clients with these
types of organisations? Just give us an insight?
Mr Lovell: It is anecdotal and you are right to pick
me up on it in my being slightly flippant. The
challenge for me is where—and I have been involved
in this for 15 years and Jim Cousin’s point is a valid
one because it is a lot for us to try and join up a
number of diVerent areas of government—we are
challenged by working in only one area in how we
tend to work on programmes like New Deal. One of
the issues that I come across time and time again is
that you help someone into work, they are delighted,
you see them two months later when they have come
back in, and the one that always hangs in my
memory (well, there are two) was talking about how
they had managed to reduce their monthly
outgoings through debt consolidation agencies but
the financial product they had signed up to was just
outrageous. As we began to explore that and asked
the question in terms of some of our clients coming
back in and the way they were managing their
finances, it became a very significant area. It is also
the gap that Jon talked about with the regulations,
the way they advertise on Sky TV, if you look at the
way the products are portrayed, and to a customer
group which I think sometimes lacks some of the
support, education and training that many people in
this room would have been party to to enable them
to make good, strong financial decisions, and they
are not equipped to make strong decisions, I think.

Q200 Angela Eagle: Do you remember the
circumstance? What was the interest rate? What was
the amount of money they were going to have to pay
out on a debt?
Mr Lovell: The focus was on the outgoings. If I
remember correctly, they had reduced their
outgoings from over £400 a month to below £250, I
think. So for them they were absolutely delighted. It
was only when we began to explore how that
repayment worked and how much more it would
cost—
Mr Trigg:—For the rest of their life.
Mr Lovell: For them and their sons and daughters.

Q201 Angela Eagle: It was really that bad?
Mr Lovell: It was that bad. It has moved on because
the regulation process has become tighter, but it is
such an attractive proposition for many of our
clients. It is still on the radio and TV adverts and
they are still very, very appealing.

Q202 Angela Eagle: Do you think there is a role for
some kind of stronger regulation on that kind of
contract or do you think the answer is all about
education?
Mr Lovell: I think it is both.
Angela Eagle: Thank you.
Chairman: Peter?

Q203 Peter Viggers: In your submission you
describe the Government’s approach to tackling
financial inclusion as being “disturbingly
fragmented”. How do you see the role of the
Financial Inclusion Taskforce? Do you feel it is
eVective in its role having been launched a year ago?
Mr Lovell: I think, as I referenced on join up, what
it has done is bring a number of constituent parties
who are working in this area into one another’s
radar and visibility, so I think that is very helpful. I
think it is stimulating debate on creating solutions. I
do not think we have yet got an oVer or an approach
which will tackle the levels of financial exclusion. So
I think it is early days but my broad response is yes,
I think it is helpful and I think it is a helpful move
forward.
Mr Trigg: I would be interested to see how it evolves
over the next year or so, how broad will it become or
will it evolve so that it becomes a forum of the same
old faces, which I think would be my concern. I think
there is a broader point around that fragmentation
in where does the Taskforce sit in relation to
Treasury’s role, to DWP’s role, to DTI’s role, to
FSA’s role, and so on. I am not clear on where that
all joins and how it works together. I would be
fascinated to see how the Taskforce does within that
framework, if they can put more structure around
that.

Q204 Peter Viggers: Its role of course is advisory on
the distribution of the £120 million fund. It has a
specific role to advise on access to banking, access to
aVordable credit and access to free face-to-face
money advice. Would it have been sensible to
include access to savings or promotion of savings, do
you think? Have you any comment on its role?
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Mr Trigg: I think that can be eVectively covered over
access to banking and so on. It would always be a
political decision whether it would want to be given
that emphasis. I think whatever the terminology
within that, access to savings is a huge part of it and
it is definitely not one to be left on the side. How you
roll it out in terms of those three needs, I think it
covers all three to that extent.

Q205 Chairman: There has been a view given to us
that perhaps the DTI is not the best body to
distribute this money.
Mr Trigg: For the debt advice side and so on?

Q206 Chairman: Yes.
Mr Trigg: I would say that again from a broad
perspective our concern is perhaps not specifically
with the DTI but the fragmentation of the Fund as
a whole. Whether the DTI is the right body I think
is not a comment; it is where it sits.
Chairman: Sally?

Q207 Ms Keeble: I just wanted to ask a bit about the
asset base for the most financially excluded. There
was discussion some years ago, arising out of our
2001 Election Manifesto, about the possibility of
providing people with an equity stake in their
council properties and talk about structuring
housing benefit so that an element of it could be
transferred into a stake in the property. Do you
think that there is merit in looking at providing an
asset base for the financially excluded as a way of
engaging them in the mainstream?
Mr Lovell: From my personal perspective I would
say yes. One of the driving forces to the work that we
do—and my interest in some of this is over the past
few years we have seen a rise in the mean or average
level of wealth for individuals in the UK but what we
have not seen is a closing of the gap between that and
the most disadvantaged. If anything, I get the sense
that is widening and if we begin to look at that in the
context of the asset base I think that is something
that needs to be addressed. I think it is very diYcult
to address. It relates also to the point about financial
education, whether people believe that that is for
them.

Q208 Ms Keeble: Do you think it would be worth re-
visiting that whole debate? It is a very diYcult one
because you are talking about the transfer largely of
public assets for people who do not have earned
income.
Mr Lovell: I had a discussion on this with someone
the other day. I quite often hear in diVerent places in
the UK and outside about generational
unemployment. What I do not tend to hear about is
generational poverty. It is a necessary and diYcult
debate. It is like the point if we look back 100 years
at some of the disadvantaged areas to see whether
that has changed significantly. I think that is the only
way to tackle that.

Q209 Ms Keeble: A lot of our discussion and a lot of
the submissions we have had in talking about
financial inclusion look at the diVerent products,

frankly, basic bank accounts et cetera, whereas in
retail banking people talk quite a lot about the
people who are financially excluded and will talk
about the whys and will talk about the diVerent
problems which put them where they are. I
wondered what your observations were on that. You
have talked about pensioners and you have talked
about people with long-term illnesses. Is this an
undiVerentiated mass or are there particular issues
that aVect particular people within that?
Mr Lovell: I think there are particular issues that
aVect people in very diVerent ways. There is also the
example in which people deselect to use bank
accounts for personal budgetary. What would your
experience be, Steve?
Mr Hart: I think certainly a lot of people shy away
from bank accounts because of the debt they are in.
They are worried about their income going into the
bank and being sucked up. We come across a lot of
people who would just prefer to deal in cash. That is
what they have always done, again going back to the
problem with the education and the way of doing
things. We have come across pensioners, for
example, who have had £10,000 in cash sat in their
houses because they have not put it anywhere. I
think going back to an earlier discussion, it is around
education, it is around visiting people. Our work on
direct payment has been an example of this where
originally we were looking at going into libraries,
community centres, even bingo halls where
pensioners were and going along there to talk to
them about products that we can oVer. That is not
where we actually integrate with these people. The
bulk of the people are sat in their home
marginalised, they do not speak to people week-on-
week. An excellent example is an individual we
spoke to last week in Birmingham, a 56-year-old guy
who lives in a sixth-floor flat who did not set foot
outside the front of his door.

Q210 Ms Keeble: If I can just come back on that
though. Do we not need to look at, bearing in mind
that these are often hard-to-reach communities,
diVerent strategies to tackle the financial exclusion
that they experience? For example, Lloyd’s TSB in
my area had to deal with a lot of people coming in
from Poland and quite often people in that situation
are amongst the financially excluded so they had the
very, I suppose, obvious strategy (but perhaps one
other people had not thought of) of employing
someone who spoke Polish to provide advice in the
bank on a Saturday morning. Do we not have to
look at who the financially excluded are and then
work it out how you are going to tackle the
exclusion?
Mr Lovell: Absolutely.
Mr Trigg: The general point is there is definitely a
profile trace which the financially excluded have,
whether it is pensioners on the minimum income
guarantee, individuals who are long-term
unemployed, lone parents, people in the most
economically deprived wards, individuals from the
black and minority ethnic communities and so on.
There tends to be a profile but the grouping itself is
actually quite dynamic. I notice this was referenced
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in your last hearing and so it is absolutely true.
People do move in and out. There is, if you like, a
hard core of those financially excluded (a lot of
whom are self excluded) at the margins, and they are
big margins. They are people moving in and out over
a lifetime. They may be excluded for a variety of
reasons when they are younger and so on and then
they go through a specific programme, they are into
employment, they get a bank account, use it,
appreciate it, they then take on simple financial
products and then they are into the financial
mainstream. Then a life event further down the line
knocks them oV course and they will have to start
again. So I very much see the point in terms of
diVerent strategies for diVerent groups. This is a role
in terms of where competition can play a part in
comparability because if you can put in a model that
is profitable to the section of the market place it
tends to make people really think about how they are
going to market to each group and in that sense to
see what strategy to employ to get them as
customers.
Mr Lovell: This is one of the strengths of the
community finance organisations and it is the way
we tend to talk about it. We are also interested in the
approach of the Bank of South Africa which is
recruiting from the demographic clients it serves.
You are right, some of the commercial organisations
do not tend to do that. It comes back also to the
principle of the way that you deliver the technology
and processes is by simplifying it. You go out into a
group demographically and say there is a bank clerk
in a high street bank. I think you are absolutely right.
It is a critical issue on two counts. It is vitally
important for the individual to engage with someone
that they feel they can trust and has experience of
them. Our other experience of it is that many people
feel alone and isolated and that the services and
products really do not suit their individual
circumstances. There is a core of issues where it is
similar to other people on the periphery and to try
and challenge the way you describe it is the way to
go, but it is very diYcult to deliver in practice.
Mr Hart: Our direct payment advisers in the West
Midlands, for example, were recruited solely from
within the community and so they are able to speak
nine, ten, 12 diVerent languages and it proved very
successful in the early days. In addition to that in the
Welsh Valleys we have Welsh speakers doing some
work with the Legal Services Commission,
providing debt advice and benefit welfare advice in
the Valleys where they speak Welsh, so we employ
people who can work with those communities, and
it works very well.

Q211 Mr Todd: You have already commented on
the fact that the Financial Inclusion Fund only
marginally is available to for-profit organisations
like yourselves. Could you expand a little on your
thinking about the gap that that may provide in its
usefulness?
Mr Lovell: I think it comes back to the broad point
that I am still firmly of the personal belief that what
is required is a better working relationship between
public and private and voluntary sector community

organisations in this sector. I think the potential gap
is that we lose the opportunity for learning and
experimenting with diVerent ways of engagement or
service delivery, and one of the things that we see
about the Financial Inclusion Fund is a tendency to
extend the number of existing activities, and I think
it is good to extend the breadth and range of those,
but perhaps at the moment we are not really testing
new ways of addressing the challenges. That tends to
be an area where there is more scope for
improvement.

Q212 Mr Todd: Because the focus is very firmly on
not-for-profit organisations and mutual models of
that kind. Is that something that you have
communicated your feelings about and other for-
profit organisations have as well?
Mr Lovell: Yes, we have communicated those
feelings and I think in broad terms they have been
listened to. As with any of these things, the
Government needs to make an investment choice
about where it wishes to put some of the funding in
order to improve the level of service. I think in terms
of taking a sustainable model forward I am not yet
convinced that we have got the model right, but not
many organisation who are for profit necessarily
have the social approach which we do as an
organisation and nor do some of these organisations
operate in this field who are for profit. It is
challenging when you have spent lots of time trying
to engage with banks for example when we feel we
have perhaps not got as far as we need to so we need
to try something diVerent.

Q213 Mr Todd: To a reasonably experienced eye,
one might think that the Financial Inclusion Fund
contained a number of useful initiatives by diVerent
government departments with diVerent timescales
which someone had conveniently put into one
document and said, “This is a Financial Inclusion
Fund.” It appears somewhat incoherent and there
does not seem to be a very obvious reporting
framework for the interactions between those
funding approaches and the various entities that
drive them to produce something which tells us what
has been achieved.
Mr Lovell: I would agree with that. I think it is the
point that I was making earlier. I can see why it has
been pushed but I do not see how it is going to be
drawn back together and how that is going to be
disseminated or provide a strategy for the future.

Q214 Mr Todd: Can I just explore the reporting
framework. Has there been any reporting
framework for the Financial Inclusion Fund as a
whole, to your knowledge?
Mr Lovell: I think the LSC have a reporting
framework.

Q215 Mr Todd: So in other words, you have
highlighted one bit of it that has said something?
Mr Lovell: My experience of both the DWP and the
DTI has been that there will be a reporting
framework back into the department. If I
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understand your question correctly, there is not a
reporting framework back up again in order to draw
that together.

Q216 Mr Todd: One would expect the Financial
Inclusion Taskforce to be the body to draw together
the information from all of the various elements of
this and report on their eVectiveness. Have you seen
anything which indicates that that is happening?
Mr Lovell: No.

Q217 Mr Todd: Perhaps that is something we might
wish to pursue because clearly although the amount
of money is not huge it is worth finding out whether
it is being spent particularly eVectively. Are you also
concerned about the fairly short-term aspect of the
Fund?
Mr Lovell: I think that is one of the points we have
discussed internally and with the departments in
relation to this point about long-term sustainability.
I have no sense yet of how we are going to
progress after—

Q218 Mr Todd: Again, that needs coherent
reporting because one of the critical issues is if this
money is being spent, what happens after it is
finished? Are there now models to take on the work
that has been started?
Mr Trigg: On the detail on debt advice in particular,
I know Citizens Advice and Advice UK and a host
of other organisations have all fed back saying, “We
understand the basis of the fund is to capacity build
the sector and to draw new people into the industry
to provide that but what happens at the end of year
two?” and then there is no answer as yet.

Q219 Mr Todd: One of the classic experiences one
has is the diYculty of mainstreaming activities that
have been pump-primed in that way, and very often
various obvious organisations who might wish to do
that have not put their hands up and said yes, we will
take that one on board and do something about it.
Knowing that that gap is emerging is critical to this,
is it not?
Mr Lovell: Yes it is.

Q220 Mr Love: I wanted to go back to this issue
about creating eVective competition in the sub-
prime market for financially excluded households. I
wonder if you could give us just a little more detail.
You have mentioned in your briefing that it should
be fostered “to move to better service and lower
pricing, organisations seeking to enter the market . . .
” There is a complaints review being carried out by
the OFT into the home credit market and they have
suggested a need for greater competition, but I think
there is some scepticism about how you create that
greater competition. How would you try to create
that greater competition? Where are the
organisations, recognising the reputation problems
that are associated with this particular sector of the
market, where are these organisations going to
come from?

Mr Lovell: I think that is again a very good question.
There is not a proliferation of organisations that are
immediately prepared to do it. I think this is why
some of our work, taking Jon’s point about
declaring an interest, is looking at the way you can
develop a commercial model to tackle and move the
market to being more competitive, with lower
pricing, more visibility and transparency. I think
there are other organisations who are interested in
looking at it, but the entry costs are very diYcult.
The model we looked at was using a joint venture
with an overseas bank which gives you back oYce
opportunity and service and then the critical issue is
that front-line engagement. The reason that many of
the door-to-door lenders are very successful is
because they have local people who are knocking on
doors whom people trust and look in the eye and
know. I think one way to stimulate the competition,
as we probably touched on, is ways in which you can
use the Social Fund as an entry point.

Q221 Mr Love: Let me come to that in a second
because I did want to move on to that. Before we do,
the one successful entrant that has provided some
competition to home credit is the new credit card
lenders. If you look at the context of the distribution
of those credit cards, the rates of interest that they
are charging, according to the home credit
providers, are not that dissimilar to what they are
charging, so you can get competition but it is only
competition by people who charge similar amounts
in terms of interest. How do we get competition that
is going to significantly reduce the charges for that
particular sector of the market?
Mr Trigg: I think that fundamentally you need new
players in the market place and not existing players
doing it through another subsid or a partner
organisation. It has to be new players and it has to
be a new model.

Q222 Mr Love: Does it have to be provided with
some sort of support? Can it be done entirely
through the profit motive, if I can put it like that?
Mr Trigg: Mid to long-term yes, it must be
commercially sustainable and it must be able to
stand on its own two feet in terms of profitability. I
think there is a case for saying in its early stages and
so on some seed-corn funding would be very, very
valuable, but I think there have to be absolute
criteria put in place on how long that is going to last
and what is going to come at the end of it, because
otherwise you get yourself into an open-ended
financial commitment.
Mr Lovell: The financial modelling that we have
done on this, if you looking at the loan sharks and
some of the door-to-door lenders, what we think are
reasonable rates, in our view the entry point is here
and it is going to look high. It is then about how you
over time reduce that, and that is purely about the
number of customers that you can get quickly. This
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is where our view after the meeting we had with
DWP is if you were to blend something of the Social
Fund into that but also then topping up and
reducing the amount put across into the Social Fund
that is creating and replenishing the fund that brings
it right down, so I think there is opportunity for
discussion there and I think it is feasible.

Q223 Mr Love: I am coming on to that because that
does seem to me to be an attractive model. There is
not anything like the amount of discretionary
funding within the Social Fund and a number of the
organisations that have come before us have
suggested that it needs to be significantly increased
now. Recognising that there may be a limit to how
far government is prepared to go in increasing the
amount that is delivered directly through the Social
Fund, is there a flexible relationship that they can
create where the private sector, or indeed any other
sector, can bring capital into that market place? Is
there a relationship that they can establish whereby
if they decide that they cannot provide a
discretionary loan to one of their clients that they
can put them on to someone else who will be
reassured that they will assist in being able to pay oV
whatever loan at a reasonable rate of interest? Is that
a model that could be created? Are there financial
institutions out there that would be willing to enter
into that type of relationship with the Social Fund?
Mr Lovell: My experience to date is reasonably slim
on this one, but it would be that there are financial
institutions that are prepared to do it but they are
probably not based in the UK. I think that probably
mirrors your experience of the way that the US has
responded to questions that you put to them, so the
answer is yes, I think there is a model and I think it
is probably doable. The next phase of that will be as
soon as someone has broken that mould and
delivered in a diVerent way you will get some of the
UK players coming into the market to enhance
competition, which would be appropriate, but it is
going to take a lot of joined-up thinking to make
that work. This is why the dialogue with the
voluntary community sector, credit unions and
financial institutions is so critical because we have to
do it with their goodwill, their understanding, their
involvement and engagement because otherwise it is
going to look like a horrible commercial model
sitting in the middle and it will look very odd, so it
forces the pace on the private, public and voluntary
community sector working in a more collaborative
manner in this field than they do at the moment. I
would contrast that with other areas of work where
there is much more joined-up working between
those sectors and I think on the whole financial
inclusion agenda we just need to move it on a little
bit.
Chairman: Jim, I think you have a final question.

Q224 Jim Cousins: We have a certain tendency in
these discussions to talk about the financially
excluded as if we were rediscovering the Bushmen.
Given that somebody on the Jobseeker’s Allowance

is allowed to earn each week roughly 45 minutes’
worth of work at the minimum wage and their
savings are capped at three grand, doing stuV cash in
hand and keeping it under the bed is an economically
rational form of behaviour. Do you ever raise with
government the sort of long-term, rigid eligibility
features of our benefits system that produce rational
patterns of behaviour that in other contexts then
become to seem quite irrational?
Mr Lovell: Yes we do, but it is a thorny topic of
debate and you might also want to look at incapacity
benefit, for example. It is another very good example
where you have got people who are locked into it. If
you look at areas of industrial decline—and I have
worked in some of those areas since 1991—there are
people who came out of the coal and steel industries
who are now locked into IB. They would be willing
to re-engage in a debate about how they can enter
work and move out of IB, however their fear in
identifying themselves is that the system is going to
penalise them for previous behaviour, and I think it
is a very practical example where the rigidity that
you talk about lends an incentive to continue to
behave in a certain way which is not going to
produce the type of long-term change that we need.
It is a very diYcult one to address.
Mr Trigg: I think there is a problem as well in that it
becomes a self-fulfilling prophecy in terms of a set of
criteria established at first and then individuals react
to those criteria and change behaviour to take
advantage of the system and then the rules are
further complicated to ban those types of activities
and individuals then change their behaviour again
leading to further action, and then it just becomes
wholly ridiculous. You have a situation, and the
Social Fund is one of the topics we are talking about
here, where it pays to know the system. If you know
the system your chances of accessing that type of
thing in terms of the Social Fund is far greater as an
insider than if you do not. If you are genuinely in
need and you do not know the system then you are
in real trouble.
Mr Lovell: There are examples of government
responding to that. The relaxation of some of the test
trading arrangements for people on incapacity
benefit was a good example, but in practical terms it
is very diYcult to get all the advisers who are
interacting with people who are on incapacity
benefit to know about those changes and support
them. It took quite a long while to even begin to bed
in. We do need to find diVerent ways of addressing
those issues.

Q225 Chairman: Talking about competition, is there
anyone else in the market place that is doing the
same as you are doing?
Mr Lovell: Not that we have seen so far.

Q226 Chairman: So it is a monopolistic situation?
Mr Lovell: Hopefully not.
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Q227 Chairman: We will have to see how that
develops. Right, in answer to Jim’s earlier questions
I wonder if you could send us examples of case
studies of clients where it has gone well and where it
has not gone well. I think that would be very helpful
to us.

Mr Lovell: I would be happy to do that. I would also
like to explore the precise example that Jim outlined
and come back to you.
Chairman: We are very grateful to you for your time
this morning. It has been very helpful to us in this
inquiry.
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Q228 Chairman: Good morning. Can I open this
session on the financial inclusion inquiry and
welcome you, and for the shorthand writers, could
you introduce yourself.
Ms Davenport: I am Sue Davenport. I am the Chief
Executive OYcer at Leeds City Credit Union.
Mr Lyonette: Mark Lyonette, Chief Executive of
ABCUL.
Mr Chandrasekera: Lakshman Chandrasekera,
Chief Executive of Southwark Credit Union.

Q229 Chairman: Could you speak up, please,
because this room has bad acoustics. First, could
you give us some background on your organisation?
Ms Davenport: Leeds City Credit Union is the
largest live or work credit union in Britain. We have
13,000 adult members, 2,000 young savers, including
almost 200 Child Trust Funds. We were the first
credit union in Britain to be granted permission by
HM Revenue and Customs to provide CTFs. We are
based in the city centre in Leeds and we are currently
expanding rapidly with branches in our
communities through a partnership with our local
authority, utilising their former cash oYces. We
employ 32 staV at the moment, and we have five
branches out in the community. We have merged
with six small community and church based credit
unions, so we have a very wide and varied
membership.
Mr Lyonette: ABCUL is the credit union trade
association. We represent 70% of all the 550 credit
unions in the country, but that is 85% of the
members and the assets within those credit unions.
We are ourselves a co-operative. We are owned by
our members and obviously have a democratically
elected board.
Mr Chandrasekera: Southwark Credit Union, which
was established in 1982, is the largest live or work
credit union in London. We have about 6,000
members, 1,000 of whom are juniors. We have also
got branch oYces. We are working in Southwark,
one of the deprived boroughs in London.

Q230 Chairman: The concept of credit unions is an
excellent concept, but to what extent is there
recognition amongst credit unions that they need to
become more professional and market-orientated if
they are to make significant contributions to
financial inclusion?

Mr Lyonette: I think that is very much the case. As
you know, credit unions themselves have undergone
major changes in the last six years. They have been
going for about 26 years in Britain but for the first
20 years many of the approaches, many of the ways
of developing credit unions, were actually well
meaning but very misguided and it is only really
since the turn of the century that credit unions,
particularly community credit unions, live or work
credit unions, have actually developed in a way
which has seen thousands of members joining them
rather than historically what would have been a
couple of hundred people. So there has been a whole
process of change within them for five or six years
now.

Q231 Chairman: I believe George Mudie, a
Committee member who unfortunately cannot be
here this morning, was instrumental in establishing
your credit union, Sue.
Ms Davenport: That is correct. Mr Mudie was the
leader of Leeds City Council at the time my credit
union was established and he set up the original
committee to form it. We were originally a council
employees’ credit union and we have changed
several times over our history. We have been around
for 18 years, and actually he still is a member of the
credit union. In fact, he is opening our newest
branch on Friday in Seacroft.

Q232 Chairman: Do you need to become more
professional and market-orientated?
Mr Chandrasekera: Yes. I believe we are also taking
part in the PEARLS programme, in which we learn
a lot of new things happening in other credit union
systems in the world, which is an eye-opener for us,
and now we are talking to the other credit unions,
asking them to change the way that they work and
the practices that they have.

Q233 Angela Eagle: What do you think the mutual
model can bring to the table in terms of the provision
of financial services that existing corporate
structures do not? Could you give us an indication of
where you see a niche market for yourself and what
it is that you actually bring to the table in terms of
financial exclusion with some of the lowest paid
people in the country?
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Mr Lyonette: Focusing on the mutuality aspect first,
perhaps historically a number of credit unions in
Britain have made the mistake of thinking that being
mutual would be in itself suYcient in order to be
attractive and to grow and clearly that is not the
case. Only a very limited number of people will use
a credit union solely because it is a mutual financial
institution. You need to have the products and
services in the way that people want those products
and services, and that has been quite a hard lesson
for many credit unions to learn. However, as some
of you will be aware, the credit unions across the
world are a much bigger part of the financial services
landscape than in Britain. In the States, for example,
there are 85 million people in credit unions, about
24% of the adult population, and they consistently
will score higher marks on customer service and
customer satisfaction than the banking sector in the
States and they typically would have lower fees and
lower charges. It is a very diVerent banking sector in
the States; people tend to pay for all their
transactions as they use them, but nevertheless,
credit unions would come out very well there, and
part of that I think is about the fact that we have
members and we do not have customers, and the
fundamental focus of credit unions is about meeting
the members’ needs, not simply driving up the
highest levels of profit that can be achieved in the
sector.

Q234 Angela Eagle: We have traditionally quite a
small credit union sector which is just beginning to
grow. Can you say whether you think it is suited to
helping ease financial exclusion and what do you
think this sector can actually do in helping the
Government to reach its target to get many of the 12
million people currently unbanked into access to
financial services?
Mr Lyonette: Traditionally, people have looked at
credit unions in terms of financial exclusion in terms
of the credit we provide. People have looked at us as
a very good source of aVordable credit. We have
struggled to promote ourselves as actually being able
to do a lot more than that, and intrinsically linked to
the provision of credit is an easy, convenient source
of savings. It is anecdotal evidence only. We do not
have any hard and fast research, but one of the key
things that we have all experienced is that it is only
when people actually start to save a small amount of
money when they have been paying high-cost credit,
at that point, that people break the cycle of taking
more and more high-cost loans. So savings is not just
another service; savings is actually quite important
in people changing their financial circumstances,
even on very low incomes. I think the biggest single
step forward that the movement is making in terms
of being able to do so much more is in introducing
our own transaction banking.

Q235 Angela Eagle: I was going to come on to that.
Mr Chandrasekera: I can explain a little bit about
what we are doing on financial exclusion in
Southwark. We have introduced a number of
products like the benefit direct account, as we call it,
where people can pay their benefits into the credit

union and they can also save money and borrow
money. People think that, because they are receiving
benefits, they cannot save money, but we have
proven otherwise, because the statistics I have here
show that so far we have lent about £448,000 for the
550 members who are in receipt of benefits, and the
biggest thing is those members also saved £80,000,
which comes to about £2.43 a week, but that shows
that, given a proper environment, these people are
willing and happy to save.

Q236 Angela Eagle: So presumably that proper
environment excludes things like penalty charges
and the high costs of getting the timing of your
repayments wrong, the kinds of things we have seen
as a Committee happen regularly for customers who
earn low amounts of money and take out small loans
in the commercial sector.
Mr Chandrasekera: Yes. That is one of the biggest
advantages, that we are friendly. The staV get to
know our members and so on, so they like to come
to us every week and share a joke with us and so on.
So it is a diVerent environment.
Ms Davenport: I would say what we are oVering as
well is a very personal service. We take the time to
help these people, explain how to use an account,
what we expect of them as a member and what they
can expect from us. Like Lakshman, we have
actually introduced quite a lot of products
specifically geared towards people. For example, we
have a Christmas club so they can put a little aside
each week for Christmas. There is no minimum
deposit for the savings account. They can save as
much or as little as they can aVord. We also have a
benefits direct account, where they get a line of credit
based on their ability to repay, and when they have
then had a credit history with us, that credit limit can
be increased based on their circumstances. We have
also shown that they have the ability to save with us.
Given a little bit of help and encouragement, and I
think that is sometimes what is lacking elsewhere,
quite a lot of people, who perhaps have not used a
financial institution before and are used to working
in a cash economy, do not know how to operate an
account, and we take the time to explain it to them.
We have employed a member of staV, a member
relations adviser, whose job is to help someone with
forms and how the accounts work and so on. We
think that is a very important factor in helping
someone who perhaps does not understand financial
institutions.

Q237 Angela Eagle: Moving on to this issue about
trying to get accounts that can do transactions in
the way banks can do, the PAT14 report, which
was very complimentary and supportive of credit
unions, suggested establishing a central services
organisation that credit unions could buy into. That
has not happened, and you have in the mean time
been doing your own thing. Can you explain to the
Committee what has been going on there and how
come that is financially viable?
Mr Lyonette: Maybe some of the Committee are not
aware that back in 1999 the PAT14 report
recommended that one of the top five things the
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Government should do would be to support a
central service organisation for the credit union
sector, and there were basically three things that a
central service organisation was intended to do. One
was to introduce a change programme for the
movement to become more market-led, become
more professional, to make sure we understood
people’s needs better; the second was to introduce
transaction banking so we could give people the day-
to-day tools that we all take for granted ourselves,
no doubt; and thirdly, it was to have a marketing
approach. We were obviously disappointed when
that initiative did not come to fruition but,
obviously, we understood that in terms of the wider
demands being placed upon banks at the time in
terms of the universal bank account and the POCA.
But nevertheless, those needs were still there, and
they are still the three main things the movement
needs to focus on. We managed to work through the
change programme by introducing—you have
probably seen it in our evidence—the World Council
of Credit Unions PEARLS financial monitoring
system, which is much more than a set of financial
ratios; it is about helping people to understand how
to balance the credit union business so that you meet
the needs of your diVerent target audiences. That has
had a major impact and that, I have to say, has been
with the support of Barclays. I should say I do not
know whether it is important in these committees,
but we have received money over the last five years
from both Barclays and the Co-operative Bank. I do
not know whether we need to declare that conflict of
interest but it is perhaps useful for you to know that.
Transaction banking has taken us much longer to
get to fruition. Over the last three years we have had
a tendering process with all the high street banks,
narrowed it down to those interested, and at the end
of the day the Co-operative Bank has won the tender
to actually provide this.

Q238 Angela Eagle: What will this mean in practice
for a member of Sue’s Leeds Credit Union?
Ms Davenport: They will have a current account
with a credit union, which is better than a basic bank
account because it has more features, but of course,
because it is a credit union, it is local; again they will
get that personal service, help with understanding
how to run it, and they will be able to pay their
household bills and set up direct debits, so it will be
a full service current account. It will not have an
overdraft facility but they can have a line of credit
with the credit union’s normal lending system
anyway, and it will have an ATM card so they will
be able to access their money, and quite a lot of
members will also qualify for that card to be a debit
card too. So it will have very good features. We at
Leeds are very excited about it because we have
about 1,000 of our members who pay their entire
income the into the credit union, whether that is
benefits or wages or salary, and those people also
often use our bill paying service, and for us it will
make that administratively much easier, because the
transaction banking is a much more automated

process, and it will allow us to expand that to more
people, because obviously you get economies of
scale.

Q239 Angela Eagle: You are confident that that can
be commercially viable? Most of the large banks tell
us that your kinds of customers are not profitable.
Ms Davenport: They would, wouldn’t they! To be
honest, they probably are not profitable for them
because they have a great deal of overheads we do
not. They are working on a much larger scale. Even
for us, comparatively quite a large credit union, we
are still only working in the local area and we have
much lower overheads, and we feel also that the fact
that we would take the time to work with these
people means that they will become profitable, if you
use this word, members of society and therefore
profitable to us as a co-operative society, a credit
union, so we think that that local focus and the fact
we are working over a modest area and the fact we
are not trying to operate globally gives us an
advantage in being able to make it a worthwhile
service, and of course, we are not out to make
millions of pounds’ worth of profit.

Q240 Angela Eagle: Billions, I think.
Ms Davenport: We are there to give the members of
the credit union the best possible service.
Mr Chandrasekera: If I may add to that, what people
believe in in the credit unions as well is the
mobilisation of the savings and the loans, so we start
with 10,000 members, maybe grow up to 20,000-
30,000, and that is the time that we could be making
enough profits to give back to the members. So it is
the mobilisation of the savings, we believe, that is
going to make this banking project successful.

Q241 Mr Love: Just to follow on from the previous
questions, you have made progress without the
central services organisation. That was originally
your objective. What would your objective be today
having made the progression? Would it be a central
services organisation or would it be something
slightly diVerent?
Mr Lyonette: No. We would not be pushing for a
central services organisation and have not been,
because we have achieved two and a half of the three
things that it was set out to achieve and we have done
that through our own steam, through ABCUL,
through the trade association. We do think there are
things that the Government can do to support the
credit union movement and we are grateful for those
changes the Government has made legislatively over
the last couple of years, but we would not be pushing
for a central services organisation. We are still
pushing for what it was trying to achieve in terms of
a change programme, in terms of transaction
banking, in terms of better marketing, but it does not
need a new body in order to achieve it, we do not
believe.

Q242 Mr Todd: Are all the ABCUL numbers signed
up to the Co-operative Bank deal?
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Mr Lyonette: Not at all. I do not want to mislead
you. Far from all of our 400 members will be able to
oVer these transaction accounts. Initially, it is only
13 credit unions that have worked this up over a
couple of years. We think that could expand to
perhaps 80 of our members in the next two to three
years, but this is a major step forward for the
movement, a tiny, volunteer-only run credit union
may not just be open often enough to be able to liaise
with the bank to take part in the clearance.

Q243 Mr Todd: Of the group who have signed up,
what proportion is that of the membership currently
of credit unions? You referred to the fact you cover
about 80%.
Mr Lyonette: Of the 13, it probably represents about
a third of the actual membership, because they tend
to be the larger institutions.

Q244 Mr Todd: Are both of your credit unions
signing up?
Ms Davenport: Yes.
Mr Chandrasekera: Yes.

Q245 Mr Todd: On dealing with identification of
customers, some of the processes have been criticised
as being quite diYcult for many people to comply
with. How have you dealt with that?
Ms Davenport: We have obviously tried to ensure
that we are fair with people and try and ensure we
can help them. We have had some issues about
people not providing us with adequate
identification, but we work very closely with other
organisations and other partners. For example,
people might bring their letter from the Department
of Work and Pensions or we have a partnership with
the council for local housing allowance and we will
get confirmation from them of that person’s address
and so on. Also, we are in the fortunate position of
being able to verify ID electronically if we need to as
well. Some of the smaller credit unions might find
that more diYcult but ABCUL has set up a new
scheme for credit unions to buy into whereby they
can do electronic verification. So we try and work as
best we can within the regulations to ensure we get
adequate ID.

Q246 Mr Todd: Have you found it a significant
barrier?
Ms Davenport: It can be.
Mr Lyonette: Yes, particularly for those credit
unions operating over a large geographical area and
they have had to find a way of getting that
information to head oYce or whatever. That can be
very diYcult. I think the diVerence is that we are
coming to this very much with the desire to be able
to serve those people and open those accounts if we
can. We certainly do not use anti-money laundering
as a reason to turn people away or just to make it
diYcult for people. We are very keen to try and get
round this as much as we can. We have just written
sectoral guidance for the Joint Money Laundering
Steering Group as well, which, again, is a big step
forward for the movement, to be recognised at that
level, where we were asked to contribute particular

sectoral guidance for our sector. There are for
employer credit unions some very particular things
that do not happen for mainstream financial services
organisations. The relationship with the employer,
for example. We have always thought it quite
bizarre, shall we say, that police credit unions have
to ask people for their passport. When you think of
all the eVort that employers like that go through to
know who they are employing, it seems also bizarre
that they have to produce a passport to the credit
union. That can be a barrier, so particularly where
it is government employers, we have looked for the
possibility of being able to use existing approval
verification processes that the employer has
already used.

Q247 Mr Todd: Would there be some value in a
collective marketing approach to credit unions? I
think you refer to that as being part of the purpose
of the CSO if it were ever established.
Mr Lyonette: Yes, although I think it is one of the
things we have had to work very hard with our
members on in terms of recognising that a lot of our
members historically have thought marketing is just
simply about promoting what we already have to
oVer, and one of the things we recognised probably
seven years ago is that many credit unions need to
change what they have to oVer before they shout
about it too loudly, because shouting about
something loudly is not going to mean that it is going
to meet people’s needs. So, for example, we have had
to break this link between savings and loans.
Historically, you use to have to save in a credit union
in order to borrow, and now many credit unions do
not make people do that. Some still have not
changed, some are still very much operating the way
they have for 15 years, and it is quite hard to change.
So once people have got the right products and
services, then there is value in marketing together
collectively and promoting together. We actually
think the banking services will be a good
opportunity for that, because there will be a very
common platform of what is being oVered.

Q248 Ms Keeble: Based on the experience that you
have had of obviously working with financial
excluded people on low incomes, what features do
you think are particularly important for providers of
credit in oVering services to those groups? Which are
the features you think are most important?
Ms Davenport: They need it very quickly, so you
have to be able to have a fairly speedy assessment
process, and they also still tend to like cash; they
tend to work in a cash economy. We have had to
introduce cash payments rather than paying people
by cheque or by transferring into a bank account.
They also tend to be quite small amounts, so you
have to be conscious of the fact that you have to keep
the administration to a reasonable level as well,
because obviously it costs just as much to do a small
loan as it does to do a very big one, and you do not
earn as much on it. So there are lots of issues around
making that speedy and the payment method, but
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that generally tends to be the main issue, about how
quickly can you process it, because usually if they
want a loan, they need it quickly.

Q249 Ms Keeble: Lakshman, would you add to that?
Mr Chandrasekera: Most of the members want a
loan immediately, and once they get to know about
the other services that we oVer, like insurance and
the savings, they welcome those as well, especially
the savings part, because they like to build assets for
themselves and they have not had that opportunity.
So it is a total package we oVer to our members,
which they like.

Q250 Ms Keeble: What do you think other providers
should do? Sue, you mentioned personal contact and
if you go to an ordinary commercial bank that is
sometimes strikingly missing.
Ms Davenport: Yes, and in fact, it is one of the
reasons why the home credit companies are so
successful, because that is a very personal service,
somebody knocking on your door, and they are
friendly and approachable. That is why they are
successful. For this particular section of our
membership, that is what we are competing with.
What we have to get over to them is that it is better
to pay the credit union interest rate than the 177%
plus that they are paying there.

Q251 Ms Keeble: The description you have given of
the high-risk, small-sized, immediate access, speedy
assessments would argue for higher interest rates, so
how do you manage to keep them down, which you
have done?
Ms Davenport: Yes. One of our issues is, because we
have had this cap on our interest rates, it has been
very diYcult for us to be able to do some of the more
risky loans because we have no cushion against that
risk. Because we are a very large credit union and we
have quite good resources, we have been able to take
a risk whereas perhaps smaller credit unions would
not be able to, so we actually welcome the change in
the interest rates because that will allow us to be able
to use that as a way of doing slightly more risky
loans and being able to get people to build their
credit history with us so that they can then pay lower
interest over time. We see that as really important
for us to be able to deliver on some of the more risky
lending. I have to say that there will always be people
that we will not lend to, but just because we will not
give you a loan does not mean we would not help,
because we oVer a money management service, so
somebody who has lots of county court judgments
or lots of issues with other things, we could actually
help them in other ways.

Q252 Mr Newmark: What is a risky loan to you?
What does that mean?
Ms Davenport: It is if there is not enough of a gap
between the person’s expenditure and income to be
able to aVord the repayment, or if they have a poor
credit history or they have outstanding judgments
against them. We have to take all that into account,
and we also recognise that people always ask for
more than they want, so they might apply for £500

but actually they only want £200 because they think
they might get turned down, so we might oVer them
a lower amount. Each loan has to be assessed
individually, and we would weigh the risk, but there
would always be some that we would say no to,
simply because there is too great a risk, whereas if we
could risk-weight it a little bit by adjusting the
interest payments, that cushions us against the loss.
I am not saying that would happen across the board.
It would not, and the likelihood is that we would
expand the service of oVering them money
management and other ways to help them other than
a loan. Sometimes people ask for a loan and it is not
really what they want; they want help.
Mr Chandrasekera: It is part of the responsible
lending. That is what we are doing right now. We do
not give loans if we know they cannot aVord to
repay. If giving that loan is going to make the
situation worse, we are not helping them at the end
of the day, so we are not giving loans.

Q253 Ms Keeble: I wanted to ask about which bit of
credit unions tackles the financial exclusion issue.
Both of you work in credit unions which are
employer-based.
Mr Lyonette: Historically, they both started as
employer-based.

Q254 Ms Keeble: Let me finish my question because
I know the Southwark one very well indeed. They
have employer-based components. They have also,
certainly Southwark in the past has had a very
strong community base where the common bond is
around the community, and there are also obviously
some credit unions now which are national; certainly
the bakers’ union one has a national common bond,
which is something very diVerent. Now, it has
always been thought that the employer-based ones
are the ones with the higher volumes, higher savings,
and the community-based ones have sometimes
been very small indeed and have been set up to tackle
financial exclusion but people have had to work very
hard for their money. To what extent do you think
that the employer-based ones are sometimes oVering
credit to people who can get it elsewhere, and to
what extent are they actually dealing with financial
exclusion, or is it still the community-based ones
tending to deal with the most excluded in the
community?
Ms Davenport: We were an employee-based credit
union, and yes, that is true; a lot of those people
would be people who could go elsewhere for credit
but chose the credit union, for many reasons; mainly
because they like us and we give them a good service.
Also, as an employee credit union, we would have
quite a lot of low-paid workers. We were a council
credit union, so a lot of the manual workers, weekly-
paid, part-time people, who perhaps would not be
able to get credit easily, would use the credit union
as well. We are not interested in how wealthy or
otherwise you are, or what colour, creed or whatever
else you are. To us, you are member, a potential
member, and that is all that matters and everybody is
treated the same. When we changed to a live or work
common bond, we actually merged with a number of
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those small community credit unions whose focus
was that they were set up to help their community
exactly on these issues of financial exclusion, but did
not, because they were so small and volunteer-run
that they did not have the capacity, whereas the
larger credit union with a good grounding and a
good membership that has been able to generate
income to employ professional staV does have the
resources and the wherewithal to reach out into the
community, and that is what we do now. So yes, we
have some of our members who can aVord to save
and borrow, could go elsewhere but choose not to,
but if you like, those members are the ones that
generate the resources for us to be able to go out and
help those that are not.

Q255 Ms Keeble: Turning to the Southwark one,
your community-based work, are you still doing the
outreach and does that deal with the financial
inclusion bit?
Mr Chandrasekera: It does, yes. Even though we
started as an industrial credit union, it gave us good
ground for good management teams and all that
kind of thing, but now we are really in the
community and working in the community. So
because we have a good base on the industrial
section, we can at least cross-subsidise if we need to,
so that is going on right now, and it is working.

Q256 Susan Kramer: I wanted to pick up on this.
Lakshman was kind enough to give us advice in
Richmond on how to structure a credit union and
exactly this combination of having a core group of
employees which gave you the resilience and core to
be able to reach out into the community and
progressing very much along the lines, and without
that conversation with you, we would not have
realised the importance of that balance and it is an
issue that is worth highlighting. But just a couple of
questions, to follow on from this need, to meet the
broader range of needs reflected within your kind of
credit union, where you are not just reaching into the
most deprived of the most deprived but where you
have a broader reach, there is obviously a number of
people who are now your members are also home
owners, or would-be home owners. Do we have to
start thinking in terms of making secure credit
available, enabling you to get much more into the
mortgage market for credit unions to really reach
their potential?
Ms Davenport: We already do secured lending. We
do second charge. We are actually one of the few
credit unions who have permission from the
Financial Services Authority to oVer mortgages, but
we have not introduced them because we have a very
high demand for our funds and the only money we
can lend on to people is the savings. We have not had
a suYcient savings pool to be able to do a very large
loan. Our focus has always been to service the small
loan and the small borrower first, because we see
those as the ones that most need. You can go
elsewhere for a mortgage, for a secured loan, but the
credit union might be the only place you could go for
a small loan. We have tried to introduce new savings
products that are drawing in the savings pool that we

need to be able to lend on, so we could over time go
into doing bigger loans. We have only done about 20
secured loans, but those 20 loans amount to some
quarter of a million pounds, so it is quite a significant
amount of money for a small number of people,
whereas we would rather have that quarter of a
million pounds across hundreds of people because
we see that as being of more benefit at this time. But
if we can bring more savings in, then we would be
able to do more on the secured lending side.
Mr Chandrasekera: We have some secured loans,
but it is important that we have a balanced loan
portfolio so all the loans are not high-risk. I have got
the figures for last year, why we gave loans. The
biggest part, £858,000, was going for home
improvement. That is the highest category. So it is
not necessarily the home owners but everyone who
would like to do home improvements work.

Q257 Susan Kramer: Thinking of the sort of range of
needs, given that a significant number of credit
unions, especially the smaller ones you describe,
have stayed with their traditional pattern of
requiring you first to save, then once you have done
that, you can start to move into borrowing, but
recognising that many people have the need for
immediate credit, have you considered at all
proposals that the Government should take a role in
underwriting loans for consumers who do not have
savings built up with a credit union? Is that relevant
to you?
Mr Lyonette: In some ways the proposal at the
moment, or more than the proposal, the actuality of
the DWP growth fund is in many ways a loan
guarantee scheme. Historically, that has not always
been very successful in Britain, because what tends
to happen is two things. One is that at one level, on
the street, when people realise the money that is
being given away is government money, then
sometimes that introduces an element that is not
going to help you keep hold of that money and get
people to repay it. Secondly, the credit union itself
historically has sometimes taken poor decisions,
shall we say, about lending that money and making
sure that most of it comes back, and if we are talking
about lending people money rather than making
gifts, donations or just building people’s wealth
through giving them money, then it is important that
most of that money comes back and is regenerated
and can be recycled. However, we are not opposed
to loan guarantee schemes per se. We just think they
need to be focused in a way which incentivises the
right behaviours, both for the lender and for the
member, but also discourages the wrong behaviours.
The DWP growth fund, the £36 million of the
financial inclusion fund, seems to be heading in the
right direction in terms of encouraging people to do
the most with the money rather than to perhaps, say,
lose it in fixed costs that are independent of how
many loans they make, et cetera.

Q258 Mr Newmark: Turning to the social fund and
debt advice, how well integrated do you feel the
social fund is with other sources of aVordable credit?
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Are people rejected by the social fund referred to a
reputable third sector lender where they might be
able to get other forms of credit?
Mr Lyonette: Not in our experience, no. DiVerent
parts of the Department of Work and Pensions are
beginning to refer people to credit unions,
particularly Jobcentre Plus. We are finding people
are being oVered a credit union to deposit their
benefit but not really much of a referral at all. I do
not know if you have any local experience?
Ms Davenport: No.

Q259 Mr Newmark: Do you feel the Government
should be improving links between the social fund
and other forms of credit unions?
Mr Lyonette: Absolutely. The social fund I think
lends £500 million or something approaching that a
year, so if there are people who do not qualify for
those loans that we could help, then obviously it
would make some sense for there to be some kind of
referral system.
Ms Davenport: Our experience of referrals from
both local government and government
departments like DWP is referring people to us who
need an account for receipt for their benefit rather
than needing a loan. It is about having some
mechanism for them to be able to receive their
benefit.

Q260 Mr Newmark: What work do credit unions
currently undertake with providers of debt and
money advice?
Ms Davenport: We have our own in-house service.
We do not call it money advice, strictly speaking;
we call it money management, and we have two
members of staV who help people with budgeting,
negotiating with creditors and so on. We do quite a
bit of that in house. What we have found is it is very
labour-intensive and very resource-hungry, and we
cannot manage the demand, and we are working
very closely now with other debt advice agencies in
the city to try and partner up, particularly with St
Vincent’s, who do a lot of work on debt advice, and
we are looking also at partnering with our CAB,
who are fortunately located in the same building
as us.
Mr Lyonette: We did a survey recently of those
credit unions that are doing most of our financial
exclusion and about 40% of them had a formal
referral arrangement with Citizens’ Advice or some
other money advice agency locally. We have also
entered into a partnership with CAB nationally to
fill the gaps where there were not already those good
relationships. We are looking to develop the service,
which is a little bit more than straight money advice,
in terms of we are wanting to make the links to help
people with bill payment and budgeting, very much
along the lines of the Money Advice and Budgeting
Service in Ireland. Together with CAB, we are
working up a model to allow us to do more than the
basic straightforward debt advice.

Q261 Mr Newmark: Which? has suggested that CAB
and consumer credit counselling services might
recommend clients with a need for emergency funds
to credit unions. What is your reaction to that sort
of proposal?
Mr Lyonette: Yes, but we will exercise the same
rigour and processes as we do know now in terms of
whether a loan is actually the best route forward for
somebody.
Mr Chandrasekera: Most of the time we usually refer
members to the CAB or other agencies who need
money advice. They generally come to us and elect
to borrow the money from us.

Q262 Mr Newmark: Looking at debt repayment,
going back to a point you made earlier, the
Government has announced that it will consider
arrangements whereby in certain circumstances
private and third sector lenders can apply for debt
repayment to be made by deduction from benefits
where normal repayment arrangements have broken
down. Would you be in favour of such a move?
Mr Lyonette: The Association oYcially thinks we
need to have done a bit more thinking with this
before we launched into it, because it is not clear to
us from a third sector lender’s point of view amongst
credit unions what demand there would be for this
as a tool they could use, particularly because those
credit unions that receive benefits directly into the
credit union already have that same tool, if you like.
They have that comfort that if they are making a
loan to somebody, the payment will be coming next
week. That is quite a lot less risky than waiting for
the cash to come next week over the counter. So we
already have that comfort. We understand that the
private sector is not particularly interested in this
initiative. I think it would have been prudent
perhaps to have done a bit more research on what
the demand for it might be before committing.

Q263 Mr Newmark: I am curious that you got that
comfort from knowing that eVectively the full
weight of the credit, if you will, of the UK
Government stands behind the money going into the
benefits. I am curious as to why you are making the
margins that you are, because you have a pretty
secure form of cash coming into people’s benefits.
Intellectually, I do not understand why you are
eVectively charging the poorest members of our
society, who are the least sophisticated financially,
spreads, and the Government, I gather, is now
saying you can charge 2% per month. Is that
completely unsecured?
Mr Lyonette: Yes. It is probably worth saying it is
only a couple of years since we managed to persuade
the DWP to allow benefits to come directly into
credit unions, so it is very much in its early days in
terms of adoption, and remember that people can
change where they want their benefit paid, so it is not
a cast-iron guarantee. There is still risk in that
system.

Q264 Mr Newmark: No, but in terms of best advice
to people who are unsophisticated, in my view best
advice would be to have a link between that, because
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if there is a link between that, you would have no
right really to be charging the huge spreads that you
are, because you have a secure income flow coming
in weekly or monthly that you know is coming in
from the Government, and if I am wrong, tell me.
Ms Davenport: No. You would only get that money
from the Government deducted from benefit if that
person had gone into default. So you have already
racked up quite a lot of charges before getting that
back.

Q265 Mr Newmark: But why wait for that problem
to happen? You know what their cash flow is per
month. Why not in your advice to them help them
manage that cash flow so they do not get into that
situation?
Ms Davenport: That is what we do, but the issue at
the moment is somebody can have their benefit paid
into their account with their credit union, we can
give them a line of credit and that is then repaid out
of that benefit, but they can ask the Benefits Agency
to send that benefit to somewhere else. So we have
no guarantee that is going to come in, because they
can stop it, or their benefit could stop for some
reason, we get no money coming in, they do not
respond to us, then they go into arrears, and then we
are racking up charges try to chase them and no
guarantee of any money back. At the moment, if that
person opts to have that benefit paid somewhere
else, we have basically lost it. There is no way we are
going to get it back. This is a proposal that once that
person has gone into default, we can apply then for
a deduction from the benefit. That is likely to only be
quite a small amount of money and actually might
be administratively more expensive than the amount
of money we are going to get.

Q266 Mr Newmark: It is quite a small amount of
money up front, but if you are racking it up at 26%
per annum—
Mr Lyonette: I do not think anybody could argue
that credit unions in Britain have a very large spread.
If you borrow £100 from credit union at 1%, it is
£6.30 a year; it is £12.60 if it is 2%, which is not a
huge amount of money to cover the cost of making
a loan to somebody for £100. I do not think anybody
could argue that we were profiteering.
Ms Davenport: Also, 24% has to be better than 177
plus that they are paying on the doorstep.

Q267 Mr Gauke: Can I ask about what steps the
Government could be taking to help credit unions
attract capital, and in particular, given that the
Treasury is already consulting on this in respect of
the Community Investment Tax Relief scheme, what
sort of changes you would want there, and if indeed
there is anything else the Government could be
doing?
Mr Lyonette: I think this is something where we are
very much in unison with the Community
Development Finance Association in terms of
arguing that the Community Investment Tax Relief
should be extended to personal lending. We know
that a number of high street banks put in their
consultation responses that they would find it useful

to be able to extend that investment to credit unions
as well as to community development financial
institutions, and I think it is something that we must
make sure does not drop oV the agenda in terms of
the investigation that needs to go on in order to
make sure that a clear decision is taken as to how
valuable an initiative this would be. So we would
think that that existing tool would be something that
would be of benefit to credit unions as well as
CDFIs.

Q268 Mr Gauke: Do you have a feel as to how
significant that would be?
Mr Lyonette: We have not quantified it but we
would be more than willing to do that as part of a
development process.

Q269 Mr Gauke: Turning to another taxation
matter, the recent changes to corporation tax on
income earned by credit unions, I would be grateful
for your views on that and defaults of changes you
would like to see.
Mr Lyonette: As it stands at the moment, credit
unions only pay corporation tax on interest earned
from bank deposits. We do not pay corporation tax
on interest from our members’ loans. Up until a few
years ago, of course, we did all pay the 19% rate. It
is only in comparatively recent times that we have
had the 0% band, so as it stands in the Chancellor’s
announcement in the Pre-Budget, we are going to
have to pay more in terms of corporation tax. The
Association has not taken a view that that is
inequitable, and it is not something we have lobbied
to change at all. The largest credit union has £50
million in assets, about £35 million on loan, they are
paying corporation tax at 24% and have been for
quite some time. For the smallest credit unions, they
have been in that zero band, and they will have to
pay more come the Budget if that comes into place,
but it has not been something we have seen as one of
the most important things to be pushing for.

Q270 Mr Gauke: Can I also ask about regulation of
credit unions and how the FSA interact with you,
whether you are happy with the performance of the
FSA and how appropriate the current regulatory
regime is?
Mr Lyonette: I sometimes find myself at financial
services functions where I am practically the only
person there who has a good word to say about the
FSA. By and large, from our perspective, they set
out to produce a proportionate regime, and they did
it. That does not mean to say that there are not
things that we take up with them on a monthly basis;
of course there are, but all the anxieties that the
movement had about becoming regulated in 2000/
2001 have not really transpired. That does not mean
to say that some of the weakest credit unions that
were set up in the eighties or nineties in a way never
really had a chance; for them that has still been too
onerous and that has meant that some credit unions
have closed or merged, albeit with the safety of
people’s deposits being protected, etc, but by and
large, we think it has been a success story and it is
something which has actually produced very
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positive benefits for the movement, not just in terms
of financial discipline but also in terms of credibility,
the fact that deposits are protected as part of the
compensation scheme.

Q271 Mr Gauke: We received evidence that perhaps
the authorisation was more demanding.
Mr Lyonette: It has become an awful lot harder to
start a credit union but, from the Association’s
perspective, we would support that. One of the
criticisms we had that much of the local authorities
inspired in the eighties and nineties was that they
were in the business of creating lots of credit unions,
regardless of their strength and their chance of
sustainability. So we do not want it to be too easy to
start a credit union. At the end of the day, you are
looking after other people’s money; it is quite
important that you do that in a prudent and
responsible way. I think initially, when we first came
under the FSA, they took some time to find their feet
around the authorisation process. At this point in
time we are comfortable that the balance is about
right in terms of the rigour they need to apply to
that process.

Q272 Kerry McCarthy: If I can return to the
question of how you can extend your capital base, at
the moment you are prohibited from receiving
deposits from community groups; it is just
individuals. What eVorts are you making to lobby?
I know the movement is very much in favour of
being able to take deposits from such groups. What
are you doing to try to change that?
Mr Lyonette: The Treasury is our main port of call
in terms of legislative change but interestingly, the
FSA may also. Because they are charged with
policing a fair amount of that, it may also be there
are some things there where we have common
ground with the FSA. Organisational deposits are
something that our members have lobbied for
largely because local community groups have been
lobbying them, saying, “Why can’t we bank with
you? Why can’t we put our deposits with you?” So it
has come very much up from the bottom, with
people saying this is something that seems quite
important, it would be able to help regenerate the
community, and of course, around the world credit
unions will have organisations as members, not just
as depositors but people who can also be lent to,
people who can also be provided other financial
services. So it is a big thing to push for because we
understand it involves primary legislation, which of
course is not something that we could be pushing for
on a regular basis.

Q273 Kerry McCarthy: Presumably, discussions on
this topic have been going on for some time. Apart
from the fact it would require primary legislation,
have there been any other objections put forward?
What are the obstacles standing in your way of
achieving this?
Mr Lyonette: That seems to be the main reason we
are getting. 1979 was our main primary legislation.
Perhaps 30 years later is time for a more appropriate

set of primary legislation for the credit union sector,
but that seems to be the main barrier that we are
facing.

Q274 Kerry McCarthy: I think you touched on this
slightly: as well as accepting deposits, do you see a
potential role for credit unions in perhaps
channelling regeneration funding where, say, loans
are being oVered to community groups? For
example, I have a community group in my
constituency that is suVering from a cash flow crisis
at the moment. It is basically dependent on New
Deal for Communities funding and cannot get the
money until the next financial year, so it has had to
go to a commercial bank for a loan. Do you see a role
for credit unions in perhaps assisting community
groups in that way?
Mr Lyonette: Yes, although a word of caution.
There are diVerent skills around business lending in
terms of making credit decisions than personal
lending, and we would not want to see credit unions
going into that without the right skills and expertise
to do it, but in principle, there is no reason at all
why not.

Q275 Peter Viggers: You mentioned that your
overheads are much lower than those of the high
street clearing banks. How do your cost ratios
compare?
Ms Davenport: I do not have a clue. The truthful
answer is I do not know. All I know is that we are
able to sustain our business; we are able to pay our
staV, pay all our overheads, and give our savers a
reasonable return on their savings. We do not make
massive profits but we manage our loan portfolio
very well. We keep our bad debt to a minimum. We
make our provisions. Because we are small-scale, I
think it is easier for us to be able to manage that. We
also have other huge advantages in that, because we
are partnered with other organisations, we can share
facilities. For example, our new branches are all in
council buildings so it is not actually costing us
anything to operate a branch, and that makes a huge
diVerence. It keeps our overheads down.

Q276 Peter Viggers: You told us that Barclays and
the Co-operative Bank provide money to the
Association of British Credit Unions. In what
manner? Is this a subsidy or a loan?
Mr Lyonette: I was not talking about just to the
Association but to our members as well. Really, they
are the only two banks, I would suggest, that put any
monies at all into the credit union sector. Barclays’
support has been for some years now. They helped
us introduce the PEARLS programme into Britain
back in 2001 and have continued to do that. They
have also sponsored occasional conferences and
events, that kind of thing, for us. It has not been a
commercial loan or anything, but a sponsorship.
The Co-operative Bank has been a long-term
sponsor of the movement, and probably 70% of the
credit unions bank with the Co-operative Bank.
Their sponsorship of the Association has been much
smaller, actually. It has been for our quarterly
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newsletter, annual conference, that kind of thing, so
our total sponsorship each year from banks is
probably less than about £60,000 in total.

Q277 Peter Viggers: Earlier this month, in the
United States, the Committee heard about the
manner in which large financial institutions
subsidise or provide funding for other banks which
specialise in community lending. Is there such a
relationship here? Is this basically philanthropy by
the two banks concerned or are they looking for
customers, the establishment of a ladder?
Mr Lyonette: You would have to ask them about
their motivations for doing that. From the
Association’s point of view, we think we need to all
distinguish between what are window dressing,
corporate social responsibility initiatives, which
perhaps are, by definition, not scalable, and the sort
of things that happen in the States under the CRA,
where actually quite significant movement of money
has actually helped the low-income credit unions in
the States to get oV the ground over the years and to
be successful. We are not in that place in Britain at
the moment, as far as I can see.

Q278 Peter Viggers: On savings, what is your
reaction to those who say that benefit recipients
cannot aVord to save?
Ms Davenport: Rubbish! It is just not true. They can.
We have proved that. One of the reasons that they
can aVord to save with us is that, if you are paying
a much lower rate for your lending, it frees up your
available income to be able to save a little each week,
so that is one advantage, but also, generally, people
who live in the cash economy are used to handling
their money, used to apportioning it out, putting so
much aside for the electric and so much aside for the
gas, and it is really helping them to do that on a
slightly wider scale and, say, put a little bit away for
emergencies. It is not true that they cannot save. It is
just that usually they are paying out so much to
doorstep lenders and other organisations that they
do not have any free income. If we can free up their
income by giving them a more aVordable loan, then
they can and do. I think we have proved that.
Mr Lyonette: Collectively, about 7% of all benefit
payments in credit unions at the moment are being
retained, and we were staggered when we discovered
that. I think the only way we can explain it is partly
in terms of the process. One of the things we know
employer credit unions have had as a powerful tool
is payroll deduction, the idea that it is taken from
your payroll before you see any of it, so that whole
thinking that you do not miss what you have not
had, and in a sense, thinking of benefit as payroll by
Government, if you like, it has that same sense about
it, that whereas people would previously come in
and lift it all from the post oYce, there is now a sense
in which we are leaving some of it there. It is
extraordinary. No-one is arguing that benefit levels
are such that they should be reduced, but people are
saving 7% of all the benefits that are paid in.

Q279 Peter Viggers: You have referred to previous
initiatives. What more could the Government do to
encourage savings amongst those on below average
income, individuals and families?
Ms Davenport: We have been very successful with
the Child Trust Fund, for example. We welcome that
initiative. We have obviously been able to
demonstrate that we are reaching some of the lower
income consumers because we are receiving a very
high proportion of supplementary endowments
based on the number of accounts we have. We have
about 185 accounts, and about a third of those have
had supplementary endowments paid to them, so we
are obviously reaching those lower income people,
because they only get those if they are on Income
Support. We think there may be some other ways
that people could be encouraged to save. People get
out of the savings habit, but it is more about a
general education, because people do not know how
to save, and a lot of people on low income do not
save because they are paying over the odds for
everything else, so it is more about trying to reduce
the fact that they are having to pay out so much for
things. As you know, the poorest people in society
pay the highest rate for everything, and that needs to
change in order to be able to encourage them to
save more.
Mr Lyonette: We would support things like the
Savings Gateway, for example, because one of the
things we have known anecdotally for years but we
have seen it coming back to us from think-tanks in
recent years is this whole idea of the asset eVect. In
credit unions we have known that for years, that a
small amount of savings can change how people feel
about their life, not just the economic value of
having £100 or £200. That is something that we can
tap into.

Q280 Peter Viggers: Following that point through,
the Government gave Child Trust Fund products.
What are you doing to encourage customers to take
advantage of those?
Ms Davenport: We have had things in the
newspaper. We are working actually with the health
visitors across Leeds, and they are giving
information about the credit unions’ Child Trust
Funds to new mothers. We are working with the
primary care trusts as well to try to encourage people
to use us.

Q281 Peter Viggers: Are you looking at stakeholder
pension products?
Ms Davenport: No. We have not been there yet.

Q282 Peter Viggers: What about basic advice
regime?
Ms Davenport: No.
Chairman: Sue, could you send us a note on the
Child Trust Fund and what you do, which would be
helpful, because we have had diVerent views on it.
You seem to give a positive view, so that would be
helpful.16

16 Not printed.
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Q283 Mr Todd: Do you think the Financial
Inclusion Taskforce, which has the brief of
monitoring how financial inclusion is being
addressed, is achieving anything to date? It has been
in existence for about a year or so.
Mr Lyonette: Obviously, as a member of the
Taskforce, I would have a view. I ought to have a
view! Inevitably, initially, with a very disparate
group of people, a lot of the early work has been
around creating the monitoring framework, even to
get over what to me, as an outsider, seem very
bizarre things. The Government did not have any
accurate information that could separate basic bank
accounts from the post oYce card accounts, and it
takes time to change the way that information is
collected, so that has been its primary focus. We are
into a new year now, the second year of its existence,
and there are some fairly big questions for the
Taskforce to address. I know you had evidence from
the consumer groups early in January. I think the
extent to which we can expect the banks to ever
provide a market-based solution to basic banking
within the present market constraints that current
accounts, transaction banking, operates within the
UK is an unanswered question, and, as you might
expect, there is a range of views on the Taskforce as
to the extent to which that will ever be the case.
There are some very big discussions to be had in the
coming months, really.

Q284 Mr Todd: What about the monitoring process
itself? Has there been any evidence that the
Taskforce will produce data that will demonstrate
progress towards the objective set out?
Mr Lyonette: Remember, the objective set around
banking is solely about halving the number of
accounts, and we have been critical, I suppose, that
that in itself is not going to tell us very much. It is
really about whether people use the account and
whether they do the job for them. Actually, simply
owning an account is not going to tell us very much
about the future of people’s usage of electronic
transactions.

Q285 Mr Todd: What about the Financial Inclusion
Fund? We have had criticism that it is disparate,
time-limited, and there are a number of diVerent
agencies managing diVerent parts of it. What is
your view?
Mr Lyonette: All of that is true. As I mentioned
before, we have been working for the last year with
Citizens’ Advice, and it has been incredibly hard to
connect anything happening through the growth
fund of DWP and the money advice fund of DTI.
You know yourselves that the mechanisms of
government can often just get in the way of trying to
join things up.

Q286 Mr Todd: How should it be focused better?
Mr Lyonette: It might have been sensible, in
hindsight—whether it was possible I do not know—
to have had one body overseeing that. I do not know
whether that was even feasible from a legal
perspective in terms of the powers that money is
given under. I think that is part of the crux of it. We

would agree with the criticisms about the short-term
nature of the funds. For the growth fund, in reality
some of the money will not be given out till
September of this year, and you are talking about an
18-month period. Similarly, with the money advice
funds, you are creating a huge number of new money
advisers. Where are they going to come from? You
give them a two-year job and then all of a sudden
there is nothing to sustain it. We would not be asking
the Government to commit further monies until
performance has been shown, but we do think that
if performance has been demonstrated with the
growth fund and we can do a good job, it would be
madness to make it a one-oV initiative.

Q287 Mr Todd: Finally, other than the diVerence in
governance model, do you think there is a diVerence
in goal and potential achievement between credit
unions and CDFIs?
Mr Lyonette: Yes. Obviously, credit unions are
deposit takers and CDFIs are investment models, so
there is a structural diVerence there in terms of what
drives the business. It is fair to say also that the
vision of credit unions the world over is not to turn
bad customers into good customers for the banking
sector. The credit union sector across the world, with
136 million people, is in many parts of the world part
of the mainstream financial services sector, so there
may be some diVerence in purpose there as well, and
that may have some impact on the extent to which
diVerent banks feel they want to support the credit
union sector versus the CDFI sector.

Q288 Angela Eagle: You are the only sector that
actually works under an interest rate cap and there
might be an argument for having interest rate caps
in other bits of the sector. Are you in favour of
retaining the interest rate cap for credit unions?
Mr Lyonette: Yes. It is bizarre that we are the only
part of the financial services sector that has a cap at
all. In other parts of the world credit unions are not
subject to certainly the level of cap we have.
Sometimes it is 18, 25%. We think we need that
greater flexibility, obviously, in terms of all of the
things that that will enable us to do, in terms of
making loans to people who are financially
excluded, but also, in reality, who knows, in time to
come, it might be important from the wider
economic environment we are working in. If you
were paying dividends up at 8 or 9% because that
was the market you were in and you could not lend
above 12%, then credit unions would have their
margins ridiculously squeezed. We would die in that
kind of environment. So it is about common sense
really. I think.

Q289 Susan Kramer: There has been quite a
movement to suggest that credit unions, banks,
money advice, etc, should all be pulled together into
shared facilities. Is that a programme that would
attract you and help resolve some of the problems in
finding locations? How would you react to that?
Mr Lyonette: On a case by case basis, lots of credit
unions work in partnership with all manner of
organisations. CAB was mentioned, local
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authorities, housing associations. What we are not
in favour of is creating new legal entities which the
money is filtered through so that the money advice
agencies or the credit unions do not themselves
receive any funds in this regard. That smacks very
much to us of our first 20 years, where the money
went to local authority-run development agencies
and was not put into the credit union itself, and we

Witnesses: Ms Bernie Morgan, Chief Executive, Community Development Finance Association, Ms Sarah
McGeehan, Deputy Chief Executive, Community Development Finance Association, Mr Andrew Baker,
Chief Executive, Derbyloans, and Mr Simon Frost, Managing Director, South Coast Money Line, gave
evidence.

Q290 Chairman: Good morning. Welcome to this
second part of our inquiry. Could I ask you to
introduce yourselves for the shorthand writers,
please.
Mr Frost: My name is Simon Frost. I am Managing
Director of South Coast Money Line.
Ms Morgan: I am Bernie Morgan, Chief Executive
of the Community Development Finance
Association.
Ms McGeehan: I am Sarah McGeehan, and I am
Bernie’s deputy at CDFA.
Mr Baker: My name is Andrew Baker and I am
Chief Executive of Derbyloans.

Q291 Chairman: What role can CDFIs play in
promoting financial inclusion by increasing the
availability of aVordable credit?
Ms Morgan: Their mission is to work with people
currently excluded from mainstream banking
services, it is to find those people, work with them,
and then move them back on to the mainstream
banking services. They exist to promote financial
inclusion and they have a real role in that. Some of
them specialise in personal finance and some in
enterprise finance, and the two members we have
with us today both represent those.

Q292 Chairman: Tell us about yourself as a CDFI.
Ms Morgan: We are the trade association for the
CDFIs.

Q293 Chairman: Where does the money come from?
Ms Morgan: Currently, we are funded
predominantly through DTI, the Small Business
Service. We were launched in 2002 by the Treasury
and our remit is to grow the sector, to build its
capacity and to lobby and advocate on its behalf.

Q294 Chairman: What is your budget?
Ms Morgan: It is £0.5 million per year. We have 10
members of staV. We also are supported by NatWest
and Barclays. Core funding comes from those two
banks. They each give us £20,000 a year for core
funding and also help with other projects we do.

Q295 Chairman: You are a pretty small
organisation.

do not want to repeat that experience. Partnerships,
yes, joint working, perhaps joint sharing of
buildings, as you say, all good things, but we do not
need to create new legal entities that will syphon oV
all the funds.
Chairman: Thank you for your evidence. Have a
good day on Friday with Mr Mudie. Do not be too
hard on him. He is a very gentle soul!

Ms Morgan: Yes.

Q296 Angela Eagle: Mr Baker, in your written
evidence you talk about doorstep collection
companies, and you refer to loans of £250 given by
doorstep collection companies which often are only
paid oV with 400% plus interest rates. Do you want
to say a bit about how you think your sector can
make this better, assist in this?
Mr Baker: Certainly. In the example quoted we
talked about the 190%, the 400%, which is the
standard rate for doorstep collection companies.
Basically, a personal lending CDFI exists to provide
an aVordable alternative to that. The interest rates
that we in Derbyloans charge for a first personal
loan is 25% APR, which some people raise their
eyebrows at, but that is the rate we charge, purely on
the basis that that is compatible with credit card type
rates; it is more expensive than the banks because
clearly we are trying to provide an alternative to the
bank, but we believe fundamentally it is a right for
people to have an aVordable alternative to the 400%
they often get charged. Clearly, as a regeneration
organisation, the money that people save by not
having to pay that excess to the doorstep collection
company is retained in the local economy, and they
can use it for other things. So I think we can make a
real contribution into local regeneration.

Q297 Angela Eagle: How come you can aVord to
oVer 25% when doorstep collection companies are
charging 400%?
Mr Baker: The quick answer is we cannot. A
doorstep collection company, as a straightforward
commercial organisation, has to price to risk and has
to price to cover its very expensive overheads. It
must cost a huge amount of money to have people
going round knocking on doors every Thursday
night. Personally, I do not believe a CDFI that is just
doing personal lending can ever be totally self-
sustaining. If we were to become self-sustaining, we
would have become a doorstep collection company
and become part of the problem rather than the
solution. I believe a CDFI has to have other
activities, other income streams, or has to be
partially dependent on some sort of grant funding.
My view, having run a CDFI for three years, is that
you can probably get to cover about 60% of



3379421003 Page Type [O] 09-11-06 19:36:13 Pag Table: COENEW PPSysB Unit: PAG3

Treasury Committee: Evidence Ev 57

28 February 2006 Ms Bernie Morgan, Ms Sarah McGeehan, Mr Andrew Baker and Mr Simon Frost

overhead costs by having a lean, mean, eYcient
organisation, but you are never going to get much
past 60%.

Q298 Angela Eagle: Obviously the subsidy that goes
into helping you do what you do currently in
competition to doorstep lenders has regeneration
eVects because monies are retained that would
otherwise have been repaid in interest to lenders, and
presumably you also see some benefits with people
beginning to be able to manage loans and repay
them. Is that where you think the value added is here
in what you do?
Mr Baker: Yes, absolutely. We enable people to
make the best of the situation they are in by stopping
them paying ridiculously high interest charges.
Without wishing to quote too many anecdotes, we
see numerous examples where we have made a
significant impact on people’s lives. For the amount
of grant or unearned, if you like, funding that a
CDFI needs, or a personal lending CDFIs needs, I
think we provide a spectacularly good return in both
a financial sense and a social sense, in as much as we
move people oV the bottom rung of the ladder, they
gain self confidence, get back into employment, and
it is a cycle of virtue, almost.

Q299 Angela Eagle: More generally, do you think
that is the role of the CDFIs, and that it would be a
good idea to have them in all deprived communities
rather than wait for them to spring up because of the
social entrepreneurial behaviour of particular
individuals?
Ms Morgan: Definitely. One of the issues we have is
that we do not have scale of coverage, so if you are
in a poor community and there is not a CDFI, you
cannot get that level of service that Andrew was
talking about, but they do exist for that social
mission purpose as well as the financial services
purpose.

Q300 Angela Eagle: How do they typically come
about, though? Is it particular individuals who have
the drive and see the local need to set them up and
therefore do it?
Ms Morgan: That has happened in some cases, yes.
In other cases it has been organisations such as
housing associations or local authorities, and in
others it has been some of the mainstream banks
seconding someone over to do something with a
community group to grow CDFIs. So there are
diVerent reasons.

Q301 Angela Eagle: The Government is spending
quite a lot of time and eVort attempting to get
everyone who is unbanked banked in one form or
another, some of that with just basic bank accounts.
Do you think that is good value for money or do you
think more of that kind of cash ought to be focused
on doing what your members do?
Ms Morgan: I think, like the last respondent,
ABCUL, talking about basic bank accounts, it is not
just the number of them but the use of them, and
sometimes they are not as easy to use as we might
think, or they do not hold as many facilities as could

be useful for people. So moving them into the
banking system actually encourages support around
that and how they can be used best. Simon, I think
you have a view on that.
Mr Frost: Definitely. It was partially answered in
Andrew’s submission to the Committee. We find the
main issue is not so much the diYculty in opening an
account but in terms of using the accounts, and it has
been mentioned before that most people will take
out the money from their account once they have the
benefits or the wages and use that as cash. We find
probably only about 25% of our customers, or
possibly less, use their bank account in a proper way,
as possibly we would understand it. There is a lot of
work with education on financial literacy that needs
to be undertaken to get people to use a bank
account, whether it be a credit union account or a
mainstream bank account in future.

Q302 Angela Eagle: So in a sense the government
target is too unsophisticated.
Mr Frost: Yes. A lot of the focus has been on
opening bank accounts, and I think probably nine
out of 10 people coming to us have some form of
bank account, and it is largely a basic bank account.
That is not so much the issue. We will help people set
up a bank account if necessary, but it is largely a
minority.

Q303 Angela Eagle: If the Government could, say,
do one thing that you think would help in this area
the most, what would it be?
Ms Morgan: It would be encouraging more CDFIs
to grow, to have a retail presence, a presence in the
high street, which makes a very big diVerence,
having a community presence, and to encourage
them to have a system that grows to some sort of
scale but without losing the mission, really. It is that
level of support that we need.17

Mr Baker: The issue of payments from benefits is
something we will probably come on to later.
Chairman: We will come to that later.

Q304 Mr Newmark: I think what you do is great but
how much do people eVectively gain the system,
whereby they will go to you because you are
suddenly there, getting eVectively cheaper credit
than they do on the doorstep, and then they also go
and get the 400% lending just because they want
whatever cash they can get, so eVectively they are
double-dipping into the system?
Mr Frost: I think it is very much about making small
achievements in diVerent areas. We are obviously
dealing with individual people’s lives and yes, there
are lots of people that will, as you say, double-dip,
but it is about providing the service and having the
scale and coverage firstly, and secondly, by helping
those individuals starting to change behaviour, and
we do encourage people.

17 Ev 262
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Q305 Mr Newmark: Do you find you are doing that
or are people in reality just gaining the system and
getting whatever cash they can?
Mr Frost: Most definitely. I am not going to quote
anecdotes, but at the end of the day, a community is
broken down into individuals—that is putting it in a
very simple sense—and if you can start to change a
number of people within those areas, you will over a
period of time, and with sustainability, influence.
We represent a community of Portsmouth, which is
quite a large city but quite a compact one, and one
of the experiences we have had is that by working
intensively in that area you can start to make a real
diVerence.
Mr Baker: Anecdotally, I take great comfort from
the fact that we now have a number of customers for
Derbyloans who are employed as collectors for
doorstep collection companies. Those people
understand that there is an increasing understanding
that basically, 180% or 400% is a bad thing. People
have an alternative, and a lot of people a lot of the
time will come to us. There are people that double-
dip, but whatever; you cannot help all of the people
all of the time.

Q306 Peter Viggers: The Government is
contemplating a system whereby debt repayment
could be made out of benefits, and this will be when
the normal payment system has broken down. Do
you think this is a productive line of thought and, if
it is made available, it could be a weapon of choice
rather than something invoked as a last resort?
Ms Morgan: We certainly think it is worth
exploring. A number of our members want to look
at it, whether it is a case of making that decision up
front or whether it comes in by default.
Mr Baker: Let us be honest: this is a very risky
business that we have voluntarily gone into, and we
get a lot of customers that, either by accident or
design, are unable or unwilling to make repayments.
So we have a significant problem in not so much
writing loans oV but in managing customers. At any
point in time 25% of our loans are in some sort of
default or deviation from the originally agreed
repayments. Consequently, we spend an awful lot of
time and energy in trying to contact customers, to
get them to reinstate direct debits, to understand
what the issues are, etc. Probably 40% of our
overheads in 2005, which is almost exactly £40,000,
was spent on managing customers in some sort of
default. That could massively be reduced. If there
was a means whereby we could claim payments from
benefits after an agreed level of default, it would
reduce the amount of time we spent on non-
productive time managing customer defaults, and
we could spend much more time doing the things we
ought to be doing. It takes risk out of the business
and it would also mean that we could attract other
funding in, possibly through a CITR scheme.

Q307 Peter Viggers: What about the concept of it
being a weapon of choice rather than default?
Mr Baker: I think there is some truth in that.
Clearly, when a customer signs their credit
agreement, if they are unwilling to sign that they

would agree to payments being stopped from
benefits, that would send a fairly clear signal that
they were considering default. I think you would
probably need to make sure there was a standard
condition for all credit agreements and explain it to
a customer, and then you could invoke that or not.
I think you would have to have it there.

Q308 Peter Viggers: How many CDFIs provide
secured lending for home improvement?
Ms McGeehan: Five CDFIs are doing some level of
home improvement loans, but it is a comparatively
new product for our CDFIs, and the 14 CDFIs that
we have in our membership that are doing personal
lending are themselves comparatively young. So
when we are talking about home improvement
loans, we are probably talking about a section of the
market, a product that is very likely to grow. Simon
is very involved in the development of home
improvement and equity products.
Mr Frost: We are launching a home improvement
product this month. It is not an equity release
scheme at this stage, although we are working with
five local authorities in South Hampshire and
Sussex, and the two initial products will be secure
products but secured with a form of equitable charge
or mortgage that cannot be converted into a legal
mortgage, so it falls outside of the FSA regulatory
regime. We have had discussions with the FSA and
they are content with the legalities of that. This will
meet some of the demand within the local
communities. The principal aim is to meet the
Government’s Decent Homes Standards. That is
what it is all about, particularly working with old
people and also younger age groups on very low,
fixed incomes.

Q309 Peter Viggers: We would be interested to know
more about that. Would you say a little bit about
financial advice and education, and the link you
have with Citizens’ Advice Bureaux? What does it
cost and how much of your energies are devoted to
this?
Ms Morgan: Certainly, the feedback from our
members is that a significant amount of their time is
spent on budget management, financial advice, etc,
to their clients, and this is quite pricey. It does take
a lot of time and it is absolutely necessary to achieve
our social mission.
Mr Baker: Clearly, if you are sitting in your oYce
with a customer, going through their income and
expenditure to understand whether a particular loan
is viable or not, you cannot help but get involved in
giving them advice. It must be said that the level of
misunderstanding or lack of understanding that we
see with customers is really frightening, where often
they have no idea whatsoever what they spend their
money on. I quote an example in the submission
where we had a lady paying £100 plus a month on
telephone top-up charges, and did not know that
until we explained to her: “Look at your bank
statements. Here they are. ‘Vodafone, Vodafone,
Vodafone.’ This is how much you are spending.” A
lot of customers do not have basic budgeting skills,
so I think financial literacy training is a huge
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problem but it has to be faced. To some extent, just
to make aVordable credit available to people who do
not know how to manage basic finances is putting a
plaster over the cracks. It is not a solution in itself.
The only way to really fix it is to make sure that the
average level of financial literacy does improve and
people can make the reasoned judgment and
understand more the eVects of what they are
deciding.
Mr Frost: Like with Derbyloans, with the South
Coast Money Line, interviewing is an integral and
essential part of what we do, because we find when
you sit down with a customer and go through their
income and expenditure, you unravel all sorts of
issues which you need to be aware of in making a
loan assessment, and this is why it may be more
costly in terms of handling applications than other
ways, but it is certainly very important. We also get
a feel for issues that are challenging our customers,
like energy bills, which is becoming a major issue for
our customers on very low fixed incomes. So that is
something that clearly the Government needs to be
aware of.

Q310 Susan Kramer: To move on to funding, in the
United States the Community Re-investment Act
and the Bank Enterprise Award Scheme both have
had the eVect of driving the mainstream banks to put
very significant amounts of investments into CDFIs.
You mentioned a few moments ago what sounded
like the most token of sums from a couple of banks.
First, is there other broader investment that is
coming from the mainstream banks into CDFIs, and
is there any programme or role you could see for
them to play a much bigger part in the funding
profile?
Ms Morgan: There are some CDFIs which are more
mature than others. We are quite a new sector. Some
of our members are 10 years old or so, the majority
five years old or so, so the older ones are much more
able to take on investment, and we are seeing a move
towards getting retail investment from high street
banks and also through the CITR, which was
mentioned earlier. In terms of seeing if there is more
of a role, if there is a greater role, I think there could
be something similar to CRA in this country but not
necessarily the same, because CRA is predicated on
what was called red-lining and around asset
management, et cetera, but there could be something
that might make it compulsory for banks to work in
this area. They recognise it is not a skill that they
have any more but they could be funding the niche
funders to do that and recognise that there could be
partnerships in the future. So I think there is a role,
but it needs to be looked at.
Ms McGeehan: I did some work on this a few years
ago. We have clearly recognised, from a CDFI
interest point of view, that the banking sector in the
UK and the banking sector in the US is really
diVerent, and the motivations for bringing in the
CRA legislation were responding to a diVerent
environment but, having said that, as Bernie says, we
recognise that a structure which was around
disclosure of engagement in these markets, whether
it be through CDFIs, credit unions or indeed

through direct provision, that could enable us to
understand relatively how diVerent commercial
banks were doing, but also be able to show us where
there were opportunities in the market place,
because I think that is the other big thing we have all
learned from the CRA in the US, that it has opened
up niche markets for the commercial banks, that are
now very interested in maintaining their CRA
departments and take commercial approaches. We
have a young sector here, the credit union sector,
perhaps not younger and not at the same scale of the
CDFI sector in the US, that needs to see further
growth to provide the same opportunities, but we
would like to see a structure that was around
disclosure, perhaps rewarding the top performers
like BEA, and potentially there could be some eVorts
to seek alternatives, because really it has been a stick
situation with the CRA, which has been able to
block mergers and acquisitions, and it might be
more appropriate to have a carrot situation here,
which is something we have looked at.

Q311 Susan Kramer: In relation to the Financial
Inclusion Fund, you have mentioned the £36 million
growth fund for third sector lenders but expressed
some concerns about its design. Could you talk to us
a little bit more about that and the direction you
might like to see it go in, and perhaps also any
concerns you might have about how all the various
diVerent pieces work together, whether it is the Fund
or the Small Business Service or the regional
development agencies?
Ms Morgan: We did welcome £36 million and put
that in our submission. The concerns we have, or one
of them, is the time constraints. By the time those
contracts are let, this summer, there are only 18
months to achieve the objectives in the contract and,
because of the design—and we understand why it
was designed like that—it is very delivery-focused,
and in a way, I think certainly our members are
feeling that there is a level of capacity building
around that that needs to be done first before you
can do the level of delivery required by the Fund.
Given the timescale, I think there could be quite a
disjuncture there. That is our main concern. In terms
of the broader Fund and the way it has been
disbursed by various diVerent departments, it would
have been helpful perhaps to have had it in one
place, because I think it is very hard to get the
relationships you need across government to be able
to make that Fund work as well as it could.

Q312 Susan Kramer: Lastly, how successful has the
Community Investment Tax Relief scheme been in
attracting private sector investment into CDFIs and
to what extent would an extension to personal
lending CDFIs encourage more capital into that
sector?
Ms McGeehan: I look after a lot of our work on
CITR. The Community Investment Tax Relief, as
you know, is an incentivised investment into CDFIs,
so it is a capital flow strategy, and you need to have
capital demand to be able to use it. To date our
members have raised £38 million under it. The
majority of those who are credited are in our
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membership and I think all of those who use CITR
are. I have done with work with members about how
they think it will work going forward, and we will
probable see another £15-20 million go into CITR
under the present scheme by the end of 2007. Will it
help in terms of providing a useful tool for personal
lending CDFIs to use? Yes, I think it will, but we
have been clear that it is an incentive for levering
additional capital and in that way it enhances return.
We need other strategies that can work against the
risk of lending in these very risky markets, and we
also need strategies that are going to be able to
develop the delivery vehicles in order for CITR to be
eVective. But broadly we have support for CITR
amongst our membership and we would be keen to
see a response from the Treasury on this.
Ms Morgan: We have a bit of a frustration at the
moment about how it is being supported at central
government level. Various of our members have
queries in to the DTI about it that have silted up
somewhere, and we are not getting the answers back,
and we feel that if there is going to be an expansion
of it, there needs to be the proper resource to be able
to deal with that.
Chairman: We will try to help with that.

Q313 Mr Newmark: How appropriate is the existing
regulatory regime for CDFIs under the Industrial
and Provident Societies Act?
Ms Morgan: Not all of our members are IPS’s, but
a number are, and they are registered with the FSA,
and we have worked with the FSA to get the rules for
registration to be quite robust around financial
promotions, around governance strategies, etc, etc,
and we welcome that. They raised that as an issue
with us a couple of years ago, and we welcomed their
input on that. So we have a level of comfort there but
we are also producing a code of practice that goes
across our membership because, as I say, they are
not all IPS’s, and the FSA have mentored that with
us, and we would like to develop our relations with
the FSA further.

Q314 Mr Newmark: Can you just give me one or two
specific examples of what progress has been made
there?
Ms Morgan: Originally, the rules for registration did
not really look at a CDFI as a model, an investment
and loaning vehicle, but now the rules on
registration do do that, and that actually happened
last year. We had one of our members come through
on the new rules, and we have talked to the FSA
about keeping those as new rules. In terms of the
code of practice, that is governance, financial
promotions, systems and procedures and that sort of
thing, I think there is probably scope for carrying on
some of the work with the FSA around providing
even more comfort to investors than we have at the
moment across the sector.

Q315 Mr Gauke: You mentioned in your submission
that something like 30 or 40% of customers with
basic bank accounts would withdraw all their cash.
Are they gaining any benefit at all under those
circumstances?

Mr Baker: To be honest, I cannot see that they are.
It seems to be just another hoop to jump through to
prevent them getting the cash in their pocket. They
obviously have lived in a cash economy, they want
to continue to do so, rightly or wrongly, and just
having the basic bank account is a hoop to jump
through to get their hands on the money, it appears
to me, in a lot of cases. Obviously, other people are
learning to use them properly, but there is a lot that
are not.

Q316 Mr Gauke: Is it simply because they are used
to living in a cash economy? Is there anything about
the features of a basic bank account that is causing
people to behave in this way?
Mr Baker: I think people are reluctant to ask a bank
and fully understand what the bank account can do
for them. People probably have a perception of a
bank account. For example, most customers, in fact
all customers, continue to pay for utilities on cards
or whatever when they could pay by direct debit. But
having said that, the real concern I have about basic
bank accounts is the level of charging for failed
direct debits. Most of our loans are repaid by either
weekly or monthly direct debits, but if a bank does
not pay because there is not enough money in the
account, they will charge anything between £30 and
£39—I think that is the highest I have seen—for a
failed direct debit, which is a huge impact for
somebody on £500 or £600 a month; it drives them
away. I cannot oVer a solution to that, I am afraid,
because I cannot see how the banks can justify going
on for £40 for a failed direct debit.

Q317 Mr Gauke: Is this a shared experience?
Mr Frost: Definitely. One of the frustrations we have
is that the banking industry is very centralised and,
rightly or wrongly, the world is moving in that
direction, and trying to resolve some diYculties on
behalf of our customers, say, with a problem with a
direct debit or a standing order, is incredibly diYcult
going into a local branch. We are in the centre of
Portsmouth, we have banks all around us, yet it is
very diYcult even to get a member of staV to go
down with a customer to try and resolve an issue on
their behalf. The banking staV are unable to resolve
that issue. They say, “This is a head oYce or sub-
regional function.” That is incredibly frustrating
and happens a fair amount. Maybe there is not a
solution to that but it is an example of some of the
issues we deal with, day in, day out.

Q318 Susan Kramer: I would like to return to a
subject I was pursuing before. You rather implied
that there is a real lack of information on who is
being served, who is not, what kinds of products are
needed to meet the needs of the general market, and
if that work were done, that might tempt the banks
into being more active within the area, but the
description of basic bank accounts really suggests
that this is an industry that is being dragged with its
arm up its back and is consequently not doing a very
good job at all. Has any work been done to really
look at trying to develop a comprehensive
alternative to the mainstream banks along the lines



3379421003 Page Type [O] 09-11-06 19:36:13 Pag Table: COENEW PPSysB Unit: PAG3

Treasury Committee: Evidence Ev 61

28 February 2006 Ms Bernie Morgan, Ms Sarah McGeehan, Mr Andrew Baker and Mr Simon Frost

of the community banking structure that we see in
the United States to service the needs of this
particular community other than work that is being
done by the credit unions?
Ms Morgan: And ourselves and CDFI’s. Yes,
absolutely. I do not think there are any other big
programmes going on.
Ms McGeehan: Just going back, I think it is really
clear that the basic bank account approach across
the commercial banking sector is something that is
perhaps slightly diVerent to the individual
relationships between some of the commercial banks
and both ourselves and our members, where there
has been a much more proactive approach and that
is why, when I was saying a carrot approach might
help, it would enable us to be able to draw out and
recognise both those individual banks and also the
strategies they have pursued that are eVective.
Really, I suppose the bottom line is a mixture of
corporate social responsibility eVorts and a real
recognition that what CDFI’s and credit unions do
is reach markets that the banks are unable to because
they do not make commercial sense, but what we are
trying to do is rehabilitate those markets, so if you
cannot bank the market directly, bank the
intermediary. For the future that is a long-term
relationship, so now we are going back to CITR, we
are seeing the commercial sector much more
interested in quasi-commercial and commercial
deals with CDFI’s because there are now capital
flows and there is recognition that there is a
commercial opportunity, and that is where
longevity lies.

Q319 Susan Kramer: Do we know how much the
basic banking structure is costing the banks, because
that presumably is a sum of money that could be
spent diVerently?
Ms Morgan: We do not have that information.

Q320 Chairman: When we started this inquiry we
wrote to the banks asking how many had basic bank
accounts, and they wrote back, and in many ways
that was their way of saying they were including
people in the financial community, but as we have
heard more evidence and had more site visits, it does
appear we are looking at the wrong target here with
the basic bank accounts. What is the alternative? I
do not think anyone at the moment has an idea what
that alternative is going to be. What advice do you
have for us in that area?
Ms Morgan: It is looking at the use of the basic bank
accounts. I am a member of the Financial Inclusion
Taskforce as well and we have been given the remit
to monitor how many basic bank accounts there are,
but it is the use of them that needs to be looked at,
and the design. At the moment we get the feedback
that they are not flexible, they are not really usable
by the sorts of people we are aiming them at in a way.
Whether there is a way of working with the banks to
design a better product or a way that CDFI’s could
provide a front oYce that is a more flexible approach

to this market, provide a front oYce for the banks,
etc, there is room for us to explore. We need to look
at it and get a real hold of the market and a real
understanding of what is needed.
Mr Frost: There are some pilot projects going on in
Birmingham and about to begin in South
Hampshire to develop community banking
partnerships. In South Coast Money Line we very
much see partnership with credit unions,
mainstream banks, housing associations and a wide
variety of organisations as fundamental to what we
do. We do not oVer a savings product, and have no
intention of developing a savings product, and part
of what we see is trying to help and work with a
number of smaller credit unions within the area we
serve to capacity build so that they can complement
the services we are oVering. We are providing the
instant crisis personal loans, and then in turn
oVering repeat loans to the credit unions and also,
obviously, savings accounts. That is very much
closer—and obviously the Committee has been to
the States—to the community development credit
unions, and I think there is an opportunity for us
to do more work as well as in terms of working
in a more integrated way with the mainstream
banks.

Q321 Angela Eagle: There is one question I want to
ask Mr Baker on financial literacy. You gave a vivid
example of someone who did not even know what
they were paying in mobile phone top-ups. Clearly,
some people are very financially illiterate, but do you
think we also have an industry that almost prides
itself on developing a series of costs and small print
that you virtually have to have a degree in financial
literacy to work out? A lot of the charging and the
pricing in the UK is very opaque at the moment.
Utilities, yes, but certainly mobile phone operators
and phone bills and various other people can cause
enormous costs and people do not realise they are
paying them.
Mr Baker: I think that is probably true. The
mainstream financial services industry goes out of its
way to make things appear more confusing than
they are. Coming down on the train this morning, I
saw a big poster from an insurance company saying
“I know one thing about pensions; it is really
confusing,” and that is an advert for a pension
provider, as though it is really complicated: “You
have to have a degree in this, that and the other to
understand it. You do not, and therefore you are
stupid, therefore come to us and we will tell you what
you need.” I think there is that slightly patronising
attitude. It is not that complicated. A basic budget is
not that diYcult a thing to work out, but many of
our customers, when we go through that process
with them, have never done it, and they will admit
they have never done it, they do not know where the
money goes. “Where does the other £300 go that you
have not told me about?” “I do not know. It just
goes.” People have been conditioned to believe that
a budget is something really complicated that is
beyond them, whereas it is not really.
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Q322 Angela Eagle: Is there a responsibility on the
financial services industry to be more up-front and
open about their charges and prices as well as on
individuals to become more financially literate?
Mr Baker: I think it is to everybody’s advantage for
more people to understand more about personal
finance.

Q323 Chairman: It would appear that your
organisations perhaps need long-term funding for
sustainability. Is that correct?
Ms Morgan: Absolutely. Currently funding is in
place and has been confirmed until 2008 for many of
our members, but not all, but we need longer
visibility than that because, as investment vehicles,
we are attracting investment, and we need our
investors to be reassured we will be here for the
longer term.

Q324 Chairman: When will you be able to stand on
your own two feet?
Ms Morgan: It will not be for quite some time. We
are a new sector. If you look at the States, it has
taken quite some time for CDFI members to stand
on their own two feet, and some still have a level of
public funding. I think it is a case of understanding
that it will take some time but recognising that
during that time we will be working for eYciencies
and sustainability, we are working to understand the
market better, to get products that are absolutely
right for the market, which takes some time to
develop.

Q325 Chairman: Are you doing any cross-benefit
analysis?
Ms McGeehan: We monitor what we call
operational self-sustainability, which is a ratio of
how much of your costs you are covering from
generated from income, and generated income is, of
course, mainly from the portfolio. There are other
income-generating sources. At the moment, we have
members of diVerent ages and self-sustainability
ratios, from 10% and there are a couple of our
members that are self-sustainable. It is very likely
that for some of the smaller members, those that are
doing the riskiest lending, because often the largest
expense is going to be write-oVs, delinquencies, there
will always be some level of grant support needed if
we want our CDFIs to enter the hardest, riskiest
markets with the higher transaction costs. As
Andrew says, there is always going to be a
compensating eVort to make their operations as
eYcient as possible and as eVective as possible, to
cross-subsidise. You have heard from the credit

unions how they have been using diVerent strategies
to cross-subsidise products. We are encouraging all
of those, so it is a focus, if you like, but we would be
misrepresenting the future if we said that all CDFIs
are going to be self-sustainable because I do not
think they will.
Ms Morgan: There is a social benefit that comes
from that, so that is a payback.
Mr Frost: On the big picture, we do not exist purely
to lend money, although that is what we do, but it is
to make people financially inclusive, to get people
into mainstream banking, to get people joining
credit unions for savings accounts. That is really the
vision. It is not that we want to necessarily do
ourselves out of a job but that is what we are here to
do. I feel that very passionately.

Q326 Chairman: To do that, £40,000 from the
mainstream sector is a drop in the ocean.
Ms Morgan: That is us as the CDFA, the
representative body. As Sarah was saying earlier,
particularly Barclays and NatWest have
relationships with a number of our members and are
supporting them.
Susan Kramer: We were struck very much in the
United States talking on this issue that government
money that came in basically said, “Are you a
creditable organisation that is properly run with a
history of working towards your goals? If so, here is
the money,” and yet what I have heard described as
money coming from Government to you, it is very
much for a project, there are a lot of strings attached,
it is very time-constrained, rather than simply
saying, “You qualify, here is the money, we are
supporting you, you make the decisions on how you
spend it.” Would it make a big diVerence to you if
this came without all of the strings the monitoring,
the time constraints, the narrow purpose?

Q327 Chairman: On the back of that, what could the
Government do to assist you best?
Ms Morgan: I think there are a number of things.
There is an issue around support, having a more
flexible funding regime, a longer-term funding
regime. I think there are things around expanding
CITR, incentivising the banks and corporates to get
involved with what we are doing, to raise the profile
of what we are doing. That would be incredibly
helpful. To actually raise the profile of CITR among
the public and investors as well would help us
enormously. So there is a whole range of things
which we could put forward to you.
Chairman: Thank you very much. That was a
fascinating morning and very helpful to us. Thank
you.
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Q328 Chairman: Gentlemen, good morning and
welcome to this inquiry into financial inclusion.
Would you introduce yourselves for the record?
Mr Lemos: Gerard Lemos, Chairman of the
Banking Code Standards Board.
Mr Fortescue: Seymour Fortescue, Chief Executive
of the Banking Code Standards Board.

Q329 Chairman: Good morning and welcome again.
For the benefit of new members of our Committee,
could you briefly give us some background
information about the Banking Code Standards
Board and the Banking Code? We have had quite a
long and fruitful relationship, but there are other
members of the Committee who would like to be
filled in.
Mr Fortescue: Chairman, there has been a Banking
Code in existence since 1991; the present one is the
seventh. The Banking Code Standards Board itself
has been in existence since 1999, so we are about six
and a half years’ old. The Banking Code covers
current accounts, savings, personal loans, credit
cards, ATMs and sets minimum standards which
banks, building societies and credit card issuers in
the UK must meet. The Code is widely regarded as
a strong Code of Practice and we believe that we
monitor and enforce it rigorously. Virtually the
whole industry now subscribes. I am pleased to tell
you that Marks & Spencer joined only a day or two
ago, so we now have all major banks, building
societies and credit card issuers. We are funded by
the industry but independent of it, in the sense that
seven of our 10 directors represent the public
interest, and only three represent the industry.

Q330 Chairman: What parts of the industry do those
three represent?
Mr Fortescue: They are the chief executives of the
three major trade associations—the British Bankers’
Association, the Building Societies Association and
APACS.

Q331 Chairman: What role is there for the Banking
Code Standards Board and the Banking Code in
promoting financial inclusion?
Mr Fortescue: Chairman, I think the Banking Code
is principally to do with the treatment of customers
after they have opened their accounts, but the most
important element of the Banking Code in relation
to financial inclusion is what the Code says about
basic bank accounts: “Before you become a
customer, we will: [this is the banks] assess whether

your needs are suited to a basic bank account (if we
oVer one) and if they are we will oVer you this
product; [and, secondly, we will] oVer you a basic
bank account if you specifically ask and meet the
qualifying conditions for one”. Perhaps I should
mention that we have monitored and enforced those
elements of the Code in relation to basic bank
accounts.

Q332 Chairman: Could you tell us how you monitor
compliance?
Mr Fortescue: Yes, but could I just mention that
there are other sections of the Code which are
relevant to financial inclusion, in particular the
treatment of customers in financial diYculties, credit
assessment and branch closure. Chairman, you
asked how we go about our monitoring: we have
done four major mystery shopping surveys of basic
bank accounts, 1,273 mystery shops in total, and we
have done it over the past four years. We have used
our own staV and also we have used the market
research agency NOP. In most cases we have
actually gone through with opening the accounts.
We have seen steady improvement in the
performance of the banks that oVer basic bank
accounts over those four years. We have a traYc
light system whereby we grade the performance of
the individual banks. There are, incidentally, 15
banks and one building society oVering basic bank
accounts. In the mystery shopping exercise we did in
2005 we graded five of them amber and 11 green; so
that was a significant improvement over the previous
years although there is still scope for further
improvement.

Q333 Chairman: Consumer groups have noted that,
because you do not publish the results of your
mystery shopping for each individual bank, it only
provides what we suggest is a weak incentive for
banks to improve their practices. Will you consider
providing a full record of the results of your surveys
showing the performance of individual banks to this
Committee?
Mr Fortescue: Chairman, we are not a market
research organisation. Our job is to monitor and
enforce compliance with the Code.

Q334 Chairman: Let me interrupt you there. We are
an organisation which scrutinises the work that you
and others are doing and, in order to promote
financial inclusion, we need hard facts. When we
hear that Bank A is good, Bank B is never any good
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and Bank C is not so good that is totally and utterly
useless to us because it does not tell us anything. In
fact given the situation that could retard the issue of
financial inclusion because it gives no incentives to
banks to pit themselves against the best. That is the
situation we are in.
Mr Lemos: The situation on this is that we have rules
for compliance and disciplinary matters which are
human rights compliant. If we were to publish the
data from the mystery shopping that would, in
eVect, be to name and shame the poor performers
which might be beneficial from your perspective, but
the problem for us would be that it would be a
breach of our rules.

Q335 Chairman: Are you trying to tell me that this
is against the banks’ human rights for them to be
named? Let me tell you, they are not shy at putting
their adverts forward as to how good they are
against others. Yet when we find they are a wee bit
slow on things, you are saying those are their human
rights? This is nonsense and I am not a lawyer, and
you probably are a lawyer!
Mr Lemos: No, I am not, but we were advised by
our lawyers.

Q336 Chairman: Could you give us that in writing
from your lawyers? Could you send that information
to us as to where it contravenes their human rights?
Mr Lemos: Let me be clear, Chairman—

Q337 Chairman: I want to be clear—that is why I am
pushing you.
Mr Lemos: The requirement of our disciplinary
process, as I think is the case for all regulators
including the FSA, is that they are compliant with
human rights and other legislation. Our disciplinary
process has as a sanction that we would name and
shame people who did not comply but it would come
at the end of a disciplinary process, a disciplinary
hearing and people would have the right of appeal;
if the information was published in advance that
would second-guess the process.

Q338 Chairman: Mystery shoppers have been into a
bank and have gone for a basic bank account. In
some banks 62% of customers who went in had to go
to the counter to get information. That is not
shaming, that is naming. That is ensuring that
people who are signing up to a basic bank account
get the proper treatment when they go into a bank.
That is not shaming.
Mr Lemos: We are also committed to people getting
the proper treatment. The way in which we seek to
achieve that is, once we have the results of mystery
shopping, there is a programme of compliance
activity which, over the three or four years we have
been doing this, has led to an improved
performance, particularly in the availability of
information and behaviour of staV. I would not deny
for a moment (and it is not my job to defend the
banks in this respect) that there are still problems
with those two requirements. Our job I think is to
seek to get banks to comply with those requirements.

What we want to achieve is that all banks that are
members of the Banking Code fulfil the
requirements of the Code.

Q339 Chairman: Let me give you one bit of
information that you have given to us in your
mystery shopping survey. You have said that “one
bank correctly identified the need for a basic bank
account in only 37% of cases, lower than in our
previous survey when the poorest performer in this
area . . . achieved 45%”. So here we see regression
and if people want to open a basic bank account, or
advisers say they should go to a particular type of
bank, they are not going to get a good deal at that
bank because they have gone backwards, but
nobody has that information and that is totally
unsatisfactory.
Mr Lemos: But the way in which we would want to
deal with that, Chairman, is to ensure that that bank,
along with all the others, got those numbers up.

Q340 Chairman: Of course. Let us cut to the chase,
you are saying this is an infringement of human
rights?
Mr Lemos: No, I am saying it is an infringement of
our rules.

Q341 Chairman: No, you said, “human rights” to
begin with.
Mr Lemos: No, I am sorry.

Q342 Chairman: You said your lawyers advised
you?
Mr Lemos: Our lawyers advised us that our rules
have to be human rights compliant.

Q343 Chairman: I want you to share the information
your lawyers gave you with us. Let me tell you, as
Chairman what I want to do is to pursue this issue
to see if we can get that information on the record so
we can help people. If you are blocking us on that
then we can decide where we go from there.
Mr Lemos: I am sorry I do not want to be diYcult
about this, Chairman. It is not that we want to
block you—

Q344 Chairman: I want to see that information to
see if you are blocking us18. If you are blocking us
then we will do something about it, and if you are not
blocking us we can take it further. That is what it is.
Mr Lemos: I am very happy to correspond on this
but, in the end, the way in which you would achieve
what you wanted to achieve would be a matter for
the banks agreeing to it. You could take it up with
them and I could take it up with them.
Chairman: Okay, but we do not want nonsense on
human rights.

Q345 Angela Eagle: This is the first I have ever heard
(the fact that banks have a corporate entity then
taken further) that there is some idea banks also
have human rights as corporate entities. That is the
biggest nonsense I have heard in a long time. Most

18 Ev 204
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people that campaign on human rights are thinking
about individuals and their human rights to live,
privacy and all of those things, but not corporations
surely, that is absurd?
Mr Fortescue: Our legal advice was that
corporations have human rights, and the Human
Rights Act comprises them as well.
Chairman: You can share that information with us.

Q346 Angela Eagle: I want to think about some of
the human rights of the financially excluded. From
your mystery shopping exercise you have identified
that there is a gap in the experience of people who go
into branches and the corporate pronouncements at
the top of banking organisations. The corporate
view is that basic bank accounts should be available
but not only your mystery shopping exercise but also
the experience of a lot of advocacy groups who have
given evidence to us is that there is a massive gap
between the published good intentions at the top of
a corporation and what actually goes on in branches.
What do you think you can do as guardians of the
Code to ensure that that gap is closed?
Mr Fortescue: As I said earlier, the situation has
improved significantly as a result, I hope, of our four
mystery shopping exercises. The compliance with
the Code is very much higher now; it is still not
perfect. You ask what we would like to see
changed—I think there are four changes we would
like to see, and we have recommended that at the
next review of the Code, which is a process which
happens every two or three years involving an
external reviewer. There should be four changes:
firstly, mandatory display of literature about basic
bank accounts in all branches and some banks do
that already; secondly, there should be no credit
search with credit reference agencies; it is not
necessary for opening an account; it is possible to do
an identification search rather than a credit search;
thirdly, we were concerned in our last survey that it
was taking too long for many people to open
accounts, so we think the Code should incorporate a
standard time to open basic bank accounts; we have
largely, I think, resolved the problem of switching
current accounts as a result of past changes to the
Code, and we think it should be possible to have a
limitation on the number of days it takes to open a
basic bank account; and, fourthly, the question of
identification, which has been quite a problem
throughout—hopefully made better as a result of the
new JMLSG guidance; but we think verification of
ID documents should take place in the branch rather
than having them sent to some central point. Our
independent directors will be making those
recommendations at the next Code review which
starts at the beginning of next year.

Q347 Angela Eagle: If those were agreed, and that
would be quite a process, would you expect the
Banking Code to change to reflect these four
excellent points?
Mr Fortescue: That would be the wish of our
independent directors certainly.

Q348 Angela Eagle: If that were to be agreed, which
is a big process, when would that be likely to be put
in place?
Mr Fortescue: The Code review will start at the
beginning next year and the new Code will come in
at the beginning of 2008.

Q349 Angela Eagle: I understand that there are
processes involved in revising your Code and you
have to have some coherence in that as the managers
of it, but as a Committee we have visited many
people who are at the bottom rung of trying to get
going in life who have not been able to access bank
accounts and, therefore, cannot have money from
their jobs paid into bank accounts and have to exist
in a cash economy with no prospect of being able to
make progress. Do you think it is acceptable, even
though we know this is going on, that 2008 should
be the first opportunity when we can make these
improvements to help them? These things are always
fairly easy, are they not? Mandatory display of
literature ought to take a few weeks to be put into
eVect through a banking system and, as your own
mystery shopping programme showed, in some
banks it is only available behind the counter; and in
many, many banks there is no presence whatsoever
in the lobby of any idea that there might be basic
bank accounts available in that area. 90% of some
banks just do not put this literature out in the lobby,
it is all behind-the-counter stuV—actively
discouraging people from coming in and asking, in
my view.
Mr Lemos: That is why we want to change that
requirement. I accept that 2008 seems a long way oV,
but one of the changes which has been made—
Angela Eagle: All you have to do is take the literature
from behind the counter and put it out in the front.

Q350 Mr Newmark: Did you say it is a requirement
or it is customary practice, because there is a
diVerence between being a requirement—
Mr Lemos: It is not a requirement.

Q351 Angela Eagle: Not at the moment it is not, but
we are talking about it potentially being a
requirement?
Mr Fortescue: One bank, Barclays, mandated that
all their branches will have literature about their
basic bank account on display.
Mr Lemos: May I just finish my point about Code
review. The important thing for us is to make sure
with the way in which the Code is reviewed is that all
the stakeholders, and that includes the consumer
bodies, the organisations that represent people in
financial diYculties, the financially excluded and so
on, get an opportunity to contribute to that process;
and that the process of reviewing the Code is
undertaken independently and it is not just the
banks accepting or rejecting what we suggest. We
wanted to open that up a bit, and that was on the
recommendation of DeAnne Julius and the
committee which looked into this. While that does
mean it takes a bit longer than perhaps it otherwise
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would, the eVect is that it means the Citizens’ Advice
Bureau, the Consumers’ Association and so on can
all participate in that process.

Q352 Angela Eagle: The things you have correctly
identified—the credit search, which is a nonsense
when the basic bank account does not oVer credit—
and the problems with ID that we have come across
at every hearing, and burdening people with asking
for ID that they cannot possibly have because they
have not got it, but they have other forms of ID
which are not accepted, the idea that it is taking too
long to open basic bank accounts these are all very
sensible, simple changes which would not take that
long to put into eVect. I understand with a major
review of your Code you might want to take a lot
longer to work it through a system, but some of these
are basically quite quick changes which would make
an enormous diVerence to people who are constantly
struggling. Can we not have a fast-track for these
obvious changes? Literally one of them, taking the
literature from under the counter and putting it out
in the front lobby, you are not telling me it takes two
years to get through a process of agreement that
would make that happen. If a government
department did that they would be slammed for
being too bureaucratic and it would be on the front
page of the Sun as another example of over-
bureaucratic government. Surely you can do
something about something so simple?
Mr Fortescue: Chairman, I think if it is the strong
wish of this Committee that those four things should
be done more quickly then I am sure that the
banking industry and ourselves will try and expedite
the matter.
Mr Lemos: There are ways in which we could do
that. Maybe you do not want to go into them now
but there are ways.

Q353 Mr Gauke: Could I just return to the issue of
ID requirements and so on. It would be interesting
to know in your mystery shopper exercise what were
the specific problems that emerged with regard to ID
verification; and, in particular, were problems
caused by guidance from the banks centrally, the
compliance department, or were problems caused by
counter staV being inflexible? Where is the diYculty?
What is particularly causing a problem in this area?
Mr Fortescue: Clearly many people who are opening
basic bank accounts do not have passports and
driving licences, so it is necessary to look at the
second level forms of identification. I think you have
to see this in the context of it being a criminal oVence
to open a bank account for somebody without
adequate ID and the very substantial fines which the
FSA has made on certain organisations which have
not got it right. There is a risk-averse culture in most
banks. We found that in 65% of our mystery shops
there was a list of documents available in the branch.
In other cases the documents had to be sent to some
central point—not very satisfactory if it is
somebody’s housing benefit book, for instance, or
indeed their passport if they have one. We hope very
much that the more flexible arrangements which the
JMLSG has now proposed will reduce this problem.

We would certainly like to see the decision-making
made in the branch rather than things sent to a
central point.
Mr Lemos: I think that is the key to it that the ID is
verified in the branch and things are not sent away,
because that then also leads to a delay in opening
the account.

Q354 Mr Gauke: The Banking Code requires banks
to tell the customer what information the bank needs
to prove the customer’s identity. How does this
work? You have mentioned that in 62% of cases
there is a list of documents that would work and
satisfy the requirement, but that is not a specific
requirement, is it, as far as the Banking Code is
concerned?
Mr Fortescue: There is a list of acceptable
documents, but there is some flexibility built into
that; and the flexibility very often resides in the head
oYce rather than the branch.

Q355 Mr Gauke: There is no requirement to provide
a list to potential customers, for example, for a basic
bank account saying “This is the list of documents
you can use”? That does not happen?
Mr Fortescue: No. I am sure it would be helpful if
these things were explicit but I am not sure it would
be helpful if all discretion was removed from the
front line and all flexibility; I think that would make
the situation potentially worse and slower than it is
now.

Q356 Mr Gauke: You mentioned the JMLSG
guidance—to what extent are you satisfied that this
will actually address the problem fundamentally?
Mr Fortescue: The main changes are that it is risk-
related—that somebody who is most unlikely to be
involved in money laundering is going to have to
provide less onerous ID verification; that there is
going to be less reliance on utility bills, which are
easily forged; there is going to be more reliance on
electronic identification checks. I think all those
should reduce the problems compared with the
present situation.
Mr Lemos: The other thing is that the JMLSG has
now allowed local authority housing letters to be
used as identification, and for a great number of
basic bank account customers that should be very
helpful.

Q357 Mr Gauke: You also mentioned earlier the
point about sending documents away. Is there a need
to amend the Banking Code at all to address this
problem? Is the Banking Code suYcient in your view
on that specific point?
Mr Fortescue: I think that is probably not something
which would go in the Code itself. There is a much
longer document called the Guidance which is
principally for its interpretation for banks and
building societies. It is in the public domain and I
think the changes are something which could go in
the Guidance rather than the Code.
Mr Lemos: I think the way we see the Code and I
think the way the banks see it (but we are very
committed to this as independents) is that the Code
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speaks directly from the bank to the customer; it is
not the test of compliance—that is the Guidance. We
do want the Code to be in plain English, to be user-
friendly and to be an accessible document for
customers.

Q358 Mr Gauke: As a matter of practice as things
stand at the moment, is it generally the case that
original documents are being sent away to head
oYce to be reviewed there rather than done at a
branch level?
Mr Fortescue: No, universal practice. I think in three
or four banks they are sent centrally and for the
remainder they are done in the branch.

Q359 Mr Todd: The speed with which people are
able to open a basic bank account, many of these
individuals are very dependent on getting their
money rapidly if they are receiving benefits, and
your own submission draws attention to the
criticality of that. We have had evidence that in some
cases there have been delays of up to 10 weeks or so
to open a basic bank account, does that concern
you?
Mr Fortescue: Yes, it does. The longest period of
time that we encountered was seven weeks, which is
clearly far too long. We think the whole process
should be possible within, say, 10 days.

Q360 Mr Todd: Did you explore what the causes of
the delay might be?
Mr Fortescue: It is usually to do with identification
problems, particularly if the documents have to be
sent to a central point; they then get sent back with
a letter which somebody, whose first language may
not be English, may have diYculty in understanding
and they really have to start again with the whole
process. You can imagine the sort of delays which
result.

Q361 Mr Todd: Do you think the Code should have
an explicit limit on how long it should take to open
a basic account?
Mr Lemos: That is one of the things we will argue for
in the next review.

Q362 Mr Todd: Have you got an idea of what that
should be?
Mr Fortescue: I think that is something we would
want to talk to the industry about. I would have
thought 10 days should be the right order of
magnitude.
Mr Lemos: Some do currently.
Mr Fortescue: Yes. There used to be a problem with
switching current accounts. People perceived that it
was extremely diYcult and time-consuming to
switch their accounts. The Code says the bank that is
losing the account must provide information about
direct debits and standing orders within three
working days. As a result of that, the switching
problem I think has largely gone away. It is not
diYcult to switch accounts. There is a time limit on
that process. We think there should also be a time
limit on the process for opening a basic bank
account.

Q363 Mr Todd: We have talked about the barriers to
opening an account, what about the process of
actually running an account. Have you looked at
whether there appears to be discrimination against
those who operate basic bank accounts in
encountering the services of a bank?
Mr Fortescue: The area where we have perceived it
to be a problem is in the length of time it takes for a
cheque to clear on a basic bank account compared
to regular current accounts. Six of the providers of
basic bank accounts require a day or two more for
the cheque to clear—presumably because there is a
higher incidence of bounced cheques with basic
bank accounts. It is not a huge problem because the
benefit credits and the salary credits, which are the
main source of funding for the basic bank accounts,
go through BACS and, therefore, arrive as cleared
funds. I think that is the area where we have
perceived there to be some apparent discrimination
against basic bank account holders.

Q364 Mr Todd: There does not seem to be a logical
reason why a basic bank account holder should have
a longer wait to clear a cheque, to be quite honest,
bearing in mind the very low-risk, low-opportunity
(I accept that) nature of the account itself?
Mr Fortescue: I would agree with that.

Q365 Mr Todd: What steps are you taking to make
that message clear in the Code?
Mr Fortescue: The OFT has a group looking at the
whole cheque clearing process at the moment and
cheque clearing times. They are due to report during
the summer and we are really waiting to see what
they are going to say.
Mr Lemos: It would certainly be helpful if they
looked at clearing times for basic bank accounts, as
well as other clearing issues.

Q366 Mr Todd: It would appear to an objective
observer that that is just another way of
discouraging people from operating basic bank
accounts, that it is just a little more diYcult. Another
example which was sent to us was there appeared, in
some cases, to be discrimination over even basic
things like access to a counter for ordinary
transactions in a bank.
Mr Fortescue: We have not come across that.

Q367 Mr Todd: That appeared to be the case. “HM
Treasury is aware of recent moves by some of the
banks to restrict over-the-counter access to basic
bank accounts”. I think there was another reference
to encouraging people to go at certain times, or
something like that. Again that seems something
which would be unwelcome and illogical?
Mr Fortescue: We are certainly aware that banks
encourage people to use their cards in machines
rather than across the counter, but they do that for
all their customers.

Q368 Mr Todd: Yes. The tenor which comes from
this line of questioning is that very gently there are
attempts made to make clear to basic bank account
holders that they are somewhat second-class citizens
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among the bank’s customers, and their business is
not entirely welcome. To be honest, I would have
thought that is neither ethically nor in business terms
sensible, since presumably at some point there may
be a desire to convert that bank account holder to a
full account holder, which I think my colleague will
come on to and the means by which that might be
done. Should not the Code be absolutely explicit,
that all relevant services should be equally available
to a basic bank account holder? Obviously there are
a large number of bank services which are not
available to them because there are restrictions on
the account.
Mr Fortescue: I think it might be diYcult to mandate
that all banks should treat all their customers in
precisely the same way—there is some segmentation
in the market . . . 19

Q369 Mr Todd: Where those services are relevant I
think that that is right, is it not?
Mr Fortescue: It is not an issue which we have come
up against, but we will certainly look into it and
consider whether a change to the Code might be
required.
Mr Lemos: In principle I think that is right. Where it
is relevant people should receive the same treatment.

Q370 Mr Newmark: My question is to do with
default charges. Last year you said that regarding
penalty charges on credit chards, “If I were still a
poacher I’d have a real job defending these charges.
They do not appear to be related to the costs, they
frequently hit those least able to pay them and they
generate great resentment”. What is your view on
the level of default charges payable by users of basic
bank accounts when there is insuYcient money to
pay standing orders and direct debits?
Mr Fortescue: This is a concern to us—certainly to
the independent directors. Perhaps I should make
clear that I was speaking, as I think The Guardian
article mentions, in a personal capacity. For people
who are new to banking, who may not understand
the system very well, if a direct debit for their gas bill
comes in at a rather higher figure than they were
expecting or a day or two earlier than they were
expecting or their benefits are delayed, they get
charged up to £30 or even more for a failed direct
debit that blows the household budget for the week;
so this is a serious concern to us. The theory is that
we are not an economic regulator; we should not set
prices. Our role is to ensure transparency so people
can make informed decisions. The weakness in that
argument is that the information about those
charges is hidden somewhere in the terms and
conditions which people probably do not read
properly when they open the account, and at the
time the charge is applied they are in no position to
shop around or go with another supplier. I think we
would like to see two changes at the time of the next
review: one, the independent directors would argue
for a summary box (and this Committee has been
very positive about summary boxes for credit cards).

19 Note from Witness: The BCSB believe it is reasonable that
banks should have some freedom to segment their market
according to customer profitability.

We think summary boxes should be there for current
accounts as well, so the key features of the product
would be pulled out in a standard format so people
would be made aware that there was a penalty
charge. That would be the first thing. The second
thing would be that there should be pre-notification.
For other account charges the Code says that they
should be pre-notified, generally on the customer’s
statement 14 days before they are applied so that
people can be aware of them, argue about them if
necessary and avoid the situation of having charges
on charges. We think that the pre-notification
should apply to penalty charges as well, as indeed it
does for some banks, but we think that should be
universal.

Q371 Mr Newmark: Circling back to what you said
a bit earlier, you do not really see an expanded role
for the Banking Code in the area of penalty charges.
I get the sense you think the market should be
setting that?
Mr Fortescue: I should also say that the OFT is on
the case. In fact in this morning’s Financial Times it
mentions that the OFT is likely to cap charges on
credit cards at a rumoured figure of £10 or £15 for a
credit card default charge, and clearly there is a read-
across from this into charges on basic bank
accounts.

Q372 Chairman: That is a good aspect to bring to
your attention because it was this Committee which
referred this issue to the OFT and then referred it to
the Competition Commission. This is an example of
industry coming before us when we asked them
about penalty charges and saying, “We don’t make
any extra money out of this”; and we asked, “How
much do you make out of it?” and they unanimously
decide not to give us that information. As a result we
referred it to the OFT and we now see the result of
that. It is just an example, Mr Fortescue, for you in
your role to say to the banks, “Look you should be
thinking in a forward way in this issue so that we do
not need to go through these laborious routes”,
because at the end of the day we find ourselves in this
position. Related to Angela’s question about the
review in 2008, if they were seen to be taking this
oVensive approach then things would be a lot easier
and there would be no need to get into this situation.
Mr Lemos: Could I say one more thing in relation to
your last question. There is a provision in the Code
relating to customers in financial diYculties already,
which says that they should be left with enough
funds for their basic requirements.

Q373 Mr Newmark: I understand that. I think the
point Mr Fortescue was making hits the nail on the
head—it is those, where for some reason for
example, a cold winter and their fuel charge is
suddenly a lot larger, who slightly go over and they
are hit with a £38 or £26 charge. We are really
focussing on the people who are on the lowest rung
of society. That is really where our concern lies. For
those people the £26 or £38 is a meaningful amount
to them. That is where our concern lies. For those
who just have two bank accounts there is this issue of
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oV-set. I know that consumer groups have expressed
concern that banks are beginning to oVset one
account for another, so if one goes overdrawn they
eVectively log onto another account to pay oV debts.
The problem arises sometimes even when a
repayment plan has been agreed with the help of an
impartial debt adviser. Would such action breach
the Banking Code’s requirement to treat customers
in financial diYculty positively and sympathetically?
Mr Fortescue: The Guidance on this point says that
banks should leave the customer with suYcient
money for day-to-day expenses, taking into account
individual circumstances. We are aware of instances
where that has not happened; where the bank has
grabbed all the money when it is paid in after the
salary date. We have got a very good liaison with a
lot of money advisers and Citizens’ Advice Bureaux
who have frequently told us of this. We have taken
them up with the bank concerned and been able to
rectify the situation.

Q374 Mr Newmark: Is this generally minutiae
writing where you need a magnifying glass? Is this
generally made clear to customers upfront, that you
do have the ability to eVectively seize the assets from
one account to another, or not?
Mr Fortescue: There is something in the terms and
conditions about the right of set-oV which people
will not generally understand.

Q375 Mr Newmark: I find a number of people find
it irritating that they have to show the same set of
identification to the same person and the same bank
opening two sets of bank accounts because they are
told that, “This bank account is diVerent from this
one and, therefore, you are required, for money
laundering requirements, to show us the same ID to
open a separate bank account”. Therefore the
impression from the consumer’s standpoint is that
these are two distinct bank accounts. Banks make
that very clear in trying to open up the bank
accounts, but, what I am not sure is made clear is
that this right of oV-set is anywhere other than in the
teeny-weeny writing at the back of some large
document. Is that made clear upfront?
Mr Lemos: It goes to our general concern that
customers have the right to know what is going on.
There are some things which are more significant
than others in all the terms and conditions. I think
a fundamental principle on which the Banking Code
operates is that people do have a right to know. As
Seymour has already said, one of the things which
we think has been successful is the summary box on
credit cards. I think there would be a question if
there were to be a summary box on current accounts
about what would be covered and what would be the
important requirements.

Q376 Mr Newmark: On this issue do you think there
should be some sort of change in the Banking Code
in this area, or not?

Mr Lemos: So far as the independent directors are
concerned, I think we have already said that we
would like to see a summary box on a current
account and then there would have to be a discussion
about what was most important and so on.

Q377 Mr Newmark: Making it very clear upfront to
customers opening two back accounts this right of
oVset?
Mr Fortescue: For customers in financial diYculties
basic bank accounts are an extremely good product,
because there is a discipline in them that they are not
allowed to go overdrawn. I know a lot of money
advisers will encourage people in financial
diYculties to open a basic bank account and keep
that as a means of keeping their head above water
whilst dealing with any other problems via
monthly transfer.
Mr Lemos: If we are talking about a customer in
financial diYculty who is at risk of oV-set the key
thing is that they have independent money advice,
independent debt advice, and if a payment plan has
been agreed and is being maintained. Appropriation
in the way you have described should not occur.
Those are the requirements as they currently stand.
We would stand by those and ensure that they were
complied with.

Q378 Mr Newmark: Citizens Advice are concerned
that banks are taking the opportunity to upgrade
basic bank accounts to conventional accounts with
full banking facilities where this is not necessarily in
the individual’s best interests. They have called for
the Banking Code to include guidance on how basic
bank accounts should be upgraded and detail the
safeguards that should be put in place. Is there any
need for further guidance in this area, in your view?
Mr Fortescue: I think it would be quite diYcult to be
prescriptive in that area—the precise circumstances
when somebody’s account should be upgraded.
Clearly in tackling financial inclusion it is an
evolutionary process. You start with a basic bank
account; if that works okay and people use it
sensibly then there is no reason why they should not
have access to aVordable credit, saving schemes and
a credit card in due course; but I think that has to be
a step-by-step process. I think it would be rather
diYcult to prescribe how that should be done.

Q379 Mr Newmark: Other than necessarily
wrapping it in a “know your customer rule”, is this
in the best interest of the customer? You cannot be
prescriptive, but in terms of banking practices or
best code of practice in the behaviour that one has
towards one’s customer there should be the “know
your client rule” eVectively where perhaps that
should come up?
Mr Fortescue: The thing which has concerned us is
that the scenarios we have written for the mystery
shopping have been very much about people who
have no need for credit and they just want a simple
account into which their benefits will be paid and
they can perhaps use them for their utility bills and
so on. We have been concerned in the past, but the
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situation has clearly improved recently, that people
were being sold products (including credit) which
they had no need for.

Q380 Chairman: You mentioned that independent
directors would like to have a summary box. There
are seven independent directors out of ten, are there
not, so what is the problem?
Mr Lemos: There is not a problem potentially.

Q381 Chairman: You could just make that decision?
Mr Lemos: We can certainly put it to the banks that
it should be included in the Code—the banks’ own
the code as it is part of the self-regulatory regime.

Q382 Chairman: You could do that. That is the view
of the Banking Code Standards Board?
Mr Lemos: Yes.
Chairman: That would be helpful.

Q383 Mr Love: I notice in the Banking Code you
give a description of the features of the basic bank
account. Do you consider it to be part of your remit
to encourage any change in the design of a basic
bank account to more suit the customer rather than
the bank?
Mr Fortescue: Citizens Advice has argued for a
number of changes to be made to basic bank
accounts and we would certainly agree with a
number of them. Some of their suggestions are
things which we have already covered, like credit
scoring, length of time to open, set-oV and charges
for direct debits and standing orders. I think one
thing which might be helpful is a buVer zone of £10.
Three banks already oVer that. It means you do not
get the situation of a direct debt being bounced
merely because it is going to take the account a few
pence overdrawn.

Q384 Mr Love: Let me come on to the specific issues
in a second, but let me just ask you, do you do any
work on the use that is made of the basic bank
account when it is opened by the customer, because
a lot of the evidence we received from the
organisations you have mentioned—the CAB and
National Consumer Council—was that because of
the features of the account many of the people who
had opened a bank account had not actually used it
as eYciently as they should have done. Is that
something you take on board, and would you
change the design, based on the fact that people are
not using them as much as they should?
Mr Fortescue: The British Bankers’ Association
have recently conducted some quantitative research
using Millward Brown which suggests a high degree
of satisfaction on the part of basic bank account
holders. I think the idea that we should conduct
some of our own research on basic bank accounts
and what happens after they have been opened is a
very good one. I think that is something we should
consider in the next year. We do have quite a useful
market research budget and it is a very sensible way
of spending it, I think.

Mr Lemos: Our principle concern up until now, as
the Committee knows and has supported, is making
sure that people can open them without diYculty. I
entirely agree with Seymour that this might be an
appropriate thing to look into.

Q385 Mr Love: I think we have dealt with default
charges in quite some detail so I will not go back over
that. I was somewhat surprised by your comments in
relation to over-the-counter and being able to access
banks over-the-counter; because almost all of
the evidence we have had from the other
organisations—NCC and CAB—says that this is
regular practice by the banks. Why is that not
showing up in your mystery shopping surveys?
Mr Fortescue: Our mystery shopping surveys are
about opening an account rather than how it might
work afterwards.
Mr Lemos: That is why we need to do some more
work.

Q386 Mr Love: It does seem to me that is an area you
do need to look into because of all the evidence we
are getting back. Let me go on finally to the point
you made about a buVer, because this has been made
very strongly to us. Many people do not use the
account because they are scared of going overdrawn
with the large default charges that arise from that. A
small amount of money which would be relatively
easy for the banks to introduce—£10 has been
mentioned, and £20 to us, but whichever figure it
is—is that not something you should be pursuing
with the banks?
Mr Fortescue: Yes, we will.

Q387 Mr Love: You can tell this Committee that
that is something which will be promoted by the
Standards Board? I know you mentioned that three
banks had taken it up, but you will be promoting
that with all of the banks in the future, will you?
Mr Fortescue: Yes. I think we have seen some quite
useful individual initiatives by banks. I mentioned
that Barclays’ mandate that the literature should be
available in all their branches. They have said that
the ID issue should be resolved in branches. I think
they have a buVer zone as well. In relation to the
problem of failed direct debts and the charges, three
banks have a rule saying, “Three strikes and you’re
out. We let you have two bounced direct debits
without charge, but we will warn you and on the
third occasion I’m afraid you have to close the
account”. That may be a more sensible way of
dealing with it than punitive charges.

Q388 Lorely Burt: I would like to pick up one of
your comments in this report by Millward Brown. I
think if you were to do some mystery shopper
exercise on the actual conducting of the bank
account and customer satisfaction once they have
actually managed to encounter all the barriers to
opening it up, you might get a slightly more balanced
view than this motherhood and apple pie,
everything-is-absolutely-wonderful picture which
seems to come through. Members of the Committee
have only seen that last thing last night so it would
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not be fair to comment any further on it, but I would
welcome any research in that area you would like to
conduct?
Mr Fortescue: That was quantitative research; and I
think qualitative might well be more helpful to try
and get a better understanding of what people like
and dislike.
Mr Lemos: And reasons for not using the account.

Q389 Lorely Burt: Absolutely. That should be very
helpful to the industry as a whole as well as people.
I am supposed to be talking to you about access to
cash withdrawals, particularly the cash machines.
The previous Committee did a report into cash
machine charges and recommended that the
charging cash machine operators should be brought
under the Banking Code. You seem to have so far
rejected this as a course of action and I would like to
ask why?
Mr Lemos: We have not rejected it as a course of
action. What we have been keen to achieve is that
customers are properly informed about ATM
charges before they commit to making a withdrawal.
This is covered by LINK’s rule and LINK has
powers that we do not have, notably to switch the
machines oV. After much discussion we did do some
mystery shopping of our own in this area and it did
seem, firstly, that machines that charged were largely
compliant and LINK itself has done some research
in this area and we will continue to monitor that. I
will certainly give the Committee that assurance. If
it came to light that LINK’s rules were not being
enforced and that there really was a problem with
the disclosure of these charges then I certainly have
not ruled out as chairman the possibility that the
independent operators would be encouraged to join
the Code. It has not been rejected but I think our
desire, and the Committee’s desire, is to get the most
eVective way of ensuring that people know what has
happened.

Q390 Lorely Burt: Mr Lemos, in your letter to our
Chairman in January you did actually say “ . . . there
was a wide variation in compliance with the LINK
rules . . . [and] 13.2% of charging ATMs were
noncompliant with one or more of their rules”. The
principal enforcement that seems to be being applied
at the moment is a fine of £100 per non-compliant
machine. £100 hardly seems like very much of a big
deal in comparison with the money they are making
out of the confusion they are causing by not being
compliant. What would you say to that?
Mr Lemos: I think as we continue to look at this and
continue to research it, if those numbers do not come
down then that would suggest that the disincentive
of the fine is not working and we would come back
to the Committee’s previous recommendation that
they should join the Banking Code. I certainly want
to reassure the Committee that we have not ruled
that out; but if it can be achieved through LINK’s
rules and their greater powers then I guess
everybody will welcome that. If it cannot then we
will certainly look again at the possibility that they
should join the Code. I certainly do not want to rule
that out.

Mr Fortescue: The largest ATM deployer outside
the banks is Hanco which is a subsidiary of the
Royal Bank of Scotland. I can tell the Committee
that Hanco have decided to come into the Code
under the RBS umbrella, so they will be compliant
with the Banking Code.
Chairman: That was one of our recommendations
for subsidiaries.

Q391 Lorely Burt: Good. I hope you make your
mind up about doing something sooner rather than
later because I think there is a lot of confusion out
there. Can I just ask you about the conditions
concerning the closing of cash machines? The
Banking Code requires banks to notify customers
when closing the last branch within a one mile radius
in urban area and four miles in rural areas. Do you
think the Code should include similar requirements
on banks when removing or selling the last free cash
machine within a specified distance?
Mr Lemos: I have got a lot of sympathy with the
problem. The diYculty is: who are the customers to
be notified of the cash machine? I think we have to
think of a practical way of achieving that. The
requirement on branch closures would not quite
achieve that because how do you contact the
customers. If there is a practical way that can be
suggested then we are certainly happy to consider
that and put it forward for the next review of the
Code. It is a question of what would be eVective.

Q392 Lorely Burt: If it was a specific bank which was
closing a free machine then presumably the bank
could write to their own customers within a specified
radius, in the same way that if they were closing a
branch they could write to those customers?
Mr Lemos: That is a possibility.

Q393 Lorely Burt: Perhaps that is something you
might wish to recommend.
Mr Fortescue: If it is the last free ATM in a town it
would obviously be used by a lot of non-customers
and the ability to notify them is the issue, I think.

Q394 Lorely Burt: Yes, but at least if you were
notifying that actual bank’s customers then
somebody would know about it and people would be
alerted and perhaps would want to start
campaigning to retain that. Finally, could I just ask
about credit checking? The Financial Times reported
that you wanted to improve the guidance that
accompanies the Banking Code in an eVort to
improve the way banks sell loans and credit cards
to customers and how they assess their
creditworthiness. What problems did your
investigations uncover and what changes have you
proposed as a result to the Banking Code?
Mr Fortescue: This is the practice of some banks
automatically doing a credit check with a credit
reference agency. It is not necessary to do that. It is
quite legitimate to make the CRA check to identify
where somebody lives and who they are, but that
need not leave a footprint, as it is called, on
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somebody’s credit record. The more footprints you
leave the more diYcult it is going to be for somebody
to get credit when they need it in the future.

Q395 Lorely Burt: I was thinking more along the
lines of practices like not cancelling the existing
credit cards for customers who are taking out loans
to consolidate existing debts and things like that?
Mr Lemos: We started this negotiation—and I know
the Committee has already expressed concern about
the speed of making changes so I can oVer you quite
a lot of reassurance on this subject—but we started
these discussions out of the research we have been
doing in October with the banks. I can tell you (and
it was agreed last week and has not been announced
yet) that the Code is to be amended and it will take
into account the point you have just made about
consolidation loans. That has been agreed with the
banks very recently within the last week or so, and
our recommendations have been accepted and the
Guidance will be amended.

Q396 Lorely Burt: Will there be other things as well?
Another one was granting loans to individuals based
on joint incomes?
Mr Lemos: That will be covered too.

Q397 Lorely Burt: Excellent, that is very good news.
Thank you very much.
Mr Lemos: That is a good outcome and we are
pleased with that.

Q398 Chairman: There are a couple of tidying-up
questions particularly on the access to cash
withdrawals. Can LINK learn from yourselves in
terms of openness and transparency? For example,
LINK enforcement arrangements you have
mentioned yourselves do not seem to come up to
scratch, and they also decide issues behind closed
doors where they do not give any information;
whereas you as a Banking Code subject yourselves to
an independent review by Elaine Kempson (and I
know she is leaving), but it is an open and
transparent process, including consumer groups.
Given the remark you made about customers having
the right to know what is going on, what advice do
you have for us in that area of enforcement and also
disclosure of decision-making?

Mr Lemos: My view on that, Chairman, is that I
have been involved with the Banking Code for a long
time really more or less since the Banking Code
Standards Board started—I was one of its founding
directors—and the thing which has made the most
diVerence to the success of the Banking Code and
why it still exists I suspect is exactly the point that
you make—that we do have compliance and
enforcement powers and we do use them and people
know we do, particularly the banks. That would be
my general view. The arrangements—and I think
having the independent review was a great
improvement and the transparency that surrounds

that and the fact that all the submissions are
published and all the responses to the submissions
are published and so on all seems to me an excellent
development, and I was a member of the Julius
Committee that recommended some of those
things—that surround LINK I think are rather
diVerent and perhaps Seymour knows more about
them than I do. Those are contractual arrangements
of membership, so whether or not they could follow
the same approach . . .

Q399 Chairman: Let me make it simple. On the issue
of transparency for example—and I have mentioned
this before—if you go into a petrol station, you can
decide what petrol station to go into because it gives
the price of petrol per litre. If you go to a cash
machine, you do not have that transparency and, if
there is a queue, you have to wait until you get up to
the machine, stick your card in and then find out
what the situation is. Given you say that customers
have a right to know what is going on, surely that
goes against the issue of transparency.
Mr Lemos: There is a case for signage on the
machine before the customers put their card in.

Q400 Chairman: To tell them whether it is free
charging.
Mr Lemos: Yes.

Q401 Chairman: Would you agree, Seymour?
Mr Fortescue: Yes. The LINK rules are actually
stronger than the Banking Code rules at the
moment. At the next code review, it would be
sensible to bring the Banking Code rules in line with
the LINK rules. The fact is that virtually no bank
machines charge at the moment.

Q402 Chairman: I am focusing on transparency.
Would you agree with us on the transparency
aspect?
Mr Fortescue: Yes. Proper signage, whether it
should be a green sign for no charge and a red sign
for a charge, is for debate.

Q403 Chairman: Yes, but proper signage.
Mr Fortescue: Signage on the machine and certainly
signage on the screen in order that, before you
commit to making the transaction, you are aware
that you will be charged.

Q404 Chairman: Signage on the machine would help
people as they approach the machine.
Mr Fortescue: Yes, I think that is right.
Chairman: Thank you for your attendance this
morning. I will write you a letter; I think there are at
least four or five issues that we will be in
communication about. As I have mentioned here
and in public in the speeches I have made, you have
always been very helpful with us and the model of
your organisation is a good model and the more we
have of that adopted in the industry the more helpful
it would be. Thank you for your attendance and for
your cooperation with us over the years.
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Witnesses: Mr Clive Cowdery, Chairman, and Mr Patrick South, Director of External AVairs, The
Resolution Foundation, gave evidence.

Q405 Chairman: Good morning and welcome to the
second part of this inquiry into financial inclusion.
Would you introduce yourself for the shorthand
writer, please.
Mr Cowdery: I am Clive Cowdery; I am Chairman
of the Resolution Foundation.
Mr South: I am Patrick South, Director of External
AVairs at the Foundation.

Q406 Chairman: Tell us about the aims and
objectives of your organisation, about yourselves.
Mr Cowdery: The Foundation was put together
towards the end of last summer specifically to seek
to address the way in which people on lower earnings
are able to access the financial services system. We
have noted, as involved professionals in the financial
services industry, that as the last 20 years have gone
on, changes in the structure of the way in which
financial products are sold in the United Kingdom
have led to an increasingly large group of people
being unable to get any kind of financial advice
about their financial aVairs. The reason for that is
that, over the last 20 years, financial advice has
become bundled with a product sale and, if one’s
earnings are so low that somebody is not targeting
you for a product sale, then you are unlikely to get
an opportunity to holistically discuss your financial
aVairs. So, the Foundation was put together as a not
for profit, independently funded, non-industry
organisation.

Q407 Chairman: And your idea?
Mr Cowdery: Yes, indeed.

Q408 Chairman: And your money?
Mr Cowdery: It is my money, yes.

Q409 Chairman: This is all too good to be true!
When are you going to change the water into wine
for us?
Mr Cowdery: The Foundation decided to try and
bring some of the business skills to which relevant
individuals had access to bear in this single area of
social policy; how people on low earnings are able to
access financial advice.

Q410 Chairman: How do you see the provision of
financial advice helping promote financial inclusion?
Mr Cowdery: The financial inclusion agenda in the
last few years has been targeted, quite rightly, on the
most critically exposed in society, those people who
are perhaps on benefits, who are unable to get a bank
account and, without the use of the bank account,
are unable to get a job into which their salary can be
paid etc. That has been much of the Government’s
agenda in the last seven years and I am certain that
the Committee will have been hearing diVerent
reports under this inquiry of progress in that area.
We believe that there is another group which are also
exposed or excluded and that is the group of people
above the level of state benefits. We initially chose
£10,000 and we have tested that number now, and

around that level, it means that less than 20% of your
income, either as an individual or as a household, is
coming from state benefits. So, you are beginning to
break free from the state benefits level. However,
you are not yet earning the average earnings of
around £22,060 a year and it is in that slice that you
are likely to be exposed to having no access to advice
on a day-to-day basis as you make your large,
critical financial decisions: the house that you buy,
the credit that you use to fund your diVerent
purchases, as you go into your company pension
scheme arrangements for example. We have
discovered that that lack of advice is now biting very
badly. Very bad decisions are being made or good
decisions are being deferred on the basis of your
earnings and that is therefore, in our view, a
definition of exclusion. A single statistic on that—
and I will try very much this morning not to use too
many statistics—is that around 70% of people in
Britain take up the oVer of joining their company
pension scheme—that is across all diVerent earning
groups—but that number falls to 35% if you are in
the earnings group I have just described, earning less
than £22,000 per year. So, this is free money on oVer
from your employer and only one-in-three people in
this group take up the opportunity of that.

Q411 Chairman: Why is that?
Mr Cowdery: We believe that that has a lot to do
with the fact that they have nobody just to bounce
that conversation oV. There is a lot here to do with
social access; there is a lot to do with the ability to
have a conversation with people; it may just be the
reaYrming of a decision that looks right but you
need some help to cross the line. Indeed, the research
that we have done in the last six months into what
kind of financial advice people want if they are in this
earnings group shows that most of what they want is
a 10 to 15 minute conversation with someone. It is
not an hour or two hour fact-find which holistically
reports on everything they have available to them as
an option. They just want a conversation with what
we refer to in focus groups and other research that
we have done in the last six months of the
Foundation’s life as a “trusted friend”. The lack of
that “trusted friend” to have that conversation with
is actually beginning to bite. People are making poor
decisions and they are making those decisions in a
way that costs them as individuals and of course that
goes on to cost the state in later years in future
accruing welfare benefits. The FSA themselves have
calculated that up to £710 a year is being lost by the
individual through making poor product decisions
alone. If you add to that the fact that they may have
got sequencing decisions wrong, they rented far too
long when they could have had the option to buy for
example, then you can see tens of thousands of
pounds over the lifetime of an individual that is lost
to the individual and therefore lost to the state
because the state is therefore needing to pick up
more and more people as they fall back into benefits
at the end of their working life.
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Q412 Chairman: You seem to agree with the report
of the last Treasury Committee in the last
Parliament when they said that the savings industry
is a middle-class industry and people are not being
attended to. Do you agree with me that there are two
areas there: there is the financial advice aspect but
there is also the issue of cost and the industry to
change in that regard?
Mr Cowdery: There is a large question over how the
industry serves the wider British population today.
I would certainly agree with the statement that the
industry is being better used by the middle classes
than it is by people on lower earnings. I do not think
it is necessarily true that the industry only targets the
middle classes. However, the cost of capital involved
in running a financial institution—

Q413 Chairman: The reason why I say that is that
eight million people were left out as you have
indicated here.
Mr Cowdery: Yes, indeed. Those people of course
are buying products from the industry but they are
buying them poorly; they are buying them in the
wrong sequence; they are not cancelling them in
time; they are not switching within them; they are
just not utilising their access to the industry with as
much personal benefit as the middle classes are.
Mr South: I would like to come in on that point. This
was an issue that Which? looked at in their research
and, quite clearly, the main reason why people do
not save more is that they cannot aVord to. What we
find is that this group are saving less than the
average; they save around two-thirds of the national
average. That Which? research showed that around
50% of people would like to save more and that
actually around the same proportion would save
more if only they could get the advice to help them
with that decision. So, it comes back to the central
point here which we are trying to make, that advice
can make a diVerence here.

Q414 Chairman: Do you agree that consumers are
often urged to seek advice in subjects such as
endowment shortfalls or whether to opt out of the
state second pension with little consideration given
as to where they should go to obtain that advice?
Mr Cowdery: Yes. I believe that they are often urged,
in much the same way as has become normal in a
litigious society such as the United States, to put
health warnings on everything and thus be able to
take no further responsibility for whether anyone
has listened to or heeded those health warnings. I
believe that it is quite easy for any organisation,
whether of a government or industrial nature,
simply to feel they have done enough by reminding
people that they should do something but, if there is
no execution capability, there is no one for them to
go and seek that advice from, then it is a bit of a
hollow direction that you have given someone.

Q415 Mr Gauke: I would like to ask about one of the
regulatory issues in this area and, in particular, the
point about generic financial advice because I think
that a lot of what you are getting at is the need for
someone to be available to provide generic financial

advice which currently falls outside the scope of the
FSA and I know from my previous life as well that
that can be quite diYcult because, where do you
draw the line and one tends to run into the other.
How do you feel about the definition, if you like, of
generic financial advice? Is it something that people
can rely upon? Could we do more to make that
clearer, whether that be at a statutory instrument
level or whether FSA guidance could help in this
area?

Q416 Mr Cowdery: I think that the FSA has gone
quite far to carving out a definition of basic or
generic advice which falls short of selecting an
individual product provider and therefore falls short
of your ability to influence whether that individual
might earn the advice giver any money and
therefore, by removing that profit distorter, if you
will, leaves the advice as relatively free and untainted
by bias. I think the definition the FSA use today is
probably quite close to what would be eventually
needed if some new advice capability was available
in the UK allowing somebody, over a 15 to 25
minute conversation, just to work out what they are
going to do next. In other words, to allow somebody
to select between whether to put £500 into an ISA or
into a stakeholder pension, and to be quite
directional in the advice you gave that individual
because you earn nothing from which of those
product categories that they choose, seems to me
should fall under the definition of generic and
therefore non-regulated advice. If you went further
and suggested that Company ABC is the right
company that that £500 should be invested in, then
I suggest that you have crossed the line.

Q417 Mr Gauke: One of the points that the
Financial Services Consumer Panel have made to us
is this point about the transition. Once you start that
conversation, how do you stop? Do you see this as a
diYculty and is there anything that can be done on
that?
Mr Cowdery: Yes, I do think it is a diYculty and I
think it is a diYculty that will need to be built into
the design of any new financial resource or capability
that the Government or industry commits to in this
area and it will need to be picked up in two areas.
First of all, I think it means that volunteer versus
paid staV is a very critical early decision in the design
of such a national capability and, certainly as we
work with partners such as the Citizens Advice
Bureaux and others in seeking to bring together a
model that builds on the existing landscape, we are
beginning to tend towards the idea that paid
professionals need to be brought in to give this
advice who are used to where they would draw the
line, rather than well meaning volunteers who might
many times cross it. The second thing to examine is
whether or not, because the advice has no link to an
individual piece of earnings for the organisation, we
believe it should be a not-for-profit organisation that
delivers it. Then there is the concept of an indemnity
signed by the individual that says, if you want me to
go quite far and to take you quite directionally down
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a road, then you need to tell me that you are taking
responsibility, that you absorb that advice and that
you cannot sue me for it.

Q418 Mr Gauke: You said there that it will need to
be professionals rather than volunteers; what sort of
quality assurance framework would you have for
this network?
Mr Cowdery: I need to make clear, because I did not
in my opening arguments to the Chairman’s
question, that the Resolution Foundation does not
plan to be the national organisation that dispenses
this advice. So, in the formation of a new national
asset, in partnership between government and
industry, there would need to be an understanding of
where in the government supervisory and oversight
architecture such an entity comes. For example, if
one looks at the Department for Constitutional
AVairs which today has various diVerent advice
elements reporting into it and has responsibility for
standard setting in many areas of UK advice; if one
were to see a new such entity eVectively report in via
that Department, then you would expect to see some
standard setting that would take responsibility for
ensuring that the scripts used by individuals, that the
way in which it chose to portray the availability of
state benefits, the way it chose to portray the
availability of tax planning—and let us not
see a government-owned or government-funded
assessment that helps people avoid or evade taxes in
planning their financial ideas—and indeed in the
way it seeks to portray the industry, is broadly
supportive of the existing market economy that we
have today and just does not seem to ask people to
rebel against it. So, some standard setting around
how that advice is given would be essential.

Q419 Mr Gauke: And for the individuals providing
this generic advice, would you envisage some sort of
training in competence regime that applies in the
same way that FSA investment advisers have?
Mr Cowdery: Yes, indeed. I think that in the same
way in which banks and insurance companies need
to ensure that their staV are qualified to provide the
context against which a product sale is made for
example, that kind of basic level of understanding of
the staV who are available in the large number of
branch networks in retail banks for example, would
need to be part of the training of these individuals.
One of the critical and, from my perspective, most
surprising facts we have discovered in the research
we concluded in the last six months has been how
many people do not want to meet such an adviser:
70% of people expressed a preference or absolute
comfort in having that conversation on the
telephone. Why that is so important is because
somewhere at the end of this road lies a very big bill
that requires a funding conversation and, if we can
keep that bill as low as possible . . . We are not
seeking to build a network of face-to-face advisers in
the United Kingdom that require expensive
oversight. You cannot listen in on a conversation
like that in the way you can listen in and supervise a
telephone call—back to your point on supervision.
So, the concept of a telephone based service is one on

which we are, in the next eight weeks, doing much
more business planning before bringing it back to all
the various stakeholders that would be necessary
to come to a decision about what scale of
proportionate response to this advice gap is needed
and, if we can find a telephone based, plus perhaps
some face-to-face advice as well, working together
with people such as the Citizens Advice Bureaux
who already have an infrastructure—there are a
large number of bureaux as we know around the
country not all fully manned and not all open all the
time but there is a physical infrastructure—so that,
if you had a number of advisers who were on loan
eVectively, they are in the X, Y, Z branch every
Thursday afternoon, and a single telephone unit that
is answering the calls for those who are happy to deal
on the phone and in setting up appointments for
those who are not—and remember that it is only
30% who would prefer face to face advice—then we
think we could get a lot of reach using the existing
infrastructure for a relatively low spend by
government or industry and, by “low spend”, I mean
in tens of millions a year rather than hundreds of
millions a year.

Q420 Mr Gauke: Presumably, the regulatory
requirements on things like suitability and so on
could be substantially slimmed down as compared
to “specific investment advice can only deal with
approved persons”; you would not need to go
through all that and the lengthy fact- find and so on.
Mr Cowdery: I think that is a very important point.
When we ask, why is this advice gap so large today,
there are at least five directions we can point fingers
at. But, just to isolate one, it is the fact that the cost
of completing a product sale today has left financial
institutions with what they would argue is no choice
because they could not focus on those people whose
earnings mean, at the end of such a lengthy process,
they might actually earn some money from the
product sale. In other words, that amount that can
be committed or subscribed by the individual
investor makes the whole lengthy process of filling in
a hour or two’s worth of review worthwhile.

Q421 Mr Gauke: Would you say that it is going to
have a knock-on eVect to the regulatory obligations
upon the product providers? EVectively what you
are saying is, given that someone may have gone
through this process, actually the burdens upon the
product provider or salesman could be reduced
because they have already gone through some degree
of advice. Would you say that there is an
opportunity there for reducing regulatory burdens
upon firms or not?
Mr Cowdery: Yes. If one imagines that a telephone
call to a 2007 service, let us invent it here today,
called the Money GP and the Money GP service is
an 0800 number and you can phone it and, in five
quick minutes, somebody works out whether in fact
you are already earning the sort of money that
means you are not—what we do not want to see is
another service put in place for lower earners that
the middle classes highjack—and therefore the idea
that, in the first three or four minutes, you can work
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out that this individual has assets or earnings that
means that they could perfectly comfortably go and
talk to a bank, an insurance company or an
independent financial adviser, so you divert them,
but it is an assisted divert; you help them move on.
Or you are working out that in fact they are earning
not enough money to benefit from this service and
what they really need is debt counselling or debt
rescheduling because the bailiVs are at the door and
again, in those first three or four minutes, you divert
them but into either a voluntary organisation that
provides such services or indeed to the relevant
government agency if that is where they need to go.
Having come through the call, and established that
they are the right sorts of people to benefit from this
advice, they are given a 15 to 25 minute conversation
that seeks to equip them. If they do need face-to-face
advice, then that is set up in a follow-up positioning
by, as I say, utilising existing stock rather than trying
to set up new oYces around the country. And then,
at the end of that process, they may be ready to take
some action that actually calls on a product sold by
the financial services system. It has to be possible
that because you have captured a transcript of that
conversation, and this person’s financial aVairs have
been captured in some form as you have been having
the conversation, you can speed up the process for
the financial institution in then concluding, say, a
stakeholder pension sale. Clearly, this organisation
should never diVerentiate between organisations
and so you might end up asking the individual, with
whom do you bank? Who have you heard of? Who
was your last financial services product brought
from? Was that a good experience? In other words,
getting them to make the selection. Then you would
pass them on but with a copy of the script that allows
the institution to conclude a sale. Better decisions
actually made and executed are what are going to
feed through over a 15-year timetable to lowering
the future accruing cost of social welfare benefits.

Q422 Chairman: Perhaps you could sum up for us
what commitments you require of the diVerent
organisations of government because I think that is
important. At the end of the day, there is a price to
be paid for this. If you could do that, that would be
great. On the issue of, say, fees and commissions, if
you are giving advice to people, let us say this is the
end of March, people have only put a few bob into
their ISAs, they say to you, “How should I go about
this?” There was a story in the newspaper just a
couple of weeks ago that one insurance company—
I will not name it—was given its IFAs five years’
commission for selling products. So, if they sold an
ISA every fortnight, they would get £40,000 a year.
Now, we are back in the bad old days of endowment
misselling and goodness knows what else. If a client
came to you for this advice and asked, “What should
I do with my ISA?”, how would you envisage that
conversation taking place between the client and the
money advice centres you have set up?
Mr Cowdery: The first point I would make is that the
eventual script will need to be the joint product of
conversations with the FSA and indeed any industry
participants, if indeed industry funding becomes

part of this. So, the eventual script needs to be one
that works with and supports the current
infrastructure as it is set today. That said, I do
believe that it would be remiss of a national resource
not to point out to individuals that, if they feel
competent and confident enough to make their own
product purchase, there are a large number of zero
commission product opportunities available for
them through direct oVerers, through the internet
and through other routes, and indeed it would be
acting as a focal point for such new, lower cost,
competitive, non-intermediated services that this
new national resource could have a real role in
driving future competitiveness in the industry. So,
directing people that way would become one of the
things you would expect the service to be able to do.
I say “direct”, it is also true that many, many people
would rather pay commission than have to do that
themselves. It does not sound financially logical but
all of our experience of dealing with individuals
shows that they are unrealistic about what they are
willing to do until they come right down to the
moment of needing it.

Q423 Chairman: You have to be a real dummy, if
you are presented with advice which says, “There is
zero commission in here or there is high
commission” to say, “Look, I am in this for the long
term and I am taking the high commission”. You
can forget the whole organisation if that is the case!
Mr Cowdery: I think we can agree, Chairman, that
the logical decision for any—

Q424 Chairman: You do not want to advise
dummies, you want to advise people; is that not
right?
Mr Cowdery: Yes. You do want to advise them to
become confident consumers. If you have helped
them become a confident consumer, I can agree that,
over time, more and more people would feel
confident enough to buy products that do not
require intermediated commissions.
Chairman: Good! We are travelling in the right
direction.

Q425 Mr Newmark: I guess we come to the thorny
issue of charging. Have you considered some form of
charging for access to generic advice or do you
believe it should be free at point of use?
Mr Cowdery: To answer your second question first,
I do believe that this should be free at the point of
use. I do not believe that any kind of income that
could be generated through the sorts of charges the
type of people I have described can aVord to pay
would be worth the oVsetting loss of confidence in
the organisation that would come from the fact that
it appears to be charging for its services and, whilst
you and I might understand that charging £25 for
each conversation would be ridiculously cheap and
good value, I am afraid to say that, for the
individuals we are seeking to reach and help here,
they would view that as, “You are probably making
quite a lot of money out of that” and that would be
their understanding of the economics. When we
looked at what the levels of trust would be if this
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service was available free, we found a startlingly high
percentage: 80% of people would trust this service if
it were Government funded. To my very great
surprise, trust only drops by some 2% if it were also
funded by the banks, this has to be very promising
material for finding some kind of commonly funded,
private/public partnership to provide this service
free at the point of use.

Q426 Mr Newmark: Am I to infer from that
therefore that, if there were any form of charge
anyway, it would put people oV actually getting any
form of advice and the second point being that, while
you and I might understand if you are paying for
something, hopefully there is a value to that, your
target customer base would not necessarily
recognise that?
Mr Cowdery: I agree with your summary and
perhaps I can shed more light on that by saying who
these people are. They are broadly in three groups.
Some 40% of them are in what we have come to call
in the last six months acute or chronic financial
health; that means their month is ending with no
money; their money is running out before the end of
every month. These are people on earnings of
anything up to £22,000 a year and anything as low
as £11,000 or £12,000 a year and they have debt,
excluding their mortgages, of 70% to 100% or more
of their current earnings. That is 40% of the group
we are thinking of charging £25 to. It is not going to
work. If you then move on to the fact that another
40% are at risk, they are coping with their money
earnings but they have made no changes to their
pension arrangements, they have bad sequencing
over their products and they are paying far too much
for debt that they took on earlier in their life,
perhaps store credit cards or some vehicle, those
people again do not see the value attached to the £25,
I am afraid to say. It is true that 20% of the people in
our target group are what we would call financially
healthy. They have accumulated assets and they are
now into maximising those assets. You might be able
to persuade a few of those to pay for it. We think
there is greater public good delivered by having a
free at point of use service.

Q427 Mr Newmark: Are there any models out there,
meaning in the international community, that we
could look to in the UK which could be best practice
in encouraging generic advice?
Mr Cowdery: Yes, indeed, and I apologise to the
Committee for not bringing more details on those to
this particular session; I know that the Committee
does plan to reconvene in May and I will make
certain that some written evidence, including a full
copy of our business plan when it is produced in the
next eight weeks, is made available to the Committee
at least as written evidence at that time.20 Certainly
that will cover the availability in the United States
and in Australia of diVerent advice capability
networks that are beginning to be formed. Some of
them are face to face; others rely heavily on the
availability to print down oV the internet self-help

20 Ev 449

packs etc. There are a variety of diVerent models that
are beginning to be used. We are not the only
country with a completely complex financial
services system.

Q428 Mr Newmark: I look forward to that. Have
you examined the lessons that could be learned from
other models delivering advice on other topics such
as legal advice or consumer advice?
Mr Cowdery: Yes, indeed. In looking at the way in
which the service would be put together, we have
looked at how, for example, diVerent groups who
provide advice of a technical nature are operating
today. Some of those models are in the voluntary
sector and in particular are dealing with remedial
debt issues. The National Debt Help Line, for
example, is a high quality organisation working oV
the telephone and highly eVective in the work that it
delivers. We have been given a lot of access to the
diVerent groups that are already on the landscape
today. Some non-advice giving operations have
perhaps been as helpful to us in forming some
thoughts over how such an operation might work in
practice. For example, we are attracted to the NHS
Direct model which again, in a brief conversation, is
able to work out what your next step should be and
make a referral, and we think that that is a key to
ensuring that any new commitments made by
government to fund such an operation can be kept
at the lowest cost possible.

Q429 Mr Newmark: Are you saying that eVectively
it could be done telephonically rather than face to
face?
Mr Cowdery: Yes. We think that we will be bringing
forward in the report in some six to eight weeks’ time
a range of funding options all aimed at how much
commitment the country wants to make to this area,
but all of them starting from the fact that, if you are
not national, then you will not be trusted and, if you
are not known, you will not be used. Therefore, there
is a lower end of cost that is involved in ensuring that
the service can deal with everyone who may come
forward with a question and that probably means
that the best way to be national is to be on the
telephone from day one. In addition to that, we are
aware that some 30% have expressed a preference for
having a face-to-face conversation, perhaps
available after we have failed to persuade them to
have the telephone conversation and, even there, we
are looking at leveraging oV existing infrastructure.
As I said, some 50% of people said they would be
happy to have that face-to-face conversation, if they
needed it, in a Citizens Advice Bureau or a
community centre but, quite interestingly, some 40%
said they would be quite happy to have it in a school
or a library.

Q430 Mr Newmark: So, part of your thinking is to
link up with Citizens Advice Bureaux in towns
and . . . ?
Mr Cowdery: Yes. The founding principle of this
piece of work for the Foundation has been to invent
nothing. The country has lots of infrastructure.
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Q431 Mr Newmark: So, you are going to leverage oV
existing infrastructures to do this?
Mr Cowdery: Exactly. Some smart use of the
existing landscape is what we are looking to do.

Q432 Mr Newmark: Patrick, do you have any
thoughts?
Mr South: There is a very good example,
Community Legal Service Direct, which is
sponsored by the Department for Constitutional
AVairs. They provide a telephone advice service
giving legal advice in quite complex areas of social
welfare law. They piloted it first and what they found
was not only did it actually increase access to a wider
number of people, but there were eYciency gains:
they could get through more cases. Also, critically in
terms of outcomes for clients, there was no drop-oV
by using that kind of telephone model. So, there are
some very good examples out there, some of which
Clive also mentioned.

Q433 Mr Love: You mentioned earlier on that there
is a big bill—I think those were your words—at the
end of this process. Which? have estimated that bill
to be around £200 million and that is taking into
account existing services already out there that can
be used in that. Would that accord with your own
estimates of the likely cost of a national network and
could you give us some idea of how you are going
about estimating what the likely bill will be to set up
this service?
Mr Cowdery: Yes and, to take those two separate
issues, how are we estimating and, secondly, what
sort of number do we think it might lead to. We are
estimating it relatively scientifically; driven by the
number of people we have seen would use this
service if available. We have conducted now some
400 conversations with people obviously chosen for
their right demographic split and geographical split
about what kinds of services they would look for and
indeed we are now focusing that down into a number
of focus groups driven around five communities, and
here it is about trying to get the greatest good done
with the smallest possible cost and so we are driven
down to the groups that have the largest number of
what I described earlier in my answer to Mr
Newmark’s question as the chronic and acute
groups and the at risk groups, the people for whom
making a better decision would actually have some
immediate impact. You can get to very large
numbers of those people focusing on the following
sub-groups: the young, families, middle-aged and a
very large number, one in four, are at what we would
call pre-retirement age—they are coming up to
making probably some of the biggest decisions ever
and they still have no one to talk to—and then a
small number of people who require advice actually
in retirement. Focusing on those, we are able to ask
people in the focus groups how many again would
use the telephone and how many would use it how
often. A startling number, some 40%, said they
would use it every year for a quick conversation and
a large number of people said they would only need
to use it briefly and then they would be quite happy
to take print-oVs of self-help packs, 70% of people.

Now, they may be the same 70% of people who have
the same good intentions every year as I do every
January to join a gym, which survives until
February, and self-help packs, I am afraid, do not
have a very good reputation.

Q434 Mr Love: There would be greater commitment
for this exercise!
Mr Cowdery: I am afraid I am not prepared to give
you that undertaking.
Mr South: We are in March!
Mr Cowdery: Ask me next year. I am afraid self-help
packs may not work but of course they would be
tremendous ways of lowering the cost, to answer
your question. So, we are triangulating the flow and
we are doing this particularly with some help that the
Foundation has been able to achieve from
McKinsey. On a pro bono basis, they have been
working with and advising us on the business
planning, the flow, the call centre technology and so
on, and we will be including all of that in our report.
Not to immediately then duck your second question
which is the size of the bill, when that work is done—
I still do not know where it will come out in full
cost—but I could say that the range of outcomes
would certainly have at the Rolls Royce end a
number as big as Which? have asked for. But we do
believe that something can be done for much, much
less than that that if it is telephone based and
includes some face to face. By this, I do not wish in
any sense to have anything we bring forward as seen
as competing with the Which? proposal. If the
country were willing to fund the Which? proposal,
then the country should go and fund the Which?
proposal straightaway but, if £200 million is too
much to bite oV on day one, then a telephone based
service with some limited face-to-face capability for
the more vulnerable and the old might be the way to
go and that would be tens of millions, not hundreds.

Q435 Mr Newmark: I just want to go quickly back
to your self-help pack because I am curious that you
think such a large percentage would do it because
most/a lot of your target audience do not necessarily
have computers and printers. So, I just query how
real that figure is. My second question is, I am
assuming that these self-help packs would not be this
thick and that it would be, “keep it simple and
plain”.
Mr Cowdery: Yes.

Q436 Mr Newmark: So that again your target
audience, who probably would not want to wade
through reams of paperwork, would be able to
understand it, read it and fill in the form of three or
four pages.
Mr Cowdery: I am afraid to say, Mr Newmark, I
share your cynicism or scepticism. I believe that, to
be useful, it would need to be comprehensive, to be
comprehensive it would need to be big and, if it is
big, it will not get used, and that is ignoring your
other point, which is also a valid one, over whether
or not they could print it oV in the first place. The
fact that we could of course make the service
available through libraries and other areas I think is



3379421004 Page Type [O] 10-11-06 21:19:40 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 79

14 March 2006 Mr Clive Cowdery and Mr Patrick South

useful. I believe the critical diVerence to somebody
making a decision that they otherwise would not
have made or making a better one than the bad one
they were about to make, is a brief, meaningful
conversation with a qualified adviser. It does not
have to be a long one. People are in their GP’s
surgeries in this country for an average of 13 minutes
and, after 13 minutes, you either have your
prescription or you have been referred. That is what
we need to see available for people’s financial health.

Q437 Mr Love: May I just go on to ask you, since
you used the analogy of a GP’s surgery and you have
alluded to this earlier on, to what extent you take on
the very many people, if I can put it in analogy terms,
who go to the GP who really do not have very much
wrong with them and who eVectively waste GP time.
I would certainly expect that, when you opened up
such a service, a considerable number of the calls
you would get are from people who are not within
the target group you are looking for. Has that all
been taken on board in the costings that you are
making?
Mr Cowdery: Yes, it has. It will be reflected in the
costings and we will get it wrong, Mr Love. That is,
I think, the point to make. We will get it wrong. Here
is how close to not getting it wrong we would like to
go. We would like the first five minutes of the
conversation not to be an attempt to move into the
specific facts of your case but to be a qualifying
conversation, gathering some data about the
individual, seeing what prompted you to call. Is that
you have just been made redundant? Have you just
been asked to join your company pension scheme?
Has your partner just been made redundant and has
a lump sum they need to invest? In those first few
minutes, we can understand what it is that is driving
the conversation and whether there is a genuine
opportunity to serve or whether somebody should
be politely moved on either to something because
they require more critical help than we can
provide—I have mentioned debt counselling—or
because they actually have the money to invest and
they should go and talk to a bank or an IFA, or
indeed, as you have suggested, they just thought that
we might be a friendly voice to chat to.

Q438 Mr Love: You mentioned in your submission
to us that there may be a possibility of public/private
partnerships as a way of funding this. How do you
see the balance between the public and the private
sector in the proposal that you are making?
Mr Cowdery: I plan, in bringing forward these
proposals, to remain strictly neutral to that point.
Having brought forward a size of funding, I believe
it would be sensible for industry bodies and
government bodies to begin a debate over whether
the size and scope looks an appropriate and
proportionate response to the problem and, if so,
what the funding options are. The way we have
sought so far to cope with that is that we have
retained consultative relationships both with the
relevant government departments, coordinated via
Ivan Lewis’s department at the Treasury, but also
including the DTI and the Department for Work

and Pensions, who have some scope and remit in this
area, and also with the industry via the ABI, the
British Bankers Association and others. So, people
are aware that something is emerging, that a bill will
arrive and that there will be a question over its
funding. It does strike me that the more farsighted of
the banks, insurers and credit providers will see that.
You cannot have a situation going forward in
perpetuity in which very large numbers of people—
and here we are talking 8.7 million people—are
completely locked out of an understanding of what
is available in the financial services system and that
some small proportion of what they currently spend
on marketing their products to the middle classes, to
choose the Chairman’s earlier phrase, should
perhaps be diverted towards providing some contact
points with people on lower earnings. So, I have to
believe that more intelligent, forward thinking
boards, chairmen and chief executives will want to
coalesce some skills and some capital behind
something, but it will require a government lead.

Q439 Mr Love: Let me put the point to you as it has
been put to us and that is that there are two
beneficiaries from the provision of this service: first
of all, the consumer himself who rings up and
hopefully will be better informed at the end of the
process; secondly, the industry which will benefit. In
those circumstances, if you are not going to charge
the consumer, should we not just charge the
industry?
Mr Cowdery: I think that would be a very valid
debate to have at the time that the total bill is known.
I would note however that the industry today may be
much less adverse to such a conversation as one
might believe. We, in our earlier landscaping work
which we did last summer, discovered that the
industry is spending already tens of millions of
pounds, unfortunately none of it in suYcient pocket
concentration or joined up together to have any
holistic or national impact, on diVerent initiatives in
this area. So, banks, insurance companies and others
are aware of the need to do something in this area
but there has never been a coordinated response to
it. We may discover that, simply by diverting funds
which banks and insurance companies are today
spending on isolated pockets of activity behind some
kind of national agreement in this area, it may be
possible to get funding from the industry to run
alongside government funding.

Q440 Mr Love: If I put those last two answers
together, do you see the role of the government as
being to get the all round the table and say, “Stop
spending in these silly ways. We will tell you how to
direct it to create the framework but the government
will not put any money into it”?
Mr Cowdery: I certainly would not want the ways in
which industry are spending money in the provision
of financial advice today to be thought of as silly. I
think they are very valuable but they are in small
isolated pockets. I believe there is a case to be made
for 100% of such a service to be funded solely by
government. I believe—and this is what gives me
hope of an agreement—that there is a case to be
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made for such a service being provided and funded
100% by industry. When one looks at commercial
agreements that are made in the commercial world,
I note that those are very good starting points from
which to come to an agreement.

Q441 Mr Love: Let me ask you finally, against a
backdrop of the very significant sums of money that
are being earned by commercial companies who are
operating in the marketplace, would it be
unreasonable for the public to think, even taking
£200 million—and you suggest a figure considerably
less than £200 million—across the whole of the
industry, that that was a levy beyond their capability
to fund?
Mr Cowdery: I think that the boards of banks and
insurance companies undoubtedly take a holistic
view of every single request they receive from either
the voluntary sector or from government to put
more money into sources other than paying it to
their shareholders and they look at things like basic
bank accounts and they look at other initiatives in
which they have been asked to join and I am certain
that the arrival of this initiative, whilst immediately
seen for its social value, would be placed in the
context of other things they have already had to put
their hand in their pocket for. So, I cannot really
answer today as to what their reaction would be to
funding yet another provision of financial help and
advice. I am also certain however that the more
farsighted and intelligent thinkers about the
financial services industry who are on boards and
who are chairmen and chief executives are already
seeing that they have both short-term objectives
which are over profit maximisation but long-term
objectives which are over development of a stable
market, and you cannot have a situation where 8.7
million people are locked out of that market or are
using it badly, and consider that to be a stable
market. So, a response from banks and insurance
companies should not only be expected but should
be seen as something that they might in fact join in
with much more proactively than one might
imagine.

Q442 Chairman: Do you think that this will help
restore trust in the financial services industry?
Mr Cowdery: Yes.

Q443 Chairman: In what way?
Mr Cowdery: I think that many people form their
views of the financial services industry through a
series of bad examples and incidents and it is those
that obviously get the highest playtime in terms of
press and general market knowledge. I think that,
over time, a service like this, that can help consumers
confidently use the system that exists in financial
services for their benefit, feeling that they are gaining
from it and not just being providers of profit to it,
will, over time, give people a diVerent and more
healthy respect for the industry. It is not like the
industry is only the sum total of all its misselling
scandals. Every day, every week, every month it puts
hundreds of millions of pounds in the hands of
people who have used the system properly, whether

they be grieving widows who receive life insurance
cheques or people who finally reach the end of their
working lives and receive the benefits of having
saved properly and prudently during their working
lives. So, it would allow a group in society to see
some of the more positive sides of what the financial
service industry does for people in Britain.

Q444 Lorely Burt: It is a great pleasure to see you
here today and things have obviously moved on a
great deal since when we spoke before Christmas.
My job is to talk about delivery mechanisms.
However, before I do that, I would like to ask you
about the funding and using the traditional banks
and insurance companies. Relatively new movers in
the market in direct sales are organisations which
have traditionally not been involved in that area like,
for example, big supermarkets. If you go down to my
local Tesco, where the sweeties and all the goodies
were that the kids used to grab for on the way to the
checkouts are now financial direct sales products.
That gives me quite a bit of anxiety because people
are not getting advice with these direct sales as to
whether that is the most appropriate product for
them. What do you think the reaction of
organisations like big supermarkets and these direct
sales companies will be? They might also perceive it
as muscling in on the market in a way. They have a
very simple product that they just want to thrust in
front of the customer but then, all of a sudden, the
customer is going to be drawn away to actually get
some free advice and have something that might be
more appropriate.
Mr Cowdery: We should, I think, pause briefly to
think that not only are you distressed by the lack of
sweets available at the supermarket checkout but
many children in Britain also are unhappy too!

Q445 Chairman: Blame David Cameron!
Mr Cowdery: May I make two points in response to
that question. The first is that the products made
available by supermarkets have been at the better
end of products available in the UK for value,
largely because they are aware of the need to keep
those products simple and not to unnecessarily
complicate. If one were to take a scale of complexity
of products in the UK . . . Complexity equals evil.
There is no question. Complexity equals
unnecessary cost and an inability to get the cost of
operations in the financial service industry low. So,
simple is good. Most complexity has been added in
order to give life insurance companies, banks and
others something new to talk about to their sales
distribution networks, not necessarily to deliver
much consumer value. So, simple is good. Shops
have sold simple products. That is therefore good
and we would obviously like to see that continue. We
do not believe that a national advice network would
take people away from then going in and buying in
Tesco. As I was describing earlier to Mr Newmark’s
question about where one might end at the end of a
conversation, the expectation is that this service, in
order to sit the right side of non-regulated advice,
will not recommend where you buy your product but
it will tell you that products of the type you are
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seeking are made available in the following areas
including, to address the Chairman’s point, on the
internet, i.e. direct without any kind of commission
whatsoever being put, and that will include therefore
telling them that products of that type are available
at their local supermarkets and directing traYc
back. We will not seek to select where they then go
for their final execution.

Q446 Lorely Burt: I might just dispute that with you
because I do not believe that simple is necessarily
good at all. What gives me anxiety about these sorts
of products is that you know you need some
protection but you need advice really on what sort of
protection. You might go out and buy life insurance
which may be a wonderful thing, but in actual fact
what you need is payment protection insurance as
well. That is why I have that anxiety.
Mr Cowdery: Just to comment on what this advice
service would tell you about what you should ask
for, it will be driven by prompting through
questions. So, as to your point on payment
protection for example, one can imagine—and here
of course we should not go and design script number
seven for the call centre—that the service might ask
a question about whether you are in employment
and, if in employment, whether or not you are
comfortable that you could maintain all your
existing commitments in the event that you had a
period of unemployment and that might prompt
somebody to ask those sorts of questions. My more
general point on complexity is to say that study after
study has shown that doing something is more
important than doing the perfect thing and the one
good thing that shops and others have done by
making products available that are simple and easy
to buy is increase the number of people who might
do something. It is better to have basic life insurance
than no life insurance, for example.

Q447 Mr Newmark: I think there is a diVerence
because the motive behind selling a piece of life
insurance from a life insurance salesman is actually
to make you pay as much as possible because then he
or she gets a fee. I think the motive behind what you
are proposing is what I would call generally best
advice because there is no hidden financial motive
behind what you are proposing.
Mr Cowdery: The system earns nothing.

Q448 Mr Newmark: Therefore, that is why I would
agree that keeping it simple is better because there is
no hidden agenda there.
Mr Cowdery: The second point that I was going to
make in response to your first question, Lorely, was
this question of whether the shops would see us in
competition. We have asked during our focus
groups where people would like to get this advice
and, as I have said, 70% of people are quite
comfortable to have it on the telephone but we did
ask them to assume that it was available face to face
and then asked the question again. Quite
interestingly, only 22% of people would be happy to
have that conversation at work—perhaps an
interesting point when you think that worksite

marketing is one of the areas to reach into this—45/
50% would be happy to have it in a Citizens Advice
Bureau or at a community centre but 34%, quite a
high number—one in three—would be happy to
have that conversation at a local shopping centre.
So, one should not rule out from where financial
advice is made available face to face but shops and
other centres might, over time, have a kiosk and a
booth and a number you pull and a chance to have
a quick five or 10 minute chat with someone now,
and of course that is right in the environment where
the place you can go and fulfil your newly discovered
requirement is in the shop itself.

Q449 Lorely Burt: I had better get on to what I am
supposed to be talking about which you are leading
on to very nicely and that is exactly where you get
this advice. I love the idea of the NHS Direct model
but there are such a large number of diVerent types
of financial organisations, charities, advice centres
and indeed the CAB and we did speak to the CAB
and they were very, very interested in the idea of
adding the financial advice aspect to their portfolio
of advice although of course there would be a cost
attached. Do you have a model as such? I mean, a
call centre is a call centre but in particular the face-
to-face aspect of it, so that it would be a nationally
recognised . . . Mick McAteer in Which? has
suggested that it could be called the National
Finance Advice Network. What is your vision for
how that could actually roll out?
Mr Cowdery: Our business plan has now moved
from the last six months of lots of quantitative work
right through the qualitative work that includes
what kinds of brands etc people might see as
attractive and likely to inspire some action. We are
the wrong side of the next eight weeks of work to
bring you any specifics on that. One thing I can tell
you from the work done to date is that the brand
necessary to inspire trust for that quick 15 to 20
minute chat does not exist in Britain today. It is not
branded under a new branch of something
existing . . . It is not part of the Ombudsman
Service—people think about that as the place you go
for redress. It is not the Citizens Advice Bureau—we
have tested that one; that is where you go if you are
in trouble. One defining characteristic about these
8.7 million people is that they refuse to think of
themselves as in trouble. They are all earning; they
are all in employment. I am including there the 40%
of them who are actually in an acute or chronic
financial situation; they are still not in trouble in
their minds. We need a new brand here and it has to
be a brand that is recognised in some way. It is some
financial version of NHS Direct in some way. NHS
Direct helps you with your physical health; System
X, or whatever this thing is—I am by no means a
brand person but we are bringing brand people in—
needs to launch a service that is seen as the
equivalent for your financial health.

Q450 Lorely Burt: I just wondered what your take
was on the pilot done with independent financial
advisers and the Citizens Advice Bureau.
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Mr Cowdery: It was very, very interesting work. It
was done by the use of IFAs giving time on a pro
bono basis for very full advice—so, back to the
questions that Mr Gauke and Mr Newmark asked
earlier—which was fully regulated and it was very
fully comprehensive: it was an hour or two per
session. In that, there was a high expectation that it
would lead to a new decision being taken or that
something good would come out of it and, quite
interestingly, the same number of around 70% of
people saying they would use that service if it were
available more widely was an interesting number to
validate against the research we are doing here. The
question of whether it is cost eVective to be able to
oVer a full one hour when, as we have discovered
through our research, 80% of people want a 15 to 20
minute chat and, if you can do that on the telephone,
we could dramatically lower the cost of making a
national proportionate response to the advice gap.
Lorely Burt: We look forward to seeing what you
come up with as a result of your further studies. That
was very interesting. Thank you very much.

Q451 Mr Love: May I look at the other side of the
equation in the sense of the questions asked earlier
where you were suggesting that, if people ring up and
they have particularly debt problems, you will refer
them on. A lot of the debt services in this country are
not very comprehensive; anybody who works for the
CAB knows the diYculties they have; they are
usually part time; they do not cover; and a number
of people miss out. A lot of them are going to come
to this national service that is advertised, and they
will pick up a phone but you will want to refer
them on.
Mr Cowdery: Yes.

Q452 Mr Love: But there is a service there.
Mr Cowdery: No.

Q453 Mr Love: Have you thought about whether
there is a knock-on eVect from your service to, if I
can put it like this, the debt service and how do we
improve that part? In a sense, I am asking you, once
you have finished this piece of work, will you be
moving on to how we can have a national debt
service?
Mr Cowdery: It is possible that I will then revert to
my day job! Your question has no answer from me,
Mr Love. In fact, it is one of the biggest diYculties
in our thoughts at the moment. As you talk to the
people who are providing some very high quality
advice on debt, rescheduling and cancelling, you are
struck by two things. One is that the sheer
professionalism with which those people are
engaging in their jobs is to be applauded. The second
is that they have no hope with their current level of
resources of withstanding a trillion pounds of
consumer debt and, as that consumer debt begins to
move, as it inexorably is moving towards, “very
diYcult to collect”—and we talked about some of
the gearing levels in the course of this morning’s
conversation—we are going to see a wall of inquiries

falling on those people, whether or not we also set up
to deal with an entirely diVerent community a
Money GP service that generates yet more phone
calls which get referred to an ever stretched group.
So, I am afraid to say that I can only agree with your
diagnosis of the problem that we will undoubtedly
exacerbate by referring people and driving traYc on
to an already stretched service. The Government
recently announced a £45 million increase in
funding. I think that would have been very welcome
and indeed I note from the transcripts of people who
have presented evidence to you in the last week or
two that that has already begun to be claimed and
spent by the diVerent national debt services. That is
a very welcome thing but I am certain that more will
be needed. It is outside of my remit but I note your
point that we will be making it worse.

Q454 Mr Newmark: I just want to say that
everything you have said is very good and you have
articulated things very well. I think the motive
behind it is excellent and you have identified 8.7
million people who are eVectively being excluded
and a responsible society should be dealing with all
that. However, I am still not clear as to what you see
as the catalyst to change people’s behaviour. You
have come up with mechanisms to try and help
people in a variety of ways and you are thinking of
further ways. However, I am still not clear as to how
you are going to pull in the people who are in most
need of that help as, in the end, they become very
self-selecting. I am assuming that the more middle
class or the slightly wealthier they are, the more
likely they are to proactively come in and see you
and those who are less likely will not. Again, it is that
bottom part of society who are in most need of this
help but what mechanisms are you thinking about to
pull them in?
Mr Cowdery: We believe that national awareness
campaigns will be needed in order to make people
aware that there is a new—and here you will
understand particularly my reason for saying
“free”—service available to people. That is the first
step. Secondly, we think it is only sensible to build
the operation to capture event-driven flow and not
outreach or missionary work, if I can call it that, into
the most needy. I am sorry if this sounds a little hard
headed, but you can either build an extraordinarily
expensive infrastructure and struggle to get it up and
running because you cannot get the funding
agreements, which would go out and proactively
stimulate people to take better decisions over their
financial aVairs, or you can simply build it for a
number of people to whom an event has occurred
today/this week for which they would like advice
now. There are a large number of events: there are
redundancies; there is the rent versus buy decision
of, how do I get on the local authority housing list in
order to make certain that, in the next five years, I
can buy a property; there is the question over
whether or not they should or should not take up the
oVer they just saw on the television to reschedule
their debts into one “easy” loan from a debt
consolidator; there is also the question when they are
coming up to retirement of, should they or should
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they not take the oVer they have just received from
their single insurance company to buy the single
annuity rate they were oVered, or whether or not
they could be told in a brief conversation that there
has been the opportunity over the last 20 years to go
and buy that annuity from someone else that might
give them hundreds of pounds more of income in
their retirement for every year of the rest of their life.
We believe, rather hard headedly, that the right
proportionate response for the country is to build
something that picks up the flow and does not go on
missionary work.

Q455 Mr Love: In answering that question, it raised
in my mind this boundary—and people have talked
about it earlier on—between giving generic advice
and when it phases over, and I wondered what
consideration you are giving to the many people who
will ring up and will get into a conversation and you
will be telling them what they ought to do in generic
terms, but what they will want to know is which
annuity to buy or which pension to enter into. How
do you decide, that is the line that we draw and we
will not go any further?
Mr Cowdery: This is where the internet is helpful.
We think that you need to switch people in to some
of the very helpful comparator-type websites which
are available which do the switch for two reasons.
One, we have moved them on, and we can get on to
helping someone new, they are ready to buy and that
is good and, two, I have not had to say that X, Y or
Z has got the best rate this month, you can see it.

Q456 Chairman: Back to a question on the ISAs.
The point Brooks has made about people coming in
to use the service, how are you going to monitor who
you are getting?
Mr Cowdery: Obviously we are going to keep
statistics and metrics as we go through the first year
or two of the life of this service. I keep saying “we”,
I should say “the service”. I stress again, it is not
Resolution Foundation that plans to operate this.
The service will need to keep those metrics and that
will include picking up whether we are getting a very
large number of such people. If we are, I do think it
will be fair and reasonable two or three years into the
life of the service for those who are operating the
service to review the question of this in regard to
back charging and see whether or not that is
appropriate to bring in and, therefore, you have
streamed by income. The critical filter will be the use
of that first three or four minutes of qualifying
conversation. If in the course of that you discover
that someone is earning £40,000 a year and is already
in his company pension scheme with £5,000 he has
just inherited from his granny and wants to know
how to invest it, I think that sounds like a good sell
for an IFA or a bank or an insurance company.

Q457 Chairman: Looking at the role of the FSA,
how would you characterise the progress made with
the FSA’s working party so far on generic financial
advice?
Mr Cowdery: My exposure to that working party
has been relatively recent, I have only been exposed
to it whilst pursing this particular goal since last
summer. The working party on financial capability
seeks to come up with various diVerent stages of
involvement in financial advice and education
starting in schools and, of course, going right the
way through people’s lifestyles. That is a large and
ambitious scope that the FSA is pursuing. My own
involvement has been to see, in particular, a
crossover between what we are seeking to do and the
worksite; that is their area. Unfortunately, as you
have seen from the statistics I shared with Ms Burt,
the worksite is not a particularly promising area.
Certainly the question has been raised as I have gone
through the last six to nine months as to whether the
FSA is the right and competent body to have remit
in this area. My personal view is yes, the FSA is the
only body available in the constellation of bodies in
the UK that could have responsibility for at least
reviewing what needs to happen in this area. One
would question whether or not the FSA itself would
want to be the body that is responsible for delivering
any responses in this area. There may be better
government departments, we mentioned earlier the
Department for Constitutional AVairs and others
which are already doing broadly similar things.

Q458 Chairman: That is a question I want to come
back to you on in terms of what would be the most
appropriate organisation to administer the network.
Mr Cowdery: I believe that a new organisation with
a new brand is needed in order to capture people’s
trust. Once it is formed it will need—for supervisory
reasons, and because it would be in receipt of some
government monies, depending on where the
funding debate comes out—to sit under one
department or other, and then I believe the usual
conversations can occur within government as to
whether it should be an independent body but
reviewed by more than one department—I believe
there are some precedents for that—or whether
something like the Department for Constitutional
AVairs or, indeed, the Treasury would be the right
places for it to sit. Given the amount of involvement
the DTI have in the area of consumer debt, that is
another option and given the fact that the
Department for Work and Pensions today has the
Informed Choice Agenda which is about ensuring
people understand pensions, and of course pensions
are a bedrock of many of the big decisions that need
to be made here, the DWP is another option. I will
seek to bring that forward with some suggestions but
stay as neutral as possible to the outcome.
Chairman: Thank you very much for your
presentation this morning. It has been very helpful
to us and adds another area to our inquiry. No
doubt you will be keeping in contact with us as you
are doing for stakeholders but your presence is very
helpful this morning. Thank you very much.
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Q459 Chairman: Mr Pomeroy, welcome to the
Committee’s Financial Inclusion Inquiry. Could
you introduce yourself for the shorthand writer,
please.
Mr Pomeroy: Certainly. I am Brian Pomeroy,
Chairman of the Financial Inclusion Taskforce.

Q460 Chairman: It is nice to see you here. Could I
first of all thank you for your assistance in the ATM
working party last week. We hope to take that
forward but your contribution to it was very helpful
to us. I will start by asking you to explain how you
see the role of the taskforce in promoting financial
inclusion. Is there a role for a consistency across
government and industry to promote financial
inclusion?
Mr Pomeroy: Yes, there is a role for consistency
across government and industry to promote
financial inclusion. Perhaps starting with the role of
the taskforce, our terms of reference really have two
parts. The first is to monitor progress towards three
specific aspects of financial inclusion: the first is
reducing the number of people who are unbanked;
the second is increasing the supply of aVordable
credit; and the third is increasing the supply of face-
to-face money advice. That is the area, if you like, in
which we work, but I think there is a need for a
consistent approach. Indeed I think the taskforce,
composed as it is, from components across the
sectors (that is to say, the banks, third sector lenders,
consumer interests, research interests and so forth)
does embody the cross-working that you have
described. We have tried to bring this group of
people with their various interests and aYliations
into a cohesive position—and I believe we have
achieved that—and then to engage with the various
parts of the relevant industry (for example, with the
banks, the Treasury, with third sector lenders and
others in the advice sector) in order precisely to
produce some kind of coherent forward progress.

Q461 Chairman: What areas have you focused on in
your first year?
Mr Pomeroy: We have focused obviously on the
three areas of financial inclusion that were in our
taskforce ToRs. I would say we have done six things,
Chairman. First of all, because our principal task is
to monitor progress, we have put in frameworks for
monitoring. Those included commissioning survey
work of our own where it has not existed publicly.
Secondly, as you will know, at the time the taskforce
was set up the Government also established a
Financial Inclusion Fund of £120 million to be spent

in various ways. We have put a lot of our eVort into
engaging with the departments spending that
money, the DTI, the DWP and the Legal Services
Commission, in order to make sure that the detail of
those programmes truly reflects what financially
excluded people need and what the programme
needs to deliver. The third thing we have focused on
is trying to engender constructive dialogue with the
retail banks at an operational level, so that we can
discuss actively and concretely with them what the
barriers are to making progress, for example, in
opening bank accounts. That is a forum which I
believe has not existed before. We have created one.
I am happy to expand on this if you would like me
to but I believe we are having very constructive
discussions about specific initiatives which may
ensue. We have also focused on an area of work
which, frankly, was not identified by the
Government when it published its financial inclusion
strategy, and that is work on the demand side. We
say that it is vital for suppliers of products, such as
banks and others, to be supplying them properly, et
cetera, but it is not enough. You need to work with
financially excluded people too, because they will
not find their way to their products without some
specific help. As you will be aware, we have recently
launched an initiative with intermediaries who are in
contact and entrusted by financially excluded
people. That was a vital missing part of the jigsaw,
which we have put in place. We have got it funded:
we made a submission to the Treasury and they
funded it and that is now in place. We have also
focused on filling gaps in information. It is true that,
whilst financial exclusion is not a badly researched
area at all, there are gaps. For example, you have
referred to ATMs in your introduction, Chairman,
and a lot of the debate about ATMs and access to
cash, we think, has taken place on the basis of
anecdotal rather than statistical evidence, so we have
commissioned research which will be published next
month which gives a rather clearer statistical picture
of how people access cash and what sources they use.
We are also doing work on advice, because we think
there is inadequate knowledge of that, and we have
also recently commissioned workshops where we
talk directly to financially excluded people, hear
their voice directly about what it is they want, what
is wrong with the existing product, how they could
be better. I think that filling the gap, Chairman, has
been another important element of our work. The
last thing we have focused on, although it is not
explicit in our terms of reference, is using our
existence to try to raise the profile and awareness of
financial inclusion.
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Q462 Chairman: I have been engaged in
correspondence with the Banking Code Standards
Board on the issue of basic bank accounts. We note
in their latest report that in their mystery shopping
some banks went back on the progress they had
made. I am asking for that information to be made
public because I think that is the only way we can
achieve—which is one of your aims—halving the
number of people without access to basic bank
accounts on that. How do you feel about that issue?
The Banking Code Standards Board is doing
mystery shopping and getting that information, but
it cannot be shared and so we cannot identify
particular banks. It does not seem to me to be
making progress at the end of the day if there is not
that transparency there.
Mr Pomeroy: The first thing to say is that we are as
concerned as you are about the results of the mystery
shopping exercise. One has to say, in fairness to the
banks, that it was a significant improvement over the
previous one, but nonetheless it still has some way to
go. Before coming to the question of disclosure and
the publication of information, perhaps I should say
that we have a detailed discussion with the banks on
exactly that subject, which I hope will lead to some
kind of amplification or supplement to the banking
code itself, to try to be more specific about what the
standards should be in the areas in which the banks
are not meeting the code. On the question of
disclosure:, as I understand it, the way the Banking
Code Standards Board works is that banks
subscribe voluntarily, and part of the deal, if you
like, of their subscribing is that the findings—and I
assume this applies not just to basic banking but to
all findings—are kept confidential. Publication of
anything always sharpens incentives, but one would
not want to find that if one insisted on publication
the banks did not take part in the survey.

Q463 Chairman: I have had correspondence with
Gerald Lemos and he said that it would be helpful to
write to the banks. At the end of the day, what we
will achieve as a committee is that we will be
publishing information on banks who say they are
happy to have their progress made public, and for
those banks who do not want it published we can say
that those banks do not want it published. I do not
think it helps at the end of the day with industry, if
they want to move forward on this particular issue.
Mr Pomeroy: Chairman, I think the taskforce would
find that very positive. If some banks are prepared to
publish voluntarily, that would be excellent, and if it
encourages others—
Chairman: We will push along that line to help
you.

Q464 Mr Mudie: I have a built-in suspicion of
middle class people making money out of helping
the poor. Tell me about your budget. It is £3 million.
Is it over three years or is it £3 million a year?
Mr Pomeroy: It is over three years.

Q465 Mr Mudie: So it is £1 million.
Mr Pomeroy: Yes.

Q466 Mr Mudie: Did you spend your £1 million in
the first year?
Mr Pomeroy: We have not yet. The money is mainly
spent on research and surveying. To the best of my
knowledge, we have spent about half a million.

Q467 Mr Mudie: Was that in a full year?
Mr Pomeroy: Yes. I may not get the matching
exactly right and I may not account for things which
have been committed to date but not paid, but
certainly the taskforce has been in existence for a
year and over that year we have commissioned a
number of surveys and research projects and the
total of those is about half a million.

Q468 Mr Mudie: What is the cost to the board?
Mr Pomeroy: We are unpaid.

Q469 Mr Mudie: There is no board payment.
Mr Pomeroy: We are not paid.

Q470 Mr Mudie: What a very good example.
Mr Pomeroy: That is very kind of you.

Q471 Mr Mudie: It is a very good example. If it
spreads, ordinary people might get on these boards.
How many staV do you have?
Mr Pomeroy: We are supported by a Treasury team
of three. I should say that those staV, while they
spend a lot of their time on taskforce work, are in
fact the Treasury team on financial inclusion, so they
have other things to do as well.

Q472 Mr Mudie: So they are not full time.
Mr Pomeroy: They are not full time.

Q473 Mr Mudie: In one reference, you had a visit—
and I am not criticising the visit, it sounds very
sensible—to Chicago and you looked at the
Community Reinvestment Act. It would have been
useful if you had had a staV member who wrote a
thorough report, so that we and other people could
consider its relevance to Britain. Who is going to
do that?
Mr Pomeroy: We did have two staV members,
actually.

Q474 Mr Mudie: Two of these Treasury people.
Mr Pomeroy: Yes, indeed, and they did produce a
report for the taskforce, which went to a taskforce
meeting around the middle of last year.

Q475 Mr Mudie: You might be prepared to let the
Treasury Select Committee have a look at that
report. Would you?
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Mr Pomeroy: I cannot see any reason why not.22

Q476 Mr Mudie: Do you think it is sensible just to
have you serviced by the Treasury? We have always
found the Treasury pretty restrictive in its thinking
and not very inclusive. If they are the voice of your
taskforce in government, is that not restrictive?
Would you not prefer staV of your own?
Mr Pomeroy: I will come to that last point in a
moment. Are they our voice in government? We
have always made it clear to the Treasury that we
want to act independently and have an independent
voice. Indeed, we do engage not only with Treasury
oYcials but also directly with ministers, so I do not
think we feel we do not have a direct route,
independently, if you like, of oYcials. Should we
have our own? To be honest, it is not something I
have considered because I have not frankly
experienced any problems, either in the levels of
service provided or, indeed, in bias. Frankly, I think
if there were any suggestion of bias, the taskforce
would be very quick to say, “That is not what we
want. Please do what we are asking you to do.”

Q477 Mr Mudie: Do you pay these people? Do their
salaries or part salaries come out of your million?
Are you subsidising the Treasury, in other words?
Mr Pomeroy: I would like to check this and give you
a proper informed answer. I believe that some of the
fund supports some of their time, but I will need to
give you an informed answer.

Q478 Mr Mudie: If I were paying their salaries or
part of their salaries, I would prefer to choose my
own people.
Mr Pomeroy: If when the taskforce started it had
discovered that the people provided to it were not
suitable (that is, were not capable or were not
working), we would have said so, frankly. If I may
add one point: when I was asked to lead the
taskforce, the senior oYcial at the Treasury did say
to me, “Look, if you have any diYculty at all with
the support, you should come and talk to me.” So it
has always been an open door, frankly, which I have
never had to open.

Q479 Mr Mudie: You meet three or four times a
year. In view of the urgency of the matter and the
complexity, do you think that is enough?
Mr Pomeroy: We met six times in the first year. We
met a little more frequently than we were told we
would meet. We met roughly every two months
rather than every three months. I suppose one
answer is that you could say it is never enough,
because you can never do enough and you can never
do enough fast enough.

Q480 Mr Mudie: Why did you meet six times instead
of the indicated four times?
Mr Pomeroy: Because we had a heavier agenda than
four times would have allowed. Particularly in the
first year, when we were getting to understand each

22 Not printed.

other and producing a common position, I think
four times was not quite enough, and so we have
increased the frequency.

Q481 Mr Mudie: In terms of bank accounts for the
people involved, you have indicated “steady
progress”.
Mr Pomeroy: Yes.

Q482 Mr Mudie: And then you have said
“significant progress” elsewhere. These are vague
words—optimistic but still vague. Do we know how
many banks accounts? Do we have actual figures?
The Chancellor is wonderful about great phrases
like “ending child poverty” et cetera, but there is
never data. It is the same here. What do you mean by
“steady progress”.
Mr Pomeroy: Let me answer the question about
steady progress and then tell you what the situation
is as regard the availability of past statistics. When
we look at the available data showing quarter-on-
quarter results for the number of unbanked, we can
see a steady material reduction quarter on quarter.
We can see this from our own surveys, which we
have commissioned, and also from industry
statistics and supplementary advice from other
independent surveying. That is what we mean by
steady progress. On your question: “Do we have
hard data?” the goal which has been agreed between
the banks and the Treasury is based on a family
resources survey and that is hard data. But if you
ask: “Do we know at the moment according to that
survey”—which is really the only one that counts for
the purposes of the goal—“where the banks are?”
the answer is: “No, we do not.” The reason is that
there is a one year delay in the publication of that
survey. They have just done fieldwork for 2005-06.
That will not be published until 2007. You will also
see from our evidence to this Committee and also
from our banking report that for two years the
survey was conducted in a way which did not enable
us to compare it with the goal—which one has to say
is unfortunate. That is one of the reasons why we
have supplemented it with our own survey. The
straightforward, quick answer to your question is:
“No,” and we will not know until the spring of 2007
exactly where they are with the goal.
Mr Mudie: Thank you.

Q483 Peter Viggers: The Banking Code Standards
Board has identified barriers to opening accounts.
We have picked up in evidence that there seems to be
a disparity between the banks’ stated intentions and
the actuality of experience of customers on the
ground. Can you comment on that?
Mr Pomeroy: Yes. First of all, there is a disparity of
experience between those two things. That is
absolutely highlighted, not just by the Banking Code
Standards Board but by people working at the
frontline, in the voluntary sector; for example,
working with financially excluded people, helping
them to open bank accounts. They find not just the
disparity between what the stated intention might be
and what happens on the front line, but also a
disparity of practice as between banks and as,
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indeed, between branches of banks. I mentioned
earlier that we have set up a forum in which we hope
to have detailed and frank discussions with the
banks about precisely these issues and we have also
had one-to-one meetings with some of the banks and
they have shared with us some more confidential
data. Our perception is this: the right messages are
coming from the top of the banks—in other words,
there is a core commitment to meeting the goal—but
the way it percolates down to the frontline, which
means counter staV, is very variable. You will go to
one branch and the counter staV will have been very
well trained and they will know exactly what the
identification rules are and what the banking code
says and what their products are for people on low
incomes, but you might to go to another where they
are less well trained. We agree absolutely with your
perception but we diagnose it as the frontline not yet
being fully trained and consistently trained
suYciently in order to implement the corporate
policies.

Q484 Peter Viggers: The Committee took evidence
in the United States where there were real incentives
on the staV to encourage members of the public to
take out bank accounts. Did you gain a similar
experience in the United States?
Mr Pomeroy: Yes.

Q485 Peter Viggers: Did you draw any conclusions
from that?
Mr Pomeroy: Of course, as has already been
mentioned, in the United States there is a
Community Reinvestment Act which puts strong
incentives on banks to serve people on low incomes.
A number of banks are small, local community
banks and they themselves are frequently supported
by large banks, so there are big incentives on the
banks themselves to serve people on low incomes. If
you are asking about incentives at a more micro level
(that is, from the counter, so to speak) then I cannot
draw any conclusions or comparisons between the
USA and the UK. But it is clear that at a corporate
level, because of the legislative framework in the
USA, they do have that incentive.

Q486 Peter Viggers: It is well known to every
constituency Member of Parliament that there are
real problems in opening bank accounts with
identification and money laundering requirements.
Can you please bring us up-to-date as to discussions
with government as to how this particular issue is
going to be cracked?
Mr Pomeroy: This is a key point for us. If you look
at the barriers to opening accounts—probably ID—
there are four or five that have been identified by the
Banking Code Standards Board, but, if you look at
practitioners on the frontline who have tried to help
people open bank accounts, the first thing they will
probably mention is problems with ID. We
understand on the taskforce very clearly why there
are rules for ID and we understand the need to have
eVective anti-money-laundering regulations. The
anti money-laundering guidelines have recently been
reviewed, and they have been reviewed, I think, in a

positive direction so far as financially excluded
people are concerned because, rather than having to
have a photo-ID such as a passport or a driving
licence, which we know that many people on low
incomes simply do not have, there are now
alternative means of identification which are
acceptable. We have looked at those. I should say
that we have on our taskforce practitioners who do
work on the frontline and know exactly what the
practical experiences of financially excluded people
are. Our conclusion is that the new rules—which
have just come into force, I think—are a great
improvement. We do not think they necessarily
solve the problem for everybody but we think they
are a good improvement. Our conclusion is that they
probably strike the right balance between making it
easy for people who do not have standard ID, on the
one hand, and, on the other hand, having eVective
money-laundering rules, because, whilst we would
like it to be very easy for people to open bank
accounts, we do recognise that there has to be a
balance. We think the new rules are a considerable
improvement, but it comes back to the key point
which we have already discussed: it is one thing to
have the rules; it is another thing to have bank
frontline staV trained in them and implementing
them. Where we are now is to say, “Fine, the rules
look like an improvement, that looks okay,” but we
would urge the banks to make sure their frontline
staV are fully trained, so that they do accept the
alternative documentation and do not turn people
away because they are not au fait with the latest
rules.

Q487 Peter Viggers: Does your committee think that
market solutions will be a resolution of the problems
of people without bank accounts? Do you think it
can be resolved through market solutions or will the
Government need to take additional measures?
Mr Pomeroy: That is also a key point for us because
the shared goal which we have been talking about,
the goal that the banks and the Treasury have agreed
to reduce the number of unbanked people, is not
really a market solution, because the banks consider
that they lose money on basic bank accounts and
eVectively they have agreed to do something which
they consider to be unprofitable. So that is not a
market solution. That does not mean that we do not
support that solution. We want that solution to
work and to be fully honoured, obviously, but it
does raise the question of whether it would be better
if we could find a sustainable way—sustainable in
the sense of profitable for the providers—of
providing products to people on low incomes. This
is something which we have raised with the banks. I
do not claim to have the answer to that question but
I do think we are entitled to ask the banks to look
very carefully at whether it is possible to design
products specifically for these markets. They would
perhaps be lower cost products; they might have
diVerent features but which would be sustainable.
When we went to the United States, we did see
community banks serving people on very low
incomes with products designed and tailored for that
group of people, often working out of very cheap



3379421005 Page Type [E] 10-11-06 21:23:13 Pag Table: COENEW PPSysB Unit: PAG5

Ev 88 Treasury Committee: Evidence

9 May 2006 Mr Brian Pomeroy

premises, round the back rather than in the high
street and so forth. That has certainly made us ask
questions of the UK banks, whether or not there
could be a sustainable solution here. As I say, we do
not have the answer to that, but we do think the
banks ought to be looking very seriously at whether
they could design products for that market. I think
it is fair to say that the basic bank account, which is
the main tool for reducing the unbanked at the
moment, is the current account that everybody else
has with a few things taken out. It is not a product
designed specifically for the low-income market and
we would very much like the banks to look seriously
at that as a profitable market. The last thing I want
to say on that is: whether or not a market is
profitable may depend on the time scale over which
you view it. We could well see that there might be
some communities in this country (let us say,
working class communities with a high proportion
of newly arrived immigrants, for example) which
might not be profitable today but, if you took a five
or 10 year look, as people become more upwardly
mobile, become more economically successful, may
well be profitable. We do not say that we know there
is a market solution or that they can be profitable
but we do say that we think the banks ought to look
very seriously at this—very seriously at this—before
they conclude that there is no profitable
sustainable market.

Q488 Peter Viggers: Some consumer groups have
called for a universal service obligation on the banks
to compel them to provide basic bank accounts. At
the moment, some of the terms and conditions of
banking are adversely disproportionate to smaller
accounts. Do you have a view on the universal
service obligation?
Mr Pomeroy: Since there is a voluntary solution in
place, so to speak, the shared goal, our view is that
we should see whether or not that works, but not
take something more directive, so to speak, like a
universal service obligation oV the table. It is not our
view at the moment that that would be a good idea.
We think it is better to see what progress we can
make with the shared goal. As I have indicated, I
think we are making progress with it. In the
background, certainly, we would think the
Government ought still to reserve that option if
other measures fail.

Q489 Mr Love: I would like to come in quickly on
the previous answer about designing an account
specifically for low-income groups. The National
Consumer Council and Citizens Advice have made
some suggestions. Do you have any ideas of the
outline of such an account?
Mr Pomeroy: Yes, we do. Because of the work we
have done directly with people on low incomes—and
the workshops I mentioned to you earlier—we have
looked carefully at that and we have asked people
what they want. Basically, people want, first, an
account that is easy to open, that is administratively
easy to open, so that form filling is not too daunting.
They clearly want barriers and problems like
identification to be simplified so they can get the

account. It is very interesting that when we have
asked people at these workshops whether they see
the benefits of having a bank account, unprompted
they often say no, but when they are prompted they
do recognise the benefits: greater security, the
possibility of using direct debits and so forth to
reduce their utility bills and so on. They do see the
features but at the same time there is an
apprehension that if they have a bank account they
will lose control. It is very clear that someone who
has been used to working in cash—seeing the cash
there on the mantelpiece or in a jar or wherever it
happens to be—is daunted by having the money go
into an account. You cannot actually see it
physically, how will you control it? The sort of
features that these sort of accounts need to have are
features which assist in reassuring over control.

Q490 Mr Love: Could I ask you about two specific
things: first of all, access to bank branches, where
some of the banks are not allowing that to happen
and whether that is a feature, and, secondly, a small
overdraft facility short-term to help them through
payment periods.
Mr Pomeroy: If I may take the second one first, that
did come out of our discussions with people on low
incomes. It came specifically out of discussions
about direct debits. People understand that you can
save £80 or £90 a year from your utilities and
telephone bill if you use direct debits, but they also
know what happens if a direct debit hits your
account and there is no money there. That is one
area where it was suggested to us that a buVer zone
of the kind you have described might be useful.
Another one which of course does exist at the
moment is with ATMs: since you can only get £10
out of an ATM if you have £6 in your account, that
sort of buVer zone already exists. But the idea of
buVer zones generally would be one such example.
You mentioned also counter access. We are aware
that some banks have been withdrawing or thinking
about withdrawing counter access, so we are
concerned about that. The counter is not the only
place you can get cash. For example, if you have a
bank account23, you can go to a post oYce, you can
go to an ATM if there is one accessible to you,
especially if it is not fee charging. Nonetheless, we
would have a general concern if, having agreed the
goal with the Treasury, the banks then started
removing the utility of the accounts

Q491 John Thurso: I want to ask you about the Post
OYce card account but can I first of all get this clear
in my mind. People who are currently holders of a
Post OYce card account but no other form of
banking, are they counted as being included or
excluded?
Mr Pomeroy: We count them as excluded because
the functionality of the Post OYce card account is
very limited compared with a normal bank account.
You can get your benefit out in cash; you cannot pay

23 Note from Witness: This refers to basic bank accounts. Not
all current accounts can be accessed at Post OYces.
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a cheque in and you cannot issue a direct debit. We
do not count a Post OYce card account as being
banked.

Q492 John Thurso: Potentially, when we hit 2010
and that goes, we have a problem, in that there is
going to be quite a number of people who are going
to have nothing.
Mr Pomeroy: Yes.

Q493 John Thurso: A second point on that is that I
was looking at the membership of the taskforce and
I was interested to see—given that the Post OYce
could be described as one of the biggest retailers in
the country, with 14,000-odd branches—that you
have nobody on the taskforce from the Post OYce.
Do you think that is an omission?
Mr Pomeroy: I do not think it is an omission, in the
sense that the taskforce is 12 people. There are many
stakeholders of various kinds in relation to whom
you could make a case for being on the taskforce. We
have said we would rather have a small taskforce but
make sure we actively engage with stakeholders. In
the case of the Post OYce we have a discussion
starting shortly with them about precisely the point
you have raised, which is the future of the Post OYce
card account. May I add something? You have
asked me whether it would be a problem when the
Post OYce card account contract ends and I have
said yes, and I should say that we see it as an
opportunity as well. Of the 4.2 million, I think,
people who hold Post OYce card accounts, 30% do
not have bank accounts. That is 1.2 million people.
We see that as an opportunity of getting a large
number of people who are not currently in
mainstream banking into mainstream banking.

Q494 John Thurso: Perhaps I could ask you to
amplify on that and tell us what thoughts the
taskforce has had about the future, given that we
now know it is not going to be renewed after 2010,
and what replacement products would help to
promote financial inclusion.
Mr Pomeroy: We cannot be concrete about this yet
but as soon as it became clear that this was likely to
happen, we began discussions with the DWP about
their own plans and they told us that they themselves
are running some pilots—I think they may just have
been completed or they may still be in process—of
looking at diVerent ways of moving people oV Post
OYce card accounts into other forms of account.

Q495 Chairman: Do you think their plans are in
good shape? Are they quite sophisticated? The
impression given to us is that the Government are a
bit flat-footed on this at the moment, as to how Post
OYce card accounts are going to be replaced. They
have not shared them with us.
Mr Pomeroy: I do not think, Chairman, I have any
better inside information than you have on this.

Q496 Chairman: So your opinion is the same as ours.
Mr Pomeroy: I would say it goes one stage further.
Our opinion is that we understand that no solution
has yet been devised. That may be wrong, but that

is my understanding, that no solution has yet been
devised. We know from talking to the DWP that
they are looking at ways of migrating Post OYce
card account holders into other forms of banking.
Our interest is in pursuing that to find out from their
pilots whether there are ways which would work. We
are also about to discuss with the Post OYce—we
have meetings arranged shortly—their own take on
this and what products, if any—I do not know what
their plans are—they may be planning to put in
place. But the big point for us is that, whatever the
plans are—and we simply do not know what they are
because they are just in such a mature state—it seems
to us that there is a big opportunity which we as a
taskforce will be pushing on very hard, to get a large
proportion of that 1.23 million into banking.

Q497 John Thurso: The Performance and
Innovation Unit some years ago recommended a
universal account based on the Post OYce. We have
this unique British strength of a wonderful network
of post oYces, why is it that we are not looking at a
post oYce based solution? Would that be something
the taskforce would look at?
Mr Pomeroy: I am sure it is something we would
look at. I cannot answer the question why are we not
looking at it because I am not privy to the
discussions that may be taking place between DWP
and the Post OYce or anywhere else. It would be
interesting. The only thing I would say is that our
preference always is go get financially excluded
people into the real mainstream as opposed to
something which is at the margins. I do not think
that necessarily rules out the possibility of the sort of
thing you are talking about, but we would want it to
have proper functionality, full functionality, and
work and give the same facilities as if they were in
mainstream banking, which the Post OYce card
account at the moment patently does not. Clearly, if
somebody came up with a proposition that said,
“This is what we are planning to do here”—a new
form of account, provided by whomever—we would
look at it very carefully. We would assess it by
whether it met the kind of criteria that we discussed
a few minutes ago and we would be very supportive
of it if it did.

Q498 John Thurso: Royal Mail have said that they
only require 4,000 Post OYces to operate their mail
licence and that, with the current climate, there is
therefore a danger that 10,000 could close. What
impact would that have on financial inclusion if we
lost 10,000 post oYces or sub-post oYces? I think it
would have a significant eVect. The basic bank
account, which is the main tool for brining people
into the banking system, is operated not just through
bank branches and ATMs but also through the post
oYce counters. We know from the research we have
done, from discussions we have had with financially
excluded people, that they value their post oYce.
That is one of the places where they feel most
comfortable going. They feel a lot more comfortable
getting their cash from a post oYce than, say, from
a bank branch, and, indeed, for many it may be most
geographically convenient.
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Mr Pomeroy: Without having done a detailed
analysis, given the scale of the numbers you just
quoted I would have to say that would make a big
diVerence.

Q499 John Thurso: Could I turn to cash
withdrawals. I know you have been doing a survey
and research into how low-income groups access
cash and transmit money. What did your survey
reveal about the extent to which fee-charging cash
machines are used by the financially excluded?
Mr Pomeroy: The results of the survey are not yet
available. The fieldwork has recently been
completed. The agency that is doing the work for us
is at present analysing the results and we expect to
publish next month, so unfortunately we do not have
yet hard results. Clearly, as soon as that is available,
we will make sure you have it.

Q500 John Thurso: Turning to the question of
aVordable credit, what features do providers of
credit need to oVer to meet the needs of financially
excluded customers? Do you have any data on that
yet?
Mr Pomeroy: We do. Similarly to the answer I gave
on banking, our work directly with financially
excluded people has told us what they want. The first
requirement is for small, short-term unsecured
loans. We are talking about £50, £100, £200 or £300,
that sort of money, for six months to a year—not
larger amounts for consumer durables but smaller
amounts to get by, basically. That is the kind of
product or the shape of the lending. People want
easy procedures for getting the loan. They want it to
be relatively predictable; that is to say, that they
know they have a reasonable chance of success, that,
given who they are and who the lender is, there is a
reasonable chance they will be successful. They want
aVordable repayments, specifically repayments
which fit in with their own budgeting cycle—which
is usually weekly, because they receive their benefit
or their wages, if they are in work, weekly. They
value something on a weekly cycle and which can be
reconciled with a weekly cycle. They would like
sources of credit without penalties or hidden
charges. They are very suspicious about penalties
and hidden charges, so they would like a solution
where this is what you pay, it is very transparent, you
can see exactly what you have paid. Also, they would
value borrowing from a lender who, whilst maybe a
commercial lender, will be understanding and have
some tolerance if there are temporary financial
diYculties and repayments are occasionally missed.
Those are the main features that financially excluded
people tell us they would like to see.

Q501 John Thurso: You mentioned there the
question of unfair charges or whatever—and there is
a lot going on at the moment about an automatic £20
charge for being £5 overdrawn and so on. Is that
seen as a big barrier to people, something that really
puts them oV?
Mr Pomeroy: That is in the banking context,
presumably.

Q502 John Thurso: Yes.
Mr Pomeroy: Yes, in the banking context. That and
direct debit charges—charges if you miss a direct
debit—in the banking context would be seen as a
penalty. In the credit context, which is where we
were a moment ago, it would be penalties for missing
a payment or something like that or even inadequate
rebate for early payment. It would be things like that
which were hidden and only appeared as a surprise,
so to speak.

Q503 John Thurso: So transparency is—
Mr Pomeroy: Transparency and predictability, yes.

Q504 John Thurso: One more question, if I may.
Given the high costs of providing aVordable credit
to low-income consumers, will some predictable
stream of ongoing subsidy always be required for
third sector lenders?
Mr Pomeroy: This also is a key question in relation
to the current government policy. Clearly, only time
will tell. I think we have to give the third sector
lenders credit for the energy they have put into
professionalising themselves over the last few years
and indeed trying to build institutions; for example,
the city-wide credit unions, which have enough
scale, which are not small, part-time organisations
but which are proper scaled professional full-time
organisations. I think you have to give them credit
for that. Whether they will be successful or not
depends partly on whether they, if you like, step up
to the lending challenge; that is, to use the funds that
they have, whether they are from the Financial
Inclusion Fund—because some money is going to
them from lending from there—or from their
depositors, and whether they are able to lend that
money to a wider group of people without suVering
a large default. That is about lending skills. The
second side is that, in order to expand and be self-
sustaining, almost certainly they will need to expand
their basic deposits, which means they will have to
market themselves probably in a way that they have
not in the past. In principle, one does not see why
that should not happen but, at the end of the day, I
do not think anyone, certainly on the taskforce, can
put their hands on their hearts and say, “We
definitely know it will happen.” As I say, the one
thing we can say is that they are making a very big
eVort to professionalise themselves and produce
reasonable scale institutions which have at least a
chance of surviving in the way you have described.

Q505 Mr Love: Could I follow up on that. The
example of the Community Development Finance
Institutions which were funded by the Phoenix
Fund, which is going out of operation, caused them
some considerable diYculty over the last year, but if
you take your example that you want to be giving
small loans, it is home credit via another means—
presumably charging very low interest rates,
certainly compared to the home credit sector. Is
there any way financially that you could see a CDFI
in that marketplace being able to run it at a profit,
charging a low interest rate?
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Mr Pomeroy: Clearly, you can make a profit or if
you are not-for-profit you can break even if you
charge enough, so it is a question of what you have
to charge. You have made a comparison between
that and the home credit market and you are
absolutely right to say that the characteristics that I
gave you are very similar to what the home credit
market oVers. But, of course, we have just had
the provisional findings of the Competition
Commission on the home credit market. They are
only provisional but they suggest overcharging in
that market. They are only provisional and I do not
know when they will finally come out but certainly
what we see at the moment suggests overcharging. If
that is right, then it suggests there is scope for
someone to come in and charge less for a similar
product.

Q506 Jim Cousins: Your organisation is apparently
giving £10 million to support a scheme to allow
direct deduction of repayments from benefits. What
exactly is this money being spent on?
Mr Pomeroy: The scheme which was part of the
package of measures which the Treasury announced
in 2004—at the time the taskforce was set up
actually—enables lenders to get a repayment made
to them out of their borrower’s benefit when the
normal repayment arrangements have broken
down. That is in essence the scheme.

Q507 Jim Cousins: Only when the normal
repayments have broken down.
Mr Pomeroy: That, indeed, is the scheme. If you
were going to ask me what the taskforce view of that
was, I should say we do have reservations about the
scheme and we have conveyed the reservations to the
Treasury.

Q508 Jim Cousins: You have made it pretty clear
you are looking for market solutions. I have to say I
am pretty puzzled myself why the state should
provide handouts to rich institutions to assist their
dealings with poor people when your taskforce
apparently is not willing to see subsidies to poor
people to enable them to get access to rich
institutions. You have said you have reservations
about this system of state handouts to rich
institutions. What are your reservations?
Mr Pomeroy: The reservations are not so much
about the state handout but about the way the
scheme will work and whether actually it will be
taken out.

Q509 Jim Cousins: It is a handout. It is £10 million.
Mr Pomeroy: I accept that but you asked for my
reservations. My reservations are not so much about
that, my reservations are whether it will work.

Q510 Jim Cousins: So you are happy with the
handouts but you are not happy with the way it
might work.
Mr Pomeroy: Going back one stage to the position
with the—

Q511 Jim Cousins: I am sorry, Mr Pomeroy, I will
just explain this. Sometimes people are a bit shocked
when you talk about state handouts to the rich.
Mr Pomeroy: Yes.

Q512 Jim Cousins: It sometimes comes as a new
concept to people.
Mr Pomeroy: If I could take you back one stage in
the logic that has led to this. Providing credit to
people on low incomes is expensive. Even forgetting
whether there might be over charging in some
institutions, it is expensive because obviously there is
a credit risk of this unsecured lending, and, secondly,
the cost of setting up a loan and administering it has
to be spread over quite a small amount. It is
inherently expensive. One of the lines of approach,
which predated the taskforce, is to look for ways of
reducing the cost. One way of reducing the cost—
this is how the theory would go—is to reduce the
likelihood of default, and that means the lender will
require a lower interest rate. That is the logic behind
this particular measure. The taskforce does not have
a particular philosophical objection to the fact that
the deduction might come out of benefits, because,
after all, if it is coming out of benefits it is still coming
out of the borrower’s money. It is the borrower’s
money that is being used, but it is just that the
creditor has a first charge on it. Our worry about the
scheme hinges precisely on your first question, which
is that it only applies where repayment arrangements
have broken down. We think that is one of the
reasons why it may not be attractive to lenders. The
evidence is that the private sector is not particularly
interested in the scheme, although credit unions and
CDFIs are. We will obviously have to see how that
pans out. Clearly, if we were designing the scheme—
and it was really designed before we got involved—
we would say it would be better if there were a direct
deduction from benefit, regardless of payment
arrangements having broken down,. Because, if it is
only available when payments have broken down,
clearly you have to go through a procedure where
they have broken down and you have also got to
show that you lent responsibly in the first place. That
is part of the rules. Our objection to the scheme—or
rather our reservation about it, it is not an
objection—is really about its practicality and
whether in practice it will work. It is that rather than
the other things.

Q513 Jim Cousins: The Department of Work and
Pensions has just announced a very substantial
expansion of its social fund, which of course is the
state’s own method of making unsecured loans to
the not-very-well-oV. Did they consult you before
they decided greatly to increase the amount of
money available through the social fund?
Mr Pomeroy: No, they did not.

Q514 Jim Cousins: Do you think it would be useful
for people on benefits to routinely be able, through
their benefit arrangements, to set up direct debits,
loan repayment schemes and so on as a matter of
their own choice?
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Mr Pomeroy: People can save money, whether it is in
interest payments or in utility payments, if they can
operate direct debits. Any method of operating
direct debits out of any source of income I think
would be beneficial, yes.

Q515 Jim Cousins: Do you think it would be
sensible, for example, to provide direct debit type
arrangements from benefit payments that could
contribute to savings accounts?
Mr Pomeroy: If that was workable, yes.

Q516 Jim Cousins: Have you raised this as a
possibility?
Mr Pomeroy: We have raised generally the question
of enlarging direct debit.

Q517 Jim Cousins: It would be an approach, would
it not? One problem about the whole concept of
financial exclusion is who excluded the excluded.
There was a joke on Tyneside in the 1930s, when
people used to go around teaching women how to
make broth out of cods’ heads, that the women used
to say, “Well, what happened to the rest of the fish?”
Do you not have the same approach here? Why not
give the not-very-well-oV a wider range of choice?
Mr Pomeroy: You asked me why I have not raised it
and perhaps I may answer that. First of all, you
referred specifically to savings and I should say that
savings are outwith our terms of reference. But, on
the question of whether we have raised the use of
direct debits out of benefit, in eVect what I said to
you about the aVordable credit scheme, that is to say
the £10 million—and by the way, we are told it is
nearer £5 million now but it was announced as £10
million—is that the scheme, if it were operated in the
way I have described (that is to say, repayments
came out automatically rather than only when
arrangements had broken down), would be close to
what you have just described. We would probably be
more supportive of the scheme if it had been devised
that way.

Q518 Jim Cousins: Have you raised that with the
Department?
Mr Pomeroy: Yes, the Treasury is aware that that is
one of the reservations we have with the scheme.

Q519 Jim Cousins: Have you raised with the
Department of Work and Pensions the possible
extension and adaptation of the Social Fund
arrangements, perhaps in partnership with private
sector providers, to oVer to people on benefits, at
their choice, a wider range of financial possibilities?
Mr Pomeroy: No.

Q520 Jim Cousins: You have not done that.
Mr Pomeroy: No, but, if I may explain—

Q521 Jim Cousins: Are you going to do that?
Mr Pomeroy: Could I explain. The Social Fund is
important to us as a source of credit and as we
monitor aVordable credit we will be monitoring the

use of the Social Fund, but the reform of the Social
Fund and changes to the Social Fund are not in our
terms of reference and so we have not looked at it.

Q522 Jim Cousins: They may not be in your terms of
reference, but you are staring at the state’s own
social fund, which is the largest single system we
have in this country of oVering support for
unsecured loans to the not-very-well-oV. I would
have thought it is glaringly obvious, and that the
possibilities of that—of extending it, of giving
people more choice, part of the Choice Agenda—
might appeal to you.
Mr Pomeroy: I do not dissent from what you say
but, if I could repeat, the reform of the Social Fund
is not within or terms of reference. We also have to
consider what we think of as being financial
inclusion. The Social Fund at the moment—and we
are looking at it at the moment rather than in a
reformed sense—does provide loans, it provides
budgeting loans, but the eligibility criteria are
restricted—you have to have been on benefit for a
period—and of course it is capped and it is provided
basically for people in extreme need. We have not
tended to think, rightly or wrongly, of the Social
Fund as being a source for financial inclusion. We
think financial inclusion is mainstream financial
services, whether they are provided by the third
sector or by the private sector, and we have tended
to see the Social Fund as a safety net, with, as I have
said, a rather restricted eligibility criteria, rather
than being a mainstream provider of credit as an
alternative to the private sector or the third sector.
That is how we have regarded it.

Q523 Jim Cousins: The Social Fund is the main
stream of support for many people on benefits. It
may not be in your terms “mainstream” but it is the
main stream of support.
Mr Pomeroy: I do accept that, but if you ask us who
we consider to be financially included (that is,
connected to the financial systems widely) we do not
consider somebody who has borrowed from the
Social Fund as being financially included. We would
like to see them financially included in the
mainstream.

Q524 Jim Cousins: You surely do not regard people
who, because of their circumstances, find the main
stream of support for unsecured lending is through
the Social Fund as somehow second class citizens.
Mr Pomeroy: No, I am not suggesting that at all. I
am saying that the Social Fund is constructed in a
particular way, with particular eligibility criteria,
and, indeed, a financial cap on it, which puts it
slightly apart in our minds from the products for
financial inclusion.

Q525 Jim Cousins: A large number of not very well
oV people have bought, for example, their council
house and there is a big problem for them in
maintaining that, in reinvesting, improving,
renewing the house that they have bought. Have you
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considered ways of supporting people to keep their
property? Have you considered the issue of how low
income owner-occupiers maintain their property?
Mr Pomeroy: No. The income group we are mainly
considering are the bottom 30%. In general,
although I am sure there are exceptions, this is a
group which is not asset rich and does not typically
have security. Secured lending of the sort that I think
you are describing has not been something which has
been high on our agenda, simply because the
majority of people on low incomes do not have
security.

Q526 Jim Cousins: This is a country where owner-
occupation is widespread. I find it extraordinary that
you have not considered the possibility that there are
low income owner-occupiers, many of them elderly,
who want to maintain their property and do not
want it to crumble around them.
Mr Pomeroy: I cannot tell you what proportion of
the group we are looking at is in that catchment.

Q527 Jim Cousins: Should you not find out?
Mr Pomeroy: Since you have raised it, we will find
out.24

Q528 Jim Cousins: Some years ago, oV my own bat,
I did a little exercise in my own constituency about
insurance because many people in the less well oV
parts of my constituency said that there insurance
costs seemed to be very high. I discovered that there
is a secret system of postcode charging for insurance,
so that if you want to insure your house, your
property, your contents, your car, your van—a lot of
people drive vans—your motorbike, you pay far
more pound for pound in certain postcodes than you
do in other postcodes. Have you looked at that
system of overcharging people who live in less well-
oV areas?
Mr Pomeroy: No, and it is simply because insurance
is not within our terms of reference. It is not one of
the three areas of financial exclusion that we are
looking at.

Q529 Jim Cousins: Do you know anyone who is
looking at this system of overcharging in the less
well-oV areas of our cities?
Mr Pomeroy: One of the main intermediaries
through whom we think products to promote
financial inclusion can be delivered are, for example,
social landlords, like housing associations, and we
have talked to them in the context of banking and
credit. We do know from talking to them that there
are schemes which do meet exactly the point you
have raised. But it is not within our terms of
reference and I do not claim expertise.

Q530 Jim Cousins: We are back to the idea that there
should be special schemes of state handouts to cope
with market failure. I am drawing to your attention
that there are undisclosed, very well organised,
deeply embedded systems of prejudice against
certain neighbourhoods, so that people in those

24 Ev 303

neighbourhoods pay more to insure their
motorbike, pay more to insure their DVDs, than
people who live in better oV neighbourhoods.
Mr Pomeroy: I do not dispute that for a moment,
but I am saying that we have not looked at it simply
because it is not within our terms of reference. I am
aware of schemes, as I say, which aim to meet that,
but I am not expert in them and nor is the taskforce
because it is not within the remit we have been given.

Q531 Jim Cousins: Would you consider going back
to the Treasury and saying, “This guy has raised an
interesting point. Could we have our terms of
reference extended so we could look at that”?
Mr Pomeroy: I am certain that if this Committee
made recommendations about our terms of
reference, the Treasury would look at them and
discuss them with us, yes.25

Q532 Chairman: On the Social Fund, the point Jim
is making is related to the outstanding loan rule. We
have had quite a bit of evidence from the CAB and
others of the hardship that the outstanding loan rule
is creating. I think the CAB said that in 2001–02 20%
of people were turned down because they were
deemed to have too much outstanding debt to be
able to aVord a loan under these rules.
Mr Pomeroy: Yes.

Q533 Chairman: It is that issue that it would be
handy to look at.
Mr Pomeroy: I had not understood that was the
issue.

Q534 Chairman: I will give you one example which
they gave us: in Essex, a loan parent with two
children, one of whom was ill and needed medication
kept in a fridge. The client applied for a loan for the
fridge but was turned down as she was already
paying oV a £530 loan at £13 a week.
Mr Pomeroy: The point is logged.
Jim Cousins: Could I just say that one of the most
disgraceful areas here is people paying for funerals—
people paying to bury their kids. I have a
constituency case at the moment where an 85-year
old man is left on his own to finance the burial of his
child and there is inadequate support through the
Social Fund to do that. That is an utter disgrace, that
in this country in 2006 we can be landing these
obligations on an 85-year old man on pension credit
in sheltered accommodation. It is disgusting.

Q535 Peter Viggers: I am sorry I left the room briefly
but I had to go to another meeting. Can I ask what
interest your taskforce takes in financial education.
For instance, one of most basic points is to advise
people against credit card indebtedness. Are you
interested in the field of education and what do you
do about it?
Mr Pomeroy: We are interested in financial
education—financial capability, as it is sometimes
called. Although our terms of reference do not refer
to financial capability at all, they refer to financial

25 Ev 304
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inclusion, it is really inseparable, frankly—
particularly when you think of the demand-side
initiative, the initiative that we have just launched, to
work with intermediaries who will help financially
excluded people to make their way into mainstream
banking and aVordable credit. If intermediaries—
advice centres, housing centres, social landlords,
whoever—are sitting down with someone and taking
them through the benefits for them of having a bank
account or borrowing from a certain source, leading
them through that so that they can make an
informed choice, that is really inseparable from
financial capability. EVectively, financial capability
is embedded in our terms of reference and
particularly in this initiative that we have just
launched. So, yes, we are interested in it. We are also
obviously aware that the main statutory
responsibility for financial capability lies with the
Financial Services Authority. We have a close
dialogue with them, so we are aware where in their
financial capability projects they see the potential for
producing financial inclusion and we are making
them aware where in our demand-side initiative we
are approaching financial capability.

Q536 Mr Mudie: I would like to go back over one of
your answers on this basic bank account. A minute
of your taskforce on this matter says, “Recently one
bank has extended the clearing cycle on its basic
bank account.” I presume that is more than the
three days.
Mr Pomeroy: Yes.

Q537 Mr Mudie: You say on that: “Ultimately,
banks must be free to set the terms and conditions of
the accounts that they oVer, since to not allow this
would be anti-competitive.” There is nobody in this
country, outside the banking world, who thinks the
three-day clearing makes any sense. It is just a way
of further holding on to people’s money and making
money from it. There is great pressure from the
Government to get the banks to stop this
indefensible practice, but when they do it on basic
bank accounts you think that to even protest about
this would be anticompetitive.
Mr Pomeroy: Not at all.

Q538 Mr Mudie: That is the minute I have.
Mr Pomeroy: That minute is intended to say—and it
may not be perfectly drafted—not that we approved
of the lengthening of the credit cycle—and I will tell
you in a moment what we have done about it—

Q539 Mr Mudie: I am not suggesting you do.
Mr Pomeroy:—but simply to note that the banks
have that freedom to oVer it. We are very concerned.
Just as we were concerned about restricting access to
the counter, which has already been raised, in basic
bank accounts, we are concerned about this as well.
We have raised it with the banks. The banks tell us
that the main reason is that they believe there is a
greater risk or incidence of cheque fraud on these
accounts. Nonetheless, our position is really, as I
said before, that having entered into an agreement
with the Treasury to oVer a basic bank account with

reasonably full functionality, it is unfortunate, to
put it mildly, and of concern, to put it mildly, if some
of that functionality is withdrawn and if the
functionality of those accounts is less advantageous
than other accounts. The answer is we are concerned
about it. We have a discussion in train with the
banks at the moment about it. We understand the
reasons they have given us as to why they have done
it—which is to do with cheque fraud—but that does
not mean that we approve of it, because we think
that, within the spirit of the goal that was agreed
between the Treasury and the banks, they should
maintain functionality.

Q540 Mr Mudie: I am with you so far but you are
chairing the taskforce on financial inclusion. It is not
unfortunate; it is outrageous is it not? You cannot
turn around and defend it on the basis that to do
anything about it would be anti-competitive. That
lets the banks oV the hook.
Mr Pomeroy: No.

Q541 Mr Mudie: We are trying to get basic bank
accounts, you are supposed to be helping us, and you
are prepared to shrug your shoulders—not you
personally, but your taskforce—and regard it as
unfortunate when basic bank account holders are
banned from branches, from approaching the
counter. Do they smell? Do they look diVerently? It
is just outrageous?
Mr Pomeroy: Going back to the anti-competitive
point, just to make it absolutely clear, the taskforce
was not saying that was a justification for it but
noting that the banks had the freedom to—

Q542 Mr Mudie: I would not simply note it. I would
expect you to be screaming from the rooftops: “It is
unacceptable.”
Mr Pomeroy: We have indeed raised it with the
banks. We have raised it absolutely in those terms.

Q543 Mr Mudie: I hope you raised it in stronger
terms than this.
Mr Pomeroy: We have raised it in strong terms.

Q544 Mr Mudie: Good.
Mr Pomeroy: On the word “unfortunate” that was,
if you like, an understatement on my part. We regard
it as serious and we would like to see those terms
restored.

Q545 Mr Mudie: Does the taskforce have a formal
view on the ending of the Post OYce card account?
A formal view that they have communicated to
government?
Mr Pomeroy: Our formal view is that the ending of
the Post OYce card account should be used as an
opportunity to get those who are unbanked into
banking.

Q546 Mr Mudie: They must love you. They must
love you. Who fed you this information that you
have in one of your minutes that sub-postmasters are
now less worried about it because from basic
banking transactions they are receiving more
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income. I have not met a sub-postmaster who is not
outraged, worried stiV about the ending of Post
OYce card accounts. Who told you this? The DWP?
That is in your minutes. I will read you your minutes.
You say: “As sub-postmasters are now beginning
to receive more income from basic banking
transactions over the counter”. There is not one sub-
postmaster who would subscribe to that. Maybe
factually there may be an argument but everyone
sees the ending of the Post OYce Card Account, as
John said, as the end of about 10,000 post oYces.
Mr Pomeroy: There is no sense in which the
Taskforce is supporting the ending of 10,000 post
oYces.

Q547 Mr Mudie: Why do you not say it?
Mr Pomeroy: If it is raised in those terms I am sure
we would say it. If I could just come back to our
position on the Post OYce Card Account, we are
about financial inclusion and getting people into
proper transactional banking. We do not consider
the Post OYce Card Account to be that, that is our
starting point.

Q548 Mr Mudie: Okay.
Mr Pomeroy: The other things stem from that.

Q549 Mr Mudie: Brother Brian, nobody did, they
were seen as an interim measure.
Mr Pomeroy: Yes.

Q550 Mr Mudie: Subsidised to 2010, four years
away, to give people time to get the universal bank
together that John has spoken about. The DWP and
other government departments have conveniently
forgotten about the universal bank. The Minister is
on record in Westminster Hall saying they are going
to bank accounts whether they like it or not and if
they do not, they will not get paid. That was what the
Minister said in Westminster Hall. Where is the
universal bank and why are you not saying it is
outrageous to worry these businesses, threaten these
businesses, inconvenience pensioners and other
benefit recipients, four years away? It is also more
ridiculous that you have done nothing, by the sound
of that, on doing universal banking.
Mr Pomeroy: Can I just take the two points
separately. The first, coming back to the Post OYce
Counters and Post OYce closures, as I said in an
earlier answer, there is no question of that because
of the accessibility of the basic bank account, if for
no other reason. It would be very disadvantageous
to financially excluded people if those closures took
place. We absolutely sign up to that point. On the
other question though, which is universal banking,
what happens after the Post OYce Card Account, as
I said we see that as an opportunity.

Q551 Mr Mudie: I know you do.
Mr Pomeroy: If I may just finish the answer. What it
is an opportunity to get people into depends on what
is on oVer. We do not know what plans, if any, the
Post OYce may have for introducing products in
substitution of the Post OYce Card Account. One of
the discussions we will have with them shortly is

about that. If there are products other than basic
bank accounts which are suitable for people on low
incomes and give them that functionality then we
will support them, but we do not know at the
moment what else will be available. When we do we
will take a view on it.
Mr Mudie: In terms of financial inclusion, I have
never seen it as having everybody in the country with
a bank account. On post oYce accounts, pensioners,
for example, were oVered a choice by the
Government. They were oVered a choice of just
supplying their bank account and immediately their
pensions would go into the bank account. I think
they had 10 forms to sign and two telephone calls to
make if they wanted a post oYce account.
Amazingly, 51% went for the Post OYce Card
Account. They said, and they know their
circumstances, “We want the Post OYce Card
Account” and the DWP has just pulled the trigger on
it, four years away, done no work on its replacement
and said “Tough”. As the Chairman said, some of
the pilot schemes that you have referred to have gone
in without any consultation with the Post OYce, the
sub-postmasters or the customers and in actual fact
they are a breach of trust because some people are
being told, “You cannot now get a post oYce
account” up in Jim’s area. Why are you not as angry
as I am about that? Why do you not see it as an
opportunity? The pensioners do not see it as an
opportunity.

Q552 Chairman: We are running way over time with
this session. I thought it was going to be a sleepy
session, and I am delighted it is not but just give us
an answer.
Mr Pomeroy: Our interest, and it comes from our
terms of reference, is in financial inclusion and
bringing people into functional banking. I accept
absolutely what you said, the Post OYce Card
Account was a stepping stone. The question is: a
stepping stone to what? We would like to see it—and
simply this is the Taskforce’s view and it comes from
our terms of reference—as a stepping stone into a
fuller range of normal banking services. Whether
that is basic bank accounts, which are available at
the moment, or whether it is some other product
which may appear, it may be neither, but always
saying it is from our standpoint it is about financial
inclusion and, as I have given you, our view of what
the Post OYce Card Account represents in those
terms, the opportunity to get a significant number of
the 30% who do not have bank accounts, would be
a big win for financial inclusion, whether it is into
basic bank accounts or some product as yet
unknown or undisclosed or unannounced, we
cannot say at this point.

Q553 Mr Love: I am only getting one, George,
because you have been going on. Can I go back to
your terms of reference because you have suggested
you cannot look at certain things. The first question
I want to ask is, have you asked for an extension of
your terms of reference into any of these areas?
Would you like an extension, and this Committee
could recommend that? What would be the
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implications for resources? You say you have a
million pounds a year? Would there be a resource
implication for that? The fund, and I suspect your
organisation only has a limited timeframe in which
to operate, would you like an extension of that? Do
you think that would be necessary in order to fulfil
your remit?
Mr Pomeroy: Let us start. As I said, we have three
areas in our terms of reference.

Q554 Chairman: If you could reflect on those
questions and write us a submission following this
meeting I think that would be very important. Then
we can look at that. Overall, parties know the
Government’s approach to the Post OYce Card
Account has alarmed us because there seems such
complacency in that. There is a vacuum there and we
want to make sure that there is activity between now
and 2010 and we do not see that at the moment.
Mr Pomeroy: I fully understand that.

Q555 Chairman: Okay. We will get a submission,
Andy, on that. A last question: Professor Elaine
Kempson has written to us and she has expressed
concern, amongst others, that the short-term nature
of the funding for new debt advice services through
the Financial Inclusion Fund means that large
numbers of debt advisers will need to be recruited

Witnesses: Mr Alan Cook, Managing Director and Mr Graham Halliday, Director of Banking and Financial
Services, Post OYce Limited, gave evidence.

Q559 Chairman: Good morning. Welcome to our
financial inclusion session. You can see that the last
session was a bit livelier than we expected so we hope
there has been a trend established here. Can you
introduce yourselves.
Mr Cook: I look forward to it, Chairman. Alan
Cook, Managing Director of Post OYce Limited.
Mr Halliday: Graham Halliday, Banking and
Financial Services Director, Post OYce Limited.

Q560 Chairman: We see you in a new guise, Mr
Cook.
Mr Cook: We do.

Q561 Chairman: You used to report directly to the
sub-committee, now you have been promoted and
you are reporting directly to the main committee, so
that is good. What do you see as the main role of the
Post OYce in promoting financial inclusion? Is its
role in promoting financial inclusion a key
consideration in decisions about the future of the
Post OYce network?
Mr Cook: I think by its very existence the Post OYce
promotes financial inclusion, it is what it is about.
Some primary aims I think of the Post OYce are
providing consumers across the land with free access
to cash, with bill payment facilities, with simple and
straight forward saving schemes, a variety of which,
no doubt, we will get into during the course of this
conversation. Inevitably, by its very existence, the
Post OYce is providing a significant contribution to

and then may face redundancy as soon as they have
developed that expertise. Are you concerned about
that?
Mr Pomeroy: Yes.

Q556 Chairman: If so, how can that problem be
avoided?
Mr Pomeroy: We are concerned about that,
particularly in relation to advice because essentially
advisers are being recruited and trained now. It will
take between three and six months, I think, to train
them and the funding ends in March 2008. Clearly if
their work ends in 2008 because the funding does not
continue that will be problematical. The Taskforce’s
position is that we understand there are restrictions
of the public expenditure cycle and so forth but we
would like to see that funding continue, and the
Treasury is aware we would like to see that funding
continue.

Q557 Chairman: We have the Minister coming along
on 22 May so if you can put your submission to us
before that date that would be very helpful.
Mr Pomeroy: Certainly.

Q558 Chairman: Thank you for your time and best
wishes with your task.
Mr Pomeroy: Thank you.

the financial inclusion eVort. It is not currently the
case that Government requires that of us as a formal
remit, if you like, but by our very nature we have to
make that contribution to be successful.

Q562 Chairman: The previous Treasury Committee
concluded that the Post OYce’s policy regarding
charging machines ran counter to the Government’s
aim of tackling financial exclusion, and we
concluded that there needed to be a fundamental
change of strategy. Can you update us on your
policies? What has happened since that Treasury
Committee report?
Mr Cook: Certainly. Immediately after that
Committee I think Post OYce gave a commitment
that we would roll out a thousand free charging
ATMs and remove from the Post OYce estate—

Q563 Chairman: How many have you installed
today?
Mr Cook: We currently have about 75.

Q564 Chairman: 75, that is not really rolling out, is
it, that is crawling along.
Mr Cook: 75 of the new ones plus 600-odd free
machines that are still Alliance and Leicester based.

Q565 Chairman: When are you going to get a
move on?



3379421005 Page Type [O] 10-11-06 21:23:13 Pag Table: COENEW PPSysB Unit: PAG5

Treasury Committee: Evidence Ev 97

9 May 2006 Mr Alan Cook and Mr Graham Halliday

Mr Cook: This is what I am just about to tell you,
Chairman. We are going to roll them out at a rate of
about 10 a week. Our expectation is that we will now
raise that target limit of 1,000 free ATMs to 1,500,
so our plan is to put 1,500 free ATMs, Post OYce
branded, across our sites. That will include replacing
existing machines that are in post oYces that are
charging.

Q566 Chairman: Your written evidence to us states
that the Post OYce is currently reviewing all sites
where there are currently charging cash machines
and considering the viability of replacing these in
due course with a free machine. What criteria have
you applied to determining whether a free machine
is viable?
Mr Cook: The economic viability is primarily down
to the potential usage of the machine. If the machine
can generate suYcient use then it can be
economically viable. This sits really well with what
the Post OYce stands for, which is about providing
people with free access to cash. Obviously the Post
OYce is going to be there as well but as we currently
stand we do not have the facility available to us from
all banks to cash cheques and make withdrawals
from current accounts, so pushing much harder on
free ATMs is a way of making up for that.

Q567 Chairman: In the last Treasury Committee’s
report Speke featured quite prominently. When can
the residents of Speke in Liverpool expect the Post
OYce to install a free cash machine?
Mr Cook: I am going to allow Graham the honour
of filling you in on that, Chairman.
Mr Halliday: We have already. We saw Speke as an
early opportunity to be able to change the strategy.

Q568 Chairman: When did you do that?
Mr Halliday: Only a few weeks ago.

Q569 Chairman: Just before your appearance before
this Committee?
Mr Halliday: Yes, that is factually correct. It was an
early opportunity to do that and I think the good
news is that the feedback we have from our sub-
postmistress there is that machine is growing in
terms of the number of transactions it is doing. Not
only that, it is bringing additional benefits to the sub-
post oYce and also the retail outlet that the sub-
postmistress runs within the premises.
Mr Cook: Whilst we are grateful to you for drawing
that to our attention, Chairman, the fact of the
matter is that location does pass the economic
viability test. It is a viable machine.

Q570 Chairman: You will know from the press last
week that a working party has been established to
look at ATMs, which I am chairing. I consider that
the Post OYce is an important element in that
regarding the issue of financial inclusion. Ahead of
that, can you give me an idea of what account you
have taken of deprivation in low income areas when
deciding whether to install a free machine or not?
That will form part of our working party.

Mr Cook: Just to say, we are very keen to be
involved in that working party because, as I say, it is
a really important feature for us. We are looking at
all the locations where we are currently based. We
are currently site surveying 20 locations a week. We
are undoubtedly going to be installing machines in
every type of location, not just deprived but not
excluding deprived. We have to take each location
on its merits. The deprivation factor is less of an
issue than the likelihood of the machine being used.
Mr Halliday: We have got about 1,100 post oYces in
areas of deprivation and of the free machines that we
have at the moment, that is the total space including
the existing machines, about 90 of those are sited in
those locations. Of the new machines which have
just gone in, out of the 75, 10 of those are in areas
of deprivation. The data that we look at takes into
account residential area, travel to work area, the
retail part of the area that the outlet is in and when
we bring all that data together it will tell us whether
a machine can be viable or not. What we will do is
overlay the considerable number of services that we
are doing over the deprivation indices that we have
got to see whether there are any gaps when we have
finished that piece of work.

Q571 Chairman: Has the Treasury shared its list of
postcodes with you?
Mr Cook: No, we have not got them.

Q572 Chairman: Okay. Information supplied by
LINK indicates that machines in 45 post oYces have
been converted from free to charging by Alliance
and Leicester. Why have they undertaken this
action?
Mr Cook: That is correct. It is not for me to
comment on why they have done it. I guess it is fair
to say that is inconsistent with the strategy we want
to follow. We will be swapping those machines out.

Q573 Chairman: How long has your contract with
Alliance and Leicester got to run?
Mr Cook: The total contract runs for five years so
the longest time an ATM could be there is five years.
There is a diVerent contract for each ATM so as
soon as the contract expires we will swap out the
Alliance and Leicester machine and put a new
machine in

Q574 Chairman: Five years starting from what date?
Mr Halliday: It is five years from the date that the
machines went in. We have seen progressive roll-oVs
taking place now.
Mr Cook: About six months ago, I believe. In theory
the last one could be four and a half years away.

Q575 Chairman: These places could have charging
machines for the next four and a half years?
Mr Cook: They could in theory. One of the
conversations that we are having with Alliance and
Leicester is the extent to which we could speed up
that migration of those machines. Contractually
they are entitled to do it.
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Q576 Chairman: The LINK database also indicates
that some cash machines in post oYces now charge
£1.75 per cash withdrawal. Why have Alliance and
Leicester decided to break the agreement not to
charge above £1.50?
Mr Cook: Again, those machines are the Alliance
and Leicester machines and it is really for them to
respond, to be perfectly honest.

Q577 Chairman: You must have a view. It is very
important in this forum that you give that view so
that it is conveyed to the public.
Mr Cook: My view is it is not acceptable to charge
£1.75.

Q578 Chairman: They are going against the financial
inclusion strategy and they are going against the
commitments they gave earlier. It is pretty
reprehensible.
Mr Cook: It is certainly something I would like to see
changed, and we are going to change it as soon as we
possibly can. If we can roll those machines out
quicker than the current contractual commitments
so much the better.

Q579 Chairman: Is there nothing you can do at the
moment to run parallel free machines alongside the
Alliance and Leicester charging ones?
Mr Cook: Some of these are literally, physically,
hole in the wall machines. It is all very well to say
“Put another one in” but it is quite a complex task.

Q580 Chairman: You have to show Alliance and
Leicester that this just is not on.
Mr Cook: What I would like to do is give this
Committee my assurance, 11 weeks into the job, that
I am pretty determined that we roll-out an extensive
free to use ATM network and where we have these
inherited loopholes that we move on them as rapidly
as we can to get them put right.

Q581 Chairman: Would you be quite happy to write
to Alliance and Leicester following this evidence
session and share that letter with us?
Mr Cook: I would be more than happy to write to
them.26

Q582 Chairman: Share that letter with us and tell
them exactly what you think of them.
Mr Cook: I would be very happy to do that.

Q583 Peter Viggers: A point that has concerned me
for some time is I would have thought that in many
ways the Post OYce is right up there with Coca-Cola
and McDonalds and Ford in terms of being a trade
name. To what extent have you studied the value of
the trade name, worked out whether you can build
on it, whether you can modernise and bring in
training which would make people more conscious
that the Post OYce means good value and, therefore,
increase the value of this franchise generally?

26 Ev 438

Mr Cook: It is what got me into the job, to be
perfectly honest. As I say, 11 weeks in, what
attracted me to the proposition, the Committee may
be aware I was with National Savings & Investments
before, another trusted brand if you like, was not
only is it equally, if not more so, trusted, it is much
more visible and much more accessible and much
more reachable. The opportunities I think to turn
the trust that the British public have in the Post
OYce brand into something more powerful than it is
today are huge, particularly if one were to look, for
example, in financial services where many of the
British public have lost confidence in their financial
services provider. I think there is a role for an
organisation like the Post OYce to provide safe,
secure, simple and reliable products that would meet
ordinary customers’ needs, if you like. That would
be my aim to try and exploit—exploit is probably
not the right word—maximise the benefit I can have.

Q584 Peter Viggers: What do you need too? Do you
need more investment? Do you need backing? Is
there anything holding you back?
Mr Cook: Is there anything holding me back? We
need complete clarity about what the definition of
success would look like and that is something I am
working on right now to get some clarity behind
what do people want a post oYce for, why would
one go in there? I think in yesteryear you went into
a post oYce because you had a parcel to post or
because you had some benefits to collect. We will no
doubt get on to the latter topic shortly but the
benefits business is receding. I think there are other
things that people would go into a post oYce for,
given time, but I think today they mostly would go
in to post a parcel and they find other interesting and
relevant things and they do those. Where I would
like to get to is they go into a post oYce not just to
post a parcel but because there are other reasons that
they strongly associate a post oYce with. I think one
of those areas would be good value for money, what
we might call financial services products, which is
probably a complicated term in its own right,
products associated with money. One of the reasons
that the Post OYce has been so successful with
foreign currency, which is now the market leader, is
because there is a resonance there because it is
money and I think people trust the postmaster with
their money, whether it is to save it or whether it is
to exchange it into a foreign currency. I am putting
a lot of eVort into that now, to get that clarity behind
that vision.

Q585 Peter Viggers: There is a lot to go for because
the Committee has recently taken advice that the
cost of advising upon pensions is massive and if there
could be a universally accepted, valid, worthwhile
pension scheme which obviates the need for advice,
if you were able to capitalise on that and tune into
it—
Mr Cook: I am not sitting here before you today
announcing I am going into pensions, that would
need quite a lot of thought. I have spent much of my
career involved in pensions. What I am saying—and
it speaks particularly to the topic we are talking
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about this morning—is I think financial services in
general is just too complex, too diYcult, too
specialised. I think there is room for enormous
simplification. That is what will make those sorts of
products more accessible to the public. I have found
myself an opportunity where I have the chance to
run a brand that has the reach, the accessibility and
the customer trust. What we need to do is deploy the
right sort of products, the simpler the better.
Peter Viggers: I am encouraged by what you say.

Q586 Mr Mudie: It is very useful to have you here,
and I think that is a starting point. That was the
starting point with the Prime Minister’s unit when it
was first looked at in 1997-98.
Mr Cook: So I understand.

Q587 Mr Mudie: At that time, of course, they said
you needed time to build up that alternative
business. Whilst you are building up that alternative
business to 2010, what was your reaction to the
DWP ending Post OYce Accounts in 2005 in eVect?
Mr Cook: I like the words “building up to the
alternative business”, that is what we are doing. The
problem is the legacy business is leaving us faster, or
potentially leaving us faster, I think that is my
challenge, than the business we are trying to build up
to come to the rescue of the network as a whole.

Q588 Mr Mudie: Announcing it five years
prematurely surely cannot have helped you?
Mr Cook: It is a disappointment without a doubt. It
is a financial blow to the network.

Q589 Mr Mudie: Did you contest it when you were
told about it or did you just shrug your shoulders?
Mr Cook: I didn’t enjoy it actually.

Q590 Mr Mudie: Mr Cook, what was the formal
response? We have only had tales from ministers and
they give the impression that the Post OYce was very
happy with the decision to end this Post OYce Card.
Mr Cook: I think you well know that I wrote to a
variety of MPs in my first or second week expressing
disappointment. What we are now engaged in, I
think, is a series of what I think would be much more
constructive debate with the DWP about where we
go from here. Is the situation we find ourselves in
desirable from a Post OYce perspective, from our
customers’ perspective? Absolutely not. Can we try
and find a way forward that makes the best of a
situation? Well, that is part of my job. We have to
find a way forward. I have to believe though that the
outcome of this will not be that the million plus
customers who currently have a card account and do
not have a bank account, I cannot imagine they all
end up with a bank account at the end of this. We
have to find, I believe, an alternative more
functionally rich successor, if you like, to the card
account and that is the conversation I am trying to
engage the DWP in now.

Q591 Mr Mudie: These decisions were taken some
years ago in terms of giving you until 2010. They
were conveyed to us as backbench MPs as a

breathing space to let you broaden your business
base but, in terms of our constituents, time for you to
work on the universal bank that would have allowed
people to go into the post oYce continually. What
work has the Post OYce done up to now on the
universal bank with the Government?
Mr Cook: As I mentioned right at the outset, I think
one of our core attributes has to be providing free
access to cash. Basic bank accounts are accessible,
wherever you took them out, in a post oYce,
ordinary current accounts are not. We have signed a
series of bilateral agreements with a variety of banks
to try and get to the point where we can provide free
access to their cash. Even since we last came before
the Committee Nationwide have signed up to do
that. Now about 40% of current accounts can be
cashed at post oYces. For me an absolutely crucial
objective is to raise that percentage to as near 100%
as possible.

Q592 Mr Mudie: Mr Cook, that is not what I am
asking you. It was not for you alone to build the
universal bank, the impression was ministers were
going to be beside you in terms of influence, in terms
of resources. They saw the universal bank as a
joint thing.
Mr Cook: Yes.

Q593 Mr Mudie: I am asking what work have you
done with DWP and maybe the Treasury in terms of
the universal bank? Has there been a taskforce? Has
there been a working group? Have there been papers
prepared? What is the stage of it?
Mr Halliday: Perhaps I can clarify what we are
talking about in terms of universal bank and
universal banking services. The original PIU report
did recommend that there should be a universal
bank established. In actual fact, when the cost of
running a single bank account, with all the
functionality that you would imagine would be
attached to that was looked at it was discovered that
it would not work financially. What was set in place
was universal banking services and universal
banking services had two legs attached to it. One of
those was the creation of banks’ own basic bank
accounts which were accessible at the post oYce; the
other leg was the Post OYce Card Account. At the
same time the Post OYce was endeavouring to build
its banking capability, trying to get the banks to sign
contracts for all of its customers to use the bank and
for us to be a source of encashment for those
customers. It was the build up of that particular
service, alongside basic banking services, that I think
everybody hoped would happen which would enable
Post OYce Card Accounts to perhaps change its
scope and scale later in the day. There has not been
any further drive to create a universal bank. What
we have been working at, as Alan has just said, on
the news of POCA’s demise is whether we can put
something in its place which, again, has got richer
functionality to help those customers at the bottom
end of the scale, customers who have not got a
bank account.
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Q594 Mr Mudie: Have we helped? Have we oVered
money? Are we working with you? Is this seen as
purely a Post OYce job?
Mr Cook: My expectation is that at some point we
will have to tender for the replacement of the Post
OYce Card Account but the conversation I am
having with DWP is to make sure they recognise that
a successor vehicle is likely to be needed.

Q595 Mr Mudie: Why do you feel you have to
persuade them, surely that is Government policy?
Mr Cook: I am just making sure that the interests of
our customers are satisfied and, indeed, the future of
the Post OYce network. The danger is we get too
close. 2010 sounds a long time away but we are
actually talking about putting something in place
which probably does not exist today. It is the case
that the original specification for the card account
was to make it really simple. You cannot do much
with it at all, you go to a post oYce, you take the cash
out. If you take too much out by mistake you cannot
put any back in. It literally is an encashment vehicle.
I think we can produce a card account that has more
capability, which would enable you to access cash in
diVerent ways and pay bills. I believe that would be
a big step forward for current customers that we
regard as socially excluded who do not wish to make,
for whatever reason, the bigger step towards taking
out a current account. We could produce a
successor vehicle.
Mr Mudie: Can I ask you a question only a twisted
politician could put. My fear is particularly when
there was silence after the minister had said, “We
have done this with the agreement of the Post
OYce”, that there are two parallel negotiations
going on at the moment. There is the negotiation
over the future and the cost of the Post OYce Card
Account to Government which DWP take the brunt
of, and they saw this as a way of saving money so
they cancelled your contract, but why no outrage
from the Post OYce? Because the Post OYce are in
negotiation about their financial future with the
other arms of Government. Now where do you meet
in the middle? There are 14,000 post oYces and then
you announce you only need 4,000 to carry out the
functions. The worry is here is a deal that in
agreement for letting the Post OYce Card Account
go you get the funding for your 4,000 post oYces
which meet your needs and the Government save all
the brass that they would have had to put in to
subsidise the 14,000, so the 10,000 can go. That is
what the sub-postmasters fear, that you are doing a
deal with Government to keep the Post OYce alive
but not the post oYces on the scale we have got. Is
that a twisted politician’s question?

Q596 Chairman: In answering George’s question,
the issue of negotiating with DWP and the need for
a negotiation across every Government department
is important. There is a credit here for the DWP but
there is a debit elsewhere and I think that issue of you
discussing with the Government is important. We
want to reflect that element in our report, so whether

you answer it here or follow up with a further
submission to us is really important. That is a crucial
question.27

Mr Cook: It is. Government needs to take a whole
government perspective on the provision of services
for the Post OYce. There is no Machiavellian plan
certainly on the part of the Post OYce, I do not think
we were particularly backward in coming forward in
expressing our disappointment at the time. Having
expressed the disappointment, having written to a
large number of MPs in the House—

Q597 Mr Mudie: Can I interrupt you here. I had a
Westminster Hall debate, and I think there were 36
MPs there. We spent an hour and a half on it. We
gave the minister hell. I did not get one piece of
briefing from the Post OYce to enable me.
Mr Cook: We did brief—

Q598 Mr Mudie: No, you did not, because I
contacted you and everybody was amazingly absent.
Not one piece of paper. You were not exactly
forthcoming to help people who were defending the
Post OYce.
Mr Cook: It certainly seemed to me that we made a
fuss at the time and, unfortunately, we obviously did
not include you.

Q599 Mr Mudie: No, it was the debate. Normally if
you have a debate in Westminster Hall people who
are in that industry inundate you with papers. Here
was something on the Post OYce Card Account and
the Post OYce did not supply me with a piece of
data.
Mr Cook: I think we put our view forward—

Q600 Chairman: Have a word with the Government
relations people, okay.
Mr Cook: I think we put our view forward quite
forcibly at the time. I think I also have a
responsibility to make sure we come up with a
constructive solution at the end of the day. Bickering
is not going to get me anywhere in the longer run, I
have to find a solution for these people who are not
going to handle easily accessing their benefits in 2010
onwards. I really do buy the big picture point. There
are a couple of comments you made which I need to
comment on. The reference to 4,000 post oYces is
nothing other than the number of post oYces we
would require to make meet the mails universal
service obligation and provide a basic service from
the mail point of view. For the record, I have no
aspiration to end up with 4,000 post oYces or
anywhere near. I have been hired to build those
alternative businesses we have talked about, to try
and provide the Post OYce as a viable network.
There is no diVerence in my mind between Post
OYce Limited and the future of individual post
oYces, they are one and the same thing. What is the
power of this particular business is our access and
reach. That requires a large number of post oYces to
provide that sort of access and reach. Admittedly
4,000 is loads more than the average bank but we are

27 Ev 438
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not trying to get this network down to 4,000, I am
trying to create a series of businesses that will be
suYciently profitable to support as large a size of
network as we can possibly manage. It is
undoubtedly the case that the decision to close the
card account, if we can get nothing in its place and
not retain the footfall of those customers, will be a
negative impact on the profitability of Post OYce
Limited, a large negative impact, which means I
have to run even faster elsewhere to try and make up.
It is not just a question of making up the lost profits,
I think it is also a question of recognising that we
have to provide adequate provision for those types
of customers. It is fascinating that three-quarters of
the Post OYce Card Account customers do actually
have a bank account so they arguably may not be
financially excluded people but they do like to come
into the post oYce to draw their cash.

Q601 Chairman: That is what one Government
minister said to me, three-quarters, 75%, have a
bank account. What is the problem here? This is a
complacency in Government and that is why we
need a big picture answer.
Mr Cook: My concern is if we were able to provide
cash withdrawals for cheques from any bank and
those people had their money sent to their bank
account they could still come to the post oYce and
cash it. The reality is they cannot; only 40% of people
with current accounts could cash—

Q602 Chairman: We are talking three major banks:
HSBC, HBOS and Royal Bank of Scotland?
Mr Cook: Correct.

Q603 Mr Mudie: Can I just press you. Nowhere in
the bigger exercise where you are angry with the
Government about 50% going out as shares to the
employees, et cetera, are you suggesting you need
one or two billion pounds to keep going as an overall
organisation. The overall board are not going to sell
the post oYces out to get that sort of money for the
overall exercise’s future rather than the Post OYce?
Mr Cook: No. Not only is it joined-up at the Royal
Mail end but I am certainly in conversations with the
DTI and they accept the need to look at a whole
Government picture.
Chairman: John wants to follow up on that.

Q604 John Thurso: Can I first of all ask something
about the cost of the Post OYce Card. The minister
at the time stated, I think it was in Westminster Hall
or in answer to a written question, that the cost to his
department of making a payment into a Post OYce
Card Account was approximately a pound and
compared that with one penny into a bank. I know
it is a few years since I was in business but I do not
understand the logic of that.
Mr Cook: I can tell you how it works. Yes, around
a pound to put it into the Post OYce Card Account.
That pound includes the cost of the customer getting
it out again. It would cost—I do not know if it is
exactly a penny—a very small amount of money to
deposit into a current account but that current

account money has then got to be withdrawn and
when it is withdrawn it is probably going to cost 40
pence, say.

Q605 John Thurso: That is an apples and pears
comparison.
Mr Halliday: Absolutely.
Mr Cook: Correct, yes. It is technically correct from
their perspective because that is all it has cost them
but somewhere the cost of handing that money over
has to be accounted for. If it goes into a current
account it would be the bank that accounted for it.

Q606 John Thurso: So I get this straight, the one
pound figure includes the cost of getting it out to the
customer?
Mr Cook: Correct.

Q607 John Thurso: The one penny figure does not?
Mr Cook: One penny just includes getting it into a
current account and then the customer has got to get
it out either by an ATM or going into a bank.

Q608 John Thurso: An apples and apples would be
nearer 50 pence probably?
Mr Cook: Yes, probably.
Mr Halliday: The one pound also includes all the
operational costs of looking after 4.3 million
customers. It is the back end costs of running the
banks basically.

Q609 John Thurso: We are not looking at the
straight cost of operation; we are looking at it with
a portion of the administration, which clearly is not
the case.
Mr Cook: Because I am a fair man I should point out
that from a DWP perspective that is the saving to
them. What they are doing is transferring the cost—

Q610 John Thurso: — to the banks.
Mr Cook:—to the banks, which ultimately means to
the customers because that is how it works.
John Thurso: Absolutely. I have got the hang of that.
Chairman: You can brief me!

Q611 Mr Mudie: Of the pound the DWP pay, how
much is actual sub-postmasters’ and how much is
head oYce Post OYce?
Mr Cook: I guess I feel a bit uncomfortable about
moving into how sub-postmasters are remunerated,
they are all independent businessmen and they have
contracts with us, so I would rather not get into that
sort of thing.

Q612 Mr Mudie: It was a good try!
Mr Cook: Yes, and you did it with such a friendly
expression I nearly told you!

Q613 John Thurso: Can I come back to what we have
been talking about with regard to the Post OYce’s
role in the provision of services in the future, which
was originally thought to be a universal bank but
you have explained how that was replaced with two
legs, one of which is now about to be chopped oV. I
do not understand why banks necessarily want this
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business because it is costly and they are in the
business of making billions and getting a good
return for their shareholders, so there is no huge
incentive, other than Government pressure, or
pressure from people like us, to get them involved.
On the other hand, it seems to me for the Post OYce
it is a bread-and-butter business which is being taken
away. A decade ago it was eVectively the
Government postmaster, cashier if you like, and in
the National Federation of Sub-Postmasters’
submission they make the statement in their opinion
that far from favouring a Post OYce-based system
the Government sees no role for the Post OYce
delivery of pensions and benefits, which is a major
shift. We have talked about the brand, the brand
values of trust, and that strength. Is it not sheer
lunacy not to be looking at a solution which works
for the Post OYce because there is a commercial
benefit to them, works for the Government because
it is a trusted third partner, works most importantly
of all for our constituents, the consumers, who are
the most deprived, and just leave the banks out of
this altogether who only want to make money?
Mr Cook: I am not a man of few words. I could just
say “Yes” but I would like to give a slightly longer
answer, if I may.

Q614 John Thurso: “Yes” would do.
Mr Cook: It is not for me to comment on the banks’
motivations but from my experience in the financial
services world I would imagine this would not be
attractive business for them, because a lot of this
business will be the benefit arriving and being cashed
quite quickly and the average balance on the account
being very low. I am not saying they are fighting it
oV but it cannot, by definition, be a particularly
attractive business for them. As you say, if we can
find a successful financial model, that type of
business is the lifeblood of the Post OYce and is
what we have done for many years. So we are very
keen to find as strong a Post OYce-based solution as
we possibly can. The conversations I am having with
the DWP now suggest that we will go a long way
towards catering for one of my two concerns. One,
will customers still come into post oYces to get their
benefits? That is important to me because it is the
footfall, it makes the post oYce itself more viable
with the possibility of a cross-sale, it actually makes
the sub-postmaster’s whole business more viable on
his retail side because customers are going in there.
So objective one is to preserve the footfall. Objective
two is to preserve the income. It seems to me that
whilst we may go some considerable way to protect
the footfall, the income per transaction is likely to be
materially less. As we talked about earlier, that is a
negative for me in trying to build a viable business
and a viable network, so this is a set-back in terms of
the financial position of the organisation. So
certainly the more we can keep this Post OYce-
centred, the better.

Q615 John Thurso: I remember two or three years
ago having a briefing from I think Royal Mail
Group which at the time was a confidential briefing
on future market plans but was broadly centred

around looking at precisely what we are talking
about, which is the move into financial services,
which was very much seen as the way forward for the
Post OYce. If that is not there then the footfall is not
there, and we are actually back to the 4,000 needed
for the universal service obligation and the very
strong likelihood that in areas like mine of 3,400
square miles and very few people there will not be
any post oYces. Mr Pomeroy in his evidence to us
was rather taken aback when I mentioned those
figures and said that would be serious for financial
exclusion and I also said very serious for social
exclusion. I hope you are just going to say “Yes” to
this, but would you not agree that actually the future
of the Post OYce is very dependent on the decisions
which are made on this issue?
Mr Cook: Absolutely. It is just not on my radar that
we are coming down to 4,000. We have to build that
successful business. There is plenty of evidence
across the world from what I can see that Post
OYces in many countries have turned successfully to
financial services because there is a natural
correlation in consumers’ minds that you can extend
the things which Post OYces have traditionally done
across the world into a wider definition of financial
services. I do not mind using the term “financial
services” in this room but I am not sure it is a term
that many people really understand, but it is money
related and it is crucial we do build those services.

Q616 Jim Cousins: Could I take you back and ask
you to make a little clearer what your strategy is for
the post-Post OYce Card Account world? There are
two clear alternatives. One is that people can be
migrated away from the Post OYce Card Account
into mainstream banking. The other alternative is
that the Post OYce Card Account done by the Post
OYce possibly in partnership with somebody else
can morph into something which has more
functions, more capability, more attraction. I am
not clear whether your strategy for the Post OYce
Card Account is migration or morphing. Which is it?
Mr Cook: All these things are more complicated
when you get into it. It is sort of both, and I will
explain. There are many diVerent types of customer
who have taken out the Post OYce Card Account, so
there are undoubtedly many people who have a Post
OYce Card Account who we did not imagine on any
side would have one and they are holding quite high
average balances. They would be potentially quite
sophisticated customers, not drawing down the
money very frequently. For example, they could be
storing up child benefit and drawing it out twice a
year to buy school uniforms and whatever. There are
all sorts of diVerent behaviours going on there and
these people want to do this, they want to keep this
money separate from their other money, and they
want to do that business with the Post OYce. So the
solution which could apply there is that we could
have alternative products which would be more
appropriate. We have recently launched an instant
access savings account which pays a particularly
high rate of interest from the high street presence
perspective, and if these people are actually storing
reasonable amounts of money in this Card Account
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they might be better with that money in that
account. So maybe the solution for what I call the
top end of the Card Account holders is to have an
interest-bearing account. It would still have more
attributes than the current Card Account because
the card you get with our new instant saver account
is a LINK-based card and you can use it at ATMs
and so on. So there is one solution for the top type
of customer. When you go to the other extreme, the
1.3 million, 1.2 million, customers who do not have
a bank account at all, it is not clear to me how
successful the drive to make those people take out a
bank account will be, but we have to be realistic and
assume there will still be a significant minority and
there we need a replacement product if you like. The
conversation we are having with DWP says “You
will need something like that but something which is
capable of more.” I think Brian Pomeroy when he
was giving evidence said if there was more capability
that could be a much more significant step towards
a bank account. Maybe it is not a bank account but
maybe the card you get with it is functionally richer
and does things which are much more comparable to
holding a bank account. That would be for the DWP
to ask for and for us to tender to supply. I would be
keen to do that because I would like to stay in touch
with these customers providing that service.

Q617 Jim Cousins: Could we just explore each bit of
your answer separately. Taking the first bit, you
have talked about migrating what you have called
the top end of the Post OYce Card Account
customer spectrum on to a Post OYce product.
Mr Cook: Yes.

Q618 Jim Cousins: I do not know what state support
you have or state encouragement you have to do
that. The most likely pattern is that people will
migrate to non-Post OYce products which they will
access not necessarily through the Post OYce.
Mr Cook: I am not sure I agree with that because
these people made a really conscious decision a few
years back to take out a Post OYce Card Account.
I think they want to do business with their local post
oYce. You are right, they could.

Q619 Jim Cousins: What state encouragement do
you have, what state backing do you have, to
migrate people from the Card Account into your
Post OYce savings account?
Mr Cook: The state encouragement, as you call it, is
quite simple, if I move them on to a Post OYce
savings account the DWP would not be paying me
for them any more, and I would be running an
ordinary commercial savings account with a balance
in it making a margin in the usual way. I have to say
the margin is a lot smaller than I am making now.

Q620 Jim Cousins: But there is no specific
encouragement to do that?
Mr Cook: In response to your question, this is me
articulating a likely way forward which I think
would work for the diVerent groups of the 4.3
million customers.

Q621 Jim Cousins: Have you asked the DWP
perhaps to provide some mechanism which would
encourage people to migrate to your own savings
account?
Mr Cook: We are currently working with them; we
are in the middle of a three-month period producing
a plan as to how we would tackle these 4.3 million
customers. As ever, you have to break them up into
groups because the answer is going to be slightly
diVerent depending on the situation of the diVerent
segments if you like of the ownership.

Q622 Jim Cousins: The Department of Work and
Pensions is considering specific means by which
people could be migrated from the Post OYce Card
Account to a Post OYce savings account?
Mr Cook: To alternative Post OYce products,
certainly.

Q623 Jim Cousins: And there will be specific
measures to encourage and incentivise that
migration?
Mr Cook: We are working on them now. This is not
a conclusion; I am answering your question as to
what is likely.

Q624 Jim Cousins: Where will the resources for that
encouragement and incentivisation come from? The
Post OYce or DWP?
Mr Cook: We have not got that far yet. I am still
working on the proposition but it seems to me if you
are someone who leaves a reasonable amount of
cash in your Card Account on a routine basis and
you do not transact very often, we could come up
with a proposition for that customer which says,
“You can have a full-blown LINK card and
interest” and I think it would be relatively easy to
encourage those customers to make that switch.

Q625 Jim Cousins: That is not terribly clear but at
least there are some ideas for the migration process.
Now back to the morphing process, morphing the
Card Account into something which has broader
functionality. You heard Mr Pomeroy earlier. In his
world there is “the mainstream”.
Mr Cook: Yes.

Q626 Jim Cousins: Then there is this under-world of
people who have not quite got their act together—
Mr Cook: You are starting to make me feel
uncomfortable, Mr Cousins, but yes.

Q627 Jim Cousins: This under-world of people who
are not mainstream, have not got their act together,
who do not have bank accounts or, if they do, they
are not very good customers and they do not keep
them for very long. Do you believe that any product,
morphed or not, which is solely targeted at people
who Mr Pomeroy’s world regards as non-
mainstream can survive in the longer term?
Mr Cook: I think there is a need for a product that
would enable individuals even after some further
encouragement, possibly by the DWP, to take out a
bank account who choose, for whatever reason, to
not take out a bank account. I think there will be a



3379421005 Page Type [E] 10-11-06 21:23:13 Pag Table: COENEW PPSysB Unit: PAG5

Ev 104 Treasury Committee: Evidence

9 May 2006 Mr Alan Cook and Mr Graham Halliday

group of individuals who will need a vehicle by
which to obtain their benefits from the Post OYce.
The problem is that that is not easily cost eVectively
run by any institution. I believe it will cost
Government to pay that benefit and they will have to
put that work out to tender. I am going to tender and
I am quite determined to win that business, but it will
cost, it will cost Government more to distribute
benefit to people who do not have a bank account
than it would to people who do have a bank account.
That is looking at it from their perspective.
Jim Cousins: Let us be clear about this. You are
proposing to ask the DWP to oVer you, on some
basis you can contract for, to morph the Post OYce
Card Account into something with broader
functionality but still exclusively targeted at people
Mr Pomeroy regards as non-mainstream, second-
class people. Do you think—
Chairman: I do not think, to be honest, Mr Pomeroy
would call people “second-class people”, so I think
we have to keep the record straight there.

Q628 Jim Cousins: Non-mainstream people, shall
we settle for that? Do you think any product
targeted exclusively at non-mainstream people can
possibly survive?
Mr Cook: I think there is little alternative for
Government to recognise that in order to pay
benefits to individuals who do not hold bank
accounts that it will cost more money to provide that
benefit than it will to people who do hold bank
accounts. When they set up the vehicle to make those
payments, I believe we could provide that service.

Q629 Jim Cousins: You would not want the
possibility of this morphed product perhaps at some
point in the future competing alongside mainstream
products for mainstream custom?
Mr Cook: I am not too hung up on this word
“mainstream” I have to say. I think the important
thing for me is to recognise that where a customer
has a bank account and is content for their benefit to
be paid into that bank account, there is still a role for
the Post OYce in providing free access to the cash
that is in that bank account. In fact some of those
individuals may find it attractive to switch into one
of our own savings accounts rather than a bank
account, but for the proportion of customers who do
not have bank accounts today and are ultimately not
prepared to switch, there is going to have to be
another vehicle established. I feel I am repeating
myself now. I think we can provide that vehicle.

Q630 Jim Cousins: Have DWP agreed to consider
such a basis you can contract for?
Mr Cook: We are working quite constructively.
They probably feel that they will be obliged to put
that work out to tender because that is a
requirement.

Q631 Jim Cousins: So you think it is likely, very
likely, such a product will have to be made available
but DWP will not necessarily contract directly with
the Post OYce, they may put it out to tender on a
broader basis?

Mr Cook: What I am telling you is what I believe
would be the right solution. It is for DWP to say
whether or not that is what they are going to do. I
am just applying my background and knowledge to
saying I do not see how these benefits will get paid
for those customers without a replacement vehicle,
but it will be on a much smaller scale than the current
Card Account in terms of numbers of users. We need
to look at how we can retain the customers who are
currently holding Card Accounts who are probably,
to be fair, customers we never had in mind—by “we”
I do not mean the Post OYce but the country—as
being Card Account customers because they had a
bank account and actually they are saving money
in it.

Q632 Mr Mudie: The thing that puzzles me is why
you feel they should be obliged to tender. You seem
to have accepted that, whereas it is not in your
interests to accept it. We are interested in financial
inclusion and the one thing that you definitely have
got going for you, other than that you have the trust
of the people who use your organisation, is the size
and the geographical locations—14,000 locations.
Banks are just not in the same league in terms of
accessibility. So why tender this business? If by
tendering it, you lose, there is no question that the
14,000 is under threat.
Mr Cook: I would be very determined—

Q633 Mr Mudie: That is joined-up government, is
it not?
Mr Cook: I would be very determined if I had to
tender.

Q634 Mr Mudie: I know you would be determined.
Mr Cook: It is for DWP to determine whether or not
they need to put this out to tender.

Q635 Chairman: We have the Minister coming
along.
Mr Cook: I think you will find they are under some
obligation under European procurement laws. That
is why. It is for them to defend that rather than for
me. Clearly I would love it if it did not go out to
tender.

Q636 Mr Love: You mentioned earlier there were a
number of banks who do not allow their current
account customers to cash cheques at the Post
OYce?
Mr Cook: Yes.

Q637 Mr Love: Are you in discussions with them
and what progress are you making to persuade them
to allow this facility?
Mr Cook: As I recorded earlier in this conversation,
since the last time we came before the Committee we
have signed the Nationwide—I cannot claim any
personal credit for that, that goes to the gentleman
on my right—

Q638 Chairman: The negotiations started at the
back of the room and we are delighted to see that
they were very successful. Correct, Mr Halliday?
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Mr Halliday: Absolutely, it was an excellent
opportunity.

Q639 Mr Love: Perhaps I could ask if there is any
representative of HSBC, HBOS or RBS in the room,
so we can start a further negotiation?
Mr Cook: If there were, I would be out of this chair
like a shot! This is sort of linked. One of the ways of
achieving our aims here would be to achieve
membership of LINK, because membership of
LINK would eVectively give us the same ends, and
we did apply for membership of LINK and our
application was rejected.

Q640 Mr Mudie: Disgraceful.
Mr Cook: Our application was rejected, or the
answer we were given was, because a Post OYce
counter clerk is not a machine, not an ATM. Then
there has been an OFT Payments Taskforce review
which has made the recommendation that LINK
should consider setting up a Post OYce scheme
which would have the same eVect. The Post OYce
scheme is not though obligatory on LINK members,
so LINK members have an option of whether or not
they choose to sign up. What the Post OYce,
primarily Mr Halliday, is currently working on at
the moment is diligently working to set that scheme
up. It remains to be seen whether all the banks will
sign up. That is the vehicle by which we are pursuing
our goal of having free cash available for all banking
customers. To go round one at a time—I know you
have mentioned the three big banks but there is a
variety of small ones—the way to fix this in one shot
is to have full membership of LINK basically and
that is what we are pursuing.

Q641 Mr Love: Is there any evidence the reason why
membership was refused you was because the
members fear the competition which might result?
Mr Cook: That would not be for me to comment. I
have given you the reason we have been given. We
continue to push it. All support, joking aside,
welcome.

Q642 Chairman: LINK are scared the supermarkets
will come in and that would spoil the cartel, would
it not?
Mr Cook: We are not in a position to comment on
what the motivations might be, but the membership
of LINK would be, if you like, a neat solution to the
problem. Currently we have 10 banks we have signed
up with on a bilateral basis but that is a lot of
organisations to work round one at a time and a very
time-consuming way of achieving our goal.

Q643 Mr Love: Putting the question the opposite
way round, do you think the reasons given to you as
to why they have refused membership for LINK are
valid, or are you simply complying with them
because it is the only way you can gain membership?
Mr Cook: For me the goal is to provide free access
to cash for the British public. Within reason, how we
get there is up for grabs. At the moment I do not
accept that it would be disadvantageous to the major
banks to allow free access to cash from their

accounts, given that several of the major banks
already do this. Lloyds TSB and Barclays already
allow their cheques to be cashed and cash
withdrawals at our branches and I do not think it is
causing them any particular grief. We have 28
million people every week coming to post oYces,
they are going to come into the post oYces anyway, I
do not think we represent an additional competitive
threat just because we are cashing their cheques
providing access to their accounts.

Q644 Mr Love: In a letter to the Chairman, one of
the major banks concerned gave us a reason why
they would not allow their current account holders,
which was that you had entered into an arrangement
with another bank to provide competitive financial
services through your organisations. Is that a valid
reason?
Mr Cook: I think I have probably just answered
that. We are talking to all those customers all the
time anyway, they are coming into post oYces
frequently. I do not think the fact we have a
partnership with the Bank of Ireland, where we are
producing a variety of new financial service
products, for want of a better expression, should be
of concern.

Q645 Mr Love: Let me ask you the question looking
forward in more general terms. You have outlined
today that your role in coming into the Post OYce is
to replace what are the current services provided by
what would probably be considered a range of basic
financial services. Looking at how the banks will
respond to that, they will see that as competition.
Mr Cook: Correct.

Q646 Mr Love: Do you have any concerns that the
current good relationship you have with the major
banks, the ones you have arrangements with, will
likely be adversely aVected by the more competitive
atmosphere which will undoubtedly develop
through your strategy leading up to 2010?
Mr Cook: I would like to think one of my skills
would be to manage that. I think it is important and
you do not have to fall out with organisations you
compete with. It is possible in today’s more
sophisticated business environment to collaborate in
one sense and compete in another. At the end of the
day, fascinatingly, Post OYce is part of the Royal
Mail Group and these banks are some of the Royal
Mail Group’s largest customers, because they send
out an awful lot of post. So it is possible to both
collaborate and compete. I am from that world
myself, I think it is entirely feasible to maintain good
relationships and on occasions collaborate in, say,
the provision of free access to cash, and in another
instance to compete in terms of, say, the provision of
a savings account or a bond of some sort or
whatever. I think that is entirely feasible but I am not
saying it is straight forward.

Q647 Mr Love: Let me press you a little on that. We
have already talked about the strong brand name of
the Post OYce and, even considering the larger blue
chip banks, I think everybody would recognise how
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strong the brand is in relation to that. Do you see
any concern likely to be held by the banks of the
natural advantages that the Post OYce may possess
in being able to compete? In other words, would they
consider it not quite a level playing field in trying to
compete with the Post OYce in certain areas?
Mr Cook: Not at all. I think we are in a strong
position to put forward an eVective, simple, fair,
good value proposition to customers. Insofar as the
banks are trying to do the same, then the entry of a
new competitor, I am sure, would be a concern. That
does not mean we have to fall out with them over it
but I think we can make quite an eVective play into
the financial services market, and I am sure that will
concern them. My belief is, for example, that we can
also make, and have made, strong strides over the
last six to nine months in providing an eVective
telephony solution, so currently we are oVering
home phone services at competitive prices and we
have signed up 350,000 people who are now making
their calls on the Post OYce home phone service.
Another example of where maybe we can build a
business which can sustain the organisation and
ultimately the network.
Mr Halliday: When you talk about a level playing
field, I think it is important to recognise that even
with the existing LINK arrangements a customer of
one bank can go into, let us say, the branch of
another bank where there is an ATM, and use that
other bank’s ATM and therefore be exposed to all
their products and services while they are in there. In
that respect all we are seeking is that same level
playing field.

Q648 Mr Love: One understands that, I am just
looking at it from the point of view of the banks.
You may think another bank is on a level playing
field but because of the reputation and the good-
standing of the Post OYce their attitude is that they
may think you have a natural advantage over them.
Mr Cook: Reputations are to be earned and we have
a good reputation. It is in our own hands.

Q649 Mr Love: Can I take you on to another part of
your business? There was a survey carried out
recently by the British Bankers’ Association which
revealed that almost a majority of basic bank
account holders were not aware of the service you
provide at the Post OYce. What are you doing to
publicise the fact people can cash cheques from basic
bank accounts, because it would appear that quite a
lot of people who have them do not know about this
service and therefore are not making use of it?
Mr Halliday: We from time to time run publicity
campaigns for our banking services. We have the
tills in the branches saying they can use the services
and our people at the counters are encouraged to tell
our customers when they are at the counter they can
use the service. In actual fact we have seen the
benefits of that in a growth in the overall banking
services including basic bank accounts. The other
thing we do is test out people who are doing that by
using mystery shoppers and we check that we are
telling the customers the right information when
they are with us. There is an onus on the banks

themselves and indeed the DWP when customers
receive their benefits or when they open their
accounts to make sure that customers are aware they
can use the Post OYce, and it is an interesting
question to ask of those organisations.
Mr Cook: It is a complicated proposition
unfortunately. You can get access to your cash if you
have an account which is called this—a basic bank
account. If I had LINK membership I would cover
the country with the message that you can cash any
cheque in a post oYce. That is a really simple
message to put across. Basic bank accounts however
have slightly diVerent names with diVerent banks
and it is quite diYcult to put across the proposition,
and if you are not careful someone turns up from a
bank we do not have a bilateral arrangement with
and it is not actually a basic bank account and we
have to say we cannot cash it.
Mr Halliday: Confusion might also be caused by the
fact there are a significant number of accounts which
are designated basic bank accounts which are not
accessible at the Post OYce. Out of the total of 5.9
million, it is only about 2.6 million which can be used
at the Post OYce. That is because some banks
introduced new basic bank accounts on the creation
of universal banking services so that only those
customers could use the Post OYce rather than
existing basic bank account holders.
Mr Love: I think we have that central message about
LINK membership and no doubt we will comment
on it. One final question and it is related to this: we
have already talked about there being cash machines
in post oYces where there are charges made, yet the
same customers who would get their money from
that cash machine could use the cashing facilities at
their post oYce free of charge. I think we have asked
before that this be publicised so that customers
know there is a cheaper way to access their cash.
What have you done to ensure customers are fully
aware they can get that free service across the
country?

Q650 Chairman: In Speke 38% of customers were
paying for their withdrawals when they could have
gone to the counters.
Mr Halliday: I think it was 38% of the people who
had used our machine, and it was based on LINK’s
data which does not include a lot of the other
transactions we do which do not go through LINK.
The merchandising I talked about and the messages
given by our people at the counters are the real
method by which we are letting people know they
can use the counter. Last year, we did send out some
notices to our branches to put by fee-charging
machines so they could be aware our counters
provided a free service, for some customers in any
case. The real message we want to convey is that
customers can use the counter free of charge and, as
we move forward, those fee-charging machines will
not be within our grasp, they will be run by the
individual sub-postmasters and we will have to work
with them to make sure we do get the right level of
merchandising and for the customers to be aware of
the service.
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Q651 Mr Mudie: You might not be able to do it, but
would you think it wrong of us if the question of
LINK and their refusal to let you join was referred
to either the Competition Commission or the OYce
of Fair Trading?
Mr Cook: It has been to the OYce of Fair Trading.
Mr Halliday: We have worked with the OYce of Fair
Trading on the Payments Systems Taskforce and
there was a lengthy report produced only a few
weeks ago on that work. The conclusion was that we
could not be admitted to join LINK, as Alan just
mentioned, on the grounds that our service is a
manned-counter service as opposed to an ATM
service and the LINK scheme is specifically designed
for ATMs.

Q652 Mr Mudie: Which is very debateable.
Mr Halliday: That was our challenge. The outcome
of the Taskforce was that we should work with
LINK to create a separate scheme.

Q653 Mr Mudie: I am not sure the Taskforce is
important, but have you just accepted the decision of
the OYce of Fair Trading?
Mr Halliday: What we need to do is progress the
work to set up a separate scheme. That is what they
asked us to do and the industry representatives on
the Taskforce agreed that should be the course of
action and we have to let that particular piece of
work run its course. Over the next few months really
we will start to see some reaction to that scheme
being created because it is available to be up and
running during the summer.
Mr Cook: Once that scheme is set up then it is for
individual banks to join. Anything we can do to
encourage banks to join that scheme would be
beneficial.

Q654 Mr Mudie: In all the discussions we have been
having, we have only referred to the DWP, but when
I had the debate in Westminster Hall, when the news
broke that Post OYce Card Accounts were finishing,
informally the Treasury were livid, informally
people in the DTI were livid. The decision was taken
at certain ministerial level and it was taken in
isolation. The Treasury pay tax benefits et cetera,
they pay many benefits. Did they pay any of them
through the Post OYce? Is there access to the Post
OYce for anyone on tax credits of any kind, or must
they all be paid into bank accounts?
Mr Halliday: There are three government
departments which pay money through the Post
OYce Card Account. One is the DWP, the other is
Revenue and Excise, which is the tax credits, and the
other is Northern Ireland Social Security. So those
three departments are impacted by this decision on
POCA but our dealings are mainly with the DWP.

Q655 Mr Mudie: Is the Revenue and Excise
important in terms of income? Is it an important
level, or is it nothing compared to the DWP?
Mr Halliday: DWP is eVectively the lead
organisation.

Q656 Mr Mudie: They maybe but what proportion
of the income you get from government departments
comes from DWP? Tax benefits are a considerable
amount of money. Do you have a knowledge of the
proportion?
Mr Halliday: I would like to check on that and come
back to you.28

Q657 Mr Mudie: I know they are the lead
department, but this is what certainly incensed me
and incensed all the other people in the wider
government, that the DWP which was going to save
this money took a decision which aVected other
departments. It is all right them being the lead
department but it does not stop you speaking to
other customers. Have you spoken to Revenue and
Excise?
Mr Cook: I had a good conversation a couple of
weeks ago with the DTI which was an attempt to get
a much more joined-up perspective between
government departments.

Q658 Chairman: You will have made good progress
with Alan, and now it is Alistair, so it is important
to get in there.
Mr Cook: To keep going, absolutely. A more joined-
up perspective between the diVerent government
departments is beneficial. Certainly the conversation
with Alan Johnson showed he was really up for that,
so I need to have it again, as you say.

Q659 Chairman: We are wise enough to keep
someone in the same place for at least three months
before we move them.
Mr Cook: The Committee may have detected that I
can be quite repetitive, so I will keep going on that.

Q660 Jim Cousins: Of the number of the Post OYce
Card Accounts, how many of them are DWP service
and how many of them are HMRC?
Mr Cook: I think that is what we are going to come
back to you on.

Q661 Chairman: In the big picture submission to us
it is very important. A couple of last questions. Our
reports are open-ended, as you know, and we come
back to reports as and when, so we will have a
watching-brief on the issue of LINK. What are the
characteristics of the consumers using the Post
OYce Card Account? For example, how many are
pensioners, how many have disabilities, how many
are on low income? Do you have information on that
you can share with us?
Mr Halliday: Yes, we can send you that
information.29

Q662 Chairman: How many of the people using the
Post OYce Card Account have a separate bank
account which they also use for day-to-day
transactions?

28 Ev 439
29 Ev 439
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Mr Halliday: We believe it is up to 70%.

Q663 Chairman: Maybe you could give us more
detail on that?
Mr Cook: We can certainly do that.

Q664 Chairman: On the issue of the 45 post oYces
which have been converted from free to charging by
the Alliance and Leicester, you know we are always
very helpful to our witnesses and I got my staV to go
downstairs to check my mind was correct. Alliance
and Leicester have a free cash machine right

downstairs with a big plate on it which says, “Free”.
So when you write to Alliance and Leicester say that
I am suggesting that they make that one charging
and make one in one of the financially excluded
areas free, and that is a good deal, otherwise they are
just being cynical. Okay?
Mr Cook: I will pass that message on.
Mr Mudie: You will be very unpopular in this
building, John!

Q665 Chairman: Thank you for your time.
Mr Cook: Thank you.
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Q666 Chairman: Mr Tiner, welcome to you and your
colleagues in this evidence session on Financial
Inclusion. Can I thank you for rearranging your
diary to come along this morning? It has been very
helpful to us. Would you introduce your colleagues
for the shorthand writer, please?
Mr Tiner: I am John Tiner, Chief Executive of the
Financial Services Authority.
Mr Briault: Clive Briault, Managing Director,
Retail Markets, Financial Services Authority.
Mr Everitt: I am Vernon Everitt, Director of Retail
Themes, Financial Services Authority.

Q667 Chairman: Your submission notes that the
FSA “have no explicit responsibility for financial
inclusion” and “nor is it included in the principles of
good regulation as an issue to which [the FSA]
should formally have regard”. However, you have
told us that you “take the issue very seriously”. What
does that mean in practice?
Mr Tiner: I think that what it means in practice,
Chairman, is that we believe that, as the regulator
for the whole of the UK financial services industry,
we have a responsibility to think about all
consumers of financial services; and, indeed, in the
context of financial exclusion, potential consumers
of financial services, but in the context that they
relate to our four statutory objectives of market
confidence, protecting consumers, fighting financial
crime, and creating a better public understanding of
the financial system. That ranges from people who
currently are not engaged with financial services who
perhaps should be, all the way through to those who
have a lot of money who want to invest in hedge
funds. Our remit therefore covers the whole
landscape of the population engaged with this
industry.

Q668 Chairman: In your 2005-06 business plan there
is no mention of promoting financial inclusion.
What aspects of your work promote financial
inclusion and how do you measure that success?
Mr Tiner: In a number of ways, Chairman. As you
may know, we have recently launched a seven-point
strategy for building financial capability in this
country. I set up a steering group to spearhead this
work, shortly after taking over as Chief Executive at
the FSA two and a half years ago. We have built in
financial inclusion as a priority to every one of those
seven areas that we are now taking forward, for
which we have funding for and for which we have a
delivery mechanism to get out to reach the people

that we are targeting. That covers people ranging
from teaching in schools in deprived areas to help
the youngsters leave school with a better
understanding of money, to those people who are
not in employment, education or training, all the
way through to the workplace and people who are
on lower incomes. We have some specific targets and
strategies to help those. Beyond that, our
involvement in trying to help the financially
excluded become included, where it makes sense for
them, is with a big public education campaign on
basic bank accounts. We have put 600,000 leaflets
into Post OYces, local authorities, housing
associations. One of the items that the Citizens
Advice Bureau quite rightly identified as a problem
with basic bank accounts is that people were put oV
by the identification requirements in opening those
accounts and having to take along utility bills,
passports, and things that they actually did not have,
before they could open these accounts. We have
therefore stimulated some discussions with the Joint
Money Laundering Steering Group of the industry
to lower those barriers. Just recently, they have
published new guidelines for their members, to make
it very easy for people who do not have that sort of
documentation but who might have a letter from
their probation oYcer, from their care home, or
from the DWP, to go in and open an account very
easily—and we have facilitated all of that. In the last
two years we have taken responsibility for regulating
mortgages and we have introduced specific
requirements in relation to testing aVordability,
which was not there under the regulatory regime that
preceded us; and we have put in particular
requirements concerning arrears and repossessions,
so that those people are treated fairly and
repossession is seen as an absolutely last resort when
a customer gets into diYculty. Beyond that, we have
approved the first Islamic banking licence in the
western world. That has been quite tricky, because it
is quite diYcult to shoehorn Sharia law into our own
law, but we have worked very flexibly to do that.
People who want to observe those principles now
have a banking facility in the UK. We have worked
very hard to create a proportionate regime for credit
unions. So, across the board, we have worked hard
to reflect the needs of the poorer people of the
country.

Q669 Chairman: Should the FSA see itself as the key
body to ensure that the financial services industry
can meet the needs of the financially excluded? If
not, who should that body be?
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Mr Tiner: It currently does not fall into our
objectives. That is clear. It is not the responsibility of
a regulator—any regulator, indeed, of appointed
people like me rather than elected people—to be
creating social policy. I think that is a government
responsibility. What we could do is to monitor
compliance with that sort of social policy, but I think
that it would be wrong for the FSA to determine
what the government policy should be in relation to
the financially excluded.

Q670 Chairman: There is a feeling from the evidence
we have taken already that there is a lack of
coherence in that area. There are so many bodies
responsible for little parts of it that there is not a
joined-up approach. Is that a view you would share?
Mr Tiner: It is probably a statement of fact. Yes, I
think that is right. Clearly the Government have an
interest, and I am pleased to see the work that they
are doing with the financial inclusion task force and
the financial inclusion fund; but, beyond that, OFT
obviously have an important role in this; we have
something of a role; and indeed people like Link
have an important role in terms of making ATMs
available to people, again in the more deprived
areas. So there are a number of bodies who
participate in this. It is probably fair to say that they
are not as well joined up as they might be.

Q671 Chairman: We will try it from another angle.
Ofgem has a statutory duty to take account of
vulnerable consumers and one of its strategic themes
is to combat fuel poverty. Ofcom has to have regard
to vulnerable consumers or other groups who may
be disadvantaged. The question people are asking
us, therefore, is why should the FSA not have a
similar requirement, a statutory requirement, to
take financial inclusion into account as part of its
activities? You have gone round the answers here
but, for the sake of the record, I would like you to
answer that.
Mr Tiner: To my understanding, before I arrived at
the FSA this specific issue was discussed in the bill
going through Parliament, and the bill committee
felt that there was an inherent conflict between
having an objective for financial inclusion and an
objective for prudential soundness and market
confidence, in that we may therefore direct
companies, direct banks for example, to make
decisions which were not in their commercial
interests—and questions therefore about the
stability of the banking system. That was the debate
at the time. That is why I understand that financial
inclusion was not included. I guess those same
arguments are still there today.

Q672 Peter Viggers: Would you say a word about
your initiative called Treating Customers Fairly?
How specifically does this fit into the pattern that
you have just been asked about?
Mr Tiner: I will say a few words and then I will ask
Clive, who heads this up for us at the FSA. What we
want to see on Treating Customers Fairly is the
product providers, together with the distributors,
thinking about the whole chain of product creation:

through to target marketing; through to the quality
of sales and the quality of advice; through to the
complaints that follow; across the financial services
sector. It does not explicitly cover financial exclusion
because it is about customers who are coming in to
be serviced by the financial industry, rather than
going out and seeking people who are not currently
engaged. Clive, do you want to add what we are
doing in that area?
Mr Briault: As John has said, it deliberately focuses
on what we call the product life cycle, and therefore
looks in particular at the way in which firms design
products; the way in which firms then pass
information about their products on to those who
distribute them—be they in-house, in the sense for
example of bank branches, or through a third-party
intermediary such as a financial adviser. It looks at
issues such as the potential incentive problems
arising from the way in which staV and advisers are
remunerated. It looks at the clarity of financial
promotions put out by product providers. It looks at
the clarity of other information put out at the point
of sale. It looks at the quality of advice and, beyond
the point of sale, looks at issues such as complaints
handling, to make sure that complaints are handled
fairly and promptly. It is essentially about the way in
which firms treat their existing customers primarily,
and also about the way in which potential customers
can receive clear information and advice. It does not,
as John has said, seek to reach out to the financially
excluded. There are other aspects of fairness that
you and the Committee have already discussed at
previous sessions, which the Treating Customers
Fairly initiative does not cover.

Q673 Peter Viggers: In response to a question from
the Chairman, you pointed out that it is not the
regulator’s job to force financial institutions to
create products, but you do talk about monitoring
compliance. Do you regard it as your job to
encourage the industry to develop products or
services that cater for the needs of diVerent groups
who would otherwise be excluded?
Mr Tiner: Not to encourage them per se. If our rules
somehow prevent the creation of products that
might be in demand in the community, then we
should seek to look at those rules very carefully, as
we have done recently, for example, in widening the
assets that can be held within investment trusts.
Generally speaking, however, we are not a product
regulator. We do not create or approve pre-
approved products, as they do in some countries.
Our view is that it is up to the market to determine
what products they should create, and then to
stimulate the demand for those products.

Q674 Peter Viggers: You gave an interesting
example of investment trusts, widening their
investment range. Can you think of other examples
where the FSA has been operative in this field?
Mr Tiner: Yes. Two years ago we consulted on the
reform of the collective investment schemes, which
were quite old-fashioned and could only hold very
traditional securities. We have liberated that market
quite a bit, to allow property trusts to emerge,
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property funds to emerge, and so on. So there are a
number of things that I would say have been brought
forward from our predecessor regulators, which we
have looked to liberalise to create a more diverse
financial market; but we do not go out and try to
stimulate product creation where our rules already
allow that creation to take place, because we would
regard that as the job of the market.

Q675 Peter Viggers: We have had evidence that,
whereas financial exclusion from banking and
aVordable credit is mainly associated with
consumers in the lowest range of income, the
exclusion from access to financial advice and long-
term planning goes much further up the financial
tree. In fact, I was just rereading your publication
Establishing a Baseline, where you talk about
financial knowledge and say, “In short, unless steps
are taken to improve levels of financial capability we
are storing up trouble for the future”.
Mr Tiner: Yes.

Q676 Peter Viggers: Can you say what initiatives
you are taking to promote financial awareness?
Mr Tiner: Yes, certainly. As the document you have
just referred to spells out, there was a worryingly low
level of financial capability, we found, right across
the population. This was not just among poorer
people. In fact, we found that poorer people were
rather better at keeping track of their money than
people in the so-called middle classes, because there
was a real imperative: they had to make sure they did
not run out of money each week, and people were
very careful. We also found that there was much less
capability in terms of planning ahead for their
retirement; planning ahead for a rainy day; just
planning ahead to not get into trouble, should the
economy turn against them; and also a worryingly
high trend of people choosing the wrong products
for their own particular circumstances. What we
have set out, therefore, is this seven-point plan that
I referred to earlier, to try to address the education
needs in schools. We are very pleased that the
Government have now put financial education into
the functional maths curriculum from 2009
onwards. We are working with an organisation
called PFEG, the Personal Financial Education
Group, between now and then, so that teachers can
be ready to teach that in the classroom as of 2009,
and indeed beforehand, before the curriculum
becomes mandatory.30 Then we are doing work in
higher education, for students who, these days, will
leave university with large top-up loans; probably
quite healthy balances on their credit cards, which
are now accessible to them; going to the
workplace—if they can get a job, that is—where they
will probably not get a very good pension and they

30 Note from Witness: The FSA subsequently clarified this as
follows: We are very pleased that the Government have now
put financial education into the functional maths
curriculum from 2008 onwards. We are working with an
organisation called PFEG, the Personal Financial
Education Group, between now and then, so that teachers
can be ready to teach that in all classrooms as of 2010, and
indeed beforehand, before the curriculum becomes
mandatory.

will perhaps want to buy a house or rent a house at
very high cost. The need to think about money now
is crucial. We are therefore doing work with colleges
of higher education and then in the workplace. The
other area that I think goes to the first part of your
question is the issue of generic advice. It is by its
nature a general term, thought to refer to financial
advice which is not regulated advice. In other words,
regulated advice is advice that will be provided to
the consumer that would result in a product
recommendation and a product sale; but there is the
sense that there is a real need for people to have just
a discussion with somebody about their state of
aVairs—about their money, their debt, and how to
resolve their problems—which is not leading to a
financial recommendation. We have been working
with a lot of intermediaries to test that out; and, of
course, we supported Clive Cowdrey’s Resolution
Foundation by putting one of our senior people on
to his committee and following that very closely to
see whether there is a commercial proposition to
oVer generic advice. However, I think that is a gap
in the market that needs to be resolved.

Q677 Peter Viggers: OFCOM says that, when
determining the course of regulatory action, it may
be appropriate to give greater weight to older
people, disabled people, or those on low incomes
and vulnerable groups. To what extent do you
regard this as a principle of good regulation?
Mr Tiner: Where we feel that vulnerable groups are
potentially being targeted in a way that could take
advantage of that vulnerability, then we definitely
consider that a part of our consumer protection
objective. When we started regulating mortgages at
the beginning of last year, our first priority was
equity release mortgages, where, if you stand back,
you would say there is an obvious market there for
older people to release equity in their house, to
create some income for them in their later years, but
that sales practices were not good. So we have
targeted that very specifically. Generally, where we
feel that the financial services industry may be
seeking to profit from that vulnerability, then we are
very interested—in terms of having robust and
proper sales practices. That is not to say that we get
involved in the pricing of those products, because we
are not a competition or price regulator. That would
be more a job for the OFT.

Q678 Peter Viggers: Does the law of unintended
consequences sometimes apply? The ABI, for
instance, has told us that there is a wider picture
of well-intentioned regulatory initiatives that
nonetheless have the unintended consequence of
making it more diYcult for consumers to gain access
to financial services. Do you think that sometimes
consumers are being excluded from getting financial
advice because of the weight of regulation?
Mr Tiner: Yes, I think that the cost to companies of
the sales process is quite high. A fact-find might take
two to two and a half hours, which is expensive and
time-consuming. Last year, following the Sandler
review of long-term savings, we introduced a cut-
down scheme of advice called Basic Advice, which is
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on average a 22-minute discussion using a decision
tree, which could lead to a recommendation of a
stakeholder product. There has been little take-up of
that, interestingly. A number of companies have
registered to provide Basic Advice: not many large
companies and mostly IFAs. However, the activity
is rather low. It is perhaps interesting to explore why
that is. One year on from the start of that regulatory
regime, we are looking at what has happened in the
market and what can be learned, because the full-
advice market does cut out a number of people who
need access to advice.

Q679 Chairman: On the Clive Cowdrey Resolution
model—and he has briefed me on it—there are three
diVerent models, from the basic right up to the
luxury end—from about £30 million to £100 million.
What aspect attracts you there? Do you think that
there is a need for industry and government to get
together to provide generic advice? That is where his
model is going at the end of the day, is it not?
Mr Tiner: I think so. He has not yet come up with his
business plan, which I think is what is crucial, to see
whether the economics can be made to work, and I
wait with great interest to see that. I do not know
whether he will be able to make a case for it to be an
entirely commercially funded operation and
whether the Government in fact will have to come to
the table. I wait to see the answer to that. In terms of
the type of model that emerges, however, I know
that he has good ideas about the surgery model—
copying the general practice model in all the villages
around the country. There is also a need to stimulate
demand for that. It is all very well creating the
supply; I think that there needs to be a lot of eVort,
in parallel with any initiative that Clive or others are
able to launch, to see that there is stimulation of
demand, so that people will go along to these
surgeries and ask the questions that are worrying
them. I am not sure that would happen
automatically, without a lot of eVort.

Q680 Angela Eagle: You have used very interesting
analogies for a market that is meant to be free, where
demand gets stimulated. The supplies are meant to
be there if there is a demand, rather than to be
created and then you have to stimulate the demand
to justify them. Is this not one of the things that is
wrong with the financial services industry: that it
creates massive numbers of very complex,
innovative products, which are complex but pretty
similar? To such an extent that it has put oV its entire
customer base, so that they then have to create a
huge range of another way of making money in the
financial services sector—which is to give advice in
this highly complex market? They then exclude half
the population who are not profitable anyway, and
then we spend time at committees like this saying
that we ought to have lessons in school to teach
people to conform to the particular—and I think
very bad—model that the financial services industry
has created in this country. Should we not be looking
much more at the Sandler approach and simplifying
things? Thank goodness bank accounts and current
accounts were created before this model arose,

because we would be trying to argue that the
Government should subsidise somebody to make a
living telling people which current account they
should have. The whole thing is nonsense, is it not?
Mr Tiner: It is true to say that many financial
products are sold and not bought, as you say.

Q681 Angela Eagle: Yes—putting it mildly!
Mr Tiner: Unlike other consumer markets, like in
electronic goods and things like that, where you go
shopping around on a Saturday morning, or
whatever, and you figure out the one that you want.
That has been the case for a long time. The product
proliferation and complexity is a tricky one. I think
that basic bank accounts are a very good thing.
Interestingly, the stakeholder products that were
launched a year ago, which are straightforward,
pretty simple financial products and relatively easy
to understand, have not really taken oV—

Q682 Angela Eagle: The industry does not want
them, does it?
Mr Tiner: . . . and not really been promoted, as they
did not promote heavily—

Q683 Angela Eagle: It is not a surprise to you, Mr
Tiner, is it?
Mr Tiner: . . . stakeholder pensions, because they
have got a price cap. So I think that there are
questions about that. On the other hand, the FSA
has a principle of good regulation, set by Parliament,
not to get in the way of product innovation. That
suggests that we should not stop further complexity
and so on. I understand your point. In some areas,
the UK financial service industry is the envy of other
countries. In the mortgage area, a large part of
continental Europe would like to have a mortgage
market like ours because it oVers so many particular
fit-for-purpose deals for consumers, and consumers
are quite good at shopping around in the mortgage
market. It does not seem to have happened in the
investment market.

Q684 Angela Eagle: It is not a surprise therefore that
nobody wants the simplified advice that you have
been trying to trial, because they are trying to kill
simplified products before they get to be too popular
and ruin the market everybody is comfortable with
and is making money in. Is that not what is
happening?
Mr Tiner: I do not know. I do not know whether it
is the lack of firms coming into the marketplace; that
they are already making too much money out of
other things and they do not want to slow that down;
or whether it is that they feel that, at the price caps
that have been set, they can create the product and
the distribution system and still make a return for
their shareholders. I think there is a question about
that. On the other hand, it is probably true to say
that the UK financial services industry could be a bit
more productive and lower their costs.

Q685 Angela Eagle: I think that is putting it mildly.
We have had specific issues—and I know that you
have been concerned about this—when we visited
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Toynbee Hall and spoke to people who had been
refused access to basic bank accounts and been run
around terribly by the ID requirements. Could you
say a bit more about how you think the new
circumstances will avoid this? There is scepticism
amongst the people who help and give advice to the
financially excluded that the changes in structure
will actually make much of a diVerence on the
frontline.
Mr Tiner: I think that scepticism needs to be
overcome by the reality of it being much easier, and
I think that there will remain sceptics until that
happens. These new requirements, or these new
standards, came in only a month or two ago. It is
true that the industry needs to retrain tens of
thousands of people to go through a diVerent
process with their customer at the point of account-
opening, and so there is a six-month transition to the
new approach. However, the wording in the joint
money laundering paper is quite interesting. The
paper addresses the financially excluded in terms. It
basically says that the banks should have a
predisposition to help those people open their
account, even if they cannot prove where they live—
and that is no longer a requirement, which is a very
big change from the old system. They do not have to
prove their address any more. So the days of utility
bills and things like that for those people are gone.
All they have to do is take a letter from someone that
suggests that they are a bona fide person. What the
banks do not want are people who are undischarged
bankrupts, or who have recently committed fraud.
We have encouraged them very hard to take a very
broad view of financial exclusion and to facilitate
those people getting bank accounts; because, as the
Committee know, from 2010 onwards those who do
not have one will really struggle to have their benefits
paid. So it is really critical.

Q686 Angela Eagle: In the past, retail banks have
put a degree of responsibility on the people on the
frontline, with respect to money laundering
requirements, which has made them much more
risk-averse than perhaps they needed to be. There is
also a suspicion that some retail banks do not
actually want to attract very low-paid customers,
because they do not think they can make any money
out of their business; and this combines to make it
pretty diYcult in some contexts for people to open
bank accounts, regardless of the ID requirements.
How do you think that the new arrangements impact
on that?
Mr Briault: As John was saying, the important thing
is that each bank sorts out for itself what its
procedures are going to be, and then educates and
trains its branch staV in line with that. The
requirements in the guidelines are, as John says,
much more permissive. They are much easier for
customers to meet. However, at the end of the day,
it is still a decision for each bank to decide what level
of requirements to impose. Similarly, as I think you
have already discussed in previous sessions, it is
undoubtedly the case that some banks promote
basic bank accounts more heavily and more
eVectively than others. Again, the obligation to oVer

a basic bank account is one thing; the extent to which
you promote it actively in a particular branch is
another. So almost inevitably, when you are talking
about banks’ commercial judgments and the way in
which individual bank staV behave in branches,
there will always be a degree of variation of
treatment and of approach.

Q687 Angela Eagle: In terms of them having to take
personal responsibility for the decisions they make
with respect to money laundering regulations,
though, this was particularly identified when we
visited Toynbee Hall as one of the problems that
causes barriers at the frontline. How do the new
arrangements tackle that particular issue? Also, you
fined three banks for breaching money-laundering
regulations. Do you think that at a corporate level—
and I am not against you fining banks for breaching
regulations—that has also added to the risk-averse
approach to all of this?
Mr Briault: At the branch level, first of all, what we
would very much hope is that the new guidelines set
out very clearly the minimum standards of
identification required for various types of potential
customer. So it covers all sorts of people: people who
are newly arrived immigrants in the country; people
who are in or indeed just leaving prison. Each of
those is now covered explicitly in the guidelines, as
John said. If institutions look at that and say, “We
will now change the basic requirements in our
branches, but we will make absolutely clear to our
staV what the new requirements are”, then I see no
reasons for those staV—once they know and have
been trained in what those requirements are—to feel
that they need to be particularly risk-averse, because
they have the protection that what they are doing is
following procedures set out in the new guidelines.
You mentioned previous disciplinary cases around
money laundering. That was essentially around
systems and controls in terms of monitoring quite
large-scale flows of funds going through the
institution, rather than particular issues in terms of
opening personal bank accounts.

Q688 Angela Eagle: Do you think that is just an
excuse than banks are using then? Whingeing about
your putting the regulations into eVect?
Mr Briault: We would certainly hope that banks
would take seriously the requirements which they
are required to meet; but the point we are making is
that there is now a revised set of requirements which
should make it much easier for people to open bank
accounts—set out in the new guidelines—and we
would hope that banks would change the way in
which they operate to reflect those new, more
permissive guidelines.
Mr Tiner: It is worth saying that those guidelines are
their own industry’s guidelines; they are not ours.
They wrote them and they wrote these four
documents that have been presented on account
opening. As I told the Committee on a previous
occasion, I struggled enormously trying to open an
account for my 16-year-old daughter and was
bounced out because I took a community charge bill
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rather than an electricity bill, or something. So there
is a sea change that is needed in the banks, I think,
to help their customers with banking.
Chairman: We have been told that improvements
have been made as a result of that. We will have the
banks in front of us on Thursday, so we will be
asking that question.

Q689 Angela Eagle: Finally, there is still scepticism,
particularly by groups such as Services Against
Financial Exclusion, that even the new regulations
still rely on primary sources of identification like
passports, which people do not have. Are they just
completely wrong about that and have got the
wrong end of the stick?
Mr Tiner: I think that they are wrong about that. A
straightforward letter from somebody who is in a
position to vouch for an individual will do.

Q690 Chairman: Angela mentioned stakeholder
products. I think that there is a lesson to be learnt
here, particularly with the NPSS scheme that has
been proposed by Lord Turner. However, with
stakeholders, a combination of the sales approaches,
the commission incentives—a model which, by the
way, Trevor Matthews of Standard Life said was
completely flawed—the decisions about the charge
caps, which are always on the way up, and the
consequent regulations that have been put out by
yourselves as a result of that—we thought that all of
those combine to make the product uneconomic to
both providers and potential customers in this
middle-income market. Is that not correct?
Mr Tiner: I am not sure I would say that is entirely
correct. If those stakeholder products had to be
subject to the full rigours of regulated advice, then
yes. That is why we went for this significantly cut-
down, decision-tree approach, which does not take
very long. It significantly reduces the cost.

Q691 Chairman: Okay, so why did it not work then?
That is what we are trying to get to.
Mr Tiner: I think that you will have to ask the banks
that, Chairman. It is interesting that—

Q692 Chairman: But you have a bird’s eye view.
Mr Tiner: . . . very, very few financial institutions
have signed up for that.

Q693 Chairman: Therefore, they are not making
enough money.
Mr Tiner: That may well be the case. They feel that
the margins in that business are not as high as
elsewhere.
Mr Briault: The point that I would make is that it is
not at all apparent to us that the reason they are not
signing up is because of the Basic Advice regime
imposing particularly heavy costs on them. Clearly
that is an element of cost. We would not deny that.
As John says, however, we have tried to introduce
proportionate regulation there, given that these are
reasonably simple, straightforward products. That
is why we introduced the slimmed-down regime. I
think that the institutions who have decided not to
enter the market would say that, taking account of

the complete package—and, as you say, the price
caps involved in those products—they have taken a
commercial decision, some of them, not to enter the
market. Others have taken a commercial decision to
enter it.

Q694 Mr Love: Could I ask you a general question
to start? Some years ago, I think it was the OFT
which produced a report on vulnerable consumers,
and one of your predecessors interpreted this as
suggesting that there ought to be two standards of
regulation: one for ordinary consumers and one for
vulnerable consumers. Can there ever be a case from
the FSA’s point of view where you would lighten the
burden of regulation, to recognise the vulnerability
of consumers?
Mr Tiner: I was not aware of that OFT paper or my
predecessor’s views on that, but my take on it—

Q695 Mr Love: He was totally hostile. He said there
could only be one standard of regulation.
Mr Tiner: I think that what would worry me is that,
by lightening the regulatory touch for the more
vulnerable people, you are reducing the protections
to the people who most need it. That would worry
me. If anything, there could be a lighter touch at the
other end, where people were more able to take care
of themselves. Unless you were able to carve out
members of the population into diVerent buckets, it
would be quite diYcult to apply a diVerentiated
regime—just at a practical level, I think. So I am
probably with my predecessor in principle, but I
think that the application of what we do—like we
were just saying for the financially excluded—could
be much more reflecting common sense in terms of
the need of those people, and not a sort of blind
application of a rule book.

Q696 Mr Love: Can I take us on to access to
aVordable credit and your relationship with
community development finance institutions? You
have decided at this stage in their development to
develop a code of practice, rather than more formal
regulation. Can you tell us why you have decided
on that?
Mr Tiner: I will say a word and then ask Vernon to
talk about this issue. It is a bit like the previous
question. We do not want to overburden that area
with statutory regulation. If they can achieve the
right levels of outcomes in terms of aVordable credit
to the people that the CDFIs are there to serve, that
would be a better position than imposing significant
costs. We would like to see whether that can be made
to work. Vernon, would you like to add to that?
Mr Everitt: There is not too much to add, but we are
working very closely with the CDFA to come up
with a code of practice which reflects a
commonsense approach, and which in some respects
would reflect what you might have in a very, very
light-touch regulatory regime. Certainly as far as the
Treasury and others are concerned, we would really
like to give the code of practice a chance—given the
characteristics of that particular sector.
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Q697 Mr Love: One of the disappointments so far in
relation to CDFIs is that they have not been able to
attract much finance from the banking and
orthodox lending sector. Do you think this has
anything to do with lack of regulation, trying to find
a code of practice, or is it just that people are
naturally hesitant at this early stage of development?
Mr Tiner: I think it might be that. I do not think that
it is regulatory-related.
Mr Everitt: I think that it is more the latter. There
have of course been some uncertainties about
funding in that sector going forward as well, which
I guess has introduced some doubt in some people’s
minds. It tends to be because of the relative
originality and novelty of the sector.

Q698 Mr Love: Can I take you to the right to buy?
Do you see this as a priority for action for the FSA?
What regulatory framework are you setting up to
protect people who undertake the right to buy, many
of whom are what we would term vulnerable
consumers?
Mr Tiner: I think that I am right in saying that the
right to buy eVectively falls into our mortgage
regime, which covers first-charge mortgages: to the
extent that their right to buy and the loans have a
first charge on the property, and therefore they are
subject to the full rigours of that. As I mentioned
earlier, it covers things like aVordability tests;
particular provisions for arrears and repossessions
in the event that the customer gets into diYculty. Are
there any other specifics, Clive?
Mr Briault: I think that the other specific is very clear
information being provided to consumers up front,
before they take out any mortgage product, which,
as John says, includes the right to buy if it is a first
charge on a property.

Q699 Mr Love: What used to be called the OYce of
the Deputy Prime Minister has certain criteria for
the lending institutions that provide finance to
people who undertake the right to buy, and often it
is felt that that is suYcient; that this will clear and
ensure that those lending institutions are above
board—whereas you come in at the other end. Is
there any confusion between the role of the FSA and
the role of the department in relation to right to buy?
Mr Tiner: My understanding of the Department of
Community—whatever it is called now—

Q700 Mr Love: I have yet to get my head round that!
Mr Tiner: Anyway, we are talking about the same
thing—is that if there is an organisation which has
FSA authorisation, then that would meet their
criteria automatically. So I think that it is consistent
between the two of us.

Q701 Mr Love: There have been quite a lot of
concerns expressed about some of the problems that
people who have undertaken the right to buy have
experienced. DiVerent, I suspect, because of a lack of
knowledge on their part, and perhaps a lack of
experience as well. Has this been something that you
have been concerned about? Do you think that—
recognising your original statement that if there had

to be regulation perhaps it should be more
regulation for vulnerable consumers—there is a
need here perhaps for extra vigilance on the part of
the FSA, because of the diYculties that many of
them may get into?
Mr Tiner: Do we have any data on that, Clive? I am
not sure.
Mr Briault: The point I would make here is, as John
was saying, when we took out mortgage regulation
at the outset, when we began regulating mortgages,
we set ourselves some priority areas to look at in the
first year. It included the equity release market, in
part because there we saw some potentially
vulnerable consumers. It included issues like looking
at whether or not there were any unauthorised
mortgage brokers operating outside our regulation.
It included taking a very close look at the mortgage
documentation—whether that was meeting our
requirements. It included looking at various
elements of the sub-prime market in mortgage
lending, and the self-certification market. That is a
way of saying that the right to buy mortgages were
potentially one of the things that we could have
looked at, in terms of doing some thematic work in
the first year of mortgage regulation. Having looked
at that alongside other themes, we decided that it
was a lower priority compared to the areas that we
chose to look at. I very much hear what you say, in
particular your point about the vulnerability of
consumers. What I would definitely say is that we
will take another look at that within our thematic
work on mortgages and see whether or not it should
be something to prioritise in future years. For the
first year of the mortgage regulation, however, it did
not make that list.

Q702 Mr Love: Can I take us on to equity release?
There has been a lot of concern about the standard
of some of the owner-occupied property in this
country. Because government no longer provides
grant funding for people to improve their properties,
taking out loans is the only alternative. For people
on low incomes or the elderly, that is quite diYcult.
So equity release is a real opportunity, if we can bite
the bullet. However, there have been particular
problems—reputational problems as much as
anything else—in relation to these products. What
can the FSA do to improve the confidence of the
public in equity release and ensure that this makes
more of a contribution towards improving our
housing stock?
Mr Tiner: I completely agree that there is a need for
products to help release equity in people’s houses.
Equity release and home reversion schemes, which
we will begin to regulate shortly, achieve that. I think
that you are right, however, that there needs to be a
greater level of trust by the public in the people who
sell it. That follows some problems of the past. Our
“mystery shopping” has revealed problems with that
sector. We have seriously challenged the sector to
raise its standards, so that customers get properly
treated. We do not think that people should be being
encouraged to over-borrow, so that they borrow
more than they need and then, hey-ho, the adviser
says, “You’d better place the balance of money you
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don’t need back with us, less the commission”. We
just need to make sure that people are not being
encouraged to take out more than they actually need
to look after themselves. In a way, I think of equity
release a little bit like paying protection insurance.
Both of them have very important roles to play in
helping people protect themselves or to provide for
themselves, but both have been subject to less than
satisfactory sales practices and we need to see
significant improvements in the industry.

Q703 Mr Love: Could there be a role here, do you
think, and does the FSA have an opportunity to
work with not-for-profit organisations and, in
particular, housing associations, who do have a
better reputation—if I can put it that way, certainly
amongst the client group concerned—in being able
to develop these products? Perhaps a combination of
lending institutions and housing associations
working with the FSA may be a way of improving
the situation.
Mr Tiner: I will ask my colleagues to comment, but
I think so. We find that we are doing far more with
housing associations on the financial capability
front. People who are social tenants have been
clearly identified in our baseline work as being a
group who need help, and we are targeting them very
specifically. We have given some of our Innovation
Fund to housing associations, to help them with
their tenants as well. So I think that there is probably
a general need for us to be working more closely with
the housing associations—for all sorts of reasons,
and I think that you have also identified a good one.

Q704 Mr Love: Finally, can I ask Clive this, in
relation to the response you gave earlier about the
particular sectors of the market that you looked at
carefully when you first took over regulation? Was
financial inclusion a criterion for deciding on those
sectors? What role will issues of financial inclusion
play in the way that you try to focus on diVerent
sectors of the market in the future?
Mr Briault: Not financial inclusion explicitly but, as
John has said, there are a number of those markets—
equity release is one of them, sub-prime mortgage
borrowing is another—where it definitely touches on
some of the more vulnerable and potentially
excluded members of society. So, yes, in the sense
that we do take into account the vulnerability of the
particular group of consumers involved as being one
of the criteria for asking if there is a particular issue
here about whether or not people are making clear
the nature of the product, and whether or not people
are selling in a way which takes into account the
particular circumstances of the consumer. Equity
release, for example—one of the things we looked at
specifically in the mystery shopping was to see
whether or not advisers were looking at issues such
as what other assets that person might have
available; whether in fact it might be better for that
person to trade down rather than to borrow further
against their existing property. We encourage
lenders and advisers to encourage people to speak to
their families, to speak to solicitors, about whether
this is a sensible thing for them to do. So, yes, to

some extent, but not really explicitly under the label
of financial inclusion of itself; but inevitably it arises,
because we are talking about a part of the
population, some of whom will be either financially
excluded or potentially financially excluded, who
will be within the consumer group.

Q705 Peter Viggers: You have been co-ordinating
and leading the National Strategy for Financial
Capability since November 2003, at a time when
financial products have been becoming more
sophisticated. Are you able to establish whether you
think things are improving or getting worse?
Mr Tiner: I am not, during that period, able to
answer that. They are probably, I would guess,
remaining the same. Change is a long-term thing.
We have recently completed a baseline study to
establish the level of financial capability across the
country. It is the largest study of this kind every
completed, not just in this country but, we
understand, anywhere else in the world. It is
statistically reliable data, which shows some quite
strange outcomes: not in the context of complexity
but in straightforward products. We found that 40%
of people who own an equity ISA did not think that
they had stock market exposure, and 15% of people
who have a cash ISA think that they did. Forget the
complexity; that is the level of knowledge you are
dealing with in quite straightforward products. A
very large percentage of people have not made any
provision for their future. Few, 50%, had any
retirement savings, and so on31. We will repeat this
baseline survey in four or five years’ time, probably
at four or five-year intervals, because it will take that
sort of period to see any discernible movement. To
some extent, I think this is a generational thing, I am
afraid to say. We need to see the children leaving
schools today, being in their forties, knowing what
to do and knowing what they should have done over
the last 20 years to help make provision for the
families and for retirement, where the state and the
employer are not going to bail them out. So it is a
generational thing, to my mind. I think that there are
some things we can do, and I think that we will see
things improving steadily. Also, the public are
beginning to believe that it is important to them;
whereas, in the past, I am not sure that it was a very
interesting subject for people to talk about. I think
of taking care of your money now as being on par in
society with taking care of the environment and
taking care of your health. There is that sort of
importance in terms of having a decent quality of
life. I think that is beginning to become accepted,
and people are engaging more because of that.

Q706 Peter Viggers: The core function of your body
is regulation.
Mr Tiner: Yes.

Q707 Peter Viggers: How many staV do you devote
to Financial Capability?

31 Note from Witness: The FSA subsequently clarified this as
follows: Few, only 42% of the pre-retired, have a current
personal or occupational pension, with 28% having a
pension they have paid into in the past.
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Mr Tiner: Vernon heads the team, but you have to
remember that one of our four statutory obligations
is to promote public understanding of the financial
system, which has a broad definition because it
covers not only financial capability but also
consumer warnings about products that we consider
to be worrying for consumers. However, it is
Vernon’s team.
Mr Everitt: In terms of the team that is leading on
the programme, we have over 40 staV. That is a
combination of FSA staV and also staV that we have
seconded in from the industry.

Q708 Peter Viggers: That is quite a small number for
a very big task.
Mr Everitt: It reflects the fact that much of the work
is leveraged through bodies outside the FSA. What
we have certainly found—particularly when you are
talking about the more excluded in society—is that
they respond to people they already know and trust;
so working through people like housing associations
and other trusted intermediaries. We have certainly
found that, in the work we have done with those
young adults who are excluded from employment,
education or training, that leverage is great. What
you need at the centre, therefore, is not a huge team;
what you need is an intelligent team with good
relationships with those people who work at the
coalface and who really understand the constituents.

Q709 Peter Viggers: You have referred to the fact
that you established a baseline study. What were the
key messages from this?
Mr Everitt: Some of the key messages are that there
are two particular areas of major concern. People
simply are not planning ahead for their financial
future. That is both in the long term—so pension
provision—and also in the short term, just setting
aside a little money to take into account the ups and
downs that you have in life, and changes in personal
circumstances. It also clearly demonstrated, as we
have just touched upon, the great diYculty that
people have in engaging with the industry in terms of
product choice. We particularly found deficiencies in
the capability of the younger age groups, which we
define as 18 to 40, which again, as John mentioned,
are the sort of people who are bearing more and
more individual responsibility for their financial
aVairs. We also found that, in terms of debt, over
half a million people in this country are in severe
debt diYculty; another million and a half or so flip in
and out of arrears, depending on whether they have
been able to get work in the previous week. There are
another two million-odd households who, because
of the planning ahead point that I mentioned before,
are vulnerable to changes in their own personal
circumstances. That all adds up to major challenges
for us.

Q710 Peter Viggers: These are valuable general
conclusions, but what are you doing to focus on the
most financially excluded consumers?
Mr Everitt: In schools, for example, that is an ideal
place to reach people from all backgrounds. As John
mentioned earlier on, we have been really

encouraged by the work that we have been able to do
with DfES and the Curriculum Authority to look at
what we can actually do in schools—through
examinations, but also to give confidence to teachers
who are already providing personal finance
education to give people confidence about how to
base judgments more eVectively. So laying the long-
term foundations in schools is really important. We
then extend that into higher education
establishments. We ran a pilot scheme last year
called “Money Doctors” at Roehampton
University, which is now being taken up by a large
number of other universities, which use fellow pupils
to help educate their peers in handling their money.
In particular, we hope that will help retention rates
in universities, because financial problems are one of
the key things that lead people to drop out of
university. So we hope that it will help people from
less advantaged backgrounds, and help to retain
retention rates right the way through. Finally, on
those not in education, employment or training, we
are working with a large number of bodies that work
at the coalface with those individuals, to try to give
them the confidence to manage their money well.

Q711 Peter Viggers: This is fine. I was at a financial
education class in St Vincent College in my own
constituency 10 days ago. This is splendid. What are
you doing to help the one in five schoolchildren who
cannot read and most that cannot count?
Mr Tiner: I think that one is a bit above our pay
grade. It is a problem, and numeracy as well as
literacy is a problem. There are all sorts of surveys
about the percentage of people who leave school not
being able to calculate a percentage. We clearly
cannot address that. We have to hope that the
education system will take care of that problem.

Q712 Peter Viggers: This refers to a baseline. What
are your targets for improving on the baseline?
Mr Tiner: It is a baseline that is judged against those
five criteria. We have not set targets for each of
those. We want to see steady improvement. It would
be quite diYcult to set what would be a sensible
target actually. We just want to see steady
improvement from one period to the next. It may be
that in four or five years we do not see significant
improvement, because it may be that it takes longer
to come through the process than four or five years.
I would be rather disappointed if that were the case,
but it is possible. I think that we need to see a
significant shift. We have not set numeric targets. In
a way, the survey does not play to numeric targets;
it is trying to give a picture of financial capability
rather than a single performance measure.

Q713 Peter Viggers: Your document does not
mention the role of the Government in promoting
financial education through programmes like the
New Deal and the Basic Skills Assessment. Is the
Government doing enough to integrate financial
education into the New Deal?
Mr Everitt: I think that, more generally, we have
been talking to government about ways in which we
can start to try to get some of the big messages
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revealed by the baseline survey more fully integrated
into the various delivery channels that there are to
help people with their finances. We touched on it a
little earlier. I think that there is more joining-up
that can be done to leverage the network that is
already available, to help people manage their
money well. We are working very closely with the
Treasury and with the Financial Inclusion Task
Force, to think about ways in which we can bring
more coherence to that. Indeed, we have been
talking to the DWP, as they work up the response to
Lord Turner’s proposals, to see how we can get all
of that factored in. I think that there is therefore
more work that can be done to become better
joined up.

Q714 Peter Viggers: One commentator referred to
your programme as “pushing around cold food”,
because you do not have the resources to be eVective.
Have you thought of approaching government and
demanding more resources, or have you thought of
suggesting a levy on the industry?
Mr Tiner: Again, we do not feel that our role is to
deliver all of this. That is not the best use of public
funds or the best use of our levy funds, in fact. Our
job is to lead this, corral people into participating, so
that, as Vernon says, you have people that diVerent
communities trust who are delivering this. We have
found that there is a great open door there. People
are coming to us saying, “We want to participate in
this. We want to help the communities that we serve
become more financially educated”. There is a great
demand for the sort of literature we are producing,
both on the internet as well as the hard copy
literature. So we are helping with content; we are
helping with organisation, leading all of this; but the
real resources are just out there, in the communities.
That is a much better way than trying to build some
kind of central system, which I was very, very
resistant to. I do not want to build a new delivery
channel for Financial Capability, when there are
numerous delivery channels that already exist which
people trust. I think that we have to push it through
that. We are having some success with that, I think.
I do not look at just the £10 million we are spending
or the 40 people that Vernon has in his team; I am
looking at the much bigger picture, which I think is
beginning to make an impact.

Q715 Chairman: So a good message to get out is that
you are not solely responsible for financial capability
in this country. You have the Government; you have
the Department of Education, for example, which
could be more involved in that area.
Mr Tiner: Yes, I agree. On my steering group that I
chair I have ministers from the Treasury, the
Economic Secretary, the ministers from the DfES
and from the DWP, together with people from
industry and the voluntary sector. I think that there
is serious commitment to this and that the
Government are stepping up to the plate, by and
large, where they need to participate.

Q716 Chairman: Back to that question where you
discovered that 40% of people who own an equity
ISA are not aware that its value fluctuates with stock
market performance. Does that not suggest that
there are major problems with the product
disclosure regime? We have been on about this
before—about risk rating, traYc lights for the
industry. We were told by this sophisticated industry
that this is too hard and they cannot do anything
about it. There really needs to be further work on
that product disclosure regime, does there not?
Mr Tiner: I think that there does. I do not dispute
that at all. The product disclosure regime has
actually become too complex itself. The documents
are too long; there is too much jargon. To some
extent, for some companies, they have become a tool
to pass on the legal risk to the consumer. At the
moment we are looking very carefully at the
disclosure regime. We have been held up a little bit
because of a European directive called the MiFID,
the Markets in Financial Instruments Directive,
which is introducing a whole load of rules which are
maximum harmonising rules; so they are mandatory
for the UK. We need to make sure that whatever we
want to do can fit in with that, which will be quite
diYcult. However, there is a need to re-look at
disclosure, because that sort of finding suggests there
is a problem.

Q717 Ms Keeble: One of the things that has been
stressed by several witnesses is the fact that the eVort
to build up financial capability seems to target the
mainstream groups of people and it does not
necessarily target the financially excluded. How do
you intend to deal with that?
Mr Tiner: I said earlier, possibly before you came,
that, in all of the seven priorities which we have
established and now have clear plans to deliver, we
have asked the teams to think about how they can
include the financially excluded. There are specific
proposals therefore within each of these to help
reach those people. Vernon has mentioned some of
them; for example, in the work with further and
higher education. We have specific plans to reach
those not in education, employment or training, for
which the distribution system, as we see it, is not the
one you would use to reach those who are going oV
to university or to a college of further education.
There is therefore a lot of work going on in each of
the teams to help reach poorer people.

Q718 Ms Keeble: You had a lot to say about the
equity release schemes and people who are going for
that. Whilst, of course, there are some real
diYculties around equity release, I would completely
agree with that, would you call those people
necessarily the seriously financially excluded?
Mr Tiner: No, I mean, by and large, not. There is an
interesting debate about what is the definition of
financially included/excluded. I mean most people
who want to release equity in their house probably
have got a bank account, I mean not necessarily, but
they may well have, but nonetheless they may be
very vulnerable to aggressive tactics and they should



3379421006 Page Type [O] 10-11-06 21:29:00 Pag Table: COENEW PPSysB Unit: PAG6

Treasury Committee: Evidence Ev 119

16 May 2006 Mr John Tiner, Mr Clive Briault and Mr Vernon Everitt

be entitled to be protected by the regulatory system.
So I try and think of, in a way, financial exclusion
and vulnerability in a bit of wider context.

Q719 Ms Keeble: If we look at the seriously
financially excluded, or those who are excluded for
one reason or another from the mainstream of
financial services, would not some black minority
ethnic groups come right in the middle of that?
Mr Tiner: Yes, quite likely I think.

Q720 Ms Keeble: Looking at some of the products
which they might be particularly interested in, in
particular about remittances which are obviously
very important, I understand that the regulation of
the money transmission is split between three
diVerent agencies and there are steps to improve it
but it is not there yet. I wonder if you could say a bit
about that?
Mr Tiner: Yes. The money service providers are
essentially regulated by the HMRC (Her Majesty’s
Revenue and Customs) for the purposes of anti-
money laundering and we have helped, together with
the Department for International Development,
together with the HMRC, to try and help all bodies
understand what would be good money laundering
controls, because that is what the worry is for these
remittances, they are being used to launder proceeds
of crime and other inappropriate activities. I think
the worry is, as I understand it, that the banks are so
worried about whether those money service
providers are engaging in money laundering
activities, but they are reluctant to provide banking
services and so the international remittance service is
being withdrawn, in eVect, so it is more diYcult to
send money home and that is an area where there are
some discussions, but, again, it is rather outside of
our particular responsibilities to get the banks to
come to the table there.

Q721 Ms Keeble: Does that not also mean though
that people who might themselves not be on
particularly spectacular incomes and who are
sending money home are actually getting very poor
value for money out of the banking services for the
transactions they are making?
Mr Tiner: Yes, it may be, I am not sure and, again,
it is not an area that we look at. There is a new
directive coming up called the Payment Services
Directive which is going to bring these sorts of
organisations into fuller regulation and it is not yet
clear who is going to have that regulatory
responsibility whether it would be ourselves, the
OFT or the HMRC, but it is not currently an area
that we really feel we know a great deal about
because we do not have a regulatory responsibility.

Q722 Ms Keeble: Do you not think that there would
be some value, and there has certainly been some
thought on this, in having some sort of a financial
product which will enable people to transfer money
more easily because, you know, you talk about
money laundering, but I am sure lots of us see the
other side, which is people perfectly honestly trying
to send small amounts of money?

Mr Tiner: Yes. Well, I think that is the diYculty, I
am sure the vast majority are legitimately trying to
send a small amount of money back to their families
where they come from and that has always been the
issue with money laundering, how can you design a
regime that stops the flows of criminal money going
through but allows the vast majority to go about
their everyday business and I think the proportion of
measures we have taken elsewhere now will help
that, it will target where there is suspicion of money
laundering, allow other people to quite easily go
about their everyday aVairs. Maybe there needs to
be a more flexible regime, I think, in the area of
international remittances.

Q723 Ms Keeble: Do you not think there is a bit of
urgency about this in that if you are talking about
financial exclusion and you are talking about
communities feeling that the industry does not serve
them, and quite rightly so frankly, that it needs to be
resolved more quickly than you are indicating?
Mr Tiner: I do not know and, again, it is not
something which we would either feel we have a
responsibility for accelerating. I think it is the
Government, it is the Department for International
Development, together with the HMRC, to decide
what they need to do to meet your objective if it is
thought to be urgent.

Q724 Ms Keeble: So you think that those two
departments should take the lead, not yourselves,
although you are the regulators, are you not, for
financial services generally?
Mr Tiner: Yes, but we are not the regulators for
these money service providers.
Mr Briault: Just to clarify that point, we are the
regulator but only if that money service provider is
already regulated by us for another purpose, so we
are not the regulator of a vast majority of them,
particularly the smaller ones, but some of the major
ones we would regulate for anti-money laundering
procedures if they are already regulated by us as, for
example, a deposit taker.

Q725 Ms Keeble: The deposit banks, I understand,
are not taking the money transmission services
because of the concern about the regulation?
Mr Briault: Some of them do oVer money
transmission services.

Q726 Ms Keeble: But it says, according to our brief,
it says that increasingly they are not because of this
problem.
Mr Briault: I think, as John was saying, the problem
appears to be where banks are themselves providing
services to the smaller money service providers and
where some of those banks are becoming concerned
that they cannot reassure themselves—the banks—
that the money service providers have adequate anti-
money laundering systems in place and therefore
may be removing some of the services that they
provide to the smaller money service providers. I do
not think we see any large money service providers
exiting the market where they provide the service
direct to their own customers.
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Q727 Ms Keeble: If we can just turn to the Sharia
compliant products which is another issue which
again impacts on particular communities. There are
two particular areas I am interested in, one is about,
in particular, having appropriate regulatory regime
for the mortgages and, the second thing, I noted
earlier you said on your working group you had the
DFES. I have encountered Muslim students having
diYculties with student loans and I wondered if that
is a general issue or it just so happens that I happen
to have encountered these students and, if so,
whether there is thought being given to alternatives
for student finances?
Mr Briault: I have not come across the student loan
point myself, I do not think my colleagues have
either. Perhaps if you have got any further
information on that you might let us know.

Q728 Ms Keeble: Would you be able to ask through
the DFES, since they sit on your group, if they have
encountered it, because I have certainly encountered
it from some Muslim students in my own
constituency, which has not got the biggest Muslim
community, so I was quite surprised?
Mr Briault: We will pursue that with DFES and see
if we can discover what the issue is.32 On mortgages
the intention is to introduce a mortgage regime for
those Sharia compliant mortgages from April next
year, that is something which we and the Treasury
are currently consulting on, they are consulting in
terms of what the statutory position should be under
the regulatory activities order, we are consulting on
what the regulatory regime should be. As John was
saying earlier, in the context of Islamic banking and
financial products more generally, we are very keen
to introduce a regulatory regime which is very
permissive and allows these particular types of
transaction to take place, but that has always been
our intention, and what we are trying to do is
introduce something which, as far as possible, is
broadly similar to the existing regime for mortgages,
but takes account of the very particular features of
these Sharia compliant mortgage products, so that is
something which we are consulting on. I think from
our early indications and the pre-consultation we
have had with a number of interested groups from
that community, we think what we are doing is
something which will very much facilitate those
mortgages being taken up and being adequately
protected through our regime.

Q729 Ms Keeble: Thank you. Has the group done
any other study of the financial services accessed by,
in particular, black minority ethnic communities?
Mr Everitt: There is some specific sections of the
baseline survey which we have yet really to get under
the skin to really understand, but we certainly ask
specific questions in that area so that is an area that
we will be focussing on.

32 Ev 312

Q730 Ms Keeble: I would like to ask one question on
insurance. Have you looked at improving access to
insurance products, because that is not mentioned in
your brief and I was thinking in particular of the
household insurance?
Mr Tiner: Again we do not regard it as our role to
improve access as such because that is not part of our
statutory responsibilities. It is pretty clear that there
are many households around the country who do
have their buildings insured and do not have their
contents covered and there is a question about
whether that is to do with their lack of
understanding for the need for that or whether it is
because they feel that the premiums are too high and
they are better to be, in eVect, covering the risk
themselves, but again we do not go out and try and
promote the products of the financial services
industry that we regulate, we try and go out and
create an awareness amongst consumers for their
need for certain products.

Q731 Ms Keeble: Who do you think should be
dealing with that issue then? The reason I ask is in
Northampton 1500 homes got flooded in the floods
and most of those were in some very, very poor areas
and it was immediately obvious who had insurance
and who did not and some people were devastated
by it, everybody was devastated, some obviously
could not really recover from it. Who do you think
should take the lead in dealing with those types of
issues which are really serious ones for very poor
communities?
Mr Tiner: I think it needs to be, and it is, part of this
financial capability work that we have just been
talking about, because it is not just about savings
and not getting into too much credit, it is also about
protection, both protection of your assets and
protection of your life if you have got dependants
and there is, in a way, a surprising lack of awareness,
I think, about the need to take care, to protect things
that are important to you, and that is part of that, so
we have that built into our financial capability
strategy. Beyond that I am not sure where the
campaign can come from other than through the
usual channels of public education. The industry can
promote it, but some would worry that is a self
serving promotion. I think that people like the ABI
are very keen that people should realise their need
for insurance and know how to go about buying it
and shopping around to get a decent premium and
to look very carefully at the exclusions should they
then decide to take out some cover and that is an
area of particular focus for us since we have been
regulating the sale of insurance since the beginning
of last year, to make sure that exclusions in policies
are very clearly highlighted before people get
committed. So it may be that your flood was in a
particular flood area and there was a flood exclusion
that nobody perhaps had picked up at the time;
things like that need to be much clearer.

Q732 Chairman: Just to add to Sally’s point about
the international remittances. We have received
evidence from the Money Transmitters Association,
“Evidence gathered by the United Kingdom Money
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Transmitters Association suggests that as many as
75% of money transmitters have experienced
problems obtaining or retaining a bank account and
they further believe that as many as 25% of the
money transmitters’ organisations which have
registered with HMRC have not been able to trade
because of problems in obtaining banking facilities”.
They go on to say, “The big risk arising from all of
this is that if money transfer companies are
prevented from operating legally through lack of a
bank account, they will then exit the formal sector
but continue to trade in the black market”. Given
that you have an objective to reduce financial crime
does closing down the bank account of small money
transfer organisations increase the risk of money
transmissions activity migrating to illicit channels?
Mr Tiner: I think it probably does and I think that
there is a risk that those people go underground and
are not subject to any scrutiny at all.

Q733 Chairman: What can we do about it?
Mr Tiner: I think that it is worth asking the banks
what is causing them to really withdraw from this
area. I think probably Clive is right, I think they are
concerned about the money laundering controls that
might be within the money transmission providers,
but we do not want those sorts of money transfer
vehicles to fall outside the system, because it would
open up an avenue for people who want to hide the
proceeds of crime to do so and to get them oVshore.

Q734 Ms Keeble: Is there not a completely diVerent
way of looking at this because, as I understand it,
more money goes remittances and this huge amount
of money that goes perfectly legitimately and it has
got nothing to do with money laundering or crime,
it has got to do with people supporting their own
communities in a perfectly proper way and is that
not a good way, if people are starting to access
financial services, to provide some incentives and is
that not absolutely mainstream financial services
business?
Mr Tiner: I think so, I think it clearly is. I think the
worry that we will have and, I think, HMRC and the
banks will have, is that the people who want to
perpetrate money laundering are very clever at
spotting the weakest part of the system and so if they
observe in that area that there is a level of control
and scrutiny which is much less in an area then that
is where they will target and, again, it comes back to
having some sort of sensible balanced risk based
system where you allow all of the people that you are
talking about to carry out their business, but there is
some sort of sensible system that tries to capture
those that are pretty obviously dealing with the
proceeds of crime and I think there is work to do
there and I think that between the HMRC, the FSA
and DFID we could take that forward.33

Chairman: I think so and we are all agreed on the
merits.

33 Ev 313

Q735 Jim Cousins: In your discussions that you have
about financial capacity with the Government, is
there any discussion about how you address such
issues as a low paid worker entering work for the first
time should they opt out of the state second pension
or not, where do they go to for advice about that, or
a young person that has been written to because they
have got part credits under national insurance and
they get a letter that arrives out of the blue, “If you
pay us another £700 you will get another three years’
national insurance credits and we are giving you
until 2009 to decide whether you want to do this”?
These are the sort of situations that mystify and
completely confuse very large numbers of people
and they are perfectly normal, they are not exotic
situations, they are perfectly normal everyday
situations. Do you ever discuss with the
Government where do people go to check out what
they should do in these situations?
Mr Tiner: This has not been part of the work that we
have been doing so far. I completely agree these are
normal situations and they are confusing, they have
not come forward. In terms of the national insurance
point that you make, in particular we have had some
discussions and thoughts about how people get
advice on whether to opt out of the second state
pension or not and that is very diYcult because there
are so few people providing advice on what to do
and it is an area that we have been worried about
because where do consumers go to get advice, who is
prepared to give that advice, because you do not
know today whether that advice is going to be valid
or not because it is subject to changes in government
policy as well as changes in markets. I think this is
extremely diYcult, I do not have an answer for you
right now. I must say it is a big problem, particularly
the second state pension question, not just for people
who are new into the work place, but people who
have to make the election every year as to how they
can get some help to make the right decision. I do not
know, Clive, you have been doing some work on
this.
Mr Briault: I think one thing I might add is your
particular point on the national pension scheme, if
and when that is introduced, which is that DWP are
already thinking about what is the sort of
information that you would need to make available
to employees so that they could exercise whatever
choices they have under that scheme. We are also
thinking about that very hard as well and the extent
to which you can set out the position reasonably
simply and clearly, preferably through a leaflet
which is available through the workplace for
precisely the sorts of individuals you are talking
about where the decision as to whether to opt out of
such a scheme may be a very real and pressing
decision.

Q736 Jim Cousins: You talked earlier about generic
financial advice, but there is no brand, there is no
supply chain, there is no standard of performance
for delivering it, it is very unclear where it is
provided. I mean surely those are issues that you
ought to be looking at? I entirely agree that you are
not the agency that should provide it.
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Mr Tiner: I think that is right. I mean there are some
brands in some areas, like money advice and the
credit area, but there is not a supply chain, there is
not a brand, trusted brand, to deal with all forms of
other everyday financial advice like the two cases
you have mentioned and I think that the work that
we are doing in the financial capabilities strategy,
together with the work that Clive Cowdery’s
Resolution Trust is doing, needs to establish
whether that can be made to work, either on a
commercially funded basis or on a government
funded basis or monies diverted from the voluntary
sector from current activities to things like that
because I think they are very important, but there is
work going on and I think, if I am honest, I would
say that the progress has been slower than it should
have been over the last year or two on that area and
I think we need to address the pace of that.

Q737 Jim Cousins: I do understand a lot of these
schemes that you have been referring to this morning
may very well be very worthwhile schemes in their
own right, but one is left with the feeling there is a
whole mass of diVerent projects, initiatives, going on
all around the place to target diVerent groups of
people and yet no one is really assessing this and
drawing conclusions about what general provision
needs to be made or how it would be financed or
who by?
Mr Tiner: I think that there are a lot of initiatives,
that is inevitable, because it is the only way to reach
the people that you are targeting. I think that there
is a plan that we have which identifies the funding
that is needed over the next five years. We have
people who are quite clearly responsible for
overseeing and driving forward these projects and
we have, I think, a target of things like 10 million
people broken down by the diVerent projects over
the five year period. I think that the area that is
weakest in all of this is the area of generic advice and
that is the area that I think needs to get some urgent
treatment, it needs a real injection of eVort and
work. It is not clear to me still how that provision of
generic advice can be provided, because to have
somebody talking to somebody of the kind you
described, new into the work place with the sorts of
issues that you mentioned, that person themselves
needs to be well trained and needs to understand the
issues, be able to provide trusted advice safely and so
creating the supply chain is not an overnight job, but
it needs to be considered very seriously in a way that
has not been, frankly, in the past.

Q738 Jim Cousins: When do you propose to assess
the situation and formulate some proposals, I mean
we know you are looking at this area?
Mr Everitt: What we have asked the Treasury to do
is to take a step back and consider all of the various
funding that goes on at the moment that goes into
debt advice and other crisis type advice and to map
who spends what, where and for what objective and
I hope that that will be done over the course of the
summer so that we can get a clear map of where we
currently are and we can set that beside the work
that we describe that Clive Cowdery has been doing,

crystallisation of that and put that together, and see
what that tells us, so we would hope that we would
be able to push this on significantly over the course
of the next six months.

Q739 Jim Cousins: Will that draw some conclusions,
because that mapping exercise is presumably about
money the Government is spending now?
Mr Everitt: It is partly about money that they are
spending now, but it is also partly about money that
may be available through things like the unclaimed
assets side of things where that is still at a profoundly
early stage. I mean we have been in touch with them
already about the potential use of those sorts of
monies to help in this area, so that piece of the jigsaw
also needs to be set beside, so it is not just an
aggregate account of money already being spent, it
is also taking a look at what might be spent through,
for example, that mechanism.

Q740 Jim Cousins: Do you have any early indication
of what scale of government money here we are
talking about through the treasury is already being
spent on these various initiatives?
Mr Everitt: We do not have a full account, no. What
we do know, for example, is we have the 120 million
Financial Inclusion Fund, for example, which is
going partly towards funding Citizens’ Advice and
advice through their network. 20 million of that
money is going towards increasing awareness
amongst excluded groups of the benefits of financial
products, like basic bank accounts and like access to
insurance. In that area in particular I think there is
an absolute opportunity for us to join up with the
Financial Inclusion Task Force so that we join it up
with the financial capability programme that we
have, so we do not have a full map at the moment,
no, but that is what we are aiming for.

Q741 Jim Cousins: What concerns me a little bit
about this whole approach is that there is this sort of
language of gone oV sociology speak about inclusion
and exclusion as if we were talking about some kind
of aboriginal people that we have suddenly
discovered in the population, whereas the instances
I gave to you, should you or should you not opt out
of the second state pension, that is a perfectly normal
thing, millions of people, probably tens of thousands
of people have already today made that decision on
the basis of no advice whatsoever, without hardly
knowing what the state second pension is or what
opting out of it means. I mean we are not talking
about some exotic minority group, we are talking
about a normal everyday activity that millions of
people on average incomes or less are taking, that is
what concerns me.
Mr Tiner: I accept that and I think that we are not
in the position to build a network of generic advice,
I think you would accept that, I think that what we
want to see though is that vacuum addressed and I
think myself that between the government, the
industry and the voluntary sector and the FSA it has
got to be addressed and I fully agree with you it is
everyday stuV and it is important stuV and these are
decisions that people are making as we speak and
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what we cannot do is to force the firms who regulate
to provide advice into that sector because that is not
part of our mandate as I mentioned earlier, so
therefore there is a gap in the market, it is a social
need in the market and I think that there needs to be,
as I have said, more meaningful and rapid initiatives
to fill that gap and we are committed to working with
others but we cannot do that on our own.

Q742 Peter Viggers: I am following very carefully
the questioning of my colleague, Jim Cousins. It is
actually worse than it has appeared in the last five
minutes or so, because almost all advice is geared to
financial institutions giving advice which takes time
and time costs money and they can charge a fee
because they are going to sell a product at the end of
the advice session and it all hangs together, everyone
is happy, because the financial institution gets
reimbursed for the advice for the services provided.
Most really basic advice, much really basic advice to
individuals, will be to rationalise their borrowing by
reducing their use of credit cards and by having a
balanced portfolio, none of which will result in the
financial institution getting a fee, so nobody is
standing to gain from this apart from the individual
who has been relieved of the burden.
Mr Tiner: And it is for that reason that identifying
either the commercial case which, on the basis of
your assessment of that, will suggest there is not one
because there is no revenue going into the financial
services industry, or creating a social policy case for
dealing with that at the government level is what
needs to be done and it needs to be looked at, not on
the basis that it is going to result in a sale, but it is
going to result in the consumer doing something
more sensible with their money or reducing their
debt or making the right choice about opting in or
out of the second state pension, but I think that is a
public policy issue that is very urgent and one that
we would encourage and are encouraging others to
look at very seriously, but we do need to understand
where we are at the moment. There is a lot of stuV
that does go on but, as you say, it is not co-ordinated
and it is a bit all over the place and I think we need
to pull that together and work out how we can quite
rapidly, not we the FSA, but those that are interested
in this area, can get together and deliver some value
to those people, but the funding question is the big
issue, it has always been the big issue with generic
advice, it is who is going to pay, it is very diYcult.
Clive may come up with a case for the industry doing
it and it might be a good business proposition, I hope
he does, but I think the Government are going to
have a responsibility here as well.

Q743 Jim Cousins: Just continuing with the example
of insurance that was given by my colleague here, a
lot of people who do not have contents insurance are
busily signing up to payment protection insurance
when they buy products. That is clearly a substantial
waste of money and could result in all sorts of abuse.
Of course that is execution only, it is not a regulated
sale if you sign up to payment protection insurance
when you buy a very expensive telly. Are you
attempting to address that in any way?

Mr Tiner: It is a regulated sale actually, since the
beginning of last year it is a regulated sale, but it is a
regulated sale without advice and I do not think
everybody has understood that actually, so if you
have bought a bad product then you still have
recourse through the regulatory system to have that
put right, so you have recourse to the ombudsman,
you have recourse to the company to make a formal
complaint under our rules. So the sale itself is
regulated but, as you say, it is very often then sold
without advice and we have been concerned about
sales practices for a number of reasons, one, the
exclusions are not always very clear and not always
very clearly spelt out, particularly these things that
are sold on the telephone, which they quite often are,
together with the accompanying credit that goes
with buying a white good or whatever. We have
come across instances of people who are either over
65 or unemployed who have taken out payment
protection insurance which they will never be able to
claim on, it is just a waste of money, and we are also
concerned that very often the pricing of the premium
is bundled with the price of the credit, so it is not
transparent to you how much you are paying for
that insurance premium and whether it is worth
what you are paying, the risk protection is worth
what you are paying, and so we have been doing a
lot of work which Clive might talk about in terms of
raising the standards here. Again, this was our first
priority when we took on the regulation of the
insurance sales at the beginning of last year, was to
look at payment protection insurance and see the
standards being raised and we are also working with
the OFT on whether there should be an unbundling
of the insurance premium from the cost of the
underlying credit. I think that the final point which
is troubling us is that a lot of the premiums are paid
in one lump sum at the outset and if the loan is then
repaid early there is no refund of the premium and
so the eVective cost is just huge and unreasonable.
There are a number of areas here, again it is a
product which is very suitable for many people who
want to protect themselves against losing their job
and having all their assets seized because they cannot
get their credit, it is a perfectly legitimate and
justifiable and good market, but we are concerned
about the standards of sales.

Q744 Jim Cousins: When are you and the OFT going
to bring forward proposals in this area, for example,
to unbundle the costs?
Mr Briault: There are three things going on there.
One is that the OFT is undertaking a market study
at the moment which I think is due to complete
towards the end of this year after which they will
decide whether there are remedies which they, the
OFT, wish to suggest or whether there are things
which they want to refer on to the competition
commission. I cannot speak for the OFT as to what
their market study is likely to result in, that is
obviously up to them. We are looking at whether or
not we should be changing any of our rules and
requirements as a result of what we have learnt
through the first stage of our payment protection
insurance work and we are currently embarking on
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the second stage of that work which is to do another
random visit to see whether or not standards have
improved since our last set of visits last summer
which we then publicised very widely last
November. And the third thing is that we are
chairing, in eVect, a group of trade associations
representing the various people involved in this, the
insurance companies, the brokers, the lenders, to
encourage them to focus on the way in which really,
through the industry, they could improve practices,
whether or not there are things they could do by way
of codes of practice to improve standards as well, so
there are those three things going on simultaneously.
I think that is already beginning to have an impact
from the publicity we gave to our earlier work in
terms of people saying to themselves, “Look, FSA is
really serious about this, we need to improve
standards here, let’s get on with it”, but we will only
know that once we have done the second phase of
work to look at those standards in more detail.

Q745 Jim Cousins: In terms of transparency, again
going back to a question that was asked earlier
about contents insurance, of course there is a post
code premium system, you pay more if you are in an
allegedly high risk area, so that all my constituents
who have an NE3 post code are all paying less,
knock for knock, pound for pound, than all my
constituents who have an NE4 post code. Do you
not think that that should be made much more
transparent and the justification of this should be
tested and scrutinised and brought up to date,
because the eVect of course is that the areas which
generically have lower income are all paying higher
costs than the areas of higher income which is
perverse in terms of the issues we have been
discussing here this morning?
Mr Tiner: In terms of those issues it is perverse. I
think where it is not perverse is that we are always
encouraging the insurance industry to price their
products on the basis of the risks that they are taking
on, so from a prudential point of view we want to see
the pricing of their products matched against the risk
that they think they are taking on their books,
matched against the capital they hold to cover that
risk and the insurance industry, by and large, has
decided to use post codes for contents insurance, for
car insurance, I think, as well and to use that as a
method of discriminating diVerent types of risk and
the whole of the insurance industry is made up of
discrimination. There was recently a proposed
directive out of Europe that would disallow
discrimination on the basis of gender and that would
have been a real problem for the insurance industry
because the pricing of annuities which is lower for
women than it is for men, because women live
longer, the pricing of car insurance where women are
safer drivers than men, would have to be adjusted
and so the insurance companies would have to price
on the basis, not of risk, but on the basis of some
other arbitrary method in a way. Our responsibility
here is to make sure that the insurance industry are
matching risk and pricing and they have, by and
large, chosen to do it this way. There are some firms
who are making a market out of possible market

imperfections from doing that, so a number of firms
have emerged who will target particular sectors and
can undercut the big insurance companies who are
pricing into those sectors whether they be old
people, young drivers and so on, because the big
companies risk models may be taking too much of a
severe view of risk and therefore over pricing it and
there is competition that comes in to get underneath
that. I think our feeling is that competition needs to
resolve any issue that may emerge in unfair
discrimination or unsupported discrimination
rather than in any regulatory intervention.

Q746 Jim Cousins: But how can competition resolve
these issues of post code discrimination when the
loadings, the extra charges, for the post code are not
transparent and cannot be known or challenged by
the consumers? If they were transparent then
consumers of insurance products who lived in
various parts of NE4 would be able to organise
together and approach their insurance companies
and say, “Look, this isn’t right, it isn’t fair, you
haven’t assessed the risks properly”, but while they
are completely unaware that they are being charged
more because they lived in NE4 you cannot get that
kind of market reaction because it is not
transparent?
Mr Tiner: I agree it is not transparent on a pure post
code, but you do not know what the rate is for your
post code kind of thing, I accept that. I guess the
transparency of risk pricing by the insurance
industry is by and large not transparent actually
across the board. You cannot price the components
of risk yourself to say, “Well that is a fair deal”. All
you can do is actually shop around to see where you
can get a better deal and actually by shopping
around in the insurance industry you can very often
get a much better deal, but it is very diYcult and
particularly, going back to the financial capability
issues, the consumer is not always able to ask all
these questions because they do not understand
what goes into the pricing of a product and it is a
problem. Competition to me is the answer rather
than trying to rely on the consumer to unpick the
basis on which the cover has been set.
Jim Cousins: The consumer, unless they have the
pricing information to test, may not even look for
the competition. You see I think a lot of my
constituents that live in NE4 that you might consider
not to be very financially capable at all, if they were
sent a letter saying, “We are charging you more for
your insurance for your house and your contents
and your car and your motor bike because you live in
NE42”, my goodness I think they would sharp learn,
their financial capability would advance by leaps
and bounds, because once it was made known to
them how this risk pricing was working, they would
look into it, they would find out, they would
challenge it?
Chairman: I think it is worth a letter from you to all
your residents in NE4, Jim. I think it is something we
will come back to because Jim’s point about over-
the-counter sales being regulated but no advice, I do
not think many people will know about that. I went
for a product just a couple of weeks ago and I think
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the insurance on a three year protection was about a
third of the price of the product itself and I thought
this is not a good deal at all so I never took it, but it
is an automatic response from the sales assistant
saying, “We will give you insurance on it”, I think it
is something that is worthy of further consideration.

Q747 Mr Love: That is where the retailers make
their profit.
Mr Tiner: It is the incentives that are created.

Q748 Chairman: We will look at that from a
transparent point of view. And also the PPI, can you
keep us informed of what is happening?
Mr Tiner: Absolutely.

Q749 Chairman: You know our Committee has been
looking at that and I had a loan from my bank about
five or six months ago and I got 12 separate letters
from them subsequently saying it was really
important for me to take out PPI, so they are really
chasing me on it. I thought there has got to be
something better in it for the bank than in it for me
when I get 12 letters, but there you are. However, we
will come back to those issues. I just want to have a
few questions to wind up. First of all, the ABI told us
that it was disappointed that the FSA’s basic advice
regime is aimed specifically for the sale of
stakeholder products has retained many of the high
cost features of the current full advice regime and
that in their opinion the original vision of simple
reliable products sold cheaply within a light touch
regulatory regime has been lost. Would you agree?
Mr Tiner: No, I think that—

Q750 Chairman: I did not think you would, but tell
us why?
Mr Tiner: I think that, as I said earlier, the full
advice, fact find and advice process that takes two
and a half hours is now down to 22 minutes, that is
quite a significant shift to me.

Q751 Chairman: What is your current position on
Rule RU64?
Mr Tiner: It is being discussed by our board in the
next couple of weeks, so if I may write to you on
that?34

Q752 Chairman: That is good. Lastly, John
Howard, who is the Chairman of the Financial
Services Consumer Panel, has said that if the
industry cannot justify selling personal pensions at a
higher price and is allowed to avoid the obligation of
telling consumers about cheaper stakeholder
products, this will be tantamount to misselling on a
significant scale, so the industry and the regulator
should brace themselves for widespread claim for
misselling in the future unless this rule is retained.
What is your response?
Mr Tiner: We feel that (a) the rule was put in at a
time when stakeholders were introduced to stop a
particular activity at that time. That has now moved
on and our view is that there is, and Clive can list

34 Ev 311

them out for you, a whole list of what we call risk
mitigations that we will do to prevent that kind of
systemic misselling happening. We absolutely do not
want that to happen and we think that through all
these other risk mitigations it will not happen
otherwise we would not be inclined to remove RU64
which, as I say, we have not yet done because the
board needs to take a decision in the next couple of
weeks on that. If we do remove it there will be a
whole load of things we will do to prevent that kind
of misselling that John Howard is concerned about
and we have spoken to John and the Consumer
Panel extensively about this. I do not know whether
you want to just mention what they are, Clive, in
closing?
Mr Briault: I would just add that they fall into two
main categories. One is what is in place in the
regulatory regime even when you remove the specific
rule which is issues such as the suitability and
requirements of treating customers fairly in principle
and all of those higher level requirements. The other
side of it which we think is very important is that we
will need to monitor really quite closely what is
going on in this market if the rule was removed and
that will be a combination of looking quite closely at
what is being sold and we might also undertake some
mystery shopping, for example, around that to see
what practice generally is in the market place, so if
we removed the rule, and as John says that is not a
decision that has been taken yet, only our board can
make or remove rules, then we would look very
closely at what happens in the market place
thereafter.

Q753 Chairman: Good, we will look forward to that
correspondence. The last question: the Pension
Commission report found that the incentives to save
in a pension for people on slightly below the average
income are in their opinion hardly compelling, even
with a 1.5% cap on annual management charges. If
this is true, how will allowing the industry to sell
those people higher cost products help to solve the
problem of inadequate pension provision?
Mr Briault: I think the main initiative for helping
those people receive an adequate pension provision
is going to be through a national pension scheme.

Q754 Chairman: But low cost?
Mr Briault: In terms of low cost, in terms of auto
enrolment, albeit with an opt out provision, because
that will remove the need to sell these products to
individuals in a way in which, as we were discussing
earlier, these products need to be sold rather than
being willingly bought, so we think that the solution
for a low cost and generally suitable pension regime
will be through the national pension scheme which
is intended to reach, whatever it is, nearly 12 million
employees who are currently not members of an
occupational pension scheme.

Q755 Chairman: And Turner’s figure of 0.3%
charge, do you think that could be achievable?
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Mr Tiner: I do not know. I think that—

Q756 Chairman: It is in the interests of people that
that charge is as low as possible?
Mr Tiner: Yes, it is, it is important that the market
forces are able to drive it as low as possible.

Q757 Chairman: That we find, maybe for the first
time ever, is that market forces are working and it is
taking prices down rather than up because that is
what has been happening—
Mr Tiner: That would be a very welcome change.
Chairman: Good, because we have a report coming
out from the NPSS in the next couple of weeks and
it will be very helpful. Can I thank my colleagues first
of all for staying the course this morning and,
secondly, yourselves, for a very interesting session
and it has been very, very helpful to us in our inquiry.
Thank you very much.
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Q758 Chairman: Good morning everyone and
welcome to our inquiry on financial inclusion. Can I
say, first of all, we are a bit light on Members because
the Finance Bill at the moment is sitting in Standing
Committee and a number of our Members are on
that Committee. Could I ask you to introduce
yourself for the Shorthand Writer, please, starting
with Mr John?
Mr John: I am Dyfrig John, Chief Executive of
HSBC Bank plc.
Mr HoVman: Gary HoVman from Barclays.
Sir Fred Goodwin: Fred Goodwin from the Royal
Bank of Scotland.
Mr Crosby: James Crosby, Chief Executive of
HBOS.
Mr Fairey: Mike Fairey, Deputy Group Chief
Executive, Lloyds TSB.

Q759 Chairman: Gary, if you would like to
comment?
Mr HoVman: Unfortunately, John Varley, who is
our Chief Executive has an overseas commitment
that he could not get out of that was booked a long
time ago. I am on the board of Barclays and I am
here to represent Barclays and I speak with the
authority of Barclays.
Mr Fairey: Likewise, Chairman, apologies on behalf
of Eric Daniels for not being with us. He was
originally on an overseas trip and then had to cancel
that at short notice to attend the funeral of a dear
colleague. He apologises for not being with us today.
Likewise, I am on the board and have the full
authority of Eric Daniels and the board.

Q760 Chairman: We have already been notified of
that quite a long time ago; we like Chief Executives
here but we are happy to accept that issue. Could I,
first of all, thank, particularly, Sir Fred and Gary for
the work on cash machines which has been going on
over the past few weeks, and the working party
which we have established under my chairmanship;
you have been very helpful and the work of this
Committee, one intends, will be to come back on
that, hopefully, to have a resolution to the situation
by the end of the year. I am very grateful for the
work that you have put in and the contribution that
you have made on that. Can I just start with this
question: the Government and the banks have
agreed to work towards a goal to halve the number
of adults and households with no account of any

kind and to have made significant progress in that
direction within two years. How would you assess
the progress you have made so far? Not everyone
needs to answer that point. Has anyone any
particular views on it?
Sir Fred Goodwin: I think there has been quite good
progress made, and the number is coming down; it is
quite a bit lower than it was at the start but I think
there remain a number of barriers or issues to
helping people get these accounts and getting people
to know that they want these accounts. I think, in
some instances, individuals do not necessarily
appreciate that these accounts are available, so there
are a few things still to do. Looking at the raw
numbers, considerable progress has been made in
getting more customers into these accounts.

Q761 Chairman: What is your bank’s strategy for
ensuring that you make a fair contribution towards
meeting this goal?
Mr HoVman: Recognising, of course, that no one
institution can do the whole thing, we realise we have
got an important role to play in it. We have had a
financial inclusion team for about five years and
established a financial inclusion fund two years ago.
We have got about 400,000 basic bank accounts or
cash card accounts, as we call them, and of course
there has been significant progress on the POCA as
well. So taking what we have all done together with
the POCA we think there has been substantial
progress. It is important from our perspective that
our basic bank account is seen as an integral part of
our suite of current accounts. We do not deal with
that oV the side of a desk, we do not regard it as a
second-class citizen in terms of our current account
suite; it is an entry level product and we give the same
service over counters, over ATMs and through the
arrangements we have with the Post OYce to our
cash card customers, and that is an important point,
I think. On the other hand, we recognise we cannot
do everything. We have done a lot on the supply side.
We recognise that, for example, in terms of small
loans, it is not in our commercial interest to do high
volume small loans, but we have recognised that for
some time and got some arrangements with credit
unions in terms of funding them to make sure that
they can reach some of these disadvantaged
communities.
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Q762 Chairman: Are you all confident that all levels
of your organisation have signed up to deliver the
shared target, bearing in mind the Banking Code
Standards Board mystery shopping results?
Sir Fred Goodwin: I think we were quite happy with
our results from that survey.

Q763 Chairman: What did the Banking Code
Standards Board find for each of you then, in terms
of overall rating? For example, Lloyds, Mike?
Mr Fairey: I think we have shared with you,
Chairman, our rating this time around, which was
amber—previously green but amber on this
occasion.

Q764 Chairman: Which means there is quite a bit to
do yet.
Mr Fairey: There were three particular areas
identified and, obviously, we have worked with the
Standards Board to identify actions for
improvement and those actions are being put in
place.

Q765 Chairman: What were the weaknesses then?
Mr Fairey: They were principally threefold, as I have
mentioned. One was about our staV putting
customers into the right account. The second was a
process issue where we had a rather cumbersome
process for a small number of our accounts which we
have improved. The third was, basically, ensuring
that our staV were able to provide customers with
the right advice and put them in the right account.
So actions have been taken to improve, and our
numbers, likewise, I think, demonstrate that we are
opening proportional accounts; we estimate that we
have around 17% of new accounts opened.

Q766 Chairman: Looking at the Banking Code
Standards Board’s survey, the information they
have provided indicates that of the 16 banks that
took part in the survey the four banks’ basic bank
account literature was not displayed in over 90% of
branches. One bank only recognised the need for a
basic bank account in 37% of cases (in fact, there was
a regression from the previous year), in three banks
over 30% of customers were actively dissuaded from
opening a basic bank account and in three banks
over 45% of basic bank account customers were
required to send additional ID documentation away
to a processing centre. So there does seem a bit of a
need for improvement. Gary, your rating?
Mr HoVman: Our rating was amber, too, alongside
Lloyds. In the mystery shopping that was done last
year there were some things found, particularly in
our branches, that we needed to improve. They were
in four specific areas: availability of literature in
every branch alongside the rest of our current
account suite (it was found there was not always the
case—we have put that right); the second thing was
about ID and verification, to make sure that cash
card customers could be ID’d and verified in
branches rather than having to send some stuV oV
centrally, and we have made that process change a
few months ago. The third was about education and
training for our people, and we have reinforced the

education and training for all of our people for all
levels of the organisation, and the fourth was about
credit reference searches, where there was a danger
that we were leaving a mark on the credit record of
some customers, and we have made a change so that
we do not do that any more. Of course, it is
important that when customers open any account,
including this account, we make sure that the
customer is who they say they are, so we have to
make a check with the credit reference agency just to
identify them and verify them, but we do not do a
credit search.

Q767 Chairman: The other three were green, but are
there any particular points you want to make?
Mr John: I think there is one point around the
brochure that I would like to make, and that is
availability of the brochure. We deal with basic bank
customers in exactly the same way that we do anyone
else coming into the banking hall, and we have a
generic leaflet that does not say a particular bank
account, but within it has a suite of bank accounts.
Therefore, I think, sometimes, when they ask: “Do
you have a basic bank account leaflet?” yes, we do
have it but I think the first conversation is to
establish what are the needs of that customer. So
that can be quite confusing. Also, I think ID and V,
we now do all that verification within the branch
itself. One other point that has not come up is
timescales for opening the account and then the card
and the PIN number. Again, this is very much in line
with all the other accounts that we open. I will not
repeat the credit search point but it is in the same
way.

Q768 Chairman: I have received a letter from Ian
Mullen sent to Seymour Fortescue looking at ID
verification, at account opening timescales, credit
searches, et cetera, so I know discussions are going
on in that particular area. Sir Fred?
Sir Fred Goodwin: We were green and there were no
remedial actions arising from the Board’s findings
but I would recognise the issues that have already
been mentioned. There are some issues that we
continue to work with. Availability of literature is
one—making sure it is always there.
Mr Crosby: We were green but I think we were
reminded of the need to have brochures available
everywhere and visible, to some extent. Dyfrig’s
point is relevant to us as well. There were also
questions on occasion about the detailed knowledge
of our colleagues in the front end about the specific
products. That is always a good thing to pick up on.

Q769 Chairman: So that, perhaps, for all
organisations to be signed up is still an issue?
Mr Crosby: I would not necessarily say that. I think
we do a lot of mystery shopping ourselves; it is a
valuable tool for finding out whether what we think
should be happening at the front end is actually
happening. The key thing is not that you find things
that need fixing but that you actually do something
about it.
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Q770 Chairman: That information remains
confidential at the moment. It just seems to me that
this may be an issue on which the industry could be
shooting themselves in the foot, because there are
people making good progress and there are others
maybe not making good progress. What is the
problem with having a public declaration of it? Sir
Fred, would you like to see that?
Sir Fred Goodwin: We are quite happy to do that. We
have indicated that to you and to the Banking Code
Standards Board.
Mr Fairey: We have some concerns because I think
it is important to put the information in context. So,
in our case, if we are quoted as being amber I think it
is important to put in context that, notwithstanding
being amber, we have opened our proportional
share of accounts.

Q771 Chairman: If the information is made public
and you get an opportunity to put that in context
you would be quite happy?
Mr Fairey: I think probably we would, but I would
certainly want to consider it because I think just the
provision of isolated information can be as
misleading as it is informing.
Mr Crosby: We are happy to go along with the
industry-wide position on such a matter. We will
certainly look at it. The only thing I would say is that
there are a myriad of these types of processes going
on, a lot of them are internal and we would not be
publishing all of them, but if this was felt to be
something of such public importance—

Q772 Chairman: That is the reason we have invited
you along as chief executives, because if we have a
trade body we do not get any movement. Since it is
yourselves here, you can say: “Right, let’s go with
it”, so that you five can go back and say: “Look, let’s
get moving on this.” I have written to every chief
executive and have had a range of comments. My
main conclusion is we are not making any progress,
so I would like to make progress this morning and I
would like positive comments from you on that.
Mr Crosby: I do not think there is a specific reason
for not disclosing them.
Mr HoVman: On this specific, because of its import,
I am happy, as I have talked about with Barclays this
morning.
Mr John: I would go along with the industry,
whatever the industry—

Q773 Chairman: I did not quite understand that.
Mr John: Can I put it this way: I do not think one
bank should publish; if you are going to publish—

Q774 Chairman: The fact is, if I can get from all of
you this morning, the five main banks, that you are
happy for that to be made public then that gives a
boost to the Banking Code Standards and others to
ensure that there is public disclosure. You are happy
with that?

Mr John: Yes.
Chairman: So everybody is happy. Good.

Q775 Peter Viggers: If this were a shareholders’
meeting how would you justify opening basic bank
accounts? Is it profitable?
Sir Fred Goodwin: In common with a number of our
products it is not immediately profitable, but there is
a basic principle at stake in this, which is about
inclusiveness and about the universal oVering
through the branches. We do that on the basis that
no one, in our view, benefits from there being
financial exclusion; if we can bring more people into
the system then there will, we believe, be more
business in due course. No one benefits from people
being outside the system, and so in common with
many of our products—for instance, our student
accounts are not profitable—we do it in the belief
that they will become profitable customers later on,
and by helping people to become financially
included there is more business there and that would
be profitable business for us.

Q776 Peter Viggers: You say “it will be profitable
business”. On an objective, hard-headed business
assessment, is it profitable to operate basic bank
accounts?
Sir Fred Goodwin: Not per se, but we view basic bank
accounts as a stepping stone to other products, to
help people to become included and, therefore, to get
better control of their finances and their lives and
become customers with whom we can do profitable
business.

Q777 Peter Viggers: So, on an objective, hard-
headed assessment, it is going to be profitable in the
longer term and, therefore, you are prepared to
subsidise it now, or are you really doing a social
service because you are being nagged by people
like us?
Sir Fred Goodwin: I think we would certainly see a
social service element to this, so that would partly
come under corporate responsibility. But at the core
of this, from our perspective, this is part of the
overall model of universal availability. By getting
people into the financial system they will migrate on
to other accounts. I do not imagine, in years to come,
unless there is some dramatic change in the style of
the basic bank account, that basic bank accounts
would become profitable for us, but it is by
migrating customers from there through that we
believe that we will benefit.

Q778 Peter Viggers: There seems to be coming
through quite a strong strand of public
accountability and social conscience rather than
profit.
Sir Fred Goodwin: I think they work hand-in-hand.
Mr Crosby: I would say that in all my years in the job
no single shareholder has ever challenged me on our
commitment to social banking. We have been in the
market for 20 years and we have roughly 50% of the
market, and they understand that to the extent that
it adds value directly through the P&L line it is over
time. Equally, they accept, I think, that banks
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occupy a privileged position within society for
financial markets in general, and have certain
responsibilities. So I think there is a balance. Having
said that, it is also true when you have had those
accounts on the books for decent periods, years not
months, you learn how to help those customers on
to the next rung. It is a starting point. Of itself the
basic bank account is not going to do the trick; it is
going to reduce the number of unbanked but it is not
going to bring people fully into financial services.
The next stage is very important as well, and that of
course is ultimately more profitable for us.

Q779 Peter Viggers: Do any of you monitor and cost
basic bank accounts, and cost and assess the number
of people who migrate from basic bank accounts to
full banking services?
Mr John: We monitor the number of accounts that
migrate from basic bank accounts, yes. Over the
period that we have been doing this 65,000 have
migrated to other accounts, predominantly to the
use of a cheque book. They need the use of a cheque
book and a debit card.

Q780 Peter Viggers: Mr HoVman, I think you said
that you have a specific department dealing with
financial exclusion. Do you cost that as a centre of
cost?
Mr HoVman: Of course I know how much various
bits of the organisation cost, but, like the other
gentlemen, we regard basic bank accounts as both
commercial and a bit of a social obligation. We do
expect it to be a step on the ladder and we see some
migration—about 30% of our cash card accounts
now have a savings part attached—but we see it as a
bit of both.

Q781 Peter Viggers: Mr Crosby, you note that basic
bank account sales declined during 2005. You said
you were not happy about this and were taking steps
to increase sales. What steps did you take?
Mr Crosby: To give them sharper focus and make
clear to the front line that they were a bigger priority
than they had obviously been seen in 2005. We made
some changes in 2005 which, frankly, had the wrong
result and we set ourselves, for the second half of last
year, the objective of doing twice as well in 2006, and
we are on track to do that. I think we see, first of all,
getting 2006 to the level of share which approximates
to our share of current accounts, which is a start, but
secondly, as a starting point for doing better in 2007
and beyond. 2005 was well short of where we wanted
to be.

Q782 Peter Viggers: Can I ask your competitors
whether they also have targets?
Mr John: We do not have a specific target but I
would not wish to see our market share in basic bank
accounts drop below our present share, which is
above our natural footprint—about 23% versus our
natural footprint of around 15%. Indeed, like others
have commented, we have taken some specific
competitive points like the £10 buVer zone that we
give to BBA customers, so if they do happen to slip
up over the end of the month or something they have

that free. We do not charge for returned cheques.
These two aspects, I think, are competitive in this
market.
Mr HoVman: We do not have any specific targets but
that is because we do not have any product targets in
our branches. We just have some targets for overall
business based upon customer need, so we do not set
specific product targets for our personal bankers, for
example, for any product.
Sir Fred Goodwin: Similarly, we do not set product
targets by themselves, but there is an incentive
mechanism under which sales of particular products
attract particular benefits which go towards
determining staV remuneration, and these accounts
are included in that framework.
Mr Fairey: We are very much the same; we do not
have specific targets for the basic bank account but
we obviously monitor our performance on an
ongoing basis but it is part of a composite approach
to targeting within the branch environment.

Q783 Peter Viggers: Sir Fred, in your submission
you highlighted the need to distinguish between the
unbanked and those who do not wish to be banked.
Is there an educational role to be played here by
Government or by the banks?
Sir Fred Goodwin: There is certainly an educational
role to be played by the Government and an
educational role to be played by the industry, but I
think we will always come back to a place where
there are people who would prefer not to have their
finances organised in a fashion which involves a
bank or the Post OYce or anyone else. There are a
number of people who would prefer to deal and find
it easier to deal in cash. I think that is a reality. I do
not actually know what size it is but various pieces
of research which have been undertaken indicate
that there might be quite a substantial number of
people who fall into that category. I think, in
addressing financial exclusion, we might be better
focusing our attention on those who want to be
included, but if people consciously and on an
informed basis decide they do not I think it is their
right to choose.

Q784 Chairman: Sir Fred, when we were in America
recently we had a very helpful briefing from Citizens
Financial Group, which is part of your group, and
Robert Mahoney. He made the point that the
Community Reinvestment Act in America was good
to get banks into poor communities because they
had been ignoring them, but now that they are in—
and I quote from him: “Citizens Bank does not view
serving communities as a result of the CRA as an
obligation but, rather, as a business opportunity”. I
think that is probably a good way to put it, is it not?
Sir Fred Goodwin: I think it has gone well beyond the
CRA now, but it was definitely a catalyst.
Chairman: It is a good business opportunity.

Q785 Kerry McCarthy: Can I ask Mr HoVman, first,
I think Barclays is currently the only bank to
publicly disclose personal sector lending data in



3379421007 Page Type [O] 09-11-06 20:30:03 Pag Table: COENEW PPSysB Unit: PAG7

Treasury Committee: Evidence Ev 131

18 May 2006 Mr Dyfrig John, Mr Gary Hoffman, Mr James Crosby, Mr Mike Fairey and Sir Fred Goodwin

terms of lending to people in deprived areas. Can
you tell me why Barclays feels able to do this when
the other banks do not?
Mr HoVman: Clearly, I cannot speak for the other
banks but we think it is important to show the
progress we are making in deprived areas so we
publish the proportion of current accounts we have
in deprived areas, which is about 6%. We publish,
similarly, the amount of consumer lending we have
in deprived areas, which is about 6%. We also have
about 8% of our ATMs in deprived areas which is
not a figure that we have published before but
something we have been doing some work on. We
just think it has helped us in our overall corporate
responsibility reporting and us making progress
towards the targets that we all share.

Q786 Kerry McCarthy: If I can ask the other chief
executives or representatives in turn why do you not
disclose similar information?
Mr John: I do not think there is any reason why we
cannot produce those numbers. We do not produce
them at the moment but we would be happy to
provide those to the Committee. I think the key
thing is to have them on a consistent basis. In other
words, a very clear definition of deprived areas and
how they are reported.

Q787 Kerry McCarthy: So, say, it was done by
reference to the index of deprivation.
Mr John: Absolutely. If it is done by that then I think
we would all be on a consistent basis.

Q788 Kerry McCarthy: Would the others concur
with that?
Sir Fred Goodwin: We do report the number of basic
bank accounts. Basic bank accounts are not a
lending product. We do publish, in fact, the amount
of money we lend to business in deprived areas. That
features in both our annual report and accounts and
our corporate responsibility report. We have a 37%
share of lending to business in disadvantaged areas.
As I say, we report the number of basic bank
accounts. We have no inherent objection to
publishing the lending data but, actually, a lot of the
focus has been on getting the basic bank account
data reported.
Mr Crosby: We have not produced it in the past but
are very happy to do it in the future and give that
commitment.
Mr Fairey: Likewise, our approach is one of
ensuring there is consistency. I mentioned earlier the
ability to ensure that the information is taken in the
right context because the information in isolation
can be misleading.

Q789 Kerry McCarthy: So far, the Government has
tried to go down the voluntary route, the partnership
route, in encouraging banks to remain engaged in
deprived areas. If the suggestion was made that we
ought to go down more of a statutory route with
something like the CRA or a universal service
obligation, what would be your response to that?

Sir Fred Goodwin: Again, picking up the Chairman’s
point earlier, CRA has not been problematic to our
business. Actually, funnily enough, it brought some
structure and consistency across the industry. As it
happens (and if we were doing it all over again I am
not sure that you would view the CRA again in the
United States in quite its current form), there is a
degree of fairly formulaic compliance with it and a
number of the leading players have actually gone
some way beyond it. But it did act as a catalyst and
it did bring some consistency across the piece, which
I think is so often helpful. At the end of the day, the
most publicly accessible data boils down simply to
our rating, and I think it is from 1 to 4. I think,
principally, if you wanted to do any further
acquisitions you would not be allowed to do it if
your rating was not good enough. So you could
probably do better than a CRA if you were trying to
invent something.

Q790 Kerry McCarthy: So you are arguing for
tougher statutory intervention?
Sir Fred Goodwin: No, no. This is not about tough or
not tough; it is about actually addressing the issue.
Chairman: The CRA was good at the time but it is
easy to achieve now in terms of the standards and
people need those further—

Q791 Kerry McCarthy: I think there were 5% of
banks were judged to be not in compliance.
Sir Fred Goodwin: It is not about getting back in five
years’ time and saying: “Hurrah, we have halved the
number of people who do not own basic bank
accounts”. It is a step but it does not remove
financial exclusion.

Q792 Kerry McCarthy: What do the others feel?
Mr Crosby: As with all these things, I am sure that
everybody will judge the case for regulation/
intervention against whether there is a sort of cost
benefit analysis in that—the cost benefit was right. I
think we do start in the UK, whatever the challenges
are, from quite a high level of participation in
banking products. We want to go further, we have
conversations about all the various things we can do
to go further, but the fact is even relative to countries
that have these statutory initiatives—France, even
America—we have a high participation rate from
the start.

Q793 Kerry McCarthy: You have said about having
standards whereby the performance would be
judged the same according to, say, the index of
deprivation, and you would have an agreed
measurement data. Do you think it would be useful
to work with the Financial Inclusion Taskforce on
agreeing that across the industry? Everyone is
nodding—for the sake of the Shorthand Writer. Sir
Fred has already talked about the experience in the
States. In terms of your other international
subsidiaries, is there anything that you think might
be applicable to the UK that is not being picked up
here, particularly in types of products that are
provided?
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Mr John: If I can just explain: obviously, HSBC has
oYces in many parts of the world, and if I can
highlight two countries, Canada and Australia,
Australia has, probably, one of the highest levels of
banked people in the world. In Canada we certainly
oVer a basic bank account product which is quite
akin to what we have here. It is a fee-based product
and it is based around a certain number of
transactions that you do for a fee and when you go
beyond it you pay more, but it is successful. In
Australia something similar, where I gather the
unbanked population there is actually very low now,
has been successful. Again, the interesting thing
there being, in my view (this is a bit of research I was
doing for background for this) is that, again, a
certain number of transactions are free and then they
get charged for every additional one. So I think there
are some parallels around the world, where basic
bank accounts are being oVered in a similar way
quite successfully.
Mr HoVman: We have a big business in Africa
through many countries in Africa and, particularly,
in South Africa, and we are important in the society
as well as having big businesses there. So we have
financial inclusion initiatives in most of those
African countries but, particularly, in South Africa
and Ghana. But it is almost at the other end of the
extreme that in Ghana, for example, over 90% are
unbanked, so although there is some learning
between the UK and Ghana the solutions might be
very diVerent because you start from diVerent
places.

Q794 Kerry McCarthy: Some of the things we have
been told about in the States are things like
providing remittance services for immigrant workers
for a fee. Something else that came up was the
question of pay cheque loans, so very short-term
lending when people run out of cash just for the last
few days before their wages go into the bank. Is this
the sort of thing that you think could be developed?
Sir Fred Goodwin: I do not think any of them are a
panacea in themselves but they all just chip away at
some of the issues.

Q795 Angela Eagle: Just on that comment about
Africa and some of the lessons that might be learned,
clearly in those kinds of contexts lending and
oVering micro-credit can make a huge diVerence to
individual prospects and the prospects for growth
and development. Are there lessons that are directly
relevant to some of the deprived areas in the UK in
terms of micro-credit that may help to get people up
and on their feet? Do you think that, perhaps, those
lessons have not been learned enough in some of the
more deprived areas in this country? Do you think it
is worth having a look to see whether you can learn
from other experience in the world in your branch
network?
Mr HoVman: Yes, possibly. We have only recently
bought the South African Bank, Absa, and they
have a big micro-credit initiative, so we are having a
look at that micro-credit initiative and how

successful it has been to see whether we can bring
some learning back into the UK, but we have not
completed that yet.

Q796 Angela Eagle: It is an interesting area because
one of the consistent messages we get when we go out
and visit places like Toynbee Hall, and we discuss
with people who have not been able to get very easily
even a basic bank account, is the general dismissal of
that kind of customer, at least at branch level; that
it is pretty universal. There is also the worry about
charges that are a big percentage of overall deposits
at that kind of level if something goes wrong. Again,
do you think there are new models that could be
brought to bear to make the whole banking sector
much more friendly for those people who are just
trying to get on the ladder but are actually very low
earners at the moment?
Mr HoVman: We are meeting with Toynbee Hall
and some other consumer bodies next week to talk
about that very topic. As I say, it is early days for us
in terms of learning from the South African micro-
credit initiative but we are meeting with the
consumer bodies next week, and in particular
Toynbee Hall, because I know they have got strong
views on it.
Mr John: There are some diVerences. I used to work
in India and, therefore, I have seen how these micro-
loans do get oVered. There are slight diVerences.
What you tend to find is that it is a community which
takes on board the loan. I think that is the slight
diVerence we would have to take into account. In
some areas—actually, it tends to be females in
communities, who gather together to get, be it seed
crop or some animals and so on—it does work well,
but they are very supportive of each other in those
communities. There are probably lessons we can
learn but I would say that is the only distinction I
would make, with the diVerence.

Q797 Angela Eagle: That is a perfectly fair point.
One of the things that we have been told consistently
when we have checked with people who have tried to
interact with the banking services from a level of
being excluded is that they do not feel particularly
wanted or welcomed, and that practically, at branch
level, they have problems being able to prove their
identify, for example. This is seen as oV-putting and
providing very practical barriers to prevent them
opening basic bank accounts. The Banking Code
Standards Board is meant to have changed this, and
the money laundering aspects of this which have
caused a problem are meant to be being loosened up.
How confident are you, as head of the corporate
operation, that this will actually permeate down to
branch level and make a real diVerence to the
barriers that people face when they are asked for ID
they do not have in order to open an account?
Mr John: I think the list of ID is broader for basic
bank accounts than it is for other accounts. That is
the first point I would make. I welcome the initiative
that has been taken because, clearly, a single
document from a very practical processing point of
view is going to be easier. In terms of this whole
process, I think one of the key things is to make sure
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that the customer is clear what happens throughout
this process. In fact, one change we have made is that
we now take photocopies of anything that needs to
be taken at branch level because what we have found
is that customers were quite reticent to having a very
important document posted to somewhere else, if
necessary. So that is a change which we have made.
Angela Eagle: The rest of you? This is a universal
problem across the system when we ask those who
are trying to open bank accounts.

Q798 Chairman: I would add, Angela, that Ian
Mullen’s letter to the Banking Code Standards
makes the point that banks will endeavour to verify
ID within branch but, if it is necessary to verify it
centrally, then original documents should not
normally be sent away. Is everyone signed up to
that?
Mr John: Yes.
Mr Fairey: We have always adopted, I believe, a very
flexible approach. We currently require one
document for identity and one for address, and that
can be a variety of diVerent forms. I think we are
very flexible.

Q799 Angela Eagle: This is interesting because when
we go to see Citizens Advice Bureaux or, again,
Toynbee Hall or talk to people who have been
refused on ID grounds access to basic bank
accounts, often after more than one visit, this is not
their experience at branch level. How can you make
it more eVective that what you are signing up to at
corporate level actually permeates down to branch
level and takes away some of the risk-averse and
unwelcoming practice that is currently going on in
your banks?
Mr Crosby: I think things are changing and it has a
lot to do with the change in the money laundering
guidance. I think the challenge is particularly great
for basic bank account applications because a good
deal more flexibility was required at the front end,
because a lot of such customers maybe do not have
passports and utility bills and things. So in our
organisation, because we process these applications
centrally, we have been able to change the money
guidance rules for basic bank accounts very
quickly—we have not been able to do it for other
accounts—and we can see that it is a lot easier; we
can have somebody who has the experience to accept
a photocopy of a letter from a doctor, for example,
as valid evidence. I think that is a sign that it will get
better, but there is obviously more to do in terms of
the reception that you are hearing that customers
are getting.
Sir Fred Goodwin: We have a brochure that is
available and it is part of the brochure for the
account, and it lists all of the type of documentation
which is acceptable. Of course, as more
documentation has become acceptable, in an
attempt to try and make it easier for people to open
accounts, the brochure gets longer and longer, and if
you sit down and read it you can use one of this or
two of those or an original of that. One of the things
that we continue, although I think it is now a lost
cause, to press for is, perhaps, some de minimis level

which says “Look there will be a limit on the amount
of value of transactions which go through an
account, and if it is less than X a month let’s just
forget the whole thing” and if somebody tries to use
the account for more than that then they have to
come in and identify themselves. There are
diYculties with that because of the Government’s
treaty obligations internationally, but actually we
are going to continue to spend time talking about
this because despite the improvements which are
coming through in the money-laundering
guidance—and they continue to come through—this
is still a challenged area, not just incidentally for
basic bank account customers.

Q800 Angela Eagle: I think we have all experienced
having to try and open a new account and the
bureaucracy around that, but it is harder for some.
Another issue that Citizens Advice have brought to
us that is very practical is a lack of flexibility with
respect to, for example, letters of entitlement to
housing benefit or council tax benefit being accepted
as ID. For some people this is, often, all the ID they
have. Are all of you willing to accept now those
kinds of letters of entitlement so that this problem
with not being able to provide a passport or a driving
licence will actually finally disappear?
Mr Crosby: We currently do.
Mr HoVman: We would accept a letter of
introduction from the Department of Work and
Pensions, for example. As Fred said, it is a long list
that we would accept and it is very diYcult to
memorise what would be on it because I tried and it
is very diYcult. Just to reinforce, it is a real challenge
for us because our people are under lots of pressure
from fraudsters and we have to make sure that the
person opening the account, whatever account it is,
is the person that they are saying they are. So there
is quite a diYcult tension at the corporate level and
at the individual, personal banker level for us.

Q801 Angela Eagle: I accept that, and, again, some
of the comments we got when we were exploring this
diYcult issue was that individuals at branch level are
actually personally responsible if they make an error
and allow a fraudster to open an account. Is there
any way that you can ease their worries about that?
Sir Fred Goodwin: It is a criminal liability; it is not us
making them liable, they are held legally responsible.
It is not our rules that do this.
Angela Eagle: How do you deal with the training
with respect to that, though? Basically, there has got
to be an amount of risk aversion here, for obvious
reasons, and it is important to get the balance right.
However, what is actually happening is that many,
many people who are trying to just have practical
access to a very basic bank account are being
excluded because of it. How can we get the balance
right?

Q802 Chairman: I think the Proceeds of Crime Act
comes in here, does it not? That is the problem.
Mr John: I think it is being clear. I have the list in
front of me and the ones you mentioned are certainly
accepted. It is through reinforcement and confidence
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and training so that members of staV are confident
that if it is an item on a list that we provide to all
branches then they know that they are okay. It is
training; you have to reinforce it. Obviously, we
have new staV coming in all the time and you have
to reinforce that through new staV. So constant
training, I would say, is most important.

Q803 Chairman: Again, back to Ian Mullen’s letter,
in terms of the account-opening timescale, he makes
the point that once a bank has satisfied its obligation
under the money laundering rules to verify
identification it should take no longer than X days to
provide a fully operational basic bank account.
What is “X”?
Sir Fred Goodwin: Ten.

Q804 Chairman: Ian writes X in there.
Sir Fred Goodwin: DiVerent banks do diVerent
things.

Q805 Chairman: What would you be happy with in
terms of the number of days here? Are we talking
about no longer than 10 days for everybody, or less
than 10 days?
Mr Fairey: We would accept that.
Sir Fred Goodwin: It is producing the plastic card, so
it takes up to 10 days—it can take shorter than that.
Chairman: Thanks for your magic answer!

Q806 Mr Love: Many witnesses who have come
before the Committee have put to us that basic bank
accounts have been designed by the banks for the
convenience of the banks. How would you respond
to that criticism? Can I start with Mr Crosby?
Mr Crosby: I think, in one sense, it is a valid criticism
because basic bank accounts are derived from
current accounts that were developed over many
years. In another sense I do not think it is because the
core aspect of the basic bank account or the,
generally, social bank account is the lack of access to
credit but with access to the money transmission
system. That was never an original part of current
accounts. In fact, a lot of investment had to go on to
make that money transmission work. So I think the
answer is yes and no, but hopefully, as the years go
by, we will get better at tailoring basic bank accounts
to the needs of those customers.

Q807 Mr Love: I am going through all of you on the
basis of how much you charge for an unpaid direct
debit, which brings me to the Royal Bank of
Scotland and Sir Fred. How do you make them
attractive and useful to the customer group that you
are serving?
Sir Fred Goodwin: If I can just answer the previous
question as well, the design of the basic bank
account was set out in Pat 14, so the notion that the
banks have designed this to suit themselves is not
true. There are diVerences between the individual
banks’ basic bank accounts, some of which would
not meet Pat 14 requirements, but our basic bank
account meets all of them so I would not accept the
notion that it was a product designed to suit our own
needs. It brings you to why direct debits are

included. Direct debits are a diYcult tool: on the one
hand it can make life very easy but the trouble with
a direct debit is it is kind of binary because you are,
eVectively, giving someone else control over part of
your resources, and if you do not have much in the
way of resources then it does indeed make life that
bit more diYcult. Obviously, the people we are
talking about here would tend not to carry a buVer
in their account, so one of the reasons why you
would want access to a direct debit would be to enjoy
some of the discounts you get from a utility
company, but it is diYcult to do that if the utility
company then comes and draws an amount out of
your account which you do not have control over.
Only about 30% of our customers use direct debits in
the basic bank accounts, and I think many of them
do not use them just because of their binary nature.
I do not think it is so much to do with the charge; the
charge is one part of your worries but if your direct
debits start bouncing ,you then start to have
problems with the originator, with the utility
companies and anyone else they are coming from. So
I think it is right direct debits should be made
available as part of the account but they are quite a
tricky thing to use.

Q808 Mr Love: Can I move on to Mr HoVman, on
behalf of Barclays. It was said by a number of the
witnesses who came before us that their estimate is
that around 30% or 40% of basic bank account
holders simply withdraw the money as soon as it
goes into the account and use it as cash, and hardly
use the account at all. I come back to the question:
how do we make the account more relevant to
those people?
Mr HoVman: Those people do use it in that way and
it works in that way. I reinforce what Fred said, that
the features of the basic bank account were set by
PAT 14. We do not diVerentiate our service by cash
card account (our basic bank account) versus other
current accounts. So, for example—

Q809 Mr Love: Can I just stop you there? Can I ask
you what research, if any, you have done into what
your customers really want? A lot of the other
witnesses who have come to us have done quite a lot
of research on this and what they tell us is that they
do not want the basic bank account as currently
designed. Is that what you have found in your
research?
Mr HoVman: No, it is not. We have researched our
cash card customers comprehensively and 89% of
them say they are satisfied with what they get in the
features. They say, in particular, they like access to
ATMs, they like full access to our counters and they
like the fact that we have got the arrangement with
12,000 post oYces whereby they can get cash over
post oYces. They say to us they like direct debits,
they would like them to operate more frequently and
they say they would like standing orders, which ours
does not, and we are putting standing orders on later
in the year. So, no, our research does not show that.
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Q810 Mr Love: Elaine Kempson of the University of
Bristol, who, I think, is generally regarded as one of
the foremost academic researchers in this area, has
suggested that perhaps the bank could introduce
that, perhaps, direct debits are only triggered when
money is placed in the account. Is that a possibility
for banks? Can you do that without raising
significant costs for yourself? Perhaps I can ask Mr
Fairey, since I have not spoken to him.
Mr Fairey: It sounds quite complicated. I would
imagine the systems investment to support
transactions of that nature would be quite
considerable.

Q811 Mr Love: Is that something that any of you
have looked at? Has anyone looked at that as a
possibility?
Sir Fred Goodwin: The diYculty is that the direct
debit is triggered by the originator, it is not us. So it is
the utility company that takes the money out of your
account, so you would have to be telling them,
somehow, that the money was not in the account
before they triggered it and then, somehow, storing
it until the money is in the account.

Q812 Mr Love: I understand the complexities of it,
I am just wondering whether technically it is feasible
at a reasonable cost.
Mr Crosby: I think it is very diYcult. I share Fred
and Mike’s views but there are potentially things
that can be done because a lot of such customers are
on benefit payments which are paid weekly. The
other way of looking at it is to say how can we get
the utility bills to be weekly and get them phased
properly, which would be a serious line of inquiry, I
think, because that sounds entirely plausible and
less diYcult.
Mr HoVman: Between us we process 10 million
direct debits a day, so it would be a very impractical
thing to do.

Q813 Mr Love: Can I move on to access to the
banking hall for bank account holders. It has been
put to us that, in eVect, if you do not allow customers
to use the bank branch itself you are creating
exclusion within inclusion. How would you respond
to that? Let me ask one of the ones that do not:
Halifax, you do not allow your basic bank account
customers to use the branch. Why? Are you not
creating exclusion?35

Mr Crosby: It is not that we do not allow them; in
actual fact, our cash card product is a card-based
product. So the first point I would make is that a lot
of our products are card-based rather than counter-
based, but having said that our social banking
customers do enjoy access, in practice, to our branch
counters because all our management have local
discretion. So it is a mix-and-match situation. So it
is not true to say that we do not allow access. We do

35 Note from Witness: Halifax’s social banking customers do
have access to their branch network. Similar to other banks,
these customers will be able to use the self-service facilities
for day-to-day transactions and the counter for larger
transactions.

try to encourage such customers to use ATMs as
much as possible; it is in their interests as much as
ours.

Q814 Mr Love: Can I also ask Mr Fairey on behalf
of Lloyds TSB, who, similarly, do not provide this
service. Are you providing, therefore, an inferior
level of service to the other banks who do allow their
customers to use the branch?
Mr Fairey: At the moment our literature states that
we do not encourage encashment at the counter
under £200. In practicality, we do and we provide
that service to customers. In addition, similar to
Barclays, we have the agency arrangement with the
Post OYce and, obviously, the full ATM network.
We are in the course of reviewing our overall
product and that will be one component of that
review.

Q815 Mr Love: It has been mentioned earlier that
they can use cash machines. However, there is
considerable concern from the witnesses we have
had before us that some people have diYculty
remembering PIN numbers and some people have
diYculty operating cash machines. Those people are
generally considered to be the elderly. Is there any
form of discrimination against the elderly by
refusing them access to the branch itself? I come
back to Mr Crosby. Do you think you are
discriminating in some way against the elderly?
Mr Crosby: I am completely confident that my local
management would exercise their discretion in the
right way in those circumstances. I do not think that
is, in any sense, discrimination. We do have on site
colleagues to help customers with ATMs, because
we recognise that invariably customers will require
help.

Q816 Mr Love: Can I ask the question the other way
round and congratulate the others who do allow
their customers. What advantages do you see to
being able to allow your customers to use a branch?
Sir Fred.
Sir Fred Goodwin: It goes back to what I said at the
start, I think, about universal availability; I think it
is just pretty basic stuV here, that if you give
somebody an account then they should be able to use
your facilities.

Q817 Mr Love: Mr John?
Mr John: I think it also gives a competitive
advantage. We do not bar our BBA customers from
going in the branch. We encourage them to use self-
service, but if elderly people wish to use the counter
they can. Indeed, if elderly people find it diYcult to
read the leaflets we will give them a leaflet which is
enlarged. I think, as an industry, we think a lot about
elderly and disabled people and we do a lot in that
area. Sometimes some of these things come down to
competitive advantage. We may do something; some
of the other banks may do something else.

Q818 Mr Love: Can I ask you, finally (and I leave it
open as to who wants to start the response): clearly
you have a competitive situation between banks but
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there is also some merit in having a basic bank
account that has similar features across the whole
range. Is there a strong argument for a basic set of
features to a bank account which allow banks, then,
to compete to improve on that basic set of features?
What should those basic features be?
Mr HoVman: I think there is some advantage in
consistency of some basic features, which is about
access to cash, access to ATMs, access to banking
services, or access to your cash wherever you want it.
There are also some features around direct debits
and making payments. I think, beyond that, yes,
there are competitive features that diVerent ones of
us would add.

Q819 Mr Love: Mr John, you mentioned about
competition; you feel that you are doing well and
certainly this Committee noted the features of your
basic bank account. Do you feel that other banks
should follow your lead?
Mr John: Having a competitive product the
customer is obviously going to benefit. I think that
in the interests, perhaps, of understanding the
product it is wise to have some basic features, which
I would think that most of the products would have.
However, I think it is also a good idea to have some
diVerentiators in the product. As I commented
earlier, I would not wish to see our market share in
basic bank accounts drop below what it is at the
moment; I think it is a very useful stepping stone to
people moving into diVerent forms of product,
particularly those that want a cheque book at a later
stage. Indeed, we find that a lot of people do move
on to other products.
Mr Crosby: I think, inevitably, a lot of the basic
features will be common. However, I think, in the
end, going back to your first question—how do we
in the end best serve these universal customers with
products that are most tailored to their needs—it is
let market forces do it. I think it is about competition
driving innovation, both in terms of the service we
provide and the features.

Q820 Chairman: Which banks take longer to clear a
cheque into a basic bank account than they do into
a standard current account, and how long do they
take?
Mr Crosby: We do.

Q821 Chairman: Do what?
Mr Crosby: We take longer to clear—

Q822 Chairman: How much longer?
Mr Crosby: I think it is six versus four.
Mr Fairey: We are the same.
Mr HoVman: We have added a day to do some
checks.
Mr John: The same. We treat customers exactly
the same.

Q823 Chairman: Why do Barclays and HBOS take
longer?
Mr Crosby: We, very regrettably, changed from it
being the same, essentially, because we were
suVering very significant levels of fraud on the back

of cheque clearance, and, to be very straight about
it, much larger levels of fraud than any of our peers
because we have got a much larger volume of such
accounts; with more than half the total social
banking universe we are going to have more than
half the total fraud. We found that by the device of
changing from four to six it has reduced fraud levels
by 80% in those areas, and these are not insignificant
sums of money. We would not have done it
otherwise. We would love to be in a position to get
back on the same footing, and I think that the best
opportunity for that will come as and when the
industry as a whole brings faster cheque clearing
across all accounts, because then we are talking
about one or two days.
Mr HoVman: This is a diYcult topic and—back to
the discussion we had earlier about identification
and verification—by their very nature these types of
accounts are easy to open because we are flexible
about the identity that we take. That means that by
their nature they are more susceptible to fraud. We
have not extended the clearing cycle per se but what
we have done is taken an extra day to look at the
entries on these accounts because we have had
experience of fraud on them just by their very nature.
So it is back to the tension we were talking about
earlier on.

Q824 Chairman: It would be a good aspiration if you
could get to the same level as the other three banks.
Mr Crosby: I do think it is going to be a function of
improving clearance systems generally. That is a
separate issue.

Q825 Chairman: On cheque clearing, when are going
to make progress on that as an industry, as a whole?
In terms of clearing cheques.
Sir Fred Goodwin: Again, I think the payments
system taskforce is actually making quite good
progress at the moment. That was in the last report
I had from it on the availability of other payment
systems, not just based on cheques.

Q826 Chairman: What are we talking about—2009?
Sir Fred Goodwin: I thought it was sooner than that.
There is an element of faster electronic payments in
that and that jumps over a number of the fraud
issues—leaving aside the fact that basic bank
account cheques do lend themselves to fraud, along
with some of the other systems.
Mr HoVman: The implementation date for
telephone and internet is currently scheduled for
November 2007.

Q827 Jim Cousins: I wonder if I could ask Mr
Crosby what was the nature of this fraud? Were
there systematic patterns of fraud?
Mr Crosby: I am happy to write to you with
further details.

Q828 Chairman: Maybe you could write to us as
well.
Mr Crosby: It is, basically, to do with the lack of
detailed checking at the start that is necessary, and
the lack of governing of data. We are not saying, in
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any sense, that people who want these products are
necessarily more fraudulent we are just presenting,
inadvertently, an opportunity to fraudsters.

Q829 Jim Cousins: I would be interested in your
views about this because, of course, you are one of
the people who detected the tax credit diYculties,
and I would be interested in your views.
Mr Crosby: I shall definitely write to you.

Q830 Peter Viggers: Anyone who is complaining
about the speedy transmission of banking in this
country obviously has not had a French bank
account! I want to ask you about something
completely diVerent, which is the fees charged for
unpaid direct debits. How do you determine the level
of default charges you impose on basic bank
accounts for unpaid direct debits? Let us start with
Sir Fred.
Sir Fred Goodwin: Based on the costs we incur and
an estimate of the number of such items there are
likely to be over time. The charges are the same
across all of our accounts.

Q831 Peter Viggers: In that case, how is Barclays
able to halve its charge from £30 to £15?
Mr HoVman: We just took a pragmatic decision that
because of the limited means of the typical cash card
account customer we would reduce the fee to £15.
We did the same for students because it is an entry
level account, too. It was just a pragmatic decision
recognising that it would increase the amount that
we lose on these accounts.

Q832 Peter Viggers: You have costed that and,
presumably, it must cost the bank some amount of
money.
Mr HoVman: Of course.

Q833 Peter Viggers: You will appreciate that
consumer groups are quite interested in this area
because of the disproportionate amount that will fall
on those on low benefits. Have you examined how
the level of default charges on your basic bank
accounts compares to benefit levels? Is that
something you take into account?
Sir Fred Goodwin: I think, in common with a great
many goods and services in the country, they have an
individual price and the impact they have is relative
to the wealth of the people paying them. In the same
way as getting on the bus is a particular price for a
particular journey, then the charging structure
which applies across our industry is, by and large,
fixed. So the more well-oV you are the smaller the
proportion of the charges to your net worth.

Q834 Peter Viggers: You will have seen that
consumer groups have suggested there should be a
small buVer zone of £10 or £20. Have you examined
this? Have you costed the possibility of
implementing it?
Mr John: We actually operate so we know how
much it costs. It does cost, obviously, quite a lot of
money, as does the fact that we do not charge for
returned standing orders or returned direct debits.

We see it as a totality in the package that we oVer. I
come back to what I said earlier, that I think it is
about how you want to position this in a competitive
environment, and we think that this oVers some
competitive advantages; other competitors will do
otherwise, but we see this as being one of the reasons
why I feel that we have made good progress.

Q835 Peter Viggers: Now HSBC and Lloyd’s TSB
operate a “Three strikes and you’re out” rule and
reserve the right to close the account after three
failed payments. Would you just explain how that
works in practice, please?

Mr John: Indeed. Basically if you have three
returned direct debits or standing orders we would
have a conversation with the individual and see what
the fundamental problem is. If we believe that there
is really—if I use the word “abuse” I do not mean it
in a threatening sort of way, but I think people have
a responsibility to look after the funds they have
available, and if I add on to it the 10 pound buVer
zone which we also give them, so there is a little bit of
leeway there, then we have a conversation with them
and we ask them to close their account.36

Mr Fairey: Our process is very similar. In
practicality we have closed very few but we do
operate very similarly to HSBC. We have two
accounts at the moment, one is for people just
receiving basic benefits and the other for people on
benefits but other forms of payment. We are
merging, as we progress through this year, those
accounts together such that we will have one oVer
which will provide a 10 pound buVer zone, and we
also have a one excess free so we do not charge for
the first excess.

Q836 Chairman: Maybe I could add to that and
follow on from the buVer zone, and ask a question
concerning the Bank’s right of set-oV. We have had
information from the Citizens’ Advice Bureau on
that and we are aware that the Banking Code is silent
about the right of set-oV. The consumer groups have
expressed concern about this right of set-oV from
basic bank accounts in appropriating money from
accounts to pay for other debt, sometimes even when
a repayment plan has been agreed with the help of an
impartial debt adviser. Can you tell us what your
Bank’s policy is on this?

Mr HoVman: We would encourage customers to talk
to us as soon as possible if they are into diYculties
and we would come to an arrangement, and if they
have a repayment plan in place then we would not

36 Note from Witness: If a standing order or direct debit is
returned unpaid, the customer is reminded that overdrafts
are not allowed on BBAs and that their account will be
closed if the situation reoccurs. The same happens if a
second item is returned unpaid. If a third item is returned
unpaid, and the previous two returns occurred within the
last 16 months, the customer is notified of our intention to
close the account. If the 16 month time frame elapses then
the process will start again.
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exercise our right of set-oV. We would stick to the
arrangement and allow them to continue run the
Cashcard account to pay for basics, for example.

Sir Fred Goodwin: I was a bit surprised by this one,
Chairman, on the basis that the right to set-oV itself
is statutory but typically for basic banking
customers you tend not to have other accounts with
proceeds in them to set oV, and certainly any time we
agree a repayment plan with someone we adhere to
it, so we were trying to find out a bit more about this.

Q837 Chairman: It is the Citizens’ Advice
information to us and they say that “cases reveal
that banks are removing income to satisfy
outstanding debts and this is because the customer
may have to make repayments to other creditors
who have greater priority, such as paying for rent,
mortgage, council tax or fuel”, but we will go back to
Citizens’ Advice and exchange information on that.
Could I turn to a particularly Scottish issue and that
is bank arrestment, because Citizens’ Advice
Scotland have contacted us on that and they say that
this is the most commonly used type of diligence in
Scotland, I think 155,000 were carried out in 2003,
whereas in England the equivalent, which is a third
party debt order, are hardly ever used, only about
6,000 were used in the past year, and they mentioned
to us that this could aVect people on receipt of
housing benefit where arrestment risks eviction;
disability benefits where arrestment may prevent
paying a carer, and childcare elements of tax credits
where arrestment can jeopardise childcare and
therefore employment. Could you give us your
comments on that?

Sir Fred Goodwin: There is discussion going on just
now with the Scottish Executive, but the bulk of
arrestments are not served by the banks. The banks
have to give eVect to the arrestment but the
arrestments are served by other creditors. So it is not
very high up our list of priorities. The account is
there as far as we are concerned so the arrestments
are coming in from other people like council tax and
so on.

Q838 Chairman: But the point Citizens’ Advice
Scotland make is that there is a reluctance to look at
solutions, and we are not saying it is the banks here
but overall there is a reluctance to look at solutions,
and they are saying that this leaves vulnerable
groups at risk of eviction or job loss.

Mr Crosby: I think it is something we are happy to
work with the Scottish Executive on to resolve but,
quite frankly, from the point of view of banks it is
relatively rare that we would do it, and in my
experience it tends to be better oV customers who
have quite large balances. I am not trying to run
away from responsibility for this but it is initiated
largely from outside the bank industry and I think
we do play our part in resolving it, because that is a
large number and it is only a tiny proportion of that
that we would be associated directly with.

Q839 Chairman: They make reference to the new
Bankrupcty and Diligence proposal in Scotland
where there is a protected minimum balance of £370,
but whilst agreeing this is a significant improvement
in protection, where benefits exceed £370 the money
could be arrested, and there is an issue there.

Sir Fred Goodwin: This is a long-running saga. There
are other diVerences between how arrestments at a
very administrative level are processed in England
versus Scotland, and this has been running for many
years with the Scottish Executive, so it is not for the
want of engagement.

Chairman: But it is an issue that still has to be
attended to. It still aVects vulnerable consumers.

Q840 Mr Fallon: Sir Fred, could you explain to me
the position regarding the Post OYce? You are one
of the banks that do not allow your current account
customers free access to cash withdrawal at the Post
OYce, and I think in your evidence you said you do
not do that because you do not see any evidence that
the expense of it would be justified. Is that the main
reason or is it because the Post OYce is negotiating
agreements with another bank?

Sir Fred Goodwin: It is more than negotiating
agreements with another bank. The Post OYce is in
active competition with us. All of our basic bank
accounts can be used at the Post OYce. Again, that
was one of the Pat 14 design requirements of the
basic bank accounts—that they can all be accessed
at the Post OYce. Interestingly, there is relatively
small number of them who do withdraw cash from
the Post OYce. As far as our current account
customers are concerned this is not an issue we are
getting particularly from our current account
customers, but the Post OYce is a competitor in the
same way as the people here are competitors, so I do
not like to put in place arrangements for our
customers to use their counters either. The Post
OYce has set itself up in competition right across the
waterfront. We collectively subsidised the creation
of a means for the Post OYce to make available, the
POCA we have paid for, and we have done quite a
lot to help the Post OYce meet the needs of small
customers, but there is a limit and we are at that
limit.

Q841 Mr Fallon: I am coming to the POCA in a
minute but do you feel that the Post OYce should
not have made an arrangement with one particular
bank and should have allowed or encouraged
through the LINK network free cash withdrawals
for all current account holders, given the financial
commitment you have all made, and whether it
should not have made this arrangement with
everybody?

Sir Fred Goodwin: We could have that discussion. I
am not here to make the Post OYce’s choices for
them but they have made a very clear choice and that
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choice brings with it, as all of our choices do, certain
consequences and one is that it is now a competitor
and we view it accordingly.

Q842 Mr Fallon: But do you regret it?

Sir Fred Goodwin: I do not know that we regret it or
not regret it. It is one more competitor, but we live
in a very competitive world.

Q843 Mr Fallon: Can we turn to the Post OYce Card
Account? Barclays have told us that they
contributed some £30 million to this over five years.
Are you going to ask for your money back now it is
not going to go ahead?

Mr HoVman: I would like to but I think it is
impractical!

Q844 Chairman: Why are you so shy!

Mr HoVman: That is part of the £180 million that
Fred was referring to to create the universal bank. I
think the key point about Post OYce Card Accounts
is that the future beyond 2010 is confusing. I do not
think it is up to us as competitors of the Post OYce
to define the future for the Post OYce Card Account
but it is confusing to us.

Q845 Mr Fallon: But you were encouraged to
contribute towards this. Collectively you have all
put £180 million in. You have put £30 million of
your shareholders’ money in. Do you not feel
slightly defrauded?

Mr HoVman: We regard it as part of our
contribution to financial inclusion.

Q846 Mr Fallon: So you have written it oV, in eVect?

Mr HoVman: We regard it as an investment in
financial inclusion.

Q847 Chairman: A good investment?

Mr HoVman: Well, if you take what we have all done
together in basic bank accounts and what the Post
OYce Card Account has done, £1.6 million basic
bank accounts and £4 million or so POCAs, then I
think that is significant process against the shared
goal. How it was funded we should take to one side.

Q848 Mr Fallon: Sir Fred, in your memo you have
said it is not clear whether the Government
genuinely wishes the Post OYce to play a longer
term role here. What would you like to see the Post
OYce do?

Sir Fred Goodwin: I was very disappointed that the
opportunity was missed with POCA because what
we all signed up to develop was an account which
had far greater functionality than the one we have.
The fact you cannot make deposits into a POCA
greatly limits its usefulness; the ways that money can
be taken out are limited; you cannot use it for direct

debits. At the end of the day, debating whether we
can or cannot get our money back and whether we
are defrauded or anything else, the fact of the matter
is there are several million people using a POCA who
are denied the basic functionality that would give
them a greater shot at being financially included, and
that is disappointing. I do not think it is particularly
helpful to have this hanging out there, that it is
uncertain in 2010. It is certain that it is not going to
be supported at least by government. There is quite a
lot of people there; if the POCA is going to disappear
what are the plans, then, for how benefit is going to
be paid? In the past we were given to understand it
was going to come into banks which was fine, but it
was then felt that that was not an acceptable
outcome so the POCA was cobbled together, so it
would be good to have some clarity around this as
soon as we can.

Q849 Mr Fallon: Are you discussing with the
Department of Work and Pensions how these
accounts after 2008 might be migrated into basic
bank accounts? Has that discussion started?

Sir Fred Goodwin: We are not party to any such
discussion.

Mr HoVman: Nor are we.

Q850 Mr Fallon: Is that what you now expect to
happen?

Sir Fred Goodwin: I do not know what the plan is,
that is the problem. The issue of how benefits get
paid is really in someone else’s hands in the first
instance. Once that has been decided we would be
more than happy to discuss what the implications of
it are, but it is not principally our business issue.

Q851 Mr Fallon: But there are huge logistical
implications for you, are there not, if there are over
a million people on these accounts?

Sir Fred Goodwin: Yes. That is why some clarity
would be good.

Q852 Chairman: We have Government Ministers
coming before us on Monday, so do not be shy!

Sir Fred Goodwin: I think we would like to know
what is happening.

Q853 Mr Fallon: But you are confirming to us that
the present position is nobody has any idea what will
happen to these accounts after 2008?

Sir Fred Goodwin: Somebody might. I personally do
not know.

Q854 Chairman: No Government department,
DWP or others, have chatted to you about this?

Sir Fred Goodwin: Not to us at this stage. I do not
know about others.
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Q855 Mr Fallon: Has anybody anything to add to
this?

Mr John: No.

Mr Fairey: No.

Q856 Mr Fallon: You are all completely in the dark
as to what will happen?

Mr Fairey: Absolutely.

Q857 Chairman: This is a bit of a shambles with
Government, is it not?
Sir Fred Goodwin: 2010 is still a few years away, so –

Q858 Chairman: Do you want to give us a clearer
answer? It is a bit of a shambles with Government,
is it not? It is all hanging out there in 2010; nobody
knows what the hell is happening. James, what
about you, seeing you are retiring!

Mr Crosby: At the end of the day something is going
to have to be agreed for this very large number of
customers by 2010. The reality is there is going to
have to be a series of conversations between
government, the banks and the Post OYce because
at the moment clearly there is no plan but there is
plenty of time to create one.

Q859 Chairman: It is a big issue.

Mr Crosby: It is, and I am sure we will all engage
constructively in conversations. It is a bit diYcult to
commit more than that when it is such an open
agenda, as it is at the moment.

Sir Fred Goodwin: In terms of the timescale when we
were first talking about this 2010 seemed like quite a
long time. There is a sense of déja vu here.

Q860 Jim Cousins: I found that last series of
exchanges really quite helpful but, Mr Goodwin,
you also said, perfectly properly, that the Post OYce
is a competitor, or a potential competitor, and I
really think we do need to tease out where you are
really positioned on this issue. Do you want to see a
sort of Post OYce Card Account Mark II with wider
functionality able to take deposits, the very
important point you yourself brought up, which
would, of course, be a very serious competitor for all
of your organisations? Is that your preferred
objective? Is that something you would be
comfortable with?

Sir Fred Goodwin: Absolutely. I think we have to get
to a place where it is fish or fowl. We have a number
of quite eVective competitors and they are sitting
here, and the fact you might have to put another
chair on the end for the Post OYce is not an issue for
me. Alternatively, if the Post OYce wants to be a
national service or the counter to the nation, which
I think was the original hypothesis, that is fine as well
but that then takes you to a diVerent place with the

Post OYce. It cannot run with the hare and the
hounds, though, and that is what it is trying to do at
the moment.

Mr John: I think the Post OYce Card Account with
4.25 million customers has indicated that an awful
lot of people find this product acceptable. When you
think that 30% of those do not have any other form
of banking, I think it is probably that part that
worries me that we are not making progress along
this path, and I would certainly like to see the card
developed further. It seems a shame, having got to
this point, that it could not be developed further, but
so far as the Post OYce is concerned itself, and I do
distinguish between them, there is a formal alliance
with another bank which allows them to be direct
competitors on a number of diVerent products to us.
Therefore I think you have to distinguish between
these; there is a fundamental decision that needs to
be made. But the Post OYce Card Account, we
cannot take it away from it, serves 4.25 million
people I guess happily at the moment and I think, as
has been mentioned before, it would be good to see
that card developed further. After all, we have
contributed quite a lot of money to it; it is successful.

Q861 Jim Cousins: Can I ask you all, then, what is
your position, because if the card account were to be
developed it would be very important that whoever
was operating the card account was a member of the
LINK network. What would your position be
about that?

Sir Fred Goodwin: Membership of the LINK
network is available to anyone who wants to come
in and abide by the rules of LINK. The Post OYce
already operates ATMs, albeit fee-paying; if it wants
to join LINK that is fine, as long as it operates ATM
machines. LINK is not a scheme—

Q862 Jim Cousins: But the Post OYce told this
Committee roughly a week ago that they wanted to
be a member of LINK and they were being
prevented from becoming a member of LINK.

Sir Fred Goodwin: I am not sure who is preventing
them from becoming a member of LINK.

Mr John: LINK is an organisation that was set up
purely for ATMs and therefore the integrity of
LINK needs to be maintained within that overall
role that it has. LINK is open to a lot of people and,
as has been said, a lot of members do join it.

Q863 Jim Cousins: Yes, but I come back to the point
that the Post OYce told this Committee that they
had asked to be a member of LINK and had been
turned down.

Sir Fred Goodwin: They asked to be a member of
LINK to do a very specific thing which was to issue
cash manually and be treated as if it was a LINK
transaction. That is not what LINK does. So it is a
bit like asking to join a rugby club to play football.
They did not ask for normal membership of LINK
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in the way we are all members of LINK. They were
asking to create a new scheme eVectively, and that
was what LINK said “No” to, I think unanimously.

Q864 Jim Cousins: I see a lot of heads nodding and I
think it is unnecessary to trawl around, if that is your
collective view, but let me be clear about what you
are saying. Despite the fact that potentially it would
be a serious competitor, you would be happy to see a
Post OYce Card Account Mark II run by somebody
with wider functionality, able to take contributions,
able to pay in money, able to take deposits, and
potentially, and I am not asking you to be
committed on this right now, but potentially a
member of the LINK network and therefore a new
very serious competitor, and you would be, in
principle, happy with that situation?

Sir Fred Goodwin: If they would be prepared to pay
for the development of the account, unlike POCA I.

Q865 Jim Cousins: But that is money that has been
paid. It is gone.

Sir Fred Goodwin: Absolutely. Yes.

Q866 Jim Cousins: That is helpful. Now, I wonder if
I could ask you to consider the standpoint of people
typically that I am very concerned about, low
income owner/occupiers who want to buy a new
central heating boiler that would be cheaper to run
than the one they have, low income self-employed
people or agency workers, the man with a van,
competing very often with VAT-free gangs of
Ukrainians. What are you doing to help people like
that to get through their lives with all the small loans
that such people will need to sustain themselves
properly?

Mr HoVman: I think there is a very important role
there for credit unions, and there are 500 credit
unions in the UK, and increasingly they are being
successful at reaching those types of customers and
we work closely with some of those credit unions to
provide support, training and some software that
has professionalised them.

Q867 Jim Cousins: Now, this was part of your
evidence, Mr HoVman—well, it was not yours but it
fits in with several other people’s written evidence to
this Committee. Let’s just tease out the implications
of what you have just now said, and they are this:
“We do not want to deal directly with these people;
we want to farm them out to credit unions and
perhaps, you know, contribute small sums of money
to keep the credit union network going.” Is that
really your position?

Mr HoVman: No, and that is not what I am saying.
What I am saying is, of course, we oVer banking
services for lots of diVerent customers but it is not
commercially viable for us to oVer high volume of
very low value loans to customers that credit unions

are set up to do, and we think credit unions, and
there are 500 of them in the UK, are well placed to do
that and we are helping to support them to do that.

Q868 Jim Cousins: Well, let’s just take other
responses to that issue.

Sir Fred Goodwin: I do not think there is any sense
in farming out, or anything else. We had a discussion
earlier on about micro credit and for micro credit
read credit unions. There is clear evidence from
many countries in the world that a thriving micro
credit marketplace can exist hand-in-hand with the
banks. You need go no further than Ireland, for
instance, to a situation where that pertains most
satisfactorily. Micro credit can be best oVered and
best administered—and I am not talking in terms of
IT or anything else but just the process of helping
people determine how much they can aVord and
how to get money—in the communities. So
supporting credit unions is not a fobbing oV but is
entirely consistent with the desire to see people
included.

Q869 Jim Cousins: Maybe I am not making my
point clearly enough, Mr Goodwin, but I am making
a point about low income owner/occupiers, low
income self-employed people and agency workers.
They are not strange creatures who exist perhaps as
a percentage of the population in carefully defined
deprived areas, whatever they may be. We are
talking about very large numbers of people in our
community who are to be found everywhere.

Sir Fred Goodwin: A low income owner/occupier
would have a range of financial services products
available to them. The man in the van, as you
described him, would find himself well supported by
the oVerings from SMEs from I think everyone
sitting on this side of the table. It is a very vibrant
marketplace with good availability. Most SMEs, as
it happens, tend not to have credit. Most, three
quarters, of SMEs tend to be in funds rather than
borrow, but we have a very vibrant business in each
of those areas. I was responding to the comment
about credit unions. Those people, as you
characterise them, are very well catered for.

Q870 Jim Cousins: I want to be clear whether you
regard the kind of people I am talking about as sort
of secondary in some way, who ought to be dealt
with by a special range of institutions which
specialise in dealing with secondary people, with
secondary needs, or whether you regard them as
mainstream people, part of the mainstream
spectrum, that you are seeking to serve. What I am
not clear about is where you are all coming from
on that.

Sir Fred Goodwin: It should be very clear. I set out
here and have mentioned on two occasions now that
we are a universal model, and a universal model is a
universal model. I do not think we view any of those
people as secondary or in any other way. It is not a
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way we look at customers. They are customers of the
bank, and we have a vibrant business in both of these
areas, as it happens.

Mr Crosby: I think both those groups would have
good access to financial services products generally,
certainly in our bank, and we would have a range of
products that they could use. I think we would
service both owner/occupiers and a man with a van.

Jim Cousins: Thank you.

Q871 Chairman: Moving on to default charges,
again, just to clear up a bit, the National Consumer
Council told us that levying high charges on those
customers who were least able to pay is clearly
inappropriate given that the account is supposed to
meet the needs of people on low incomes. How far
do you agree with that?

Sir Fred Goodwin: I think the only charges which are
levied relates to the direct debit, the conversation we
had earlier on. There are no other charges around
these accounts but because it is a fixed fee charge
then it is disproportionate in the sense that they
describe it as being in common with other fixed fee
products and services.

Q872 Chairman: Are there any other comments,
mindful that in the last Parliament we did look at
credit card default charges and it ended up with
the OFT?

Mr Crosby: I agree with Sir Fred but I would also
add that there is particular scope for applying
discretion in these areas. We would typically waive
the first charge and we would always encourage any
customer in this situation to talk to us. The charges
are to help us and help the customers keep the
account in good order, but there should always be a
conversation and that is the key thing, and we
encourage our colleagues to encourage customers to
do that.

Q873 Chairman: In terms of access for basic bank
customers, James, could you just reiterate for us so
we are clear what your approach is now, because
there has been press comment that those in basic
bank accounts do not get access. Could you just
clear that up for us?

Mr Crosby: Our total universal social banking
products include the cards we started writing 20
years ago, Cardcash, and more recently Easycash,
the two products, and together our total social
banking universal counts for over 3 million. In terms
of access to characters we have not and are not
changing the terms of these. What we have said we
are doing and have piloted is initiatives to encourage
more high levels of usage of ATM amongst those
customers than has been the case in the recent past.
I do not expect, as we roll those initiatives out, that
will lead to anything other than quite a good
proportion of customers still using counters but we
believe it is not just in our interests but

fundamentally in our customers’ interests that we
help them to use ATM’s, show them how and
encourage them wherever possible to do it. In a sense
it is part of developing financial capability and
access.

Q874 Chairman: How can we ensure that low
income in deprived areas is adequately served in the
provision of cash machines allowing free cash
withdrawals?

Sir Fred Goodwin: Funnily enough, the task force
you have set up will play quite a role in that with the
opportunity to focus on starting to agree a definition
or a map of where this need exists and then tackling
it. I am confident that in terms of the traditional
through-the-wall type ATM we are all active in that
market. We installed about 400 new machines last
year, and I would be confident there are not too
many opportunities to put through-the-wall
machines in that have not been exploited, but
perhaps using some of the technology that exists
now for smaller ATMs based in oYces and shops
might well open up the opportunity to close up some
of the gaps which I think do exist.

Q875 Chairman: James, you announced that HBOS
will be adding an extra 300 cash machines to the
Halifax network over the next five years. How many
of these will be alongside other existing free
machines, and how many will be in areas that
currently lack access?

Mr Crosby: I think it is about a 50/50 split. About
half of them will be in new areas.

Q876 Chairman: Maybe you could write to us on
that?

Mr Crosby: Yes.

Q877 Chairman: HSBC recently announced an extra
500 free machines. How many of these will be
alongside existing free machines?
Mr John: All our ATMs are free. What are we doing
at the moment? We are meeting—next week from
memory—the Citizens’ Advice Bureaux. We have
already asked them for help to identify where they
would consider to be the most appropriate areas to
put these machines into, so we will work with them
on deprived areas to locate some of these new
machines. There are 500 going in.

Q878 Chairman: The Campaign for Community
Banking Services informed us that in 2005 HSBC
closed the last bank branch in Ogmore Vale in the
Welsh valleys and removed the last free cash
machine. Is that the type of area that you will be able
to expand into again?

Mr John: It may well be. What we look at in that
particular case is the distance from that location to
the next ATM. I happen to know Ogmore Vale quite
well because of my background but I think it is



3379421007 Page Type [O] 09-11-06 20:30:03 Pag Table: COENEW PPSysB Unit: PAG7

Treasury Committee: Evidence Ev 143

18 May 2006 Mr Dyfrig John, Mr Gary Hoffman, Mr James Crosby, Mr Mike Fairey and Sir Fred Goodwin

important to identify also not just rural areas; there
are deprived areas clearly within conurbations
which you need to take into account as well.

Q879 Chairman: How many of you use charging
cash machines in preference to free machines? None
of you? Fine. Let us move on to access to aVordable
credit. Sir Fred, you noted the role RBS played in the
credit union task force set up to examine ways in
which banks could work more eVectively. Why was
the recommendation of the task force to develop a
central service organisation not progressed, and
what more do you believe the mainstream banking
sector can do to support credit unions in terms of
resources and expertise?

Sir Fred Goodwin: There were a variety of
recommendations on deposits which were taken
forward including how credit unions would be
regulated and the deposit guarantees and deposit
protection schemes interact with credit unions, to
get to a place where they were regulated by the FSA
and the cost of that was borne by the rest of the
industry. But at the core of the recommendations
was the recommendation that a central services
agency was set up. As you look around the world
where credit unions have been particularly
successful there is almost a direct mapping to a
central services organisation which provides a lot of
the support. Running a credit union is not a
straightforward matter, and it is most successful
where you have people deeply rooted in the
community—

Q880 Chairman: For example, you and I were
discussing in my own constituency the late Rose
Dorman and Dalmuir.

Sir Fred Goodwin: That is a classic case in point.
Typically women are involved in leading the
movement and it is typically connected with
churches, so that anchor in the community seems to
be very important, but it is hard work and central
services agencies can take a lot of that burden, a lot
of the administrative burden, a lot of the training
burden and so forth, and that was one of the
recommendations. There are quite strong views
within the credit union movement in the UK. There
is ABCUL, the existing body, and other parts of the
movement who do not see eye to eye with ABCUL
and somehow it got lost amongst who was going to
be the pre-eminent support organisation, which I
think was a pity.

Q881 Chairman: We will need to do more work on
the credit union area regarding financial inclusion.

Sir Fred Goodwin: Yes.

Q882 Chairman: I know the diYculties, and I have
discussed that. Gary, the Association of British
Credit Unions welcomed the sponsorship by
Barclays of the PEARLS programme. Can you tell
us how this helped credit unions develop?

Mr HoVman: Yes. The PEARLS programme is a
piece of kit, a bit of software, that enables the credit
unions to be more professional about the way in
which they manage some of the assets and liabilities
they have and some of the ratios, and what it has
helped them to do is reach more customers in their
particular community. We have helped 50 out of 500
so far, and have got an on-going programme in
them, and I know that for those unions it has helped
a lot.

Q883 Chairman: And ABCUL also noted that the
PEARLS programme could be usefully extended to
many more credit unions working in areas of high
financial inclusion. Do you have any plans to extend
the number of credit unions which you support?

Mr HoVman: Yes. We have a programme running
through this year and next.

Q884 Chairman: Good. Moving on to the Money
Transmitters Association, they gave us evidence and
we questioned the Financial Services Authority,
John Tiner and his colleague, last week on that, but
evidence from the Money Transmitters Association
states: “Put simply the banks are denying bank
accounts to money transmitter companies registered
with HMRC without any good reason”. The
Financial Services Authority has called for a risk-
based approach to money-laundering regulations,
but have your banks interpreted this requirement in
terms of how you would operate a business account
for a small money transfer organisation?

Mr Fairey: I was slightly taken by surprise by the
question. I think the money transmitters are
unregulated but registered by HM Revenue and
Customs, which is not the same obviously as being
regulated for money laundering purposes, and there
is a considerable risk, so I think the issue is around
that risk and the quantum of regulation supporting
the transmitter.

Q885 Chairman: I presume you would say it was not
true that banks are denying bank accounts to money
transmitter companies, but HMRC regulates
individual money transmitters but does not pass on
details of their inspection to anyone, or even confirm
that an inspection has taken place. Now, if
regulators were sharing this information with banks,
would it enable you to better judge the risks
associated with a particular company? Does that
seem self-evident?

Sir Fred Goodwin: I do not think it would do any
harm but the point is they are not looking at it from
a money-laundering perspective there; they are also
post facto, so it helps, but I would not think it would
again be a panacea. This is a very high risk area.

Mr John: I think the onus is on us in these cases to
make sure that the money transmitter organisations
have in place policies and procedures that comply
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with money laundering. It is quite specific. As such,
that is what we have to do whenever they come to us.
Clearly we do open accounts for these people.

Q886 Chairman: The FSA have been back on this
issue and are working with us on it. James, you have
experience of operating the Savings Gateway
scheme that provided matched funding to encourage
low income consumers to save, and your submission
notes that it allowed your branch staV to learn about
the needs of these customers. I have to say that in
informal discussion with Elaine Kempson she was
glowing about the Savings Gateway.

Mr Crosby: We have rolled this out over two years
and I think we have now done 24,000 of these. From
our point of view one of the keys is that our
colleagues in the front line are talking directly to
these customers and understanding exactly their
circumstances, and that is very valuable to us.

Q887 Chairman: But you would like Government
maybe to have a Savings Gateway too, and match
funding?

Mr Crosby: I think so, yes. It would be an excellent
product. There will be a full analysis done after the
end of this pilot which we have been running with the
Government, but it seems to me that a lot of tax
incentives in the past have not always been as
successful as anyone would have liked in
encouraging new saving rather than rotating existing
savings, and I do not want to prejudge the review but
I think this is an initiative that really is all about
encouraging new saving and encouraging the saving
habit, so it is probably worth supporting.

Q888 Chairman: Why have no high street banks
signed up to provide stakeholder savings products
through the FSA’s “Basic Advice” regime?

Mr Crosby: Answering on behalf of us I think we do;
we just have not classified them as stakeholder
products. For a number of years we have provided
simple investment products with simple charges, and
we provide full advice on them because we think that
full advice is a superior proposition on those basic
products than stakeholder-based advice.

Q889 Chairman: What I am getting to here is the
FSA’s “Basic Advice” regime. Is there anything they
could do changing that that would encourage you
more?

Mr John: I think when you are giving advice you
generally wish to give some options to the customer.
Unfortunately in this case it is only one product and,
therefore, you need to be very happy and
comfortable that you are able to give best advice on
a customer’s needs. That is at the heart of it. There
is only one product and quite often when you give

advice on investments you say “Here is a range of
products, where is your appetite on risk?” and so
on.37

Q890 Chairman: On the question of the working
party and cash machines we had a discussion earlier
on and I am very grateful for that, but one area that
is worth examining is how we could use the LINK
interchange fee arrangements to help keep the last
free ATM in low income areas. Would that be a
worthy area to look at?

Sir Fred Goodwin: We have to look at the whole
thing so we should look at the whole thing.
Jim Cousins: Mr John, and I think Mr Fairey in a
slightly diVerent way somewhat later, said that they
have broadened the attributes of the basic bank
account somewhat, and without going verbally
through all our witnesses I would very much
appreciate knowing how each of them have dealt
with issues like buVer zones, default charges, people
who want repeat accounts, repeat statements and
things like that. I would appreciate knowing all of
that—not now, but in writing.

Q891 Peter Viggers: With your international
connections, what is the burden of social cost that
you feel in this country compared with the burden of
social cost in other countries? I have asked about this
before and I did not get a really specific answer, but
what I am trying to assess is, if this were a
shareholders’ meeting, what is the social cost of
maintaining smaller bank accounts, promoting
inclusiveness in this country compared with others?

Sir Fred Goodwin: It is not a burden; that is point 1.
Point 2 is that because it is not viewed as a burden it
is not separated out in that sense. I will send you a
copy of our corporate responsibility report where we
set out a number of things that we do but they are
not all costed out. We do not get a lot of heat from
shareholders on this; in fact, I do not think we get
any heat from shareholders on this.

Mr HoVman: I think the shareholders recognise it as
an important part of doing business.

Q892 Chairman: So it is a business opportunity?

Mr HoVman: Yes.

Chairman: Andy?

Q893 Mr Love: I do apologise for having to slip out;
I was called into the Chamber so I may have missed
this, but I wanted to ask a general question about the
relationship between your banks and what they now
term the third sector credit unions in CDFAs. This

37 Note from Witness: HSBC oVers 3 of the 4 stakeholder
products—Cash ISA, Stakeholder Pension and
Stakeholder Child Trust Fund (CTF). HSBC does not oVer
basic advice or a stakeholder investment product as we
believe that the limitations of basic advice, and the
restricted product range for investments under basic advice
(one product), do not meet important customer needs.
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may have come up already but really I would have
thought, from this Committee’s point of view or
certainly as we view it, that there should be a strong
partnership that exists between the third sector and
the banks, mainly because the third sector can
deliver a service that you do not particularly want to
deliver but you can help them to deliver. Now, from
the evidence I have seen there is not that strong
partnership; the banks are not getting involved with
CDFAs that much, and I am sure you have gone into
the task force but since the task force report on credit
unions that has not been carried forward. How do
you see your relationship in the future with the
third sector?

Sir Fred Goodwin: We did, indeed, cover a bit of this
but I would be happy to go over it again. I think it
was an opportunity missed but that is now ancient
history. Our involvement now is reasonably
fragmented across the industry. We have over the
piece tried to work with ABCUL and we have
sponsored some research to try and find other ways
to go forward, and we are now involved with a
number of credit unions but I would be the first to
acknowledge it is reasonably fragmented around the
country. We are working at, if you like, a tactical
level rather than a strategic level, but were an
opportunity to present itself to resolve that I would
be happy to do it.

Q894 Mr Love: Do any of you feel that you have a
really strong working partnership with any parts of
the third sector, and can you tell us about it?

Mr HoVman: We did cover this when you were out
of the room but we think we have a strong
relationship with ABCUL and a significant number

of credit unions through the PEARLS programme
that we have put in place, so I do think we have a
good relationship.

Mr Love: Thank you.

Q895 Chairman: Can I thank you for your
attendance this morning; it has been very helpful to
us. We have focused on people who have not had the
opportunity to open up basic bank accounts and
have met them, and that has resulted in them maybe
not having jobs or losing jobs as a result, and we are
focusing on the barriers to opening that, but more
than anything else we are focusing on the need for a
joined-up approach. I think it is generally agreed
that there has not been that joined-up approach and
that is why we have Government Ministers from
three departments in on Monday to look at this and
where the Government and yourselves can work
together. The Post OYce Card Account and other
matters are big issues and we do not have much time
on those, so it is very important. I would like to
congratulate you for your work with the
Government in terms of financial inclusion and the
work that you are doing with community groups,
and we have witnessed that as we have been about,
and I think it is very helpful to us to try and have this
all-inclusive financial inclusion report, which
focuses, as I said, on a joined-up approach. I think
this morning’s meeting has been very good; it has
been hugely civilised; it would do grace to any of
your board room meetings, and I hope you take that
message back! Thank you very much. One last
matter; there is only one member here who will not
be back at some stage, Mr James Crosby. James, you
have been very helpful to the Committee; we know
you are retiring to do other things, and for your help
with the Committee we thank you and we wish you
every success in your third sector employment on
leisure!

Mr Crosby: Thank you very much.
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Q896 Chairman: Minister, good afternoon and
welcome to the Committee. You are familiar with
our Committee. We have become highly civilised
since your departure. Can I start by referring to your
speech to the financial inclusion task force
conference when you said that, with regard to
promoting financial inclusion, the government “can
certainly get more out of the opportunity which is
created each time someone comes into contact with
the welfare state.” What do you mean by this and
what action do you intend to undertake?
Mr Plaskitt: What I meant by that is that our view
is that too much of the welfare state has what I call
a passive relationship with our clients. That is to say,
they will engage with us. We will in a variety of ways
support people through the welfare system, perhaps
deal with a crisis or a diYcult period in their lives and
give some financial support, perhaps in the form of
cash or a benefit, but my own view is that the welfare
state is not particularly good at going beyond that
and asking questions about the circumstances that
led someone to find themselves in that situation.
Once they are engaged with us, I am posing the
question what more can we do to help deal with the
circumstances that gave rise to the problem or the
diYculty that brought that person forward to
engage with us in one way or another. The second
part of your question was what are we doing about
it. It may be helpful if I just very quickly list the five
main things that my department is doing to try and
turn that programme into reality. First of all, we
have the growth fund. £36 million is behind that.
This is to extend aVordable credit. We are
contracting with 90 providers to provide those
services. The first payments will be made next month
and we are confident that through that we can look
to about 100,000 more aVordable loans being made
available. Secondly, we have the social fund. I think
you will be aware that the government has
substantially increased the funding for the social
fund by £210 million. We have reformed the budget
loan scheme to make it easier and simpler. I am
interested in longer term reform of the social fund
precisely to develop the thought I have just
expressed about making it engage better. I had a
meeting in January with major stakeholders and
next month I am meeting the credit unions to have a
discussion with them about how we might do longer
term reform of the social fund to engage better with
our customers. Thirdly, we have the aVordable

credit deduction scheme. This will allow responsible
lenders to recover credit where payment has fallen
into arrears. 20 lenders are in discussion with us
about this. They represent credit unions and
community development financial institutions. The
first arrangements on that will be in place by the end
of this year. Fourthly, we are reforming housing
benefit, a very large benefit. Many people engage
with us there. When the Bill comes before
Parliament we will introduce the local housing
allowance and we have seen from the pilot that the
local housing allowance greatly facilitates financial
inclusion amongst our customers. Fifthly and
finally, the Post OYce Card Account. You will know
that for those who only hold the Post OYce Card
Account they are financially excluded. That is not
just my view but the view of many witnesses who
have been before your Committee. We have been
working with the Post OYce over the last two years
on how we might deliver on our contractual
undertaking that both of us have to migrate people
to accounts with more functions. Both my
department and the Post OYce are piloting
migration programmes. New products are coming
into place and we anticipate there being a successor
account to the Post OYce Card Account. Our
objective here is to get a smooth transition by 2010
and there is an opportunity here to help around a
million people become financially included.

Q897 Kerry McCarthy: With the growth fund, did
you say 90 financial institutions have signed up to
deliver it?
Mr Plaskitt: Yes.

Q898 Kerry McCarthy: What is the geographical
spread that you expect of this money going out to
deprived areas?
Mr Plaskitt: We want the widest possible spread on
this. Of the 90 organisations we anticipate doing
contracts with, they cover almost all the main urban
areas and many of them also cover rural areas, so I
think the geographical footprint is going to be pretty
extensive.

Q899 Kerry McCarthy: You are expecting the
contracts to be signed next month?
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Mr Plaskitt: Our panel that does these contracts
meets later this week and will sign up the first ones.
We expect the first loans to be made very shortly,
yes.

Q900 Kerry McCarthy: In terms of the money, the
target for the allocations is that we want the money
to be paid out by March 2008. When does the money
start coming on stream?
Mr Plaskitt: Next month. It runs from next month
to March 2008 so it is a 21 month period.

Q901 Kerry McCarthy: There has been some
concern expressed that certain areas that are already
better served by not for profit lenders, where they
already have well established credit unions, are
going to benefit much more from this fund than
other areas. Have you taken that into account?
Mr Plaskitt: Yes. In terms of looking at the people
we want to do these contracts with, we are looking
firstly to ensure that there is the widest possible
geographical coverage. We are looking for long term
sustainability for these programmes. That is why it
has been done on a commercial basis because of the
problems we have seen before. This government
might put up grants to do something like this. They
are short term and when the grant money finishes the
programme finishes. What we are looking for here—
you can think of it in the sense of seed corn—is
money to get these programmes started, for them
then to become self-fulfilling so that they are
sustainable and perpetuated well out into the future.
The 36 million in the growth fund is available right
up until March 2008 but we will be prepared to
support some of these networks in other ways
beyond 2008. We are going to ask for financial
reports from these 90 organisations for up to 10
years so we anticipate these being long term
programmes.

Q902 Kerry McCarthy: In terms of sustainability,
when do you start looking at what happens after
March 2008?
Mr Plaskitt: We are looking at that already. One of
the reasons why the 90 have made it through is
because we are convinced that their programmes
have long term sustainability because that is what we
are looking for here.

Q903 Mr Love: Can I turn to the social fund? Can
you tell us what role you see for the social fund in
providing aVordable credit for low income
households?
Mr Plaskitt: I think we can do a lot more here. As
you know at the moment the social fund makes loans
through a variety of aspects of the social fund. I see
that as performing a role and it is certainly useful for
people who need money either on a short term or
indeed very urgently in the case of crisis loans. What
I am exploring with the stakeholders and the credit
unions is whether working with them we could do
much more in the way of providing aVordable credit
to people. I am convinced that the social fund does
not punch its weight in terms of the financial
resources the government puts behind it. I think it is

possible to do a good deal more in terms of
sustainable support for people and more in terms of
aVordable credit lines than it does at the moment.
That is the nature of the discussions I have started.
They are very informal discussions at this stage but
a lot of people are quite interested in developing the
view that I have about the social fund.

Q904 Mr Love: According to the evidence we
received, credit unions and CDFIs are interested in
this area but I would like to come back to that. What
research has the DWP done about the level of unmet
need and can you quantify that in any way for us in
this particular area.
Mr Plaskitt: In respect of the social fund?

Q905 Mr Love: Yes.
Mr Plaskitt: There clearly is unmet need and this is
one of the problems with the social fund because in a
way the support that it oVers is uneven and, to some
extent, unpredictable. It is administered in diVerent
localities. They have their particular budgets to
administer to and, frankly, sometimes whether or
not you get support from the social fund in the
discretionary areas of it can depend on where you
are and what time in the financial year you present
to ask for support. We can give additional funding
for localities if they are running out of social fund
money before the end of the year. We always have a
reserve to use and we do allocate that as and when
necessary. To my mind, this points to the diYculty
in the way the social fund is drawn up. It is very rule
based. It is very complex in many areas. What I
would like to see in the discussions I am having with
stakeholders and others is how we can take that
resource, use it in a more flexible way and, instead of
just passively responding to a particular need that
someone presents with, how we can get the longer
term engagement with them, steer them towards
advice on financial management, perhaps towards
saving, towards realistic and acceptable forms of
aVordable credit. It does not do much of that at the
moment but if it could the social fund would do an
awful lot more than it does at the moment.

Q906 Mr Love: Joseph Rowntree first did some
research in this area and, while the department
increased the amount going into the discretionary
social fund by £90 million over the last three years
they suggested you would need to at least double
that amount to meet that unmet need. Would you
disagree with that conclusion?
Mr Plaskitt: We put an additional £210 million into
the social fund and that should go quite a long way
to meet the unmet need, but that money is just
coming into the fund now. We will have to see how
it rolls out and whether it does meet the additional
need. I know all of the stakeholders I am in
discussion with have greatly welcomed the fact that
that extra £210 million has gone in. Welcome though
that is, I am still saying with the increased resource
I think we could do more with the social fund than
we do at the moment.
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Q907 Mr Love: The CAB said to us that the social
fund is not popular in general with benefit recipients
because it is rather inflexible. Has there been any
thought given to making it a bit more flexible?
Coming back to the point you made at the
beginning, can you comment on whether or not
there is a partnership developing between the DWP,
credit unions and CDFIs, because these seem keen
to be able to refer those who cannot get from the
social fund and that seems an ideal way at least to
have the flexibility to oVer these people some
aVordable credit opportunities.
Mr Plaskitt: Firstly, the changes that we introduced
on 3 April to the budgeting loan scheme have
already made it more flexible and certainly have
gone some way to tackling the complexity in the
system that they have criticised and that I also think
is a real issue. There is some progress on that. Your
second question was are we developing a partnership
with the credit unions. Yes. They know that I am
opening some questions about long term reform of
the social fund and I am having a meeting with the
credit union representatives next month face to face
to discuss exactly this issue and to sound them out
on what they think we could do with this. I want to
hear what suggestions they have to put forward
because I remain of the view that we could do more
with the social fund in terms of extending social and
financial inclusion.

Q908 Mr Fallon: How much does it cost the
government to operate the Post OYce Card Account
each year?
Mr Plaskitt: About £200 million.

Q909 Mr Fallon: How much will you save of that by
scrapping it and replacing it with a successor
account?
Mr Plaskitt: There is no proposal to scrap the
contract. The contract that we agreed with the Post
OYce back in 2002 exclusively states that it runs
from 2003 until 2010. Nothing of that has changed.
We will continue to honour the contract right the
way through to 2010 in exactly the way that we said
we would.

Q910 Mr Fallon: You are not renewing it. You are
simply playing with words, are you not?
Mr Plaskitt: No. The contract was written very
clearly to run from 2003 to 2010. The contract was
always going to end in 2010 as the Post OYce has
always known. Whether or not the Post OYce Card
Account will continue is a separate issue. I have
always anticipated and we anticipate that there will
need to be a successor to the Post OYce Card
Account but what form it takes and what functions
it has are still to be determined. After all, the current
contract runs until 2010. There are four years more
to run. My department, myself and my oYcials are
in discussion with the Post OYce already about the
time between now and 2010 when the contract ends.
Some important things are happening. Both my
department and the Post OYce are piloting ways in
which we can migrate Post OYce Card Account
customers to other accounts. The Post OYce are

bringing new accounts into existence. They
themselves are going to engage in a migration pilot
exercise next month.

Q911 Mr Fallon: Any successor to the Post OYce
Card Account will have 200 million a year spent on
it or will this be part of your cuts?
Mr Plaskitt: There are no cuts here.

Q912 Mr Fallon: You will be spending 200 million
on the successor account?
Mr Plaskitt: No, because we do not know at this
stage how many people will have that account. We
have 3.7 million of our customers with Post OYce
Card Accounts but, if the migration exercise
between now and 2010 works eVectively and the Post
OYce manage to migrate some of those customers
onto new Post OYce accounts, there will therefore
be fewer people going forward to a successor to the
Post OYce Card Account. Equally, if people migrate
from their Post OYce Card Account to a bank
account with Post OYce accessibility, fewer will be
going forward so at this stage we do not know. As
we approach 2010 and we see the results of the
migration exercise, we will have a clearer idea of
what the successor will look like. It was quite
interesting that Mr Cook, managing director of the
Post OYce, told your Committee in your evidence
session on 9 May that he too was looking forward
from the Post OYce’s perspective to a successor
account, because he did tell you that you cannot do
much with a Post OYce Card Account. He reminded
you that what he would like to see is a card account
that has more capability which would enable you to
access cash in diVerent ways and pay bills. He said
that would be a big step forward for current
customers who they regard as excluded: “We”—that
is, the Post OYce—“could produce such a successor
vehicle.” It depends on how their thinking evolves as
to what it is and what its costs might be.

Q913 Mr Fallon: Given that the banks have
contributed so much to the Post OYce Card
Account financially, why is it that they told us last
week that you have not opened any discussions with
them about migration of those people who use the
card account at the moment but do not have any
bank account? I think there are over a million of
those. Why have you not started discussing with
them how they might be migrating to a basic bank
account?
Mr Plaskitt: We discussed it with the Bankers’
Association and we briefed them thoroughly on 22
February. That is my understanding of how the
banks are likely to receive information from us,
rather than doing it individually to each individual
bank of whom there are of course many.

Q914 Chairman: That meeting came about following
a discussion between Ian Mullen and Stephen
Timms, the then Minister, at a pension event. Maybe
it was informal but when the bankers were here last
week they were concerned that there was no real
discussion taking place. Is that correct?
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Mr Plaskitt: That is right. I saw that they said that.
My oYcials did meet with the association on 22
February and fully briefed them on where my
department’s thinking was about the Post OYce
Card Account, its evolution and its successor and, as
far as I am aware, the association expressed no
diYculty with the position that we gave them.
Whether they are then communicating that on to
their individual banks is up to the association.
Mr Fallon: All four chief executives seem to be
unaware of that.

Q915 Peter Viggers: Why has your support for the
Post OYce Card Account been so grudging from the
beginning?
Mr Plaskitt: It is not grudging at all. We have a
contract which we signed up to in 2002 with the Post
OYce, the contract is being fully honoured and will
be throughout its entire duration. I think it is worth
perhaps reminding the Committee of some of the
things that that contract says. One sentence is really
crucial and I think will assist you because I know
that many Members have expressed concern about
what is happening here. It is important to remember
that the contract states that the card account is an
interim step for account holders who will be
encouraged by both parties—that is the Post OYce
and my department—to migrate to other accounts
that provide better services. That is the contract and
that is what we are honouring. Not only are we
honouring the funding of the contract, in no way
grudging about that whatsoever; we are also
honouring the other part of the contract that says we
should be engaged in the business of migrating
people to more appropriate accounts.

Q916 Peter Viggers: You estimated that two million
people would want a Post OYce Card Account and
about five million have applied.
Mr Plaskitt: No. The estimate was three million that
my department made and my department has 3.7
million customers with Post OYce Card Accounts.

Q917 Peter Viggers: The information we have been
given is as I have stated it. 1.25 million people do not
have any other form of account. Which groups do
you think they are most likely to be drawn from? Are
they likely to be drawn from the most deprived
pensioners, people with less financial awareness?
Mr Plaskitt: I think there will be a mixture. Some
will be our pensioner customers. Some will be
working age benefit customers who do not have
bank accounts either. All of these people, the one
million approximately, who only have a Post OYce
Card Account and do not at this stage have any
other account, are financial excluded. That is not
just my view; it is what your Committee has been
told by the chairman of the financial inclusion task
force and by others. What we have an opportunity
to do here, as we move forward and successor and
alternative accounts appear, is to help hopefully as
many as we can of that million people become
financially included by moving to an account that

does give them opportunities and facilities that the
Post OYce Card Account does not at the moment
give them.

Q918 Peter Viggers: Our briefing is that there are
1.25 million people without another bank account
other than a Post OYce Card Account and you
intend to migrate—I note the use of the transitive
verb—them to accounts with more functions. Which
are the groups most likely to be left behind? I put it
to you as a rhetorical question. Is it those least likely
to be financially included in any other way?
Mr Plaskitt: The ones who will, as you put it, be left
behind are the ones who, for one reason or another,
will simply not want to go forward with any of the
alternative accounts that already exist, with any of
the new accounts that the Post OYce will be
introducing between now and 2010 for whatever
reason. The reason will be theirs. It is not for me to
anticipate. There will be some people who, for
whatever reason, will not want to go forward with
anything else. We do not know at this stage how
many that will be. Hopefully, we can get the number
to be as low as possible because what we want is a
maximum amount of financial inclusion. I hope we
are all signed up to that. It is impossible to say how
many that will be but, as it becomes clearer, we can
think about the nature of the successor account to
the Post OYce Card Account which those people
may move to. You have heard the Post OYce
themselves tell you that if it is one they operate they
want it to have more features than the Post OYce
Card Account. I certainly hope it would.

Q919 Peter Viggers: Citizens’ Advice told us, “You
cannot take four million who rely on benefits, a lot
of them older people who use that as their payment
system, and suddenly close the door on that payment
method in 2010.” How do you respond?
Mr Plaskitt: I absolutely agree with them. It would
be highly irresponsible suddenly to close the door on
them in 2010. That is precisely why, four years
before the end of the contract, we are now working
on the migration exercise. We were committed to do
that by the contract. We are doing that. That is the
responsible thing to do. That means there will not be
a cliV edge in 2010 and no one will fall oV it. That is
not what we want to happen. That is why it is right
to do the migration exercise now, which is exactly
what we are doing. The Post OYce is doing
migration exercises as well.

Q920 John Thurso: I think you would probably
agree that Post OYces—by that I mean the smaller,
sub-Post OYces in rural communities—are a pretty
vital part not simply of financial inclusion but also
social inclusion. At the time of the migration of
payments from the old system to the card system
with the bank, the Post OYces suVered quite badly
in their footfall. What assessment has the
government made of the impact on Post OYces of a
further migration?
Mr Plaskitt: The most important thing for us to do
on that is to listen to what the Post OYce themselves
have to say to us about it. I now meet fairly regularly
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with senior oYcials from the Post OYce and we will
continue to meet regularly, working very closely
together on this. What the Post OYce is looking
for—I know their managing director said this to you
when he was before you giving evidence—are the
opportunities in all of this, because there are
undoubtedly opportunities here for the Post OYce
to bring forward new savings products. They have
just done one. The Instant Saver they launched very
recently and they are looking enthusiastically to
migrate some card account users to the Instant Saver
account, a much better account for them than the
Post OYce Card Account. They will bring forward
other products as well. The one area where I think
it is interesting for the Post OYce to go after a huge
opportunity—and it already exists—are the 20
million people who today have bank accounts, all of
which have Post OYce accessibility. Amazingly,
only about two million of those 20 million people
ever use the Post OYce to operate those accounts so
potentially there are 18 million account holders
already out there today whom the Post OYce could
be going for. That is additional footfall they could be
bringing into all of the Post OYces. My department
is quite ready to work with the Post OYce in trying
to reach out to that huge potential audience, to try
to get them to come through the Post OYce.

Q921 John Thurso: What, if any, research has been
undertaken with people who hold Post OYce Card
Accounts as to why they want them, because there
are nearly four million people who have them. As
many of my constituents told me, they had to work
pretty hard to get them. It was not the easiest option.
Clearly it is a product that is liked and clearly it
works for Post OYces. What, if any, research is
being done on that?
Mr Plaskitt: We are researching that. As you
probably know, we have recently carried out some
pilots. The Post OYce is about to carry out its
migration pilots. As part of that exercise, we have
asked people why they made the choice of a Post
OYce Card Account in the first place or indeed if
they engaged in our pilot exercises but still opted for
the card account why they did that. It is pretty clear
what the reasons are for people doing it. Some of the
most dominant reasons that emerge are people’s
recognition of the Post OYce as a service. It is a
highly respected brand. People like using the Post
OYce. It is highly trusted. It is local. It is in their
community. It is friendly. Those are all perfectly
understandable reasons why people want to go via
the Post OYce. This is an opportunity for the Post
OYce. There is a lot of customer loyalty to them and
if they can bring forward accounts that oVer
functions in addition to those of the Post OYce Card
Account but keep them simple there is a very big
opportunity for them to cement that customer base
and indeed grow it beyond where it is now, cashing
in, if you like, on the reasons why people do support
the Post OYce.

Q922 John Thurso: Would you consider a simple
evolution of the account rather than its replacement
or withdrawal as one way forward that would both
reassure those people and deliver the developments
that the Post OYce and you are looking for?
Mr Plaskitt: I would come back to the theme of your
inquiry which is financial inclusion. The government
is signed up for extending financial inclusion. What
we would clearly like as an outcome at the end of this
is to see as many more people as possible moving to
a state of being financially included. We do not know
at this stage exactly what the structure of a successor
account to the card account will look like but it is
interesting to hear what the Post OYce themselves
have said because they are looking to do something
by way of a successor account. They would clearly
like to have more functionality. So would we.
Exactly what form that will take it is too early to tell.
We will find out more about that as the migration
exercise proceeds and we learn more about what
customers want and expect from that successor
account.

Q923 Chairman: I have met with senior executives of
the Post OYce myself recently. One of the issues for
them is the across the board impact. The DWP
maybe get a credit out of the Post OYce Card
Account which may be transferred but the DTI get
extra responsibilities as well as that and the Treasury
is involved. You mentioned that you have met with
Post OYce senior executives. Do you and your
ministerial colleagues meet with them at the same
time?
Mr Plaskitt: Yes.

Q924 Chairman: When was the last time you met?
Mr Plaskitt: Several things happen. Firstly, at
oYcial level, there are very regular meetings between
all the involved departments of government. In
addition to that, in the last six months I have been
at three interministerial level meetings and certainly
one recently where all three departments of
government and the Post OYce were in the same
room at the same time.

Q925 Chairman: We would encourage that. We are
also aware that the DWP has been undertaking three
pilot schemes to convert Post OYce Card Account
users into other products. In answer to a
parliamentary question, you said they were
scheduled to be concluded by mid-March. First of
all, are they concluded and, secondly, if they are, can
you send us a report of the pilot schemes?
Mr Plaskitt: Firstly, they are concluded. They did
conclude on exactly that date. We have now just
concluded assessing the results that have come from
those pilots. The first thing we will do with the
assessment we have arrived at is share it with the
Post OYce as we undertook to do. Once we have
done that, we will share it with yourselves and
Parliament as I undertook to do.

Q926 Chairman: As you know with our Committee
we have Reports that stay on the agenda so we will
be coming back to this issue.
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Mr Plaskitt: I would be very happy to share that
information with you.

Q927 Mr Mudie: You said 200 million. Is that a per
year figure?
Mr Plaskitt: Yes.

Q928 Mr Mudie: That sounds like a pound per
transaction if you have roughly four million
customers and you are spending 200 million. That
would be about a pound a week, a pound a
transaction. That compares with the banks’ penny.
That rather suggests that the basis for this is
understandable savings which the taxpayers might
thank you for. I will not use the word “cuts” because
that is emotive.
Mr Plaskitt: As I said earlier, it is not a cuts exercise
or a savings exercise. It is about honouring the
contract because the contract that we wrote and
both of us signed up to commits both of us—the Post
OYce and DWP—as soon as the card account was
up and running to do the migration work, to get
people into financial inclusion.

Q929 Mr Mudie: That contract in itself was a saving
because that contract was introduced when you
withdrew books, which were even more expensive.
We had enormous savings in the move across. We
have this contract which runs at 200 million. The
Post OYce find that 200 million very useful to keep
14,000 Post OYces together. I do not envisage you
paying them 200 million at the end of this exercise if,
in your eyes, it is successful because the Post OYce
Account will not be there. If you are negotiating
something, it will not be a pound compared to a
penny with the banks. Yes?
Mr Plaskitt: You have to look at the numbers. First
of all, let me reiterate again that there is no rowing
back on the contract at all. The contract will run
right through to 2010 across the life of the contract.
It may well represent about £1 billion of public
funding supporting the Post OYce Card Account. It
could well reach that level or even exceed it. How
much it will cost to run a successor account at the
moment I cannot determine. If we are successful, as
I hope your Committee would want us to be, in
helping most of those 1.25 million people—
somewhere in that range—into financial inclusion,
the number left who will want to persist with a Post
OYce Card Account or a successor will be much
smaller. It may well be that the Post OYce will have
won a lot of the business from people moving away
from the Post OYce Card Account. That is what the
Post OYce management want to do. It is what the
Post OYce Federation of Sub-Postmasters have said
they want to do, win that business. That is why they
are in the business now of bringing forward new
accounts to attract that business and that will be
revenue for the Post OYce. What they are interested
in of course is footfall and keeping people in and,
once they are coming into the Post OYce, directing
other products at them. As I am sure you know, the
Post OYce is busy promoting a lot of new product
lines. That is to build its business.

Q930 Mr Mudie: Mr Cook, in his evidence which
you have read, said he did not think it would be too
diYcult to produce a card account which went
further than the present Post OYce Card Account.
He does not see any diYculty. The diYculty I
presume will be in negotiating the same sort of figure
from the DWP for having their customers use this.
Mr Plaskitt: It will depend on the size of the user
base of that product. At the moment, we cannot
anticipate what that will be.

Q931 Mr Mudie: What was the individual cost for
the book compared to the pound for the Post OYce
Card Account, compared to the penny for the bank?
What was the cost for a book?
Mr Plaskitt: That I cannot recall. Some assistance
may be arriving. You are right in assuming that it
does cost my department less to do the direct
payment system than it did with the book but let us
also note that the direct payment system is a lot safer
and far more secure and has reduced fraud.

Q932 Mr Mudie: I am just after the figure that is on
that piece of paper.
Mr Plaskitt: I am told it was 50 pence per book, per
transaction, per week.

Q933 Mr Mudie: The Post OYce Card Account is
twice as expensive?
Mr Plaskitt: No, because that is per transaction. Let
me disregard any note that comes my way. My
recollection is that the overall running cost of the
card account as opposed to the old payment book
system is in the region of about £100 million cheaper.
Let us also note that we checked with our customers
to make sure that they are happy with a direct
payment system and it does have an approval rate of
well over 90% amongst our customer base.

Q934 Mr Mudie: You have saved 50 pence per
transaction?
Mr Plaskitt: In the move from the old order book to
the Post OYce Card Account system we certainly
saved money but we also have a more eYcient
system, a popular system, a more secure system, one
far less open to fraud than the old system was. It was
a good move to make. I think that is clear from all
fronts.

Q935 Mr Mudie: Did the three departments, the
Treasury, the DTI and yourself, specifically come to
a meeting and agree this?
Mr Plaskitt: Agree what?

Q936 Mr Mudie: Agree to end the Post OYce Card
Account. As it was your contract with the Post
OYce, did you take the decision or did the three
departments agree the decision and then did you
communicate it to the Post OYce?
Mr Plaskitt: There is a false premise there, if I may
say so, because no decision was made to end the
contract. The contract was written with an end date
in it of March 2010 and we are honouring that
contract throughout its lifetime.
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Q937 Mr Mudie: That is semantics. At the end of the
day the Post OYce is a very important business to
millions of people throughout this country. They
have had a contract with the department for a long
time. It was books; you forced cards; they accepted
the cards; they accepted the lowering of payment.
They were anticipating working with you to 2010 for
a successor. You indicated that at 2010 you were
definitely finishing Post OYce Card Accounts. There
was no successor in mind. That was communicated
to the Post OYce. The Post OYce told us they were
not very happy about it but that is the decision. Was
it a decision of the three departments that that be
communicated to the Post OYce?
Mr Plaskitt: I do not understand. There is no change
in the contract. The Post OYce’s signature is on the
contract that says it ends in 2010.

Q938 Chairman: We are in fairy land here. Baroness
Prosser made an announcement in the Lords and
that caused a stuchie so do not tell us that everything
is hunky-dory in your land because in the outside
world things are problematic and that is the issue.
We had the banks before us last week and they said
they were not going to help the Post OYce because
they are competitors. They also say, rather softly,
that they gave you £182 million. They are not going
to give you this money again so there is a big issue of
£200 million here in terms of savings or cuts,
whatever term George wants to use euphemistically
for that. There is a big issue here. What we are saying
as a Committee is that there is a political problem
here. We are looking for that to be addressed and, if
it is not addressed, it is not going to be good for
training, the Post OYce or individuals. I think I am
speaking on behalf of all my colleagues here. That is
the spirit of the message we are getting back from the
banks and others.
Mr Plaskitt: What we are interested in is providing
the best possible service for the DWP’s customers
and clients at the end of the day. As you know, the
Post OYce Card Account was part of the transition
from the old book system to the direct payment
system but it always had the role of a stepping stone
and that is explicitly stated in the contract which
ourselves and the Post OYce signed. The evidence
that the Post OYce gave to you was interesting
because they are clearly looking forward to what
happens after 2010.

Q939 Chairman: They are anxious.
Mr Plaskitt: They are up for bringing forward or
bidding for a successor account to the Post OYce
Card Account. They can see the opportunity that is
in this. The Post OYce have known right from the

outset that this contract concluded in 2010. The
dialogue we are having now, which is absolutely the
right thing to do at this point with the contract still
having four years to run, is to start talking about
how we do that migration, how the Post OYce can
keep its business and what the successor account
will be.

Q940 Chairman: One issue is the banks themselves
because they gave you 182 million. They have not
spoken to you. Will you, as a result of this hearing
today, contact the major banks and have a meeting
with them on the issue because if the banks are not
on side, if we do not get this transition right, we are
all going to be losers. Would you meet the chief
executives of the banks rather than just a one oV
meeting between Ian Mullen and Stephen Timms at
a pension conference?
Mr Plaskitt: I have no diYculty meeting the chief
executives of the banks. I have done it in this
Committee many times and can do it in a diVerent
capacity. The banks are not in the dark because we
have fully briefed their association.

Q941 Chairman: Will you meet them?
Mr Plaskitt: I have just said I have no problem
meeting them.

Q942 Chairman: You will meet them?
Mr Plaskitt: I have no problem meeting them to talk
with them.

Q943 Chairman: Your department will contact
them.
Mr Plaskitt: I have no diYculty with that.

Q944 Chairman: What plans does your department
have to bid for funds for financial inclusion work as
part of the comprehensive spending review next
year?
Mr Plaskitt: We have a lot of money in the pipeline
already for financial inclusion work, as I said in
answer to your first question. Some of those funds
run forward so we have a lot of extra funding
available which we are just beginning to roll out
now. Many of the programmes funded by that will
last well into the period of time covered by the next
comprehensive spending review. There is a
substantial amount of additional funding up and
running and being allocated now which will have
long term consequences.
Chairman: Minister, thank you very much for your
time. It is lovely to see you again. We will be seeing
you as time goes on with the Post OYce Card
Account and we will invite you back.
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John Thurso: Chairman, I have had to translate
“stuchie” for my colleague. It is a rammy.

Q945 Chairman: Welcome to the Committee. You
are the embodiment of your Minister and the whole
department for this session. I have spoken to Ian
McCartney and I appreciate his diYculty. He cannot
be here so we are delighted to welcome you. For the
sake of the record, I mentioned the word “stuchie”.
John Thurso has kindly translated that to Colin
Breed and “stuchie” is a Scottish word meaning a
“rammy”. Could you tell us what policies the DTI
are promoting for financial inclusion?
Ms Price: I know the Minister is very sorry that he
cannot be here today. The Department of Trade and
Industry is particularly concerned with issues
around over-indebtedness and the regulation of
consumer credit which clearly are very relevant to
aspects of the financial inclusion agenda. We set out
a strategy on tackling over-indebtedness in the
Consumer Credit White Paper in December 2003
and the subsequent action plan in 2004 and reported
on progress against that last year. We are funding
debt advice to help those who get into financial
diYculty, both telephone advice where we are giving
£1 million a year to the National Debt Line and, with
the face to face debt advice project now about to
come on stream, there is £45 million over the next
two years for that. Those are the major spending
commitments.

Q946 Chairman: Why is the DTI planning to abolish
the Financial Services Consumer Panel or to weaken
its statutory role under the Financial Services and
Markets Act?
Ms Price: We have no plans to abolish the Financial
Services Consumer Panel. What the department has
done is to consult on the possibility of setting up a
new consumer body which is provisionally titled
“Consumer Voice” which will bring together a
number of consumer bodies with the aim of having
a more coherent, stronger voice for consumers. One
of the options on which we consulted would involve
including the Financial Services Consumer Panel
within that body. There are also options which
would involve leaving it where it is. The consultation
on that closed last month and we are now
considering the comments we have received. We will
be publishing a summary of the conclusions in due
course.

Q947 Chairman: Could you keep us informed on
that?
Ms Price: Certainly.

Q948 Peter Viggers: The Financial Inclusion Fund
to provide debt advice is going to provide advice
during the period 2006/8. Can you spell out the main
heads of expenditure of that 45 million?
Ms Price: We held a competition and invited bids
from advice agencies for that money. We have
selected 14 projects to receive money under the fund.
I cannot tell you exactly how it breaks down but very

much the majority of that money will be going to pay
for advisers and we are expecting to increase the
adviser population by around 450 to 500 advisers.

Q949 Peter Viggers: What are the longer term plans
for providing debt advice after 2008?
Ms Price: I clearly cannot pre-empt the outcome of
the comprehensive spending review in 2007 but we
will obviously be looking at the case for rolling
that forward.

Q950 Peter Viggers: How long does it take to train
a financial adviser? Who is going to volunteer to
become a trained financial adviser if the job is going
to end in 2008?
Ms Price: It takes about six months so there will be
a good period for those people to work before
March 2008.

Q951 Peter Viggers: As long as a year perhaps: six
months’ training and a year’s work?
Ms Price: We would expect people to be being
recruited over the summer and the first people may
be coming on in the autumn so it will be more than
a year.

Q952 Peter Viggers: You may not wish to respond
but I put it to you that it would help make a coherent
policy if longer term plans had been announced at
this point.
Ms Price: We have to work with the government
spending cycle. The future funding will be looked at
as part of the comprehensive spending review.

Q953 Peter Viggers: Is your department looking at
level of debt? I note the comment of the Governor of
the Bank of England that calls to the National Debt
Line were at a record high. He expressed concern
about high household debt levels. Does your
department agree that there is a potential social
problem and what steps are being taken?
Ms Price: Levels of borrowing are certainly high and
it is certainly true that the number of calls to debt
advice agencies is increasing. It is not clear that the
reason for the increase in numbers is that people are
suVering a significantly greater problem. Other
possibilities are that people are being encouraged to
seek advice earlier which is something we very much
want them to do and more people are seeking advice.

Q954 Peter Viggers: Does your department take the
view that the financial industry is behaving
responsibly in the manner in which it advertises
debt? Do you think the financial services industry
should take more steps to promote debt awareness?
Ms Price: We certainly believe that the financial
services industry should act responsibly in lending
and indeed that consumers should act responsibly in
borrowing. We do encourage them to support the
services for those who get into diYculty. We would
like to see them all contributing and encourage them
to do so.



3379421008 Page Type [E] 09-11-06 20:37:12 Pag Table: COENEW PPSysB Unit: PAG8

Ev 154 Treasury Committee: Evidence

22 May 2006 Ms Fiona Price

Q955 Mr Breed: At the heart of the relationship
between the lender and the borrower, particularly
for low income households, is the perception of
fairness as such. That determines whether the
contracts are fair and whether people get into
trouble. Can you tell us what new duties the unfair
credit provisions in the Consumer Credit Bill will
place upon the lenders in particular to ensure that,
when they are providing credit to low income
consumers, they are looking at this whole area of
fairness?
Ms Price: The new Consumer Credit Act 2006 which
has just received Royal Assent will bring in a new
right for consumers to challenge credit relationships
which are unfair. That will apply to all kinds of
consumer credit. Consumers will be able to
challenge all the conduct in the credit relationship,
not just the terms of the agreement, so the way it has
been operated as well, which will be a significant
improvement on what we have at the moment.

Q956 Mr Breed: The lenders will have certain duties
of care to ensure that they are acting responsibly in
respect of a person’s ability to take on that credit and
everything else. Do you think it will be rather similar
to the whole idea of the mis-selling of insurance? In
other words, can we get to a concept of a lender mis-
selling a product to a borrower?
Ms Price: The legislation does not approach it in
quite that way but it does make clear that if a lender
behaves irresponsibly the OYce of Fair Trading can
take that into account in deciding whether they are
fit to hold a licence and can impose sanctions if they
think they are not behaving appropriately. If a credit
relationship or credit agreement is found to be
unfair, it is unenforceable so the lender would not be
able to recover the money.

Q957 Mr Breed: If the borrower went to court, the
court might decide to set it aside because it was
considered, under the terms of that provision, unfair
in the way it was lent?
Ms Price: Yes. It would be open to the court to
decide that or to amend the terms of the agreement
so that they were seen to be fair.

Q958 Mr Breed: Elaine Kempson told us that she
was currently undertaking a study into illegal
lending for the DTI and that some of the initial
findings were already causing some concern. Can
you give us any update on the latest results of that
study?
Ms Price: The researchers are still analysing the
results of that study. The initial results suggest that
illegal lending is very much focused in micro-
communities. It is not widespread across the country
but it is quite common in small areas. It is also
suggesting that the great majority of people regard
illegal lending as harmful to the community and do
not want to see it happening. It is suggesting that
there may be two kinds of people who are using

illegal lending. There are the sort of people who have
a chaotic lifestyle maybe. Often, it goes along with
drug and alcohol abuse. There are other people who
are financially excluded and can find no other
alternative.

Q959 Mr Breed: I find the whole concept of illegal
lending quite interesting. I can understand formal
and informal lending with a proper contract. I am
not sure that what the lending was going to be used
for might be termed illegal. I am not certain that the
transaction might be. When are we going to get the
results of that study and when is it going be made
available?
Ms Price: We are expecting to publish the results
in July.

Q960 Mr Breed: Turning to the issue of loan sharks,
which is a pejorative term for people who lend at
extortionate rates, probably under conditions that
would not be classed as a normal transaction, do you
think that there are suYcient powers to combat the
problem of these illegal loan sharks already
available to the DTI in terms of the licence and
everything else? Do you think they need to be beefed
up when getting some new powers to ensure that
proper control and regulation of this sector is
undertaken?
Ms Price: I think the powers are adequate. It is quite
clear that it is illegal to lend without a consumer
licence and there are adequate sanctions that
Trading Standards, who are the enforcers, can use.
The diYculties are that, by the nature of this, it is
very diYcult to catch the loan sharks and it is
diYcult to get people to give evidence against them.
It takes a lot of eVort and surveillance to bring a case
to court. What we have been able to do with the loan
shark pilots is put teams in place who can put in that
eVort and have been successful in bringing people to
court after a period of over 10 years, when there were
no prosecutions.

Q961 Mr Breed: It is not a matter of new powers but
perhaps additional resources to enable investigative
work and to bring cases to court under powers
already there?
Ms Price: Yes. It is about putting the resources into
enforcement.

Q962 Mr Gauke: One of the issues we have looked
at is the need to develop some sort of method for
providing generic financial advice. Are there any
lessons to be learned from the Consumer Direct
programme the DTI runs, obviously not relating to
financial advice, but are there any lessons we can
learn from that and can you tell us a little bit about
Consumer Direct?
Ms Price: Consumer Direct was set up building on
the advice services that local authorities provided to
consumers in order to give consumers a place they
could go to get advice on consumer problems or on
transactions that they were thinking of taking out.
We have now rolled that service out nationally so it
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is available everywhere and the responsibility for
managing the service has now transferred from DTI
to the OYce of Fair Trading. The research has
shown that the service is very valuable and that it
does lead to significant savings for consumers.
People who use the service also feel that they would
be much more confident about dealing with future
problems so it is having an impact there.

Q963 Mr Gauke: Do you have any figures as to how
many calls it has taken and what the cost of it is?
Ms Price: I do not have those to hand but we could
certainly send them to you.

Q964 Mr Gauke: Can I come back to the issue of the
Post OYce? Assuming that the DWP goes ahead and
does not renew the contract, to use the terminology
the Minister would like, in 2010, will there be any
additional costs with regard to the social network
payment which the DTI will have to pay to the Post
OYce, given the reduction in footfall that is likely to
result from that?
Ms Price: We are too early in the discussions to say
what the impact is going to be but we are working
closely with the DWP and the Post OYce on
considering what will happen going forward and
discussing with the Post OYce. The Post OYce is
looking very closely at alternative sources of
business so I think we will need to see those
discussions progressing further.

Q965 Mr Gauke: Would you accept that it is a
possibility that, if the Post OYce Card Account is
abolished in 2010, there will be a reduction in
footfall and, as a consequence, that will place a
greater strain on some Post OYces and may result in
an increase in the social network payment from the
DTI? Is that a possibility that the DTI is
considering?
Ms Price: It is certainly something that would need
to be considered along with all the other issues.

Q966 Mr Gauke: With regard to your general
relationship with the Post OYce, to what extent is
financial inclusion a priority matter?
Ms Price: It is not essential to the DTI’s relationship
with the Post OYce. We tend to be dealing with it
rather more from the point of view of the
shareholder and the financial inclusion issues are
largely within DWP’s area.

Q967 Mr Gauke: How does it work when you have
the DWP and the DTI? Is there not a danger of
running into cross-departmental confusion?
Ms Price: We try to make sure that we work closely
together to avoid that.

Q968 Chairman: Could you take back to your
Minister the view that it would be good if ministers
from diVerent departments met with the Post OYce
or others at the one meeting because to date the
information is that that has not happened. It would
be very helpful because we need a joined up
approach to financial inclusion.

Ms Price: I will certainly do that.

Q969 Mr Mudie: I am sorry the Minister is not here.
Do not take this personally but I find all that very
“Yes, Minister” speak. We have had a round of Post
OYce closures. Your department is responsible for
the Post OYce. We have had a round that caused
havoc in the country. There are petitions in the Post
OYces now about closures and the department who
is paying the Post OYces 200 million a year decides it
is not going to extend the contract which means that
your department, responsible for the Post OYces,
inevitably is either going to have to find 200 million
to replace that income or close Post OYces. Is there
any record in the department of the department
objecting to the decision, commenting adversely on
the decision of the DWP or did the department, the
protector of the Post OYces, just say, “Oh, dear”?
Ms Price: Like the Post OYce and the DWP, we
knew that the contract was due to come to an end
in 2010.

Q970 Mr Mudie: This was 2005. It was not
something that was pressing, where they had to take
a decision. In joined up government, did they discuss
their intentions with the department? Did you have
the opportunity to say, “Hold on. This is a very
diYcult political decision. It aVects us as a
department. We are the lead department on Post
OYces”? Did any of that happen or did the DWP
just say, “We are going to save some brass. Aren’t
we clever?”?
Ms Price: We have always worked closely with the
DWP.

Q971 Mr Mudie: That is not disputed but where are
you on this issue? If you are saying that you work
closely with them, the people who run the Post
OYces, the sub-postmasters, would think that you
have not safeguarded them suYciently. You have
been supine in the face of a very strange decision
from the DWP. Which is it?
Ms Price: The Post OYce Card Account was always
seen as a stepping stone to financial inclusion, not
something that we wanted people to be on for ever.

Q972 Mr Mudie: Why? We are just talking about
method of payment. People were happy with their
books. For financial reasons, the DWP saved 100
million by withdrawing books. There were hurdles
to get a Post OYce Account. Four million people
chose it. Now they are saying it is going. That is a
matter for the pensioners. That is hard lines, but it
also aVects 14,000 Post OYces and, unless there is
some brass coming in from the DTI, it is down to
4,000 Post OYces. 10,000 Post OYces are going to
close before 2010. You are responsible for those Post
OYces. Are you telling us that the department did
not object to this decision by the DWP?
Ms Price: We knew that the contract was coming to
an end in 2010 and what was important was to think
early about what was to replace it. What will be
important to the Post OYce and to those customers
are the arrangements that replace that.
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Chairman: You can detect that there is a concern
here on that issue. Can you take that back to the
Minister, if you do not mind, because we are going

Witnesses: Ed Balls, a Member of the House, Economic Secretary, HM Treasury, Mr Clive Maxwell,
Director, Financial Services, and Ms Sue Catchpole, Team Leader, Financial Services, gave evidence.

Q973 Chairman: Mr Balls, welcome to the
Committee in your new post as Minister.
Congratulations. Can you introduce your team?
Ed Balls: It is a great honour to appear before the
Treasury Committee for my first appearance before
a select committee as a Minister. Can I introduce on
my right Clive Maxwell, who is a director of the
Treasury for financial services, and Sue Catchpole,
who is the head of the payments and inclusion team.
Together Clive and Sue have been masterminding
the Treasury’s input into the financial inclusion
strategy over the last months and probably for
longer than that.

Q974 Chairman: How does your role fit alongside
that of the new Minister for Social Exclusion?
Ed Balls: I am the Treasury Minister with
responsibility for financial inclusion issues and also,
more broadly, for financial services in the City,
which cover the broader issues for financial
capability. I think the Treasury has the lead in
Whitehall on financial inclusion and therefore it is
my responsibility to make sure that the government
is eVectively working together with the FSA and the
wider community to implement the strategy which
was set out in this Treasury document in 2004 called
Promoting Financial Inclusion, which has been built
upon in pre-budget report statements and the work
of the task force since that date.

Q975 Chairman: Has your department had
communication regarding what is your fit, what is
the fit of the Minister for Social Exclusion and where
the overlap is?
Ed Balls: As of today, I have been preparing over the
last period to appear before this Committee and it
has been extremely useful for me both to prepare for
the Committee but also to have the opportunity to
read the transcripts of all the evidence you have
heard in recent months in order to get up to speed
with all the issues. I have not as of yet had a
conversation with Cabinet OYcers Ministers. The
lead across government for financial inclusion
matters is with the Treasury but obviously we work
closely with colleagues from the DWP and the DTI
and also on social exclusion issues. It was the PAT
14 report which set the agenda early on in the life of
the government which was at that time produced by
the social exclusion unit which was then under the
Cabinet OYce. The social exclusion unit has now
returned to the Cabinet OYce with new ministers
but I obviously will be having conversations with
those ministers in due course. As of yet I have not.

to keep a watching brief on it. Can we thank you for
your attendance and for stepping in so quickly for
the Minister. We are very grateful.

Q976 Ms Keeble: I wanted to ask about some of the
targets in the financial inclusion task force.
Presumably it reports to you, does it?
Ed Balls: It is a task force of the government but in
the first instance it reports to me.

Q977 Ms Keeble: One of the goals was to halve the
number of people who are not banked and to make
significant progress within two years. What has the
progress been like?
Ed Balls: I saw the evidence that you took from
Brian Pomeroy. I met him this morning to discuss
these issues. He said that as they had reported to the
Committee and to the government there had been
significant progress. As he explained, it is obviously
diYcult because of the particular data issues to give
you a precise answer on exactly how much progress
we have made. The original commitment to reduce
by half the number of people without a bank account
was based upon one survey, the Family Resource
Survey, and we cannot in a comparable way measure
progress against that initial target until we get
numbers from the 2005/6 survey which will not be
published until the spring. I asked for more detailed
information. Are there ways in which we can track
progress even though the data are not directly
comparable? We can do that in two ways. One, there
are ONS surveys which we can use to track progress.
To give the Committee the latest figures from the
ONS, in May 2005 there were 2.54 million adults
living in benefit units with no accounts of any kind.
That number had fallen to 1.89 million in December
2005. Adults in benefit units with no current account
had fallen from 3.54 million in May 2005 to 3.15
million in December 2005. Those numbers are not
directly comparable because the ONS is using
benefit units and the family resources survey is
looking at households. What they do tell you is that
over those seven or eight months there has been a
significant fall in the number of unbanked
individuals so I think that gives us some confidence
that we are making significant progress.

The Committee suspended from 6.14pm to 6.26pm for
a division in the House

Q978 Ms Keeble: How do you make sure that the
methods you put in place or the policies that are put
in place reach the financially excluded and also that
you know who the financially excluded are and have
a profile of them: old, young, black, white, single,
childless or whatever?
Ed Balls: This is one of the issues which the task
force has as part of the remit of its work. Whether it
is mapping particular policies such as access to bank
accounts, access to ATMs or more generally trying
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to get behind the headline statistics I gave you here
and analyse the detail, that is one of the things the
task force will advise us on. We will from the Family
Resources Survey in January of next year have a
very detailed breakdown of the way in which trends
have moved, not just the overall number but the
details in terms of ethnic group, race, geographical
location. Hopefully we will have a lot more detail.

Q979 Ms Keeble: Do you not think we should have
had that earlier than this, because we are quite a long
way down the track now of trying to tackle the
financially excluded?
Ed Balls: In the document, as I understand it from a
couple of years ago, there is quite a lot of detail. We
know quite a lot about who the financially excluded
are in terms of where they live, the regions of the
country, their income levels, chances of owning a
home and having a job. The financial inclusion task
force gave you a briefing after their appearance last
week which broke down the unbanked by diVerent
types of housing tenure which gave some interesting
statistics for the Committee so we are trying our best
to understand more about these things.

Q980 Ms Keeble: What do you think of the criticism
that instead of just number counting on the basic
bank accounts we should be looking more at the
functionality of the basic bank accounts so that they
suit what people need?
Ed Balls: That is a valid point and indeed has been
an active part of the work of the task force. Brian
Pomeroy said last week that, following the banks’
own mystery shopping exercise, a lot of work is
being done looking both at the way in which basic
bank accounts are being taken up but also at the
kind of attributes which people who do not have
bank accounts would like to see. There is a range of
ways in which the task force is discussing with the
banks changes to the banking code and to guidelines
in the coming months in order to both improve
access to basic bank accounts but also to look at
some of the parameters around them. For example,
whether there should be a small amount of overdraft
facility allowed so that people who are wanting to
operate a direct debit account can have a little bit of
cushion every month. These are all exactly the kinds
of issues the task force is looking at.

Q981 Ms Keeble: Have you considered alongside
that whether there should be a universal service
obligation on banks or something like a Community
Reinvestment Act?
Ed Balls: This has been a subject of discussion for
some time. At the time of the 2004 report, we went
for a voluntary approach. I discussed it with Brian
Pomeroy today. The attitude that he and the task
force are taking at this point is that they will make
more progress more quickly through voluntary
discussions with the banks rather than getting into
the more public naming and shaming process. We
also know that there is going to be a point when an
assessment occurs at the beginning of next year. The
option of going beyond that to legislation has not
been taken oV the table. I was interested by some of

the comments made to the Committee last week and
I looked at the detail on the comparison with
France, where there is an obligation. As far as we
understand, the obligation has not delivered
universal banking accessibility. We think a similar
number of people to Britain do not have a proper
bank account. There are some people who have a
sort of savings account. The French Treasury has
been doing exactly the same kind of work as we have
been doing to say are there ways through publicity,
through working with the third sector, to try and
deliver higher take-up. The evidence does not say
that simply having an obligation delivers results.
Even if you had that, you would still need to do all
the work we are doing here. It is not oV the table but
at the moment we are seeing whether we can make
progress through the task force.

Q982 Ms Keeble: Would you look at the regulatory
regime around accounts? I did some of my own
mystery shopping. If you want to open an account,
you are told you must have a passport, you must
have this and you must have that and the other.
DiVerent banks take diVerent approaches to this but
would you look at changing the regulatory regime
around opening basic bank accounts and is that a
deterrent for some people?
Ed Balls: There is a number of issues here but to pick
just one, the way in which the rules work in terms of
ID, it is clear from the discussions that there have
been problems with the way in which ID rules are
used as an obstacle. I think you picked this up
yourself in your mystery shopping exercises around
diVerent parts of London. We did come up with the
JMLSG, the joint recommendations on money
laundering, to try and streamline this process at an
earlier stage. It has now become clear that that has
not worked. We need to move beyond that. The task
force is trying an alternative route which is about
identification which can be done there and then in
the branch, without needing to send oV passports
elsewhere.

Q983 Ms Keeble: Are you doing work with DFID
looking at remittances and a way that those can be
maximised and handled more smoothly? They are
nodding. I want to know the progress.
Ed Balls: I do not know the answer to that so I am
very happy to ask Sue to report. I do know that,
when the task force was in Chicago, this was one of
the issues that was raised. We will give you a note on
remittances.38

Q984 Mr Fallon: Let us hope you can oVer
something on the decision to kill oV the Post OYce
Card Account. You had two million more people
taking it up than you thought. It was costing £200
million a year. You announced after just three years
that it was going to be killed oV. This decision has
the Treasury fingerprints all over it, has it not?
Ed Balls: As far as I understood from the beginning,
we were going to have a contract until 2010 for a
Post OYce Card Account which frankly did not

38 Ev 348
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meet our minimum requirements in terms of
providing an eVective banking account for people
but was a stepping stone to a better regime post-
2010. I have read the transcripts. I remember these
discussions when I was in a diVerent capacity in the
Treasury at the time. I do not think it is a revelation
to anybody that the Post OYce Card Account in this
form was going to end in 2010 so the real debate, as
I think the Minister said this afternoon because this
is a Department for Work and Pensions lead, is what
is the successor regime after 2010. As for Treasury
fingerprints on some decision, I do not think that is
right.

Q985 Mr Fallon: The Treasury was involved in the
decision to kill it oV.
Ed Balls: The original decision was made to have a
contract until 2010.

Q986 Mr Fallon: The Treasury was involved in the
decision not to renew the contract. You expressed a
view on its cost, presumably?
Ed Balls: I cannot tell you exactly what these
processes were because I was not at the Treasury at
the time. It was always understood that in 2010 the
contract was going to end and there would be a
successor regime which would be diVerent and
therefore there was always an issue about how you
would negotiate a better successor regime. When
you use language like “killing oV” I do not recognise
that as being the way in which the government is
working.

Q987 Mr Fallon: Does what you describe as a “better
successor regime” mean something that costs less
than £200 million a year, the same or more?
Ed Balls: We are discussing financial inclusion
today. I think a better successor regime is one which
means that more people have bank accounts or
accounts which give an operational banking element
to them, which allow for example direct debits and
which allow you to make deposits. The problem with
the Post OYce Card Account is it is not only
expensive for the government but it is rather
expensive for individuals in terms of the cost to them
of interest forgone. More than that, it does not
operate as a functional bank account. Any financial
inclusion strategy worth its salt should be about
moving people from a POCA type account on to
something which is more recognisably a bank
account. That is what we have always been about
from the beginning.

Q988 Mr Fallon: You have admitted it is expensive
for the government. Is it your view that there is a
better way of spending the 200 million a year on the
financially excluded or is it that you want to save
money from the 200 million? Which is it?
Ed Balls: The government is spending £120 million
on the fund for the next three years on tackling
financial inclusion so clearly we intend to spend
money. In terms of what happens after 2010, at the
moment that is something which is being considered
by the Department for Work and Pensions. It is
beyond the ambit of the current spending review

until 2008. It will clearly be part of the discussions
for the next spending review. I do not take a narrow
Treasury view about cost here. The issue is what
helps us to deliver our financial inclusion agenda and
I do not think the POCA account is a very eVective
way of delivering financial inclusion.

Q989 Mr Fallon: You have made that clear. I just
want to be clear too from this side of the table
whether the £200 million that you say is too
expensive being used on the POCA account is still
going to be available, whether that £200 million will
still be there for a programme on the financially
excluded—yes or no?
Ed Balls: The only point I was making was that the
cost per transaction is considerably higher under a
POCA account than it would be under a comparable
bank account. You cannot expect me as a Treasury
minister of two weeks’ standing to start pre-empting
future spending reviews which will be made by the
Government as a whole, but it clearly is the case, as
the minister at the Department for Work and
Pensions made clear this afternoon, that the
intention is to have a successor regime which delivers
for people access to benefits at the Post OYce but in
a way which is more suited to the financial inclusion
objectives we are trying to talk about today.

Q990 Mr Fallon: Is it also the case that you want that
successor regime to save you money? Is this part of
the eYciency drive?
Ed Balls: As you said, it is not about saving money
because it is costing us money. I have said to you
very clearly that I am not going to pre-empt future
discussions about spending. What I am clear about
is that we need to make sure that, however we spend
money, we spend it in a way which helps us to deliver
financial inclusion. The POCA account was never
part of our financial inclusion agenda because it is
not actually a banking account and therefore any
sensible government trying to pursue this agenda
would want to look to a successor regime. That is not
in any sense a backward step; it is a forward step for
this agenda.

Q991 Kerry McCarthy: I would like to switch
subjects now and ask about access to aVordable
credit, particularly community investment tax relief.
Would you regard the scheme so far as a success?
Ed Balls: It is fairly early days but we are engaging
a whole sector, the mutual sector, and the third
sector in the financial inclusion agenda in an
integrated way, in a way in which they have not been
eVectively integrated in the past. As I said, I am early
into this role but I read the transcripts of evidence
from people from the third sector, from the umbrella
organisation and also from the Leeds Credit Union
and the Southwark Credit Union and it was clear
that they thought that this agenda was going in the
right direction and that they also thought that the
task force was a route through which they could
have a genuine substantive influence on the future
policy agenda. I do not feel equipped to give you a
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judgment as to whether this situation is satisfactory
but I certainly feel it is moving in the right direction,
and the sector I think said so too.

Q992 Kerry McCarthy: When Cyril Cohen came up
with the idea of CITR five years ago with the Social
Investment Task Force he was envisaging about one
billion being invested through that. I think today it is
about £38 million. Recently there have been reports
that the two main ethical investment banks, Charity
Bank and Triodos Bank, have both pulled out of the
scheme and stopped accepting deposits. Do you
think there is now a need to review how the scheme
operates?
Ed Balls: I saw Brian Pomeroy today. We agreed
that this is an issue which we want to look at very
closely in the months ahead. I think it would be
premature for me to give you a judgment. I have
spoken to Ronnie Cohen about this over recent
months before taking on this job and I think he
thought that the Government was eVective in
implementing his report. As I said, I am very happy
to look at this in detail in the coming months. I think
it is an important part of my new job.

Q993 Kerry McCarthy: One of the things he
suggested was that there might be a need for an
intermediary for CDFIs because you have got lots of
little institutions that they are trying to set up but in
terms of distributing capital to them I think he
suggested in a recent press interview that maybe
there was a need for a major organisation. He also
suggested that the Commission on Unclaimed
Assets, which is looking at this £2.5 billion lying in
dormant accounts, might be something which could
be used to act as an intermediary to pass that money
over to CDFIs. Do you think that is a runner as an
idea?
Ed Balls: I certainly think that what you are talking
about here, whether it is credit unions or small and
non-mutual providers of finance, is often small,
inexperienced organisations that need all the help
they can get. It is certainly the case that we are keen
to provide that. I have to say, Chairman, that it is a
question of detail beyond what I personally can give
you as an adequate answer and I wonder whether
Clive might say something about it.
Mr Maxwell: With respect to the unclaimed assets
work, the banking sector has made various
commitments about first trying to return those
unclaimed assets to the individuals they first
belonged to and then over time giving those assets to
other organisations to spend. They are looking at
diVerent options for that, ways of reinvesting it in
communities. It may well be that models like this are
a way forward but there are lots of options out there
as to how they might channel that money most
eVectively to give best value for money to the
communities around the country.

Q994 Kerry McCarthy: I have one final question
about the cap on credit unions’ lending. It has been
agreed that it is going to go up from 1% to 2% and
that was flagged up in the Budget. Has that come on
stream yet or not?

Ed Balls: I think it comes on stream from 1 June. It
has certainly been the case that one of my first
decisions was to confirm that in regulation. It is an
issue where there are quite strong views on both sides
of the argument within the mutual sector but I think
that this is a sensible way in which we can make sure
that we ease some of the restrictions while keeping
the comfort which comes from the continuation of
the cap.

Q995 Kerry McCarthy: People who have spoken to
me were under the impression that it could only
come on stream either at the beginning of April or at
the beginning of October and I have had
representations made that it would be better if it
were tied up with the DWP Growth Fund, but it
sounds like that is what you have done.
Ed Balls: Yes.
Kerry McCarthy: That is good news.

Q996 Mr Love: Can I ask about the long term
sustainability of third sector lenders? Up until now
they have been funded by the Phoenix Fund and, of
course, that is something that will disappear. We had
one of the lenders before this committee tell us that
revenues from their lending would only cover 60% of
their overheads. Are they sustainable, does your
research show that they can be made sustainable and
is there an argument for some form of longer term
subsidy in order to make them sustainable?
Ed Balls: It is early days but there are issues which
the third sector is putting to us in the task force for
us to look at in order to make sure that we can do
more to support the sustainability of the sector and
to ease some of the regulations. There are also things
the third sector are doing themselves to build new
partnerships, for example, the Community Banking
Partnership which is bringing together credit unions,
community development organisations, financial
institutions and banks. They are all building a
partnership in one place and I know that the New
Economics Foundation has pushed that issue. We
certainly have one example of that kind of
partnership working. There is also work being done
to link up with the banking sector itself for mutuals
and third sector providers to provide current
accounts directly and I think there are some link-ups
which have occurred with the Co-op Bank to do
that. There are new partnership models being
established and you will know from the evidence you
have seen that the third sector puts it to us that there
will be things that the Government needs to do,
either with direct finance or with regulation, to make
that happen and make it sustainable. We are very
open to those kinds of proposals.

Q997 Mr Love: Would you accept that if there is not
some form of long term subsidy for third sector
organisations you will need to increase the cap, for
example, in credit unions from the 2% that is being
put forward to perhaps 3% or 4% in order then to
recoup in terms of income? That begins to take those
organisations away from the community base in
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which they operate and therefore there is a real
dilemma and challenge there. How do you think
they can solve that?
Ed Balls: The £120 million fund, which works until
2008, includes I think £36 million for supporting
directly the growth of third sector credit. As a
minister newly responsible for this area I do not see
this agenda ending in 2008 when the period of the
£120 million and the Growth Fund ends. On the one
hand an objective for us is to try and make sure that
these initiatives and this support become
mainstreamed into the work of the DTI and the
DWP in advice but at the same time to make sure we
do not lose the focus, as somebody coming new to
this, having been away for a while, of what is a much
more integrated and eVective delivery mechanism
than we have seen in the past. A priority for me as
the Treasury Minister responsible for this will be to
make sure that between now and the end of the
spending review we come up with a credible strategy,
with support within Government and across the
broader sector, which can take forward these
initiatives, learning from where we have got to in the
work of the task force, to the period beyond 2008. I
want to make sure that financial inclusion plays an
important part in the spending review and hopefully
that will be the vehicle by which we can take forward
some of the post-2008 issues you referred to.

Q998 Mr Love: Brian Pomeroy also said to us when
he came before us that he wanted to extend his remit
past 2008 and we will wait to see whether he comes
back.
Ed Balls: He did not say that to me this morning but
maybe that was after having come to the select
committee rather than before.

Q999 Mr Love: He is going to write to us on that, so
maybe he will be thinking about that issue.
Ed Balls: He seems to be enjoying his job.

Q1000 Mr Love: Kerry mentioned earlier the
disappointing amount that is spent through
community investment tax relief and, of course, this
is one of the areas in which CDFIs can be
supportive. At the moment it does not cover
personal lending. I know that is an issue that the
Treasury looked at. What are the problems that you
see in addressing that role and is there a real
possibility that this may be a way of extending the
remit of CDFIs in covering the cost structure?
Ed Balls: The answer to that is that that is an issue,
as you discussed last week, which has been put to us
and we are very happy to listen carefully and look at
that. It would be quite a big change for the operation
of some third sector providers and it would be a
change in the intent of the relief but it is absolutely
not a change to which our minds are closed.

Q1001 Mr Todd: Do you think it is time to review the
law relating to credit unions? It was last done in
1979.
Ed Balls: I cannot give you an immediate answer to
that. It has not been put to me in the first two weeks
that this is a priority.

Q1002 Mr Todd: The thing that they raised is that
they are by law prevented from taking deposits from
bodies corporate of any kind, be they voluntary
sector bodies, local community groups or whatever.
They must accept deposits only from individuals.
Ed Balls: As you say, this is an issue which has been
the same since the Credit Unions Act in 1979. The
answer to that is that this is quite a detailed technical
area. We are happy to receive representations from
the sector.

Q1003 Mr Todd: This looks like a tremendously
good opportunity for a Handout Bill for Private
Members on this, and as someone who sponsored
one for this sector in the past, it certainly looks like
something the Treasury could develop relatively
straightforwardly.
Ed Balls: My understanding is that over the last few
years there have been quite a lot of ways in which we
have legislated to support the growth of co-
operatives and mutuals.

Q1004 Mr Todd: Indeed, yes.
Ed Balls: In this particular area there has not been a
change in the legislation since 1979 but there have
been quite a lot of other changes in the legislation.
As it happens, I am a co-operative as well as a
Labour Member of Parliament so I have always
taken an interest in co-operative matters and can see
why and how they can play a very important role.

Q1005 Mr Todd: Would you ask your oYcials to
have a look at the possibility of a Handout Bill in
this area?
Ed Balls: I am not sure if, as a Treasury Minister, one
is ever allowed to look at a Handout Bill. It sounds
rather un-Treasury. I think there have already been
discussions going on with the sector on the
particular point you raise about taking wider
deposits.

Q1006 Mr Todd: It does require primary legislation.
Ms Catchpole: I have had extensive discussions with
representatives from the credit union movement on
this issue. It raises some diYcult regulatory
questions and I think it is fair to say that the credit
union movement itself is pretty divided on it. Some
people see it as a good way forward. Others feel that
it would undermine the whole basis of individual
member based organisations.

Q1007 Mr Todd: I think it depends how you define
which organisations could take part in it. It would
have to have the same community of interest
argument, for example.
Ms Catchpole: There are also ways in which people
can invest in credit unions already which are not
used.

Q1008 Mr Todd: Turning to another area of activity,
the surveys have shown that there are a significant
number of people who own a home but are
nevertheless financially excluded. Is there a way in
which we can encourage greater availability of
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secured loans to those sorts of individuals,
particularly to improve their homes, because that is
very often one of the key requirements they face?
Ed Balls: I know from before coming to the Treasury
that this is a particular issue at the moment. In our
district locally we have a major expansion going on
in repairs and maintenance to social housing
because of post-transfer and the organisation called
Wakefield District Housing, but the issue arises
where you have a row of houses where a lot of money
is being spent along the rows to do the new roofs or
whatever and there is one house in the middle where
you might have somebody who bought the house
under right-to-buy but then for whatever reason
may now be on JSA or mortgage benefit and just
does not have the access to financial support to make
their contribution. This causes a very serious
problem. There are things which can be done. There
are ways in which home owners can be eligible
directly to local authorities for grants or loans for
essential repairs. There are innovative ways in which
we might think of relieving some of the burden and
allowing people who are in that position to get
broader support from the local authority.

Q1009 Mr Todd: Very few local authorities pursue
this sort of activity, do they?
Ed Balls: As I said, I come to this more from the
point of view of a constituency MP rather than my
brief. I was meeting last week with the head of our
housing association, Wakefield District Housing,
and they are actively thinking about how they can
ease the burden on those kinds of individuals, partly
from the point of view of the needs of those
individuals and partly because it is obviously very
diYcult if you are trying to do a major repair or
reconstruction programme when you have one
house in the middle of the road which, for whatever
reason, cannot aVord to make a contribution. We
need to think innovatively in this area. I think this is
really a matter for the Housing Minister rather than
myself in the first instance but it is something which
from a financial inclusion point of view we need to
address because it is not clear that it is simply going
to be solved by asking people to take on substantial
amounts of extra debt.

Q1010 Mr Todd: Probably not but it would be
wrong to suggest that it is purely an activity a council
could be involved in. There is likely to be significant
private sector funding made available even if it is
through some local authority relationship.
Ed Balls: We are in a world in which the
combination of a desire to spend more and the
ability to spend more in these areas, plus the fact that
a number of people have found themselves in very
diYcult circumstances because of previous right-to-
buy policies combined with whatever events which
then befell them, means that we need to find a
solution to this and I think we need to be open to
innovative ways in which this can be done. If the
committee has thoughts in this area and proposals to
make the door is open to ideas.

Q1011 Chairman: Will you find it quite easy to have
discussions with the Housing Minister on that issue,
Minister?
Ed Balls: I will always endeavour to make sure that
I consult closely with all colleagues in whatever
department.

Q1012 Mr Gauke: A number of witnesses have
raised with us the diYculty of obtaining general
financial advice other than in relation to the sales
process. Can I ask whether you recognise that there
is a diYculty and how you propose to deal with that
because there does seem to be a likelihood, assuming
that the Turner Report recommendations come into
play, and you probably know more about it than I
do, that there will be an increased need for generic
financial advice?
Ed Balls: As you know, the responsibility for general
financial advice and promoting financial capability
is a responsibility of the FSA under the legislation.
My first meeting with somebody outside the
Treasury was with Callum McCarthy from the FSA.
The first thing we spoke about was the way in which
the FSA is taking forward their responsibilities in
this area and I think it is something they take very
seriously indeed. As you know, the £120 million
fund for the next few years has a pot of money which
has already been allocated through the DTI to the
sector for money advice of £45 million and the DTI
is tendering for that at the moment. In addition to
that, and as I said I spoke to Brian Pomeroy about
this today, there is £20 million left. The task force is
very keen that we run a campaign aimed at
encouraging more people who might otherwise not
do so to take up the kind of financial advice which is
on oVer and think innovatively about how we can
get to those people, whether it is through housing
associations or whatever. My sense is that people are
thinking hard about both the general issue of
financial capability and in particular how we can get
this kind of advice to people who are in need of it.

Q1013 Mr Gauke: You mentioned the role of the
FSA and also the task force. Is there not a danger of
great overlap here and of the one doing what the
other should be doing? Was the FSA consulted on
what the task force was going to do in this area?
Ed Balls: It is always the case in Government that
you have diVerent objectives which have an overlap.
We have one objective which is to improve the
general level of financial capability in education
across the whole population, which is the
responsibility of the FSA. That was a controversial
issue when it was discussed a number of years ago
because there were some who felt that this should
not be the responsibility of the FSA, but that was the
decision which was made. My sense from my initial
discussions is that that is something that the FSA is
taking very seriously indeed. There is a separate
issue, which is not the same as general funds for
education, which is tackling financial exclusion, in
which advice is an important part but just one part,
and we have a task force whose job is to drive
forward that agenda working with the Treasury.
Clearly there is an overlap between those two
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separate objectives, which is where the provision of
advice generally can help tackle financial inclusion.
Government is about making sure those overlaps
work in a constructive rather than a destructive way.
My sense is that there are no problems between the
FSA and the task force. I do not know whether Clive
has spotted anything.
Mr Maxwell: No.
Ed Balls: If there are problems arising then we
should deal with them but, as I said, that has not
been my initial impression.

Q1014 Mr Gauke: Can I return specifically to the
side of this which is about the generic financial
advice? You will presumably be aware of the
Resolution Foundation and the work it is doing
trying to put together proposals for a national
financial advice resource. Can I ask what your
attitude is to that, whether you feel that it will fulfil
a useful role and whether there is an argument for
partial state funding towards such a resource?
Ed Balls: I read the transcripts of the Resolution
advice experts to the committee. Clive Cowdery is
the gentleman in charge. As a result of that I asked
what had happened and was told that the Treasury
had actively encouraged the task force to engage
with Resolution to listen to their ideas. There are
regular meetings going on and so I think we are very
receptive to their ideas. While one part of my
responsibility for the spending review will be about
financial inclusion there is a separate, as I said,
overlapping responsibility which is how we take
forward more generally in Government the financial
capability agenda and work with the FSA to make
sure that in our discussions with DfES on the
curricula or with the Child Trust Fund or with Sure
Start or with the Social Fund we take forward some
of these financial capability issues. It is an important
part of my job to make sure that happens in an
eVective and proper way for the spending review.

Q1015 Mr Gauke: One of the elementals of the
Resolution plan is particularly focusing on those
who earn between £10,000 and £22,000 a year. They
are not necessarily the most financially excluded but
do you recognise that there is a diYculty for people
in that salary bracket to obtain generic financial
advice?
Ed Balls: I think there is. One of the things which has
developed in terms of the Government’s thinking is
that in the early phases the focus was simply on
people who did not have a bank account, who were
unbanked, and what has happened in the
development of understanding here is that there are
people who in some sense are engaging in the
banking world but, for example, because they have
a POCA account or more broadly whether it is in
terms of decisions made about savings, are not
getting the kind of support they need. Tackling
financial inclusion and broadening access to
education advice is not simply about people who are
completely outside the banking system. It is also, as
you said, about people who are likely to have a bank

account but who are not necessarily getting the best
advice, or the best advice at an aVordable rate. That
is certainly a focus for us.

Q1016 Mr Mudie: I am surprised at that. You have
half a million of your people getting benefit through
the Post OYce. They have chosen to do that. Why do
you know best?
Ed Balls: I am not sure if I understand the question.

Q1017 Mr Mudie: I will do it again then. Half a
million of your customers get benefits paid by
HMRC through the Post OYce. They chose to do
that and you are saying, “After 2010 no”. Why do
you know best?
Ed Balls: I think the majority of people who are
receiving tax credits are receiving them through
bank accounts.

Q1018 Mr Mudie: No, no, half a million are not.
That is the proportion—11.5% of the people on Post
OYce accounts are in receipt of benefits from
yourself.
Ed Balls: The point I was going to make was that of
the large majority who are getting support through
bank accounts a substantial proportion can access
that money at the Post OYce, and personally I
would like more of those people to be able to access
their benefits at the Post OYces. Because we are
discussing financial inclusion today I would much
rather they could do so using an account which was
more suited to the demands of the modern world and
gave them more flexibility. I do not think that it is
right that we should accept as a permanent state—

Q1019 Mr Mudie: The Post OYce?
Ed Balls: No. I do not think it is right that we should
accept as a permanent state people who are not
getting the kind of support for direct debits or to be
able to make deposits which—

Q1020 Mr Mudie: Minister, it is not that they are
choosing. The point has been made by the Post
OYce, they point has been made by the committee,
the point has been made by sub-postmasters. If you
end this contract and you replace it with something
paying less, which is obviously going to happen, you
continue the move, and it is on the table now, from
14,000 down to 4,000, so even the person who wants
to go to the Post OYce, whom you even allow to go
to the Post OYce, may not have a Post OYce to go
to.
Ed Balls: I do not find that these days that is a way in
which people in the modern Post OYce are thinking.
What they are actually thinking is not, “We should
be subsidised to provide what we have always
provided independent of whether it gives a good
service or is value for money”. What they actually
want to do is persuade people to come into the Post
OYce because they can give a better service, being
competitors, in a way which is more suited to the
reality of modern life.
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Q1021 Mr Mudie: That is a very interesting answer,
Minister, because you regard this contract as a
subsidy for the Post OYce. This £200 million is a
subsidy.
Ed Balls: I think, Mr Mudie, that was what you put
to me. You said to me unless we continued that
subsidy the Post OYce would have no future.

Q1022 Mr Mudie: No, no, Mr Balls, I did not say
that. I said unless you can continue with the
contract, with the arrangement.
Ed Balls: This particular contract.

Q1023 Mr Mudie: The contract, yes. It was not a
subsidy. It is an arrangement entered into for the
past 100 years to deliver benefits.
Ed Balls: As I understand it, and you will know the
details of this, a contribution to the Post OYce card
account was made by the banks themselves so clearly
this was not a continuation of a 100-year practice in
which the Post OYce as a self-standing organisation
had support to deliver accounts. It was a decision
which was made for a new kind of account for a time
limited period, which was only done on the basis of
external contributions from the banks and from the
Government, and the question to my mind, because
I have met with my local postmasters and
postmistresses about this, is how we can make sure
that footfall in the Post OYce network is maintained
and increased because it is a huge resource for the
country but in a way which actually delivers proper
kinds of accounts which people should be able to
access at the Post OYce.

Q1024 Mr Mudie: The Post OYce people regard the
contract and the footprint, as you say, as absolutely
crucial to keeping 14,000 (or as near as possible
14,000) post oYces together, which we regard as
important from the financial inclusion point of view
because of their geographic spread, but if this
arrangement made between the DWP, yourself and
the DTI finishes in 2010 it will be 4,000 post oYces
instead of 14,000.
Ed Balls: I would be very surprised if those numbers
were correct. I do not think anybody is suggesting
that the removal of this contract, even if it was
replaced with nothing, would immediately mean a
jump from one number to another. The important
point, and I think we agree on both these
propositions, is that on the one hand the Post OYce
network in my constituency and yours provides a
very important way in which people in our
communities can access financial services, not just an
account but more generally broader advice and the
other services which can come from that. At the
same time we all accept, I think, that the Post OYce
card account does not contribute to tackling
financial inclusion because this is not what we
recognise as a modern functioning bank account. It
does not have any of the facilities of a bank account,
and in the case of the basic bank account you are
rightly saying that we should try and make sure that
the basic bank account works more eVectively for

individuals and make it more sophisticated. The
Post OYce card account is quite a long way from
even providing—

Q1025 Mr Mudie: Mr Balls, the DWP Minister
finished oV by saying that this was about the
customers, and that was how I started the question
to you.
Ed Balls: It is about the community and customers.

Q1026 Mr Mudie: Four million people had books.
For financial purposes, savings, the Government
decided to get rid of books. They gave people three
choices. You just phoned up if you wanted a bank
account; to move it into a bank account you just
made one phone call. To get a Post OYce card
account you had to go through all sorts of hurdles.
Four million people did it and if you live in the
community that you represent you know why a lot
of them did it.
Ed Balls: But 70% of—

Q1027 Mr Mudie: But you are now coming and
saying, “I know better. You are not going to have a
Post OYce account. You are going to have a bank
account. You are going to be financially included.”
What about people who say, “I would rather have
my Post OYce card account”?
Ed Balls: We want people to be financially included,
do we not?

Q1028 Mr Mudie: Yes.
Ed Balls: That is what we are discussing today.

Q1029 Mr Mudie: Exactly.
Ed Balls: And we all accept that the Post OYce card
account does not deliver that objective, so the
question is how can we deliver greater financial
inclusion and at the same time support the Post
OYce network?

Q1030 Mr Mudie: Exactly. It is a new question.
Ed Balls: As I understand it from what the Minister
said today, for people who will not in the end
channel it into any kind of bank account there will be
an arrangement made, which I presume will be the
paying of cheques.

Q1031 Chairman: We have to move on now but
there is a concern there and a concern in Parliament
as well.
Ed Balls: Absolutely, Chairman. As a constituency
MP I completely understand that concern and have
discussed it with local post oYces.

Q1032 Mr Mudie: How do you balance your view
and our view of wanting financial inclusion with a
pensioner who says, “I am happy the way I am. I
want to use the Post OYce”? Do we in the end, Mr
Balls, say, “Tough. We are the Government”?
Ed Balls: The point you argue and where I disagree
is that I would like pensioners to use the Post OYce
to access their money but I do not think it is right
that we should say to them, “You should have to put
up with a second-class kind of account”. We ought



3379421008 Page Type [E] 09-11-06 20:37:12 Pag Table: COENEW PPSysB Unit: PAG8

Ev 164 Treasury Committee: Evidence

22 May 2006 Ed Balls, Mr Clive Maxwell and Ms Sue Catchpole

to try and do better. At the moment there are ways
in which you can access basic bank accounts and a
number of diVerent banking services at the Post
OYce. The thing which worries me as a constituency
MP is that too many people do not seem to know
about it and they do not seem to know that actually
you can use a post oYce to access the wider banking
system. That says to me that there is something
going wrong somewhere which means that we are
relying upon an old-fashioned way of providing
accounts at the Post OYce when in fact we ought to
be moving in a way in which people can use the Post
OYce for banking services into a more modern area.
I do not totally understand why it is the case that
people who use the Post OYce are not aware of the
kinds of services they can access at the Post OYce
and maybe that is something which we need to
discuss as well.

Q1033 Chairman: There is a lot of meat in this issue
to be discussed. I want to tie up a few points before
we finish. The Savings Gateway is now in its second
pilot stage. Are there any indications of the success
of the second pilot scheme? I say that against the
background of Elaine Kempson who told us that she
was concerned that the second pilot scheme had lost
the simplicity and focus of the original scheme.
Ed Balls: I do not know whether it has lost its focus.
It is certainly the case that what we are doing in the
second range of pilots is testing some variations
around diVerent ways of matching, diVerent ways
of changing the monthly limits, an opening
endowment, trying to get a range of savers, but I
think we are doing so building upon the results of the
first pilots which were very successful. As somebody
who was involved in the detail of the first pilots, I
have to say they were considerably more successful
than we thought they were going to be. I think this is
really positive. The question is can we use the second
pilot to get some more information. There is clearly
a decision to be made then as to whether or not we
should go for a broad-based matched scheme for
saving.

Q1034 Chairman: Elaine Kempson was very
enthusiastic about the Savings Gateway and she is
concerned it did not have the professional expertise
and could lose its simplicity. If you could keep that
in mind.
Ed Balls: Elaine Kempson is the pre-eminent expert
in the area, so if she has concerns we will listen.

Q1035 Chairman: Good. Last week the FSA seemed
at a loss to explain why so few companies had signed
up to oVer stakeholder products through the basic
advice regime. The Treasury submission states that
some firms consider the process expensive, diYcult
to integrate and not suitable for work-site sales. Why
do you think so few firms have signed up to provide
stakeholder products?
Ed Balls: At the moment we do not know the answer
to that. It is still quite early to tell because the scheme
has only been going just over a year. It was striking
to me reading the transcript of the evidence last week
that a number of the commercial banking

representatives were not oVering these products.
Clearly it is the case that in striking a balance
between regulation and simplicity it looks to me as
though we have not got the balance right here and
we are going to have to look at it further. We have
also got the MiFID Directive which is currently
being implemented which is going to require some
changes in the parameters of Basic Advice. We will
look at this further. I do not know whether in the end
there is a long-term future for Basic Advice, this is
something we are going to need to look at, but at the
moment it is not persuading in any substantive way
commercial providers to come into this market.

Q1036 Chairman: You will be aware that our
Committee produced a report at the weekend on the
National Pension Savings Scheme and one of our
conclusions was that stakeholder pensions have not
been successful in halting the decline in private
pension provision amongst middle income earners.
First of all, do you agree with that? Secondly, do you
agree with my view that we have got to do as much as
possible to keep the FSA out of the scheme? In other
words, to keep the regulation at bay. If we keep the
regulation at bay then it is simple and it can put more
for the consumer and customer at the end of the day
in their pension pot?
Ed Balls: You cannot put the issue of the lower than
desirable level of savings amongst people on middle
incomes down to one scheme or one set of products,
these are much broader issues. We have got a White
Paper coming up soon, I think this week, which is
going to set out a long-term plan in a number of
these areas. My job from a Treasury perspective,
following the publication of that White Paper, will
be to pick up a number of diVerent issues which we
will need to take forward, whether it is hardening up
green proposals or legislation or the details.

Q1037 Chairman: Stakeholder pensions have not
been successful in halting the decline.
Ed Balls: I think looking at the role of stakeholder
pensions in the context of the Pensions White Paper
will be one of the important things I need to do in the
coming months alongside making sure that the
National Pensions Savings Scheme can build a
broad base of support not just politically but also in
the industry.

Q1038 Chairman: We had a unanimous report from
our Committee on that, which was very helpful. The
Financial Inclusion Fund is administered by a
number of diVerent government departments.
Witnesses have told us that since that happens
diVerent things come on line at diVerent times and it
does not support joined-up thinking across diVerent
areas. Have you sought to tackle these diYculties?
Ed Balls: I do not know whether you are suggesting
that the Treasury should take direct control of all of
these diVerent areas. As you know, that is not the
modern role of the Treasury, we prefer to work in
partnership with other governments departments.

Q1039 Chairman: Joined-up thinking is exactly the
same.
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Ed Balls: It is too early for me to give you a proper
assessment because I have only been there for two
weeks, but in my experience I would say there is a far
more integrated, joined-up approach to the delivery
of the Financial Inclusion agenda across
government and departments as well as with the
wider sector than was the case two years ago.
Personally I think we can make it even better but it
is much better than it was.

Q1040 Chairman: Does the Treasury have overall
responsibility for the Financial Inclusion Fund of
£120 million, for how that is spent and the results
achieved and whether the objectives are met or not?
Ed Balls: I believe the answer to that is yes.

Q1041 Chairman: So you are in charge, there is no
problem?
Ed Balls: I believe so.
Mr Maxwell: We are in charge, with individual
departments, spending the money for which they are
responsible. The Treasury is in charge of the overall
strategy of making sure that the diVerent elements of
that strategy add up to something that works.

Ed Balls: I think that was yes.

Q1042 Chairman: We can decode that at a later date
at our leisure. Joined-up thinking and approaches
are very important?
Ed Balls: Very, very important.

Q1043 Chairman: On that note, can I thank you for
your attendance. Earlier on the shorthand writers
asked me to spell “stuchie” and “rammy”, which
they now have. Stuchie and rammy, for your
information, is nothing less than a stramash. If you
are quite happy with that, I am fine. For the record,
you mentioned Colin Cowdery and it is Clive
Cowdery.
Ed Balls: I apologise for that.

Q1044 Chairman: Lastly, Minister, I look forward to
working with you on the Cash Machines Taskforce.
Ed Balls: Could I just say that this is very, very
important work for us and obviously has a read-
across on the particular issues we have been
discussing here because of the Link issue as it aVects
the Post OYce. I am looking forward to further
discussions on that.
Chairman: Thank you very much. Thank you for
your time, Minister.
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Memorandum submitted by A4e (Action for Employment)

Executive Summary

1. The Government, supported by the banking industry and other involved bodies, has had some success
in increasing access to banking services. However, it is apparent that the nature of the behaviour of the
financially excluded means that existing models of service delivery are not eVective. The challenge therefore
is to establish a model capable of providing low cost transactional banking services that are easily
understandable and accessible to the financially excluded. This model needs to be scaleable and
commercially sustainable and incorporate financial education.

2. The typical credit needs of the financially excluded are for relatively small amounts on an intermittent
but ever present basis. This credit is vital due to the low incomes of those involved, but due to their position
outside of the financial mainstream they pay the most to borrow the least. To support the tackling of this
issue it is suggested a three pronged approach is followed:

— “Real” competition is fostered in the market to stimulate the move to better service and lower
pricing, organizations seeking to enter the market and drive down prices over realistic timeframes
should be encouraged and supported.

— The discretionary Social Fund should be joined up and co-ordinated with the Financial Inclusion
Fund as part of the policy drive to tackle the problem.

— Work should be undertaken with the financially excluded to support a positive change in
behaviour to a culture of “borrow to invest, save for crisis”.

3. The key to financial education is to embed the process in the education system and to continue it on
through various staging posts covering individuals both in and out of employment. The need is also clear for
working age financial education. The Government could take a clear lead on this through its own position as
both an employer and as the overall provider of services to those not in employment.

4. The understandable need to regulate advice to avoid mis-selling has inadvertently led to a disincentive
for those on below average incomes to save. Reviewing what advice needs to be given and therefore
simplifying it, and reducing cost, is important. However, it is clear that oVering the financially excluded the
ability to save without the need for regulated advice through high interest current accounts “jamjar” savings
pots are vital in stimulating a savings culture.

5. The Financial Inclusion Taskforce and the Financial Inclusion Fund have brought welcome focus to
tackling this issue but there seems to be a lack of co-ordination in the operation of the Fund and its approach
to procurement in particular, the lack of a mixed economy overall is a significant problem. It must be
recognised that a small number of socially driven for-profit organisations have an important role to play in
tackling this issue eVectively. Experience suggests that while aggregate funding across Government is not
insignificant its dispersion considerably lessens its impact.

6. It is clear that tackling financial exclusion makes a significant contribution to eliminating social
exclusion. In the current environment advances in technology allow an unprecedented chance for the
financially excluded to leapfrog forward but a concerted drive is needed by all involved to take advantage
of this window of opportunity.

1. Access to banking services

A. The Governments drive to address the problem of households without bank accounts has had a
significant impact. Activities such as the Direct Payment programme, which supports individuals in receipt
of benefits and/or state pensions to receive payment electronically into an appropriate account have been
an outstanding success. Such provision is a powerful tool in reducing the number of unbanked households
in the UK, as these households are more than likely to be in receipt of a benefit and/or a state pension. The
willingness of the banking industry to accommodate these customers should also be noted.

B. However, it is also clear that Direct Payment alone is not the whole answer—particularly for those
most distanced from adequate financial services products. It is also clear that responsibility for supplying
bank accounts be laid solely at the door of providers within the banking industry. These are commercial
enterprises, built on a traditional approach to financial service delivery, whose prime driver is to deliver
shareholder value. The method by which the services are taken to market—and the service portfolio and
structure itself—require innovation and restructuring in order to be relevant and accessible to the financially
excluded.

C. Feedback from the financially excluded indicates that the model of service delivery and structure of
financial products used by the current high street banks does not work eVectively for those presently
unbanked or address their financial requirements. For a significant number of households the issues of
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accessibility and “account literacy” are barriers that need to be overcome if this remaining number of
1.9 million households is to be drastically reduced. In addition, particularly on credit facilities, the products
available through the banks do not address the needs of the client cohort.

D. Research indicates that if an individual lives in a location where the banks have withdrawn their
branches and where the only ATMs are fee charging they are physically, and crucially psychologically, cut
oV from the financial mainstream. Layered on top of this, many clients do not perceive themselves (or are
unable to operate) as “consumers” of financial service products. As such, their choices are dictated by the
availability locally of alternative sources of finance—this may be door to door lenders, local credit unions/
micro lenders, the use of telephone based (by heavily targeted advertising) debt consolidation agencies or
informal lending markets, including loan sharks.

E. The real challenge therefore is to establish and support a model that does work for the financially and
socially excluded. This model needs to provide low cost, transparent, transactional banking services that
targets and markets to the financially excluded, delivering a limited range of easily understood products
designed specifically for the customer base. Crucially, financial education and improving financial literacy,
must be an integral part of the service facility. Such an institution could then support eVorts to market
Government initiatives such as the Savings Gateway, Child Trust Funds and stakeholder products to those
who are targeted for these programmes and are not currently engaging with them.

2. Access to aVordable credit

A. Access to aVordable credit is by far the most important issue facing the financially excluded. Without
it there is no ability to benefit from account ownership and begin to build savings and assets. Economies at
every level rely on credit, from the Governments own PSBR down through business lending, homeowners
mortgages and down to personal loans and credit cards. Credit is essential to successful money management,
for cashflow and for ironing out the bumps of household expenditure.

B. For those on lower incomes the need is not for large lump sums—these are the loan amounts (in the
thousands) that are profitable to the banks. In the main, households require relatively small amounts in the
low hundreds for a variety of necessary or “essential” items such as utility bill payments, Christmas,
replacement of critical household goods (such as a cooker) or getting the car fixed. However, what has
developed is a large proportion of households cut oV from benefiting from the historically low interest rates
available because of their position of financial exclusion. As a result the most financially excluded pay the
most for their financial services.

C. This position is challenging to change in the short-term and unlikely to change in the future with the
current range of providers. The “sub-prime lending sector” (the categorisation in itself indicates one of the
institutional problems with driving change) is designed for supplying this market but it is clear that
competition is not working eVectively in the marketplace to drive down costs and drive up levels of service.
Solutions will flow from increasing “real” competition that will act as a stimulus to benefit customers and
significantly bring down the cost of borrowing over a reasonable timeframe. Looking at overseas models of
banking services to people in poverty, it is clear that the time frame for such change needs to be realistic.
For example, in a new set for a financial institution serving the financially excluded and unbanked, the initial
rates of interest will still be high (albeit lower than many current lenders) on loans but the figures will be
clear and transparent. However, in examples researched, year on year reductions of a third per annum during
the five years of operation signifies the intent to introduce a fundamentally more customer friendly service
which drives down the cost of borrowing and—as stated above—changes the behaviour of “consumers” of
the service.

D. Recently announced changes to the Social Fund, including additional funding to the budgetary loan
scheme over the next three years, are welcomed. However, there needs to be more clarity between the Social
Fund and its ability to help combat financial exclusion and other key Government initiatives in this area of
policy such as the Financial Inclusion Fund in its various incarnations. The net result is that the beneficial
impact of the significant sums dispersed through the Social Fund is lessened due to this lack of co-
ordination.

E. It is not only the access to credit that is important but working with the financially excluded to change
their behaviours in relation to using credit. In many cases credit is heavily relied upon to manage “crises”
with diVerent forms of credit being used to oVset other credit obligations. Simple principles, such as “borrow
for investment, save for crises” need to be integrated into the accessibility agenda. For many individuals
without bank accounts who have ‘deselected’ opening an account, it is because the possible ‘lure’ of signing
up for a credit card when a mail out from their bank hits the doorstep may be too much. Hence they abstain
from opening an account and operate in a cash only economy. Education and support must be linked to
accessibility to get the additional 1.9 million households to open and, most importantly, maintain and use
their bank account.
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3. Financial education and access to financial advice

A. Experience suggests that successfully intervening with financial education will drastically reduce
individual chances of becoming overindebted or cut oV from the mainstream of financial services. Within
this there are key possible intervention points that can be segmented in what can be called the Youth sector,
and then a further need in the working age sector:

— 14–16 years old.

Financial education (appropriate bank accounts, savings, insurance, travel, pay slips, pensions) to be
included in the curriculum as part of preparing students for work/higher education. Schools should work
more closely with commercial organisations to deliver sector specific courses.

— 16–18 years old.

Twin track of showcasing financial services industry opportunities to potential employees and also of
de-mystifying students financial future particularly in regards to higher education, at present expectation is
of accruing debt with an inability to save and a reluctance to join company pension schemes for several years
after leaving.

— 16! in employment.

The Government could take a lead for businesses by using the Public Sector, Civil Service and Armed
Forces to provide demonstration of best practice by introducing:

— Financial Inclusion assessment as part of induction, successful completion should allow
development onto Financial Education short course, this should prepare employees to enable
them to work with financial advisors to prepare for future. (FI would include appointed
pension advisors.)

— If IIP, ISO 9000 and NVQ’s included Financial Education as must haves for successful
recognition then many organisations will adopt and provide employees with Financial
Education courses. This in turn could result in many hundreds of thousands of employees
benefiting from inclusion and education programmes.

— 16! NEET.

— Training providers could be funded to deliver financial education units as part of the New
Deal programme. Basic Skills Assessment and level 2 Key Skills to be designed completely
around Financial Education replacing existing programme. Again it is an opportunity to look
at Basic Skills assessments and consider how we can use this as an exercise to not only assess
literacy and numeracy skills but also use the programme as a learning experience. This would
utilise existing Government funding (this could also be utilised for those 16! in employment).

B. Development of Generic Advice specialists working across all sectors providing education and
building confidence in the sector. There is a desperate need for the development of more financial advisors
within the UK hence the FSSC looking to open Academies for the sector. However, it is unlikely that this
will significantly improve the existing identified situation. Training companies should therefore look to
deliver generic courses aimed at providing basic understanding of Financial Education based on identified
learner needs using existing strategies. Nurseries and first schools could be funded to provide such provision
to parents.

C. In terms of adult working age financial education there is a variety of provision but it lacks consistency
and funding over anything other than the short term. There are innovative projects and programmes
carrying out essential work in the UK but there is a lack of co-ordination and the investment needed to
embed this provision.

4. Incentives and barriers to saving for people on below average incomes

A. The Savings Gateway has helped introduce the principles of savings to many who have little or no
knowledge of longer term savings. However the issue is one of lack of engagement. A sophisticated
multi-channel approach is necessary to successfully engage the financially excluded and without this
consistent targeting the take-up of Savings Gateway and other related products will be patchy and
strictly limited.

B. Providing incentives for people to save will initially prove successful, however, unless that initial advice
is re-enforced regularly then savers tend to quickly identify other priorities. There is an identified need to
provide holistic approach to Financial Education and consideration should be given to life cycle approach
adopted by many other countries and organisations within the UK who provide Financial Education at
regular stages. This should include school and work programmes.

C. The need for regulated advice is clear to safeguard individuals from mis-selling, however this has had
the unintentional aVect of driving the cost of that same advice out of the reach of many households. There
is a case for introducing a much simplified, and therefore cheaper, approach to regulated advice that could
be utilised below a certain income level for instance to ensure these individuals are not price-excluded.
However, it is also clear that this alone would not solve the issue. OVering the ability to save through
methods that do not require regulated advice, such as high interest rates on current account balances with
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accompanying “savings jamjars would provide individuals with access to basic savings at very low cost and
remove the barriers of accessibility. This would reinforce the need to alter customer behaviour to one of
“borrow to invest and save for crisis”.

5. The role of the Government, the Financial Services Authority and other bodies and organisations in
promoting financial inclusion

A. The Financial Inclusion Taskforce has brought a welcome attention and focus to the need to combat
this issue. A debate on clarity might be useful however to understand and make plain the roles,
responsibilities and the accountability between the various concerned bodies.

B. It could be argued that the dispersal of the Financial Inclusion Fund through the Taskforce, the
Department for Work and Pensions, the Department for Trade and Industry and the Legal Services
Commission has led to some dilution of the funding’s impact, and has resulted in an under-utilised and unco-
ordinated landscape of provision. Furthermore the funding has been heavily weighted towards a not-for-
profit approach almost to the exclusion of all else and so by not utilising a mixed economy approach
involving the public, private and third sector in combination a significant opportunity has been lost. It would
then be unsurprising if the funding encourages the development of some small scale innovative projects and
approaches that will lack any ability to be scaleable to tackle what is a mass market issue. While
understanding the view that this area requires a significant measure of social values in the bodies that address
these problems it should also be noted that there is a definite value in obtaining the input and contribution
from those socially driven for-profit organisations, that though relatively small in number, have
demonstrated over many years and across many varied sectors, the ability to successfully enagage and
deliver successful programmes to this client cohort.

C. Our experience across a wide range of Government areas suggests to us that the approach to tackling
financial inclusion is still disturbingly fragmented. For example the OYce for Fair Trading has been piloting
anti-loan shark projects in Birmingham and Glasgow, so where does this sit in relation to the proposed
activity of the Growth Fund and the lending role of the discretionary Social Fund, it seems unclear. This
results in aggregate terms in not enough return on a gross level from the level of investment overall. The
Comprehensive Spending Review in 2007 may well aVord an opportunity to address this handicap.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can contribute to
combating poverty and reducing barriers to employment

A. The link between financial and social exclusion, and all of its related educational, welfare and health
implications, is indisputable. A simple worklessness example illustrates the issue, the vast majority of
employers pay wages electronically into an account, but without an account an individual is either unable
to get a job or severely restricted in the type of employment they can obtain. The inability to access
aVordable credit denies an individual the ability to begin accumulating savings and assets and ensures
generational poverty with no wealth to cascade down. New technology is enabling a quiet revolution in the
provision of financial services, particularly with the emergence of services via mobile phones and the
internet. This could provide the presently financially excluded with the ability to leapfrog from their current
position into the forefront of receipt of new services and products. It is vital that financial inclusion be
tackled as a specific policy area to enable this possibility to come to fruition.

B. That policy focus needs as a priority to address coordination of activity and adopt an open approach
to contracted activities with a stated willingness to test a range of delivery models, including those not from
the voluntary and community sector.

January 2006

Memorandum submitted by Abbey

Basic Bank Accounts

I understand that, as part of its inquiry into Financial Inclusion, the Treasury Committee is taking a keen
interest in basic banking and the role that banks are playing in providing basic accounts. I therefore wanted
to provide you with an update on Abbey’s provision of basic accounts:

— Our total stock of basic accounts is currently 173,000.

— We currently open around 1,500 basic accounts each week.

Abbey is also working to improve access to our basic account. Improvements to literature have already
been identified and new branch display literature is currently being produced. Training is being improved
for new staV and refresher training provided to existing staV, as well as communications being made to all
sales staV to highlight the importance of basic accounts.
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Abbey recently allowed self-advocacy group Speak Up access to its branches to film “An account for your
benefits”, a DWP DVD that provides simple guidance to help people with learning disabilities or language
barriers understand how to open a basic account. We have also engaged in discussions with the National
Consumer Council, and SAFE in order to understand more about their findings on basic banking and the
needs of basic account customers, and we intend to do the same with Citizen’s Advice.

Money Advice, Financial Capability and Affordable Credit

In addition to providing basic accounts, Abbey supports financial inclusion in a number of other ways.

One of the priorities of our Charitable Trust is helping disadvantaged people take control of their money
and develop the confidence to make informed choices about their finances. In 2006 we plan to give around
£200,000 in major donations to charities running projects in the money advice field, for example, Citizens
Advice. In addition, our Community Partnership Groups and branches can also recommend local donations
that fit with this priority.

Abbey also runs volunteering programmes that encourage employees to devote time to charitable or
voluntary work, for which they receive up to 35 hours of matched time from the company per year. One of
our most successful volunteering programmes is the Number Partners scheme, whereby employees assist
primary school children to improve their confidence with mathematics.

Finally, Abbey is currently considering what we can do to contribute to the Government’s aim of
increasing access to aVordable credit.

January 2006

Memorandum submitted by the Association of British Credit Unions Limited (ABCUL)

Introduction

1.1 The Association of British Credit Unions Limited (ABCUL) welcomes the opportunity to make a
submission to the Treasury Select Committee inquiry into financial inclusion. ABCUL is the principal
national trade association for British credit unions and represents 70% of the 549 credit unions throughout
England, Scotland and Wales.1 ABCUL member credit unions encompass 85% of the £345,607,000 share
capital and £286,819,000 loan portfolio of the half a million adults who uses credit unions each week.

1.2 ABCUL, like its member credit unions, is an Industrial and Provident Society. It is a co-operative
owned and controlled by its members. ABCUL belongs to the World Council of Credit Unions the world
wide apex body whose members represent 43,147 credit unions in 91 countries serving 136 million people.

1.3 Over the last eight years the Association has played a leading role in reforming and modernising the
credit union movement in Britain. As a result the credit union movement is now adopting models of
development and oVering a range of products which has dramatically improved the scale of many credit
unions. Credit union membership has almost doubled since 2002 and British credit unions now serve
approximately over 500,000 adult members and 70,000 junior members.

1.4 Credit unions have four statutory objectives:2

(a) the promotion of thrift among the members of the society by the accumulation of their savings;

(b) the creation of sources of credit for the benefit of the members of the society at a fair and reasonable
rate of interest;

(c) the use and control of the members’ savings for their mutual benefit; and

(d) the training and education of the members in the wise use of money and in the management of their
financial aVairs.

1.5 ABCUL and its member credit unions welcome the Treasury Select Committee’s inquiry into
financial inclusion. We are pleased to contribute written evidence to the inquiry and would welcome an
opportunity to contribute orally. In this paper we set out the present contribution of credit unions to
promoting financial inclusion across a number of areas, not just the provision of aVordable credit. We
summarise the key changes that the movement has undergone in recent years with legislative and regulatory
support from the UK Government. We finish by recommending the key actions necessary to fulfil the
potential of credit unions to promote financial inclusion.

1 FSA figures, December 2005.
2 Credit Union Act, 1979.
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1.6 ABCUL is currently undertaking a piece of research with the Personal Finance Research Centre at
Bristol University3 to document who uses diVerent types of credit unions. The majority of credit unions have
always understood their membership to be the low-waged, those in receipt of benefits and those who without
the credit union would otherwise be financially excluded. However, in recent years some commentators have
claimed that credit unions are not predominantly serving the financially excluded. There are also widespread
misunderstandings about the nature of many employee credit unions. For instance credit unions in the
passenger transport industry estimate that 40% of their members when joining the credit union are using
high cost forms of credit.

1.7 Preliminary findings from the research show that for those responding to the survey the credit union
is the preferred source of saving and borrowing. Evidence is also emerging that members have stopped using
high cost credit as a direct result of joining the credit union. The final research report will be published in
March 2006 and we would welcome the opportunity to share the findings with the Treasury Select
Committee. We feel this research will be valuable to this enquiry as it looks in detail at credit union member’s
attitudes to saving and borrowing.

1.8 Attached to the report in Annex 14 we have included a recent article from Paul Jones, Liverpool John
Moores University (2005) which charts the key stages in the development of the credit union movement and
explains the reforms underway within the movement.

Access to Banking Services

2.1 The problems arising from lack of access to appropriate transaction services are well documented.
Those living without a bank account often pay more for goods and services because they cannot access the
discounts made through direct debits and standing orders. Cheque cashing is also a problem with the only
solution often being high cost cheque cashers. As financial exclusion is linked to poverty, we have in Britain
a situation where the poor pay more.

2.2 ABCUL believes that there are two key issues in this area which need to be addressed before we will
realise the benefits of transaction banking for the unbanked and underbanked. These are:

— The overriding focus on simply reducing the numbers of people without a bank account has
obscured the need to ensure that basic bank accounts are appropriate for people on low incomes
and therefore well used.

— The extent to which mainstream suppliers are ever going to deliver an appropriate, aVordable
solution within existing market constraints remains unresolved.

2.3 The Government’s agreement with the banking industry to halve the numbers of adults in households
without a bank account has understandably led to the Financial Inclusion Taskforce placing a major
emphasis simply on counting the number of accounts opened. ABCUL agrees with the criticisms expressed
by consumer groups that this is not the key issue. The basic bank account is not fit for purpose as it has not
completely addressed the needs of low income consumers. The National Consumer Council has stated that,
“solutions that work for people on higher incomes cannot be expected to work for low-income consumers
without addressing their specific needs and circumstances”.6 Much work needs to be done on transforming
the existing basic bank account if it is ever to meet those needs.

2.4 More fundamental to this issue is the need for clarity on who can and will provide these services. There
appears to have been an undocumented change of thinking within Government over the last six years on
the extent to which they expect banks to directly provide transaction banking services for all who could be
reasonably expected to use them. The PAT14 report on Access to Financial Services7 concluded that the
banks would provide resources for others to provide these services. The major policy initiative was the
contribution of £180 million from the banks to funding the development of the Universal bank account/Post
OYce Card Account (POCA). The failings of the POCA to provide a basic transaction account linked to
the payments systems are well documented. It does not provide customers with somewhere to receive their
wages, it provides no outgoing basic electronic funds transmission and does not oVer access to the Link
ATM network. The banks frustration at being asked to fund a poorly specified product have left a lasting
legacy that still dominates this landscape. This is preventing a clear definition of the problem let alone a
workable solution.

2.5 It is not clear why or how the Government now believes banks can or will provide these services within
the existing market constraints eg Free in-credit banking. It does not seem to be in the interests of consumers
to accept uncritically the assumption that banks will eventually design an appropriate product which is
profitable and then promote it eVectively to all who need it. It is not clear that the banks view on who should
provide these services has changed since the PAT14 report.

3 Funded by the Esmee Fairbairn Foundation, 2005.
4 Not printed.
5 The goal was published in the Pre-Budget Report 2004 (Pre-Budget Report, HM Treasury, December 2004). The terms of the

goal were agreed between the five biggest retail banks, the BBA and the Treasury.
6 National Consumer Council, Fact sheet: Basic Banking, 2005.
7 Policy Action Team 14—Access to Financial Services, HM Treasury 1999.
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2.6 Engaging with the banks to develop a clear understanding of this problem is a challenge that the
Financial Inclusion Taskforce should be prepared to take on in the coming months.

2.7 The PAT14 report also contained a significant commitment to developing the capacity of the credit
union movement. The plans to develop a central services organisation (CSO) funded by banks ending up
being lost in the wake of the Universal Banking project. The key purpose of the CSO was to enable credit
unions to provide transaction banking for their members. It is ABCUL’s belief that despite the failure of
this project to get oV the ground this has remained as the missing piece of the jigsaw for credit unions in
the UK.

2.8 Six years later the credit union movement has grown significantly in scale and capacity and has gone
on to design its own appropriate transaction banking services working in partnership with the banking
industry. This has been achieved without any public subsidy either nationally or locally. Over the last two
and a half years the Association and its members have engaged with the banking industry in a competitive
tendering process supported by banking technologists Bayberry.

2.9 In November 2005 ABCUL announced that it had chosen The Co-operative Bank as the preferred
supplier. As a result work has now started on developing a full service account which will provide people
on low income with a more appropriate product than the basic bank account.

2.10 This initiative will allow credit unions to oVer their members a credit union service account
including ATM access, direct debits and standing orders plus the availability of a low risk debit card. Credit
unions have worked hard to design the account to eliminate the undesirable features of existing basic bank
accounts.

2.11 One of the major criticisms of the basic bank account is that low income consumers operating in
cash are generally not used to monthly budgeting, and are more likely to have irregularities in their income
and expense. Yet one of the features of a basic bank account is that standard bank charges are incurred when
there is any mismanagement of the account. These fees represent a high proportion of weekly income.

2.12 It has been a key design consideration of our account that credit unions will be able to set fees in
line with credit union rather than bank policy. This will mean charges will be substantially lower as they will
be set in order to discourage abuse of the account, rather than to generate profit.

2.13 Another major drawback of basic bank accounts is the barriers to access that can be present at
branch level. Banks have been reluctant to promote basic bank accounts. The anti-money laundering
regulations have also been a barrier to access with many banks adopting anti-money laundering policies
whereby only government issued photographed documents such as passport and driving licences are
acceptable forms of ID.

2.14 Credit unions do not refuse access to membership to anyone as long as they qualify for membership
under the common bond. By their very nature credit unions are inclusive organisations and are member
owned and run, and many credit unions treat financial inclusion as one of their primary objectives. While
still being compliant credit unions have adopted more flexible anti-money laundering policies which
recognise that not everyone has a passport or driving licence. Credit unions will readily accept other forms
of acceptable ID such as letters from a person in a position of trust in order to ensure that no one is excluded
from their services.

2.15 In summary we believe our credit union service account will provide credit union members with a
current account facility that is tailored to their needs, aVordable and accessible.

2.16 Credit unions will deliver these services by “piggy backing” on the existing back oYce systems of
partner bank. In eVect they will rent their technology while maintaining ownership and control of the
accounts. We are confident that the first credit unions to oVer their own accounts to members will take place
in 2006 with a further roll out in 2007.

2.17 Supported by the resources of the larger credit unions and the Association we believe credit unions
have introduced one of the most exciting step changes in the financial inclusion landscape.

2.18 The potential for these services to have a major impact has increased dramatically since PAT14 as
the credit union movement can now receive most kinds of benefit paid directly into the members credit union
account. The introduction of individual service accounts will hugely improve the eYciency of this service
and allow credit unions to make a huge step change in the number of people receiving benefits that they can
serve sustainably.

2.19 Support from the UK Government to individual community credit unions operating in areas of high
financial exclusion would enable them to roll out a low cost and appropriate alternative to the POCA and
basic bank accounts.
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Access to Affordable Credit

3.1 Credit unions currently provide aVordable credit to around 500,000 adults in Britain. As of June 2005
credit unions had a loan portfolio worth £286,819,000. The demand for credit union loans generally peaks
at Christmas time, which can be seen in the fact that credit unions had on loan £315,680,000 as of December
2004.8 58% of these loans are for less than £1,000.9

3.2 In 1999, at about the same time as the PAT14 report was being published an alternative model for
community finance was being sketched out on the drawing board. This model proposed by Community
Finance Solutions eventually became the Community Regeneration Trust, the most usual form of
Community Development Financial Institutions (CDFI’s) for personal lending.

3.3 Community Regeneration Trusts or Moneylines as they are often known were put forward on the
back of criticisms of the failure of credit unions to achieve coverage and scale.10 ABCUL shared many of
those frustrations with the prevalent approaches to credit union development in the 80s and 90s. However,
it was the Associations view that the most eVective way forward was to reform the credit union movement.
We believe that the comparative progress over recent years has shown that this strategy was a sound one.

3.4 In 2004 there were just six of these Community Development Finance Institutions (CDFIs) for
personal lending. Between them they had a total loan portfolio of £1,200,000, comprising of 2,668 loans.
This figure rose £100,000 from £1,100,000 in 2003.11 Many of these organisations have scaled back
considerably their initial business plans. For example Portsmouth Area Regeneration Trust, now South
Coast Moneyline started in 2000 projecting that it would itself be lending £4 million by 2006.

3.5 Therefore six years after the launch of an alternative to credit unions the credit union sector still
represents over 99% of all third sector lending in Britain. Perhaps more significantly the present growth in
the number of people on low incomes served by the credit union sector is outstripping the growth rate of
CDFI’s for personal lending. Credit union membership continues to grow at more than 10% per annum.

3.6 Perhaps not surprisingly another new vehicle has now been proposed as the community finance
solution. The Community Banking Partnership12 has been proposed by Community Finance Solutions, the
New Economics Foundation and the National Association of Credit Union Workers.

3.7 Credit unions are currently subject to a maximum interest rate of 12.7% APR, which works out at
1% per month on a reducing balance. The Government has agreed to raise this to 2% per month or 26.8%
APR in order to give credit unions greater flexibility in their lending. CDFIs are not subject to an interest
rate cap but charge between 20–30% APR for personal loans.

3.8 However, despite the eVorts of all third sector lenders there is still an estimated 7.8 million adults in
the UK who do not have access to aVordable credit and who invariably turn to high cost lenders for their
credit needs. The National Consumer Council have estimated that low income consumers pay on average
£129 a month in interest—11% of their income, and people on benefits borrow an estimated £330 million a
year from home credit, with interest payments alone amounting to an estimated £140 million.13

3.9 A £500 loan over 55 weeks from the largest home credit providers, Provident Financial costs a
borrower £325 in interest. A loan for the same amount over 52 weeks from a credit union costs £31.07, a
saving of £293.93 on an individual loan. We can see the impact of this on a community. Streetcred credit
union in Rochdale which was registered in April 2001 has lent over £1.8 million, and has saved their
community an estimated £1.6 million in interest payments.

3.10 Streetcred credit union is just one example of how community credit unions have been developed in
a more eVective manner in recent years. ABCUL has played a major role in providing the thought leadership
and the operational expertise to change business development models and product oVerings.

3.11 Many credit unions had been set up in the 1980s and 1990s solely as anti-poverty initiatives. Run
solely by local volunteers, these credit unions were not built for expansion and growth, and although they
had a real impact in the communities in which they were based, this impact was limited.

3.12 In 1999 a significant piece of development research into credit union’s in Britain was published
called, “Towards Sustainable Credit Union Development”.14 For the first time credit unions were encouraged
to become more business focused and more professional. The employment of paid staV and professional
high street premises, along with clear leadership and vision began to show real signs of growth in those credit
unions that adopted the changes.

8 FSA quarterly aggregate statistics.
9 Hayton K, Gray L and Stirling K (2005), Scottish Credit Unions, Meeting Member Demands and Needs. GEN Consulting

Scottish Executive Social Research, Edinburgh.
10 Investing in people and places, Karl Dayson, Bob Paterson and James Powell, 1999, University of Salford.
11 Inside Out, The State of Community Development Finance 2004, CDFA publication, April 2005.
12 Community Banking Partnership: A national demonstration project, Pat Conaty, Mick Brown and Bob Paterson, nef,

November 2004.
13 AVordable Credit Fact Sheet, NCC and POLICIS, July 2005.
14 Paul Jones et al, Liverpool John Moores University.
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3.13 In July 2002 credit unions became regulated by the Financial Services Authority which added
credibility and financial discipline to the movement. Today ABCUL are promoting the “Quality” credit
union model as the best vehicles to promote financial inclusion. Quality credit unions are credit unions which
have developed to meet the actual, rather than the perceived needs of its members. They operate capacity
based lending money based solely on an individual’s ability to repay. This is a major departure from the
traditional model of lending people money as a multiple of what they had saved. From January 2006
regulatory reforms from the FSA mean credit unions will also be able to oVer larger loans over longer
periods.

3.14 All credit unions provide aVordable credit to those that would otherwise have to turn to high cost
lenders to meet their needs. Yet credit unions that are providing aVordable credit to the highest numbers of
financially excluded individuals are those that have embraced change.

3.15 One of the key catalysts for change was the introduction of the World Council of Credit Unions
PEARLS Monitoring System. The far-sighted sponsorship of this programme by Barclays has had a far
reaching impact upon the way that credit unions work. Understanding PEARLS has taught many credit
unions to be both more flexible and more responsible lenders. PEARLS has already proved itself as a
powerful tool for change, for example just one credit union that has taken part in the PEARLS project has
seen it’s loan portfolio grow from £99,000 in 2001 to £745,000 in 2005.15 However, there is more work that
can be done to extend this understanding and improve the practice across the movement.

3.16 Credit unions that have adopted the PEARLS principles for lending have seen a huge increase in
the demand for loans. Therefore an injection of capital into the movement through the Department of Work
and Pensions £36 million Growth Fund is to be welcomed. The balance of government investment and
PEARLS lending practices has the potential to have a huge impact on the credit union movement’s ability
to provide aVordable credit to large numbers of financially excluded people.

3.17 We believe that the PEARLS programme could usefully be extended to many more credit unions
working in areas of high financial exclusion with the support of the UK Government. This investment would
help protect and maximise the investment of the Growth Fund.

Financial Education and Access to Financial Advice

4.1 Low financial capability skills are inextricably linked to financial exclusion; credit union staV and
volunteers routinely help members fill in forms, each loan application form must be completed with a budget
plan, and most credit unions provide additional financial education in the form of leaflets or formal
education initiatives including outreach work.

4.2 Credit unions are also active in local schools. ABCUL recently surveyed members and of those
responding 625% were active in their local schools. This involves setting up collection points where pupils
can save, involving pupils in the running of the collection points, and oVering credit union services to the
parents and teachers.

4.3 ABCUL are involved with Pfeg which is campaigning for the introduction of financial capability into
the national curriculum. We support this move as children and young adults who leave school must
immediately interact with the financial services industry or benefits system without any prior knowledge of
how they work. With the prevalence of easy credit now available it is young people who are proportionally
borrowing more and becoming over-indebted.

4.4 We also support the FSA’s work on supporting improved financial education in the workplace. Some
credit unions have a purely industrial common bond which means that members must work for a particular
employer or in a particular industry in order to be able to join the credit union. A number of employers have
recognised the benefits that a credit union can bring for their employees and so have provided support to
the credit union. One credit union whose members work for a particular bus company has even helped their
employers to retain staV. The bus company has started an initiative whereby they will make regular
contributions to the savings account of all new employees that join the credit union which they can only
access if they complete one year of service. This has significantly increased staV retention as most staV leave
within the first year. Employee credit unions interact with members through payroll deductions and this is
the point when many new employees start to save, often for the first time. Therefore employee credit unions
provide direct access to the financial system at a key life stage.

4.5 We expect that credit unions will be able to play an increasingly important role in developing financial
capability.

Incentives and Barriers to Saving for People on Below Average INcomes

5.1 Credit unions currently have a share capital of over £345,607,000. Initial findings from the research
we are currently undertaking with the Personal Finance Research Centre at Bristol University has shown
that the main reasons why credit union members save with the credit union are because: it is convenient, it
allows them to borrow, they were recommended by a friend or relative, and it pays dividends. Half of those

15 Llandudno Credit Union, North Wales.
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responding save to buy things they want or need, the majority save with the credit union monthly or more
often, and already there is some evidence of greater regularity and amount being saved with the credit union
compared with other forms of savings.

5.2 In the last few years the move to direct payments of benefits has greatly increased the number of
people having their benefits paid into credit union. There have been some interesting consequences,
particularly around the level of benefit that credit unions have retained in savings.

5.3 Southwark credit union in London started oVering a benefit service to members in 2005. By June 2005
235 members were having a total of £344,950 in benefits paid into the credit union and £32,149 or 9.3% of
that was retained by the credit union as savings. Other credit unions are reporting between 5% and 10%
retention of benefits.

5.4 This suggests that to those on low incomes or in receipt of benefits, and who may otherwise be
financially excluded, the credit union is an attractive savings vehicle. Credit unions do not require a
minimum level of savings, they do not require that a set amount be saved, or that savings be paid on a specific
date. Members can save in cash, by benefit or wage deduction or by direct debits and standing orders.

5.5 Credit unions do encourage members to save, and in some cases saving is a requirement of
membership. However, credit unions do not require people to save more than they can aVord, they simply
require them to save which can be as little as pennies each week. The option to save small sums of money
and to save irregularly is not easily available on the high street. Yet those that are financially excluded tend
to have erratic incomes and are hit hard by unforeseen circumstances, this presents a barrier which makes
regular saving diYcult to manage.

5.6 The initial findings from the Savings Gateway pilot proves that those on low incomes can and are
willing to save if there is an incentive to do so. However the amount of benefit income that credit unions are
retaining in savings and the fact that they have always required their members to save shows that people
can save without necessarily needing a financial incentive. The key to mobilising savings among low income
groups is convenience and flexibility. Dave Richardson, Technical OYcer for the World Council of Credit
Unions (WOCCU) has written that, “as verified by the credit union experience, poor people have a much
higher demand for savings products than lending services”.16 Credit unions throughout the world have
shown that savings mobilisation among even the poorest of communities is possible.

5.7 The WOCCU publication, “Striking the Balance in Microfinance, A Practical Guide to Mobilising
Savings”,17 discusses the importance of trustworthiness and client confidence in the institution in which they
are saving. The book also states that client relations and how the customer is treated by a financial
organisation is extremely important to low income and first time savers. However, the situation in Britain is
that many people still feel excluded from mainstream financial organisations, that they deem “not for them”.

5.8 The eVect of savings on an individual cannot be underestimated, which is why it is impossible to talk
about a long term solution to financial inclusion without including the accumulation of assets into the
strategy. Credit unions have a significant role to play in promoting savings among those with below average
incomes, mainly because they are accessible, flexible and treat all members equally. Therefore we propose
that the Government recognise the role and value of credit unions in any future schemes to promote savings
to those who are on low incomes. The Government should ensure that credit unions can become authorised
providers of the Savings Gateway if and when it is rolled out nationally.

5.9 ABCUL have just secured a change in the legislation to allow credit unions to also oVer cash ISAs,
and initial interest from credit unions indicates that take up of these products by their members will be
significant. This will help credit unions strike the appropriate balance between savers and borrowers. We
will be happy to share information with the select committee once these products have been running for an
appropriate amount of time.

The Role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion.

6.1 The government has committed £120 million to help promote financial inclusion, £51 million will go
towards providing additional face to face money advice and £36 million has been allocated for the provision
of aVordable credit through third sector lenders. This injection of capital for third sector lenders is welcomed
by the credit union movement. ABCUL has used the last year to promote, both to our members and others,
the ways in which credit unions can make the biggest impact with these funds.

6.2 We have asked our members to sign up to a common approach to the growth fund which is based on
best practice within the movement. The DWP guidelines for granting growth fund money to third sector
lenders are target driven and will demand that applicants have a proven track record and provide robust
business plans to support their application. The funding regime also ensures that the money goes directly
to the organisations involved in lending. We fully support this approach as it will increase accountability.

16 Unorthodox Microfinance: The Seven Doctrines of Success, MicroBanking Bulletin, February 2000.
17 Striking the Balance in Microfinance, A Practical Guide to Savings Mobilisation, Lessons from Credit Unions in South America,

edited by Brian Branch and Janette Klaehn, 2002.
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In the past much funding was channelled through third party organisations such as development agencies
or consultants. This model failed to generate significant growth or sustainability in the sector and we are
keen that those mistakes are not repeated.

6.3 Therefore we hope that government continues to recognise that funding for third sector lenders needs
to be focused on organisations that can prove that they can make a diVerence to financial exclusion.
Additionally funding must go directly to the lending organisations whose primary interest is in the growth
and sustainability of that business.

6.4 We welcome the moves that government are currently making to promote financial inclusion,
however, in terms of reducing the numbers of unbanked we have set out in Section 2 the key issues that we
would like to see addressed.

6.5 The introduction of banking services for credit unions has the potential to make a very significant
impact on financial exclusion. The credit union movement has invested in the development of these services.
In The Cooperative Bank we have a banking partner committed to providing the technology needed to make
this available to all credit union members. The first credit unions to launch their own service accounts will
take place in 2006.

6.6 Currently only the largest credit unions have the existing resources to implement the service.
Although the costs are relatively small in comparison to other financial inclusion projects, for those credit
unions involved, the implementation of banking services represents the most significant investment that they
have ever had to make.

6.7 However, there still remain a significant number of credit unions, particularly community credit
unions that could manage and deliver the service and who are keen to roll this out to their members.
However, it is these credit unions that are prevented from doing so because of the initial investment that is
required. We believe that the Government should recognise the strategic importance of this initiative and
support individual community credit unions in entering the market.

6.8 We are not envisaging a complete roll out of banking services to every credit union in the country.
We understand that many of our members rely heavily on volunteer support and currently do not have the
capacity to undertake such a significant development. However, there are credit unions, many of which are
based in the most deprived local authority areas in the country that would be able to deliver these services
to thousands of people in their communities. This would bring “banking” services into the heart of those
communities, through trusted organisations, oVering products that meet the needs of the financially
excluded.

6.9 ABCUL would be happy to provide the Treasury select committee with further information
regarding our banking services project.

6.10 Although ABCUL welcome the DWP Growth Fund, it is finite and the number of credit unions
benefiting from government investment will be limited. However, the movement in still in need of investment
capital. One source of capital open to credit unions is subordinated loans; credit unions can access
subordinated loans from any source, however the lender must agree to the loan being subordinate to the
members savings should the credit union become insolvent. This has restricted the number of sources of
subordinated loans open to credit unions.

6.11 HM Treasury recently consulted on extending Community Investment Tax Relief (CITR) to CDFIs
for personal lending. ABCUL argued that if there was an extension of CITR then it should also be extended
to credit unions seeking subordinated capital. This position was supported by the Financial Inclusion
Taskforce and several high street banks that confirmed that they would be willing to lend to credit unions
on a subordinated basis and at favourable rates if they could receive CITR on those loans.

6.12 It is unclear whether or not CITR will be extended as Treasury have said that further investigation
needs to take place into current usage by CDFIs for business lending. However there is a strong demand
within the credit union movement for an extension of CITR as the growth fund, while welcome, will not
completely meet the demand for capital that currently exists in the movement. We believe that the
availability of CITR for subordinated lending to credit unions would provide one of the building blocks for
long term sustainability of the movement.

6.13 Credit unions have also identified a change in legislation which would help them to build capital
and promote financial inclusion in their communities. The Credit Union Act 1979 5(1) states that only
individuals can be members of credit unions, however many credit unions have been approached by local
community groups who wish to deposit their money with the credit union, however they are prevented from
doing so by current legislation.

6.14 Given that government are investing £36 million in supporting third sector lenders we feel that these
additional measures which would boost credit union capital represent coherent joined up thinking and
would create additionality to what the Growth Fund is trying to achieve.
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The Benefits of Financial Inclusion and the Extent to which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment.

7.1 Treasury has stated that, “Financial exclusion imposes significant costs on individuals, their wider
neighbourhood and society as a whole”.18 As stated previously the National Consumer Council has
identified that people on benefit pay an estimated £140 million per year in interest rates on home credit which
reduces the income they can spend on their families and in their communities. This is just one aspect of
financial exclusion. Money is being taken out of the pockets of the most vulnerable individuals and
communities which directly detracts from the work government is doing to create wealth in communities.

7.2 Very few employers now pay in cash, therefore in order to access employment people need to have
access to the banking system. Many credit union members have their wages paid into a credit union. We
know of credit unions which have saved employees from losing their jobs simply because they were able to
accept that persons wages when a bank account was not available.

7.3 Credit unions are part of the financial system and as such can provide a mainstream solution to
financial exclusion. With the right investment and legislative change credit unions have the potential to
provide financial services to many more financially excluded individuals and families.

January 2006

Memorandum submitted by adviceUK

About adviceUK

adviceUK is a UK wide trade association with about 1,000 independent advice centres in membership, thus
making it the largest UK advice network. Of these, about 350 members give debt advice to the public and
collectively we estimate that they dealt with 250,000 people with debt problems in 2004–05. Our core role
is the provision of organisational support focused on the management and delivery of advice services. We
have pioneered new approaches to advice agency networking, development and training.

Our membership is highly diverse, with both large and small independent agencies: some serving large
inner-city areas and others serving small rural communities. Some provide the only advice service in their
area and take all types of enquiries while others specialise in serving a particular community or in advising
on a particular subject such as housing, consumer rights or debt advice.

The majority of our members provide advice at the Legal Services Commission General Help levels,
although significant numbers hold not-for-profit LSC contracts.

Working with our membership, our aim is to ensure access to good quality information and advice
services enabling people to fully achieve, protect and exercise their rights.

We provide organisational support and co-ordination to our member organisations. We represent their
interests at UK, national and regional levels and we provide a voice in policy making. We also engage and
work closely with other similar organisations in our sector, with other national organisations in the wider
voluntary and community sector, with relevant private sector concerns and with national and local
government.

65% of client seeking advice from AUK members are in socio-economic categories D and E, with over
50% of our members located in the Social Exclusion Units list of the 44 most deprived or poorest boroughs.
25% of our members have a black or ethnic minority focus.

1. Access to banking services

On the whole, we believe that the initiatives taken by Government and in particular the banking industry
have made very significant progress in reducing the number of households in the UK without access to a
bank account. In our view the empirical evidence, in terms of the rapid decline in the number of unbanked,
suggests that the banks have made great eVorts to provide banking services, whether basic bank accounts
or “normal” accounts to those that want/need them. We fully understand that the banks do not really want
to do business with the type of customers who need/want a basic bank account on the basis that there is
apparently no commercial imperative but despite this they have oVered the basic bank account to customers
in enormous numbers. In short, almost anyone who wants or needs a bank account can get one, which was
not perhaps previously the case.

Obviously, the biggest single driver to increasing the number of unbanked has been the decision by
Government to require benefit payments to be made into bank accounts rather than any other reason.
Despite this, it has to be accepted that there will always be a percentage of the public who will never have
an account or any sort. The basic bank account itself has proved popular with customers and appears to be
suYciently regulated given the regulatory burden already placed on banks by the FSA.

18 Promoting Financial Inclusion, HM Treasury, December 2004.
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We remain concerned that in a very small minority of occasions customers are put oV opening basic bank
accounts either because staV in braches do not have suYcient information about them or because of
confusion in the minds of staV over the ID requirements of the Money Laundering Directive. Given the lack
of staV training devoted by banks to these products, this is perhaps inevitable.

We also appreciate that branch closures have reduced access to banking services to a relatively small
minority of the population, particularly in rural areas. To some extent the huge growth in chip/pin facilities
in rural pubs, shops and café’s does allow free “cashback” facilities where previously no banking facilities
had previously existed. We also appreciate the concerns of many about the growth in fee charging ATM’s,
especially for those on low incomes to whom any charge equates to a substantial percentage of their income.
However, it would appear that many of these machines are been placed in areas where there have never been
any banking facilities and we would question the assertion of made that they are necessarily a retrograde
step.

2. Access to aVordable credit

adviceUK appreciates the simple economic reality that households excluded from “mainstream” credit will
inevitably pay more if they want to borrow money. This is particularly the case where poorer people want
to borrow relatively small sums (less than £1,000) over short periods because costs and risks are higher
leading to higher interest rates. It is also clear from research carried out by Prof Elaine Kempson from the
University of Bristol Personal Finance Research Centre (“AVordable Credit for Low Income Households”)
that many of the features that low income borrowers want from “ideal source of credit” are met by weekly
collected licensed moneylenders such as the Provident. Although we appreciate the benefits of Credit Unions
and Community Development Finance Institutions for the tiny minority of people who use their services,
the reality is that in the foreseeable future their impact will be negligible. Unfortunately the £36 million from
the DWP Growth Fund will not change this reality.

We would argue that the way forward for these social lending institutions is perhaps working alongside
the major financial institutions but given the reluctance of mainstream lenders and indeed perhaps many
credit Unions/CDFI’s in the UK to work together there appears to be little prospect of this without
legislation which forces the issue. We do not support the idea of a cap on unsecured interest rates and would
be happy to provide further information on this area if it would be helpful. In short, although CU/CDFI’s
are seen as the great hope for the financially excluded, as it stands at present, despite the small sum allocated
for the Growth Fund, their impact will still only ever be limited.

Interest Free Loans from the Social Fund appear to work well for the small number who can actually
successfully obtain a loan. Evidence from our members suggests that the major problems associated with
the Fund are that it is diYcult to access, the process is too beaucratic and complicated, thus it takes too long,
is too intrusive of personal information and the repayments are too high, especially as they are deducted at
source from benefit.

Anecdotal evidence suggests that many people would rather borrow from commercial lenders because of
these drawbacks. It is impossible to imagine any Government Department being prepared to lend to people
in the same way as the commerce lenders operating in this market. In our view Government should examine
how it can work with the Consumer Credit Association, third sector lenders and its members to oVer a lower
cost lending to those people who need to borrow.

Unfortunately, the HMT Financial Inclusion Taskforce appears to lack the will and consensus to begin
this debate which we would argue is at the heart of the issue of low cost lending. In our view, Government
can only achieve the stated aim of making low cost borrowing more widely available by very significant and
costly intervention in the market.

3. Financial Education and access to Financial advice

Over recent years there has been a very considerable and costly focus on issues related to increasing
financial literacy and financial education generally in order to increase the public’s level of “financial
capability”. The aim of increasing the publics level of financial capability appears to be perceived as an
unquestionably “good thing” but in our view there are a number of concerns about the reliance on these
initiatives to solve the problems of the financially excluded. It is generally recognised that the national
strategy for financial capability is a very long term project, indeed the Chair of the FSA has said that it will
take a generation before we see any benefits. There appears to be no real debate about whether in reality the
public at large can ever realistically be made more financially educated, particularly given the complex and
ever changing nature of the financial products in the market. The is also an argument which suggests that
it is the advice and sales process as well as the products themselves which should be tightly regulated by the
FSA as it is impossible for ordinary people to ever really understand the complexities of many of the
products on oVer. The overwhelming majority of mis-selling scandals of the last 10 years or so would almost
certainly not have been prevented even if the public was more financially literate as it was flaws in the sales
process and product design which led to misselling of products, combined with commission driven sales
which led to mis-selling. It is doubtful to say the least if consumer education would have prevented these
scandals.
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In our view, the FSA etc needs to have a much more strategic campaign on 2–3 key messages for
consumers in order to have some short term impact on consumer financial literacy. A good example would
be to try to persuade consumers to shop around for products in order to get the best deal as too few
consumers at present appreciate the significant financial benefits of choosing the best value products.

In our view there is a misplaced confidence in the benefits of Financial Education to eradicate financial
exclusion, increase saving and pension contributions and to deliver greater public understanding of financial
services. We would urge the committee to open re-open the debate on the costs and benefits of this whole
approach.

The advice sector, both in the not for profit and commercial sectors dispenses a great deal of generic
financial advice about debt and related issues, rather than on financial services generally. Almost all of the
clients seeking advice from our members on financial services do so in relation to personal debt rather than
in relation to savings or generic financial advice. In short, our members provide an Accident and Emergency
Service for people with debt problems. Whilst some of our members are engaged in projects which look at
financial capability, on the whole there are few who would claim to provide generic financial advice. In order
for the not for profit advice sector to have a role in this type of advice, we will require very considerable
additional funding.

4. Incentives and barriers to saving for people on below average incomes

The evidence from our members if that there is demand for easily accessible and simple savings products
even from people on very low incomes but the market has provided very few suitable products to meet the
needs of those on low incomes. It is self evident that people on low incomes have only small and irregular
sums to save and often only manage to save any money at all to cover forthcoming items of expenditure
such as utility bills. There is no evidence of reluctance or lack of will to save amongst the poorest in society,
only the surplus income with which to do so. In a similar way, many people on low incomes realise the
necessity of having contents or home insurance but lack the income to pay for such cover.

In terms of longer term savings such as pensions, again lack of income makes it impossible for people of
moderate incomes to make meaningful contributions. In addition, those on low incomes are simply not seen
as profitable by either IFA’s or product providers as the amount they can aVord to invest is simply
insuYcient to make the level of profit they require.

5. The role of the Government, FSA and other bodies/organisations promoting financial inclusion

adviceUK has a member of staV, Nick Pearson, who sits on the Financial Inclusion Taskforce. We are
concerned that the Taskforce meets only four times a year, with a limited remit and thus does not have the
time or resources to drive the strategies for allocating monies or formulating/implementing policies. The
Terms of Reference for the Taskforce, albeit limited in vision, are considerable in themselves and it is diYcult
to envisage the Taskforce making significant progress given the lack of time available for meetings etc.

In terms of the use of resources from the HMT Financial Inclusion Fund we have attached to this
document a recent letter to Gerry SutcliVe which outlines our concerns in relation to the Financial Inclusion
Fund. We are also concerned about the short term nature of the funding on face to face advice and would
suggest now is the time for HMT and DTI to revisit the issue of a levy on the financial services sector to
fund on an ongoing basis an expansion of face to face debt advice in the not for profit sector.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can contribute to
combating poverty and reducing barriers to employment

Whilst we believe that initiatives such as increasing access to banks account and lower cost credit are
generally a good thing, we have seen no evidence to suggest that the measures currently being used to combat
financial exclusion have any impact on reducing the overall level of relative poverty or barriers to
employment.

January 2006

Memorandum submitted by Alliance & Leicester

Introduction

1. Alliance & Leicester welcomes the opportunity to contribute to the Treasury Committee’s inquiry into
financial inclusion.

2. Alliance & Leicester is one of the UK’s major financial services groups. Our whole business approach
is based on delivering our four brand values to customers. We aim to oVer them “Better Value” products,
to have “Simple and Straightforward” products and processes, and to be “Friendly and Approachable” to
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deal with, finally we aim to “Recognise Existing Customers” by oVering them access to better deals for our
products. Our “Simple & Straightforward” and “Friendly and Approachable” values demonstrate our
commitment to providing clear financial information and ensuring our customers understand our products.

3. As a result of our history and our product range, Alliance & Leicester has a relatively small branch
network as a far higher proportion of our customers, in comparison with many other financial service
providers, bank with us through the so-called “direct” channels of the internet, telephone and ATMs.

4. Alliance & Leicester has an historic link with the Post OYce, having first formed a link with Post OYce
branches in 1983 and subsequently through our purchase of Girobank in 1990. Post OYces play an
important role in financial inclusion. Some implications of these points are covered in our submission.

Summmary

5. In our submission we seek to address a range of financial inclusion issues including, universal banking
and Basic Bank Accounts, access to cash withdrawals, access to aVordable credit, financial education,
savings, data sharing and the promotion of financial inclusion.

— The Basic Bank Account is a step forward in financial inclusion. By using a Basic Bank Account,
people can benefit from money security, from reduced transaction costs through cheaper bill
payment methods such as direct debits, and also gain confidence in using financial services.

— Alliance & Leicester believes that one of the best systems for provision of credit to those on very
low incomes is through Credit Unions and the Government’s Social Fund.

— There is a need for a co-ordinated and sustainable programme of financial education initiatives
provided by the Government and supported, where appropriate, by industry, the FSA, and others.
Financial literacy also needs to become a mandatory part of the National Curriculum.

— Alliance & Leicester supports moves to encourage people to save more. We believe that people
need to be educated about the importance of saving for unforeseen expenditure before many will
even consider planning for the long term.

— Alliance & Leicester believes that over-indebtedness and the sharing of credit data between lenders
needs to be considered as part of financial inclusion and that all lenders should move to sharing
“full” credit data.

Access to Banking Services

6. Alliance & Leicester believes that the Universal Banking project including the provision of the Post
OYce Card Account and Basic Bank Accounts is a step forward in financial inclusion. Further Alliance &
Leicester, along with the other banks and building societies, is committed to increasing the number of people
with bank accounts thereby helping achieve the Government’s goal of halving the number of unbanked
within two years.

7. Twenty-five years ago only 38% of the population had current accounts and a third of all adults had
no account of any type. Now 93%19 of all adults have an account of some sort and this figure will rise as
more people open basic bank accounts. All the major high street providers, including Alliance & Leicester,
now oVer Basic Bank Accounts that can be accessed at the Post OYce.

8. Basic Bank Accounts come with diVerent names from varying financial service providers, but they all
have similar features. Benefits and other credits can be paid into the accounts; cash can be withdrawn across
the counter and at ATMs; direct debits are available, but not cheques or overdrafts. People with a poor
credit history can usually open them. Sixteen banks now oVer basic accounts that can be accessed through
Post OYce branches.

9. The Alliance & Leicester Basic Bank Account is called the “Basic Cash Account’. Alliance & Leicester
try to make the opening of a new account as easy and hassle free as possible.

10. As part of the Money Laundering regulations it is necessary for banks to verify a customer’s identity
and address. To make this process as straightforward as possible, we accept a range of identity and address
verification documents from potential customers all of which are listed in our application pack (list in
appendix in pdf format). To further assist our customers they can have their identification certified by a
recognised professional, therefore, removing the need for and the associated inconvenience of, original
identification documents being sent in the post. No credit reference footprint is left on the customer’s record
when an application is made to open our Basic Cash Account.

11. To promote our basic bank account we clearly display our Basic Cash Account application packs in
all Alliance & Leicester branches alongside all our other product packs.

19 British Bankers Association (BBA) 2004.
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12. Alliance & Leicester believes that staV training is essential to ensure that staV continue to correctly
identify those customers who need a basic account and that accurate information and support is given to
these customers. As part of our ongoing training of staV, we delivered specific training on basic bank
accounts to our branch staV in March 2005 and we will be carrying out further training on basic bank
accounts in 2006.

13. Alliance & Leicester currently has over 170,000 Basic Cash Account customers. In 2005 we opened
on average over 1,500 new basic bank accounts every month and this figure is continuing to rise.

14. The Banking Code Standards Board recently produced a report on basic bank account opening
compliance which was based on mystery shopping exercises (in October 2005). The report graded Alliance
& Leicester green, the highest award possible.

15. The report identified that Alliance & Leicester has made considerable improvements in the
availability of Basic Bank Accounts with 89% of staV recognising the need for a Basic Bank Account by the
mystery shoppers. When opening an account 87% of assessors were able to achieve their objective to obtain
relevant information or open a bank account without diYculty.

16. Overall the Banking Codes Standards Board findings were very positive about Alliance & Leicester,
indeed 81% of the mystery shoppers said that they would be prepared to recommend Alliance & Leicester
to others compared with the all bank average of 67%.

17. This result demonstrates the real and measurable improvements made in developing and delivering
training to our staV in the sale and support of Basic Bank Accounts.

18. Alliance & Leicester will continue to seek to improve our service and delivery of Basic Bank
Accounts.20

19. Alliance & Leicester believes that there are currently a wide variety of ways in which Basic Bank
Account and current account customers can withdraw cash. All bank and building society customers with
a Basic Bank Account can withdraw money at Post OYce counters for free and use Automated Teller
Machines (ATMs).

20. In addition several UK banks and building societies have now followed Alliance & Leicester’s lead
by making arrangements with the Post OYce network to allow current account customers to also transact
at Post OYce counters for free. This provides customers with access to 14,500 locations where they can
withdraw cash for free.

21. The degree of customer access available through the Post OYce network varies from bank to bank.
Alliance & Leicester’s customers, through agreements with the Post OYce, are able to make a variety of free
transactions at Post OYce counters. We have worked with the Post OYce as they have developed and
deployed the counter technology which is now present in all UK Post OYces. As a result of this Alliance &
Leicester current account customers are able to withdraw cash and perform other transactions. In addition
Alliance & Leicester savings account customers with a plastic card are also able to make deposits and
withdrawals for free at the Post OYce.

22. Alliance & Leicester pays the Post OYce a fee for each transaction carried out by our customers at
Post OYce counters. In the financial year 2004–05 we paid the Post OYce around £10 million in fees for
transactions such as withdrawals, deposits and balance enquiries by our personal customers at Post OYce
counters. These fees are just part of the well over £100 million that we paid in total to the Post OYce for
services in 2004–05. The Post OYce provides access to cash in a wide variety of areas, including those of
social or economic deprivation which are well supported by the Post OYce network.21

Access to Affordable Credit

23. Alliance & Leicester believes that one of the best systems for provision of credit to those on very low
incomes is through Credit Unions and the Government’s Social Fund.

24. Those on very low incomes tend to require loans for relatively small amounts of money and
repayment methods that consider specific personal circumstances including variable repayment time-frames
and cash repayments. The nature of these requirements means it is neither feasible nor practical for
mainstream financial providers to oVer this service.

25. “Banks acknowledge that they are never likely to provide mainstream finance in small amounts to
this client group, and therefore support Credit Unions and Community Development Finance Institutions
(CDFIs) in a number of ways, including direct financial support and support in kind, such as loan of
premises and staV”(BBA).

26. Alliance & Leicester has given a number of small donations to local Credit Unions to assist them in
their delivery of aVordable credit to those on very low incomes. Further Alliance & Leicester continue to
support the Money Advice Trust, the Citizens Advice Bureau and others in the delivery of their services.

20 See Appendix 1 for further details on Alliance & Leicester Basic Cash Account.
21 See Appendix 2 for further details on access to cash withdrawals.
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Financial Education and Access to Financial Advice22

27. In the UK there is a minority of people who do not access even the most basic financial products.
This may be due to a previous negative experience, a lack of financial literacy or active self-exclusion by
the consumer. Therefore there is a need for on going financial education to improve financial inclusion in
the UK.

28. Financial education equips people with the knowledge, advice and confidence to enable them to take
greater control of financial decisions that aVect their lives.

29. We also believe that financial education and advice is not just good for the customer it is also good
for the financial service provider. Financial education helps people choose a financial product that best suits
their needs and their ability to repay.

30. There is a need for a co-ordinated and sustainable programme of financial education initiatives
provided by the Government and supported, where appropriate, by industry, the FSA, and others. Financial
literacy also needs to become a mandatory part of the National Curriculum.

31. Alliance & Leicester invests considerable time and money into financial education, not just for our
customers but for society as a whole. For example during 2004 Alliance & Leicester made charitable
donations of £690,000 a core part of which was focused on improving educational standards and general
financial literacy among young people. Alliance & Leicester activity included supporting numerous financial
literacy initiatives in schools and developing a website on financial capability for use by teachers, as part of
the Citizenship elements of the National Curriculum. The website contains information and assignments for
pupils on how to prepare and use a budget, the site can be found at: www.mymoneymatters.info. The website
has received accreditation from both PFEG (Personal Finance Education Group) and NGFL (National
Grid for Learning) and we have received positive feedback from teachers and pupils.

32. Alliance & Leicester also recognises that the financial services market is viewed by some people as
“diverse and complex”. It is for this reason that Alliance & Leicester developed its brand values of being
“simple and straightforward” and “friendly and approachable” to help improve the clarity of financial
information and the understanding of customers.

33. Alliance & Leicester places a high priority on every customer understanding our products. We
produce comprehensive product information, including explanations of terminology, guidance through the
application process, product features and interest rates. We also provide an internet banking demonstration
and loan repayment calculators. We have recently appraised our website for accessibility and
user-friendliness too.

34. Alliance & Leicester provides welcome packs for all our new customers to help customers understand
how they can make the most of their new account. These packs include “jargon busters” to help customers
understand financial services terminology.

35. We know that some people have additional needs in order to take full advantage of financial
information and advice. For customers who are deaf, hard of hearing or have speech impairments, we have
a fully qualified sign language interpreter that is available on request. Customers can also use a Typetalk
operator—a national telephone relay system allowing hard of hearing or speech impaired customers with a
textphone to communicate with us via our standard telephone system.

36. For customers with visual impairments, we make our documents easier to read by printing brochures,
letters and statements in larger print, or providing them in audio or Braille format. We also can help
customers fill in our forms more easily, and oVer our customers a Braille or large print template to help with
cheques, deposit slips and credit card payment slips. We oVer customers a signature template to help signing
debit, credit and cheque guarantee cards. We also aim to make it easier to order goods and services over the
telephone by supplying card details in Braille.

37. Alliance & Leicester has a Customer Disability Support Unit that is dedicated to providing our
customers with disabilities the support necessary for them to operate their account like other customers.

38. We are a subscriber to a nation-wide disabled access register, DirectEnquiries, which is accessible via
www.directenquiries.com . All of our branches are listed on the register, together with the facilities available
to our customers with additional needs. Our new and refurbished branches are designed, wherever possible,
to make them more convenient and accessible for our customers. Features include automatic doors, level
access, low-level counters and more accessible cash machines. All our branches are now fitted with fixed or
portable hearing loops. Alliance & Leicester currently spends over £500,000 each year in providing services
for our customers who have additional needs.

39. As verification of payments moves from signature to Chip and PIN (Personal Identification Number)
Alliance & Leicester has issued extensive communications to our customers containing clear and concise
information on using Chip and PIN and educates consumers as to how to get the most from using Chip and
PIN. As a result Alliance & Leicester has one of the lowest levels of PIN by-pass (ie reverting to signature)
of any bank in the UK.

22 See Appendix 3 for further details on Alliance & Leicester’s work on financial education.
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40. Alliance & Leicester customers with a disability including blind, partially sighted, visually impaired
or people with dexterity, memory/recall diYculties are entitled to receive a chip and signature Debit or
Electron card on request. Chip and signature cards can be used in Point of Sale terminals in shops. A marker
on the cards chip will indicate that the customer is authorised to use a signature.

41. For the minority of customers who get into diYculties repaying their debt Alliance & Leicester
supports the work of the Money Advice Trust and Citizens Advice Bureau and we direct customers who
are experiencing diYculties towards Payplan and the Consumer Credit Counselling Service (CCCS), two
organisations that specialise in managing debt repayment diYculties. Alliance & Leicester has supported
the latter two organisations with donations of over £480,000 over the past two years and has also committed
further financial support to the Citizens Advice Bureau and Money Advice Trust for their “Towards a
National Support Service for Money Advisors” project.

Incentives and Barriers to Saving for People on Below Average Incomes

42. Alliance & Leicester supports moves to encourage people to save more, and recognises the current
low levels of saving by people in the UK as a concern for lifecycle and retirement needs.

43. We believe that people need to be educated about the importance of saving for unforeseen
expenditure before many will even consider planning for the long term.

44. Indeed, research carried out for Alliance & Leicester in July 2005 showed that only one in six (17%)
UK adults see savings as a necessity for their financial future. In addition, a quarter (25%) of those surveyed
said that they would struggle to pay out for an emergency costing a “mere” £100.23 People often feel that
there is something better to do with even a small amount of spare money, rather than putting it aside into
a savings account. Among those people questioned that are saving, almost half said that their main reason
for saving was for security.

45. To promote the need for saving, Alliance & Leicester uses advertising and generates news items
including publishing the findings of our research into consumer attitudes towards saving.

46. Alliance & Leicester provides a range of savings plans including ISAs which oVer competitive rates
and a choice of ways to save. All of our savings accounts are available to those on below average incomes
and customers can open a savings account with us with a minimum balance of just £1. Our savings accounts
are available to anyone aged 16 and over and accounts can be held on behalf of a child (up to the age of 16)
by an adult aged 18 or over.

47. Money can be deposited to a customer’s savings account through our branches, Post OYces, on the
internet and now through some of our ATMs . Our saving account products provide customers with a LINK
card that also gives customers easy access to their money through ATMs.

48. Our savings accounts oVer very competitive rates, for example our branch based savings accounts
pay between 2.60% and 3.15% AER. While our online saver accounts pay interest of between 4.05% and
10.0% AER (correct at time of writing).

49. Having some money put aside in a savings account gives people security and peace of mind and there
is an onus on government, financial service providers and interested parties to promote the benefits of
saving.

The Role of Government, the Financial Services Authority and other Bodies and Organisations
in Promoting Financial Inclusion

50. The Government has rightly made financial inclusion a key issue and all stakeholders including
financial service providers have a role to play in promoting inclusion.

51. One area that we believe needs to be considered as part of financial inclusion is over-indebtedness and
the sharing of credit data between lenders. It is clear from the tragic cases which occasionally appear in the
media and also from the work done by organisations such as the Citizens Advice Bureau, that over-
indebtedness is a real and important issue for a minority of people.

52. Alliance & Leicester is firmly of the opinion that the lending industry can help this situation by
moving quickly to ensure that all lenders share credit histories on all credit accounts. This data is provided
by lenders, under firm guidelines, and disseminated by the credit reference agencies.

53. There are essentially two sorts of credit data about a person—”negative” data—which in essence is
that a customer is in default on some form of credit arrangement, and “full” data—which notes that the
customer has a particular line of credit and whether or not it is in default. Currently, the vast majority of
lenders share “negative” data, but the sharing of “full” data is not as well established. Indeed, some of the
traditional clearing banks with sizeable shares of the market are lagging behind in this process.

23 Research conducted by YouGov, 22–25 July 2005 with a sample size of 2,299 UK adults over 18.
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54. Credit data is shared on the basis of “reciprocity”. This means that if Lender A shares “full” data,
but Lender B does not, then any transfer of data between the two will contain only the lowest common
denominator—ie just “negative” data. In eVect, Lender B’s decision not to share “full” data aVects the
ability of all of its competitors to lend responsibly.

55. Alliance & Leicester—in common with some other lenders—shares “full” data. The sharing of data
is made under the reciprocity guidelines set out by the Standing Committee on Reciprocity (SCOR), which
we believe continues to work well.

56. We have three principal concerns about the current arrangements. Firstly, some lenders have chosen
to share only limited information on their customer’s accounts, secondly, some lenders believe they are
unable to share data on all their accounts because they believe historic data protection “Fair Processing
Notices” have not sought consent wide enough to give them the right to do so, and thirdly, information on
debt owed to organisations such as the Student Loans Company and Local Authorities is not shared.

57. We believe each of these problems should be addressed.

58. We believe that the whole financial services industry should move to “full” data sharing. This can be
achieved by forcing those financial service providers that choose not to share their data to move to “full”
data sharing. Secondly there needs to be a change in data protection laws to allow the sharing of the portion
of data currently not shared under historic “Fair Processing Notices” and finally the Government needs to
share information on debts owed to organisations such as the Student Loans Company and Local
Authorities.

The Benefits of Financial Inclusion and the Extent to Which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment

59. In the last 20 years more and more people have been introduced to financial services and have come
to see them as part of normal life.

60. It is clear however that there is not a “one size fits all” solution to financial inclusion. Increasingly it
requires the eVorts of many disciplines working together to solve problems, such as financial inclusion. In
conclusion banks can only be one of the parts working in partnership with the consumer groups, with the
regulators and with the leadership of Government.

January 2006

APPENDIX 1

61. In May 2001 the Government reached agreement on the provision of Universal Banking Services with
all of the main banks in the UK.

62. Universal Banking Services provide the mechanism that ensures that benefit recipients and pensioners
can continue to have their money paid over the counter in cash at their local post oYce as the Government
moved to automated credit transfer in April 2003.

63. The scheme aims to give the estimated three million people currently without any banking facilities
access to a new post-oYce based card account or one of the banks basic bank accounts through the 14,500
strong Post OYce network.

64. Alliance & Leicester signed up to the Universal Banking Services project and to this end Alliance &
Leicester like many other banks and building societies, contributed to the costs of running the Post OYce
Card Account (POCA). The banking industry pledged in total £182 million, over five years, to fund the
setting up of the Post OYce’s Universal Banking. The then Secretary of State for Trade and Industry,
Stephen Byers, commented that “This is a major step forward both in ensuring the future of the Post OYce
network and in tackling financial exclusion.”24

65. Basic Bank Accounts give people the benefit of money security, reduced transaction costs through
cheaper bill payment methods such as direct debits and enable people to gain confidence in using
financial services.

Basic Bank Accounts

66. Our Basic Bank Account—the Basic Cash Account—is available for people without banking facilities
who need an account for benefit payments. It is also suitable for customers who do not want (or are
unsuitable for) credit facilities for example overdrafts or access to cheque book facilities.

67. Customers who request a “basic” account or who are deemed suitable for a basic bank account will
receive a prospect pack from our branch staV which contains clear and simple information on key features
of the account, how it is opened and what identification and address verification is required.

24 (ref: http://www.gnn.gov.uk/environment/detail.asp?ReleaseID%26291&NewsAreaID%2&NavigatedFromDepartment%True)
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68. Opening an Alliance & Leicester Basic Cash Account is a simple and straightforward process. It
involves completing a simple application form which is then sent together with certified copies of identity
and address to our central processing centre for account opening.

69. Features of Alliance & Leicester Basic Cash Account:

— Customers can pay money into the account by automated credit transfer, cash or cheques.

— Customers can pay bills by Direct Debit. Direct Debits can be paid on a frequency as determined
by the debtor eg weekly, monthly, bimonthly, yearly.

— Free banking oVered when the account is in credit.

— Overdrafts and chequebooks are not available.

— There is no minimum amount required to open an account.

Access

— Access to any cash machine in the UK25—withdraw cash and pay in cheques and cash (notes only)
at Alliance & Leicester branch cash machines.

— Pay cheques and cash in and withdraw cash at any Post OYce branch in the UK.

— 24 hour internet banking, 365 days a year.

Eligibility

— Basic Cash Account holders must be aged 16 or over and be UK residents.

— Applications are subject to status.

— We do not oVer any products to undischarged bankrupts.

— No credit reference footprint is left on the customer’s record when an application is made to open
our Basic Cash Account.

APPENDIX 2

70. Unlike many other high street banks, Alliance & Leicester operates many more ATMs than we have
branches—currently we have more than 2,500 ATMs and just over 250 branches. As a result of our history
and our product range, a far higher proportion of our customers bank with us through the so-called “direct”
channels of the internet, telephone and ATMs than the UK average. The provision of a comparatively large
ATM network provides our customers with convenient and free access to their accounts, and also provides
a service for the customers of other banks. All Alliance & Leicester ATMs are free to use for all Alliance &
Leicester customers.

71. Alliance & Leicester is committed to providing ATMs free of charge to all users wherever possible.
However, our view on the principle of charging for ATMs is in line with the Government’s and the Treasury
Select Committee’s in that charging ATMs are a legitimate business model.

72. All Alliance & Leicester ATMs are free to use by Alliance & Leicester customers. Alliance & Leicester
only charges a fee to non-Alliance & Leicester customers at ATMs where it would not be economic for us
to oVer these services to these customers based on income from interchange fees alone.

73. When considering potential locations to site ATMs, our preference is to operate a “free machine”.
Our decision does, however, reflect the cost of installing and maintaining the machine, taking into account
the requirements of the host retailer, the rental fee to the host site owner and the expected transaction
volumes, which depend on the specific location involved and matters such as the proximity to other ATMs.

74. When a potential location is such that the costs of siting a “free machine” are not economic, we will
consider the option to site a “surcharging machine”. If we did not consider this option, we would simply not
site any machines in areas where the economics are marginal. We believe siting machines in such locations
increases customer choice, particularly for our own customer base, but also for any other users who may
wish to have the convenience of a machine in their area.

75. In addition all users are able to check their balance on their accounts for free at all our ATMs.

APPENDIX 3

76. Further details of Alliance & Leicester work on financial education:

77. Working in partnership with Soar Valley School in Leicester, as part of the DfES Specialist Schools
Programme, £50,000 was provided to establish Soar Valley as a specialist maths and computing school.
Alliance & Leicester also works with the school on its financial capability education. A team of graduate
trainees from Alliance & Leicester delivered two one-day workshops to 120 students. The workshops were
designed to bring business studies to life by oVering the students the opportunity to take part in a number
of business-focused challenges and help prepare them for the world of work.

25 Cash withdrawals from all Alliance & Leicester cash machines and all LINK non-surcharging machines are free.
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78. Marvellous Maths—an Alliance & Leicester funded project in association with Conkers (part of the
National Forest Visitors Centre). The project involves interactive indoor and outdoor experiences for
children based on numeracy, with both ranger- and teacher-led activities.

79. Over the past five years, donations totalling £240,000 have been made to the Leicestershire Learning
Zone—a scheme that provides one-to-one teacher coaching, parent link workers and literacy consultants.

80. Alliance & Leicester also sponsors the Hamilton Trust, an educational charity working in partnership
with schools to raise educational attainments.

81. Alliance & Leicester, through its corporate community investment programme, has invested over
£365,000 in local community events and programmes and in addition contributed £180,000 of employee time
to support the community investment programme in 2005. Alliance & Leicester continues to support staV
who volunteer to help primary school children improve their reading through the Right to Read Scheme,
over 150 of our staV are involved in the scheme.

Letter from Alliance & Leicester to the Post OYce Ltd26

Thank you for your letter of 16 May. Before I respond to your specific points, I would like to set out
some context.

Alliance & Leicester has been at the forefront of helping consumers to get free access to cash. Our
customers have for many years had free access to cash at all Post OYce counters and we have worked closely
with you on a wide range of initiatives which have improved consumers’ ability to use Post OYces and also
the Post OYce’s ability to generate revenues—including being the first bank to sign up to support the Post
OYce Current Account.

Regarding ATMs specifically, the Treasury Select Committee last year commented that “machines which
charge consumers are a legitimate business model. Their introduction has increased the overall availability
of cash withdrawals and helped sustain small businesses.” Our ATM policy is entirely consistent with that
conclusion. We operate non-surcharging machines when the traYc for the site enables us to make an
economic return on the considerable costs of installing and operating a machine and, further, all of our
machines are free-to-use for Alliance & Leicester customers. As a consequence, we have a network of
non-surcharging ATMs across the UK far larger than would be anticipated given the size of our branch
network. However, for those potential sites which do not have suYcient traYc, we take the view that it is
better to provide consumers with choice by operating surcharging machines rather than simply not
providing a machine at all.

This policy also underpins the agreement between us governing the provision of our ATMs in Post OYces,
which we continue to follow in good faith. This allows the type of machine and the fee charged to alter to
reflect changing conditions, a point which was clearly understood by the Post OYce when the agreement
was signed.

Turning to your specific points, the increase in surcharge from £1.50 to £1.75 applies across our charging
estate. It reflects market conditions, is in line with market norms and represents a balance between obtaining
a return on the costs of running the machines, the requirements of our site owners and the benefit of
convenience those machines provide for consumers. The majority of the fee, and the majority of the increase,
becomes revenue for the site owner, in this case the Post OYce or sub-postmaster.

As regards the 45 sites which were previously non-surcharging, consumer usage at each of these sites is
too low to provide a non-surcharging machine economically. A joint team from Alliance & Leicester and
the Post OYce discussed this at some length, seeking to improve the economics of those sites without
switching them to surcharging, but alternative possibilities—for example the Post OYce taking
responsibility for filling the machines with cash—were deemed unacceptable by the Post OYce.

As the current Agreement covering our ATMs in Post OYces comes to an end, you will be transferring
sites at which you wish to operate a non-surcharging machine to the Bank of Ireland, and—subject to the
granting of a waiver from you—individual sub-postmasters in other locations will be able to negotiate their
own ATM arrangements. Our respective teams are working hard on this transition, and we have already
agreed in principle a schedule to enable this complex programme of change to proceed smoothly. However,
we are always happy to discuss changes to the schedule and, indeed, we have already agreed with your team
a number of sites where the removal of our machine will take place sooner than originally envisaged. If there
is a desire for the specific 45 sites you mention to be expedited then we would gladly discuss a practical way
to accelerate their removal from the network whilst bearing in mind the associated financials.

Finally, I note your comment about the Restrictions Policy. As I understand it, the current plans are that
those sub-postmasters who will not be provided with a non-surcharging machine will negotiate their own
ATM arrangements. I am sure that they will make their choice giving full consideration to their business
needs and the needs of their customers. If it does not make commercial sense for them to have a machine,
they can choose whether to operate one at a loss or not to oVer the service to their customers at all.

26 A copy of the Post OYce’s letter to Alliance and Leicester can be found at Ev 439.
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I hope this has addressed your concerns. I understand from Graham Halliday that you have sent your
letter to the Treasury Select Committee, and I am doing the same with this response.

May 2006

Memorandum submitted by APACS

APACS welcomes the decision of the Select Committee to hold an inquiry into financial inclusion. This
is an area of vital importance both to those currently experiencing barriers in accessing mainstream financial
services and to consumers as a whole.

The banking sector oVers its customers a competitive and high-value service with a wide range of
products, and for many customers no charges, while they remain in credit. However, banks recognise that
they have a wider responsibility than just oVering financial products and have embarked on a series of
individual activities to address financial inclusion issues for their customers and they engage at many levels
with the local communities in which they serve. They have, and will continue to, work closely with
government and voluntary organisations to carry on improving financial inclusion and financial capability,
with the British Bankers’ Association taking the lead in its role as the banking trade association.

I also enclose a recently published document produced in partnership with the BBA describing a range
of initiatives by the industry on financial inclusion and capability.27

APACS would be very happy to assist the committee further with this inquiry should you wish us to do so.

Access to Banking Services

APACS recognises the need for consumers to have access to an extensive network of cash machines to
facilitate cash withdrawal for all irrespective of income or location. In addition APACS supports Link’s
implementation of clear and eVective guidelines to promote transparency of charging for cash machines.
APACS recognises nevertheless that charging remains a marginal component in the market overall, with
96% of cash withdrawn during 2004 being from cash machines for which no charge was made.

It acknowledges that the great majority of cash machines for which charges are levied are in “convenience
locations” such as bars, shops and other retail outlets such as petrol stations. Most charging cash machines
therefore are in locations that would not support a free bank-owned machine.

Access to Affordable Credit

The banking industry is in support of Credit Unions, Community Development Finance Institutions
(CDFIs) and a reformed social fund to allow all client groups the ability to access aVordable credit. Banks
are actively supporting these initiatives through key activities such as working in partnership with
community and housing organisations, financially supporting credit unions and developing not-for-profit
community based finance initiatives.

Although in support of the social fund, we do recognise the need for it to be reformed. In future it could
be used to support people in low paid work as well as those on benefits. OYcials at the Department for Work
and Pensions acknowledge that it has been run in a very bureaucratic way, and we support their eVorts to
make it a more user friendly and accessible source of aVordable credit.

Financial Education and Access to Financial Advice

Banks believe that the process of financial “education” should start as early as possible, but until we see
this included by the Department for Education and Skills as part of the national curriculum it would be
unlikely for the pilot schemes to be rolled out nationally. Starting to teaching financial capability skills at
a young age could make a huge diVerence over the spending behaviour of a generation.

Banks have been involved in training teachers to teach financial capability in over 300 schools, and putting
funding into supporting financial literacy and education projects at all levels.

The industry is fully aware and supportive of the need for an extensive and reliable debt advice network,
channelling substantial resources towards the provision of such services. The industry has recently agreed
to fund Money Advice Trust’s work to establish a gateway for telephone debt advice, committing £5 million
a year over three years.

Other activities by banks to provide money and debt advice to those in need include working directly with
customers on understanding the reasons for their financial diYculties and to help them resolve their
problems, including on financial institution having a specialist department for those customers who may be
experiencing particularly diYcult circumstances such as illness or bereavement.

27 Not printed.



3379423007 Page Type [E] 10-11-06 22:33:00 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 188 Treasury Committee: Evidence

Incentives and Barriers to Saving for People on Below Average Incomes

APACS has no comments to make here.

The Role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion.

We believe it is the Government’s responsibility to educate children and the Financial Services Authority’s
(FSA) to ensure that adults are properly informed and educated in financial capability, and banks will
continue to seek business cases to assist in both areas.

At the same time, many people’s financial needs are heavily intertwined with benefits and taxation issues.
Therefore, at the heart of any solution must lie the need to simplify both of these areas to make it far easier
for people to understand and operate.

The Government needs to be joined up in addressing this issue. For example, a one-stop shop approach
to queries and problems with tax and benefit issues might well help, and exercises such as a once-a-year
“financial health check” by HM Customs and Revenue could be built into existing systems. Once people are
better able to understand benefit and taxation issues that relate to them, as well as understand the individual
financial products they’re being oVered, they will be able to make better decisions and take more
responsibility for their financial well-being.

Providing help for communities to meet their wider social needs, including better local educational,
training, technological and sporting facilities, forms an important part of the wider area of programmes
provided by banks. In 2004, the top five UK community contributors were banks with a total of
£144.1 million between them. This work reflects the understanding that banks are an indivisible part of the
communities in which they operate and that they have responsibility to ensure that local people receive
assistance and strong support with regeneration work.

Bank contributions have gone towards funding community projects and sustainable sports facilities,
allowing staV to use some of their work-time to volunteer to help their favourite charities or community
projects, and charitable donations.

The Benefits of Financial Inclusion and the Extent to Which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment

APACS has no comments to make here.

January 2006

Memorandum submitted by the Association of British Insurers (ABI)

Overview

1. The Association of British Insurers (ABI) represents the collective interests of the UK’s insurance
industry. The Association helps to inform, and participates in, debates on public policy issues relevant to
the insurance industry and also acts as an advocate for high standards of customer service in the insurance
industry. The Association has around 400 companies in membership. Between them, they provide 94% of
domestic insurance services sold in the UK. ABI member companies account for almost 20% of investments
in the London stock market.

2. The insurance industry helps people protect themselves against risks that they cannot otherwise
manage. People on low incomes usually have fewer material possessions, but they are also often less able to
bear their loss. They cannot go out and instantly replace a stolen TV. Nor can they easily aVord to repair
the damage caused by a burst pipe or storm. Insurance is just as valuable to them as to higher income
groups—possibly more so, as they often live in areas more vulnerable to crime. The industry has therefore
developed schemes to help people get easier access to its services, and is now looking at what more can be
done.

3. Our work is designed to address three core obstacles to providing a service to low income customers:

— Cost: some people just do not have money to spare for insurance, at any price. And because of the
degree of risk many poor people face from crime and other causes, getting the cost low enough for
them, whilst maintaining commercial viability can be impossible.

— Payment systems: insurers cannot eYciently collect payments from people without bank accounts.
This adds to the cost of the service and reduces its availability.

— Understanding: those with low levels of financial education can find insurance services hard to
understand and may be deterred by the documentation. Some appear to have fundamental
misconceptions: believing, for example, that the service has not been worth having if there has been
no reason to claim, and that therefore cover should not be renewed.
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4. This paper reviews the work being done in each of these areas. Its principal message is that eVective
solutions depend on the industry working constructively with low-income communities and other groups,
and with local and central government. We hope the Select Committee can help highlight the need for such
partnerships.

5. The paper also considers the industry’s role in helping low income households to save and so develop
a cushion against financial shocks, particularly by securing an adequate pension.

Summary of Key Points

6. The insurance industry has been an active promoter of financial inclusion. As well as the broader social
and economic benefits increased financial inclusion can bring, households which are more securely
embedded in the financial system are more likely to become consumers of a broadening range of financial
services. Promoting financial inclusion is good business sense as well as socially desirable.

7. Apart from access to simple banking facilities, the key financial services most often needed by those
in danger of being financially excluded are basic insurance products such as home contents insurance. To
help ensure easy access to such products, insurers have joined forces with many local authorities and housing
associations to create “Insurance With Rent” schemes. These allow tenants to pay insurance premiums
weekly or monthly alongside their rent payments.

8. For low-income families the aVordability, as well as the accessibility, of products such as home
contents insurance remains a key issue. Home insurance is now over 20% cheaper in real terms than 10 years
ago, a price decline that reflects increased industry eYciency and competition. Unfortunately, in spite of the
downward trend in administration costs, in many socially deprived areas high crime and fire risks remain a
large element of costs. The insurance industry would welcome working in partnership with government and
others to tackle this problem and further improve aVordability. Such a partnership approach has worked
well in tackling other issues related to high risk insurance, such as the work the industry has done with the
Environment Agency and DEFRA to address the issue of flooding.

9. Improving financial understanding among consumers will also help improve financial inclusion. The
insurance industry has funded a variety of schemes to improve consumers” financial capability and access
to financial advice. For example, Prudential has given significant support to Citizens Advice to help fund
its work in this area. The industry has also actively participated in various working parties and pilot schemes
established by bodies such as the Financial Services Authority. An overall national strategy is now needed
to improve financial capability among consumers, plus action to ensure that the education system plays its
role in improving financial capability. Encouragingly, recent developments signal that deficiencies here are
now starting to be tackled. The FSA has indicated its intention to accelerate its plans for workplace-based
financial advice, and the Government has announced plans for financial capability issues to have a place
within the mathematics curriculum.

10. Financial inclusion requires not only that individuals are engaged with the financial system but that
they are in a position to accumulate capital assets that can be called upon either to fund opportunities (such
as education or training) or to ensure that financial setbacks do not have a long-term impact. In introducing
the Child Trust Fund (CTF), the government recognised that assets and capital are as important as income
when tackling exclusion and poverty. The CTF is a welcome development, but the fact that a significant
minority of parents have still to use their CTF vouchers shows that financial inclusion is not just about access
to funds, but also about knowledge of, and comfort with, personal finance issues.

11. Pensions are a key area of the savings market where large numbers of those on below-average
earnings are eVectively in danger of being excluded from pension savings. The Pension Commission’s
Second Report28 concluded that that those on incomes below £9,500 a year are unlikely to derive significant
benefit from saving and are likely to rely on the state system for pension provision. The Commission also
highlighted the fact that current pension provision arrangements had a poor track record in reaching those
with earnings above £9,500, but below the median. The Commission found that current arrangements also
often failed to include those working for small and medium sized businesses. The ABI supports the Pension
Commission’s suggestion that exclusion from decent pension provision can be tackled in the workplace by
auto-enrolment, with an opt-out for those who do not wish to participate. We further argue that
auto-enrolment in partnership with the existing life and pension industry infrastructure is likely to be a more
eVective and lower risk option than creating a new Government agency for the purpose, as suggested by the
Pension Commission.

12. Stakeholder products were intended by the government to provide cost eVective access to savings
products for those on low incomes. They continue to be supported by the industry. It is therefore
disappointing that the FSA’s “Basic Advice” regime, designed specifically for the sale of Stakeholder
products, has retained many of the high-cost features of the current “full advice” regulatory regime. The
original vision—of simple, reliable products sold cheaply within a light-touch regulatory regime—has been

28 “A New Pension Settlement for the Twenty-First Century”, the Second Report of the Pension Commission,
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lost. This illustrates a broader issue, which is that sometimes regulation of product sales, while designed to
help the customer, can actually have an adverse impact on access to financial services, particularly for the
low paid.

Home Insurance and Financial Inclusion

13. With low incomes, few assets and limited access to aVordable credit, financially excluded households
are often exposed to serious risks. Those living in a very low-income household (income less than £5,000 a
year) are twice as likely to be burgled29, 31 times more likely to suVer a fire and 16 times more likely to die
in a fire30 than the average household. Research has also found that households with no insurance cover are
much more likely to be burgled than those who do have it,31 and the impact of property crime is most severe
for those on low income without household insurance, as they are less likely to be able to replace stolen
goods themselves.32

14. The insurance industry recognises that enabling low-income families, usually with little or no savings,
to protect their possessions against the risks of fire, flood and theft can be a key factor in avoiding financial
hardship and indebtedness.

15. For those on low incomes but with some assets (eg home or car owners) the industry is achieving good
levels of insurance take-up, only slightly lower than for the population as a whole.33 However, those on the
very lowest incomes with virtually no assets tend to remain excluded, for three key reasons:

— A lack of disposable income;

— Living in high-risk circumstances, which drives up premiums; and

— Not having knowledge of the most appropriate or competitive insurance oVerings.

16. Nevertheless, insurers are attempting to address the needs of these customers, who want good quality
products (with the right coverage and sensible exclusions), appropriate for the value of their possessions,
and aVordable within their budgets. To achieve further inclusion of these groups, the ABI believes that the
insurance industry needs to work in partnership with others to address:

— Insurance costs through better policing, security and fire safety measures and education;

— Distribution costs through partnership marketing with Credit Unions, trade unions and social
housing schemes; and

— Education for financial capability in schools and beyond.

17. Households in the lowest 20% of income groups have £132 per week of disposable income, compared
to the national average disposable income of £489 per week.34 Unsurprisingly, this group also spends less
per week on household insurance—£2.00 per week on average, compared with the average household’s
spending of £5.00 per week.35 Currently, 45% and 58% of the households in the two lowest income deciles
respectively have home contents insurance, compared with an average 77% for the UK population as a
whole. Half of households without home contents insurance have had a policy in the past but have
subsequently let it lapse, largely because of financial strain.36 This suggests that the key problem for many
non-insured households is aVording contents insurance rather than any institutional problems that might
deny them access to insurance.

18. The insurance industry has made strenuous eVorts to cut the cost of home insurance and improve its
aVordability. These eVorts have borne fruit and home insurance is now approximately 23% cheaper in real
terms than 10 years ago.37 This cost reduction has largely been delivered through increased eYciency in
distribution and administration. Unfortunately, the other major element of insurance costs is associated
with the risks insured. Insurers have long been involved in working with other organisations to give practical
advice in areas such as fire safety and burglary prevention, but risk premiums inevitably reflect crime rates
and accidental fire risks, issues beyond the direct control of the industry. The industry would welcome a

29 Home OYce (2005) Home OYce Statistical Bulletin: Crime in England and Wales.
30 ODPM (2004) Fires In Homes.
31 Palmer G, Carr J and Kenway P (2003) Monitoring Poverty and social exclusion, New Policy Institute: Joseph Rowntree

Foundation.
32 Palmer G, Carr J and Kenway P (2003) Monitoring Poverty and social exclusion, New Policy Institute: Joseph Rowntree

Foundation.
33 For example:

House buildings—85% of the lowest income decile of households buying a home with a mortgage have buildings insurance
compared with 90% of all such households. In the lowest income deciles, 85% of households owning their home outright have
buildings cover compared with 89% of all outright home owners.
Motor insurance—The fact that this cover is required by law is reflected in a high take-up: 28% of the lowest income quintile
households have vehicle insurance against 29% having access to (though not necessarily ownership of) one or more cars.

34 OYce for National Statistics (2005) Family Spending 2005: A report on the 2004–05 Expenditure and Food Survey.
35 OYce for National Statistics (2005) Family Spending 2005: A report on the 2004–05 Expenditure and Food Survey.
36 Whyley C, McCormick J and Kempson E (1998) Paying for peace of mind: Access to home contents insurance for low-income

households, Policy Studies Institute.
37 AA Premium Index, 2005.
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closer partnership with government departments and police authorities to tackle problems such as high
crime rates. Such an approach, with the industry working closely with the Environment Agency and
DEFRA, has already worked well in tackling problems connected with flooding.

19. As well as cutting costs, the insurance industry has also improved the accessibility of its products. The
inevitable reduction in the number of companies oVering door-to-door collection of premiums (a
traditional, but very high cost, means of serving low income households), has been balanced by the provision
of insurance products via non-traditional routes such as supermarkets and Post OYces, as well as directly
via the phone and internet. These sales routes complement more traditional outlets such as insurance
brokers and banks.

20. The insurance industry recognises that the decline of home collection may create diYculties for those
who cannot pay via direct debit or annual cheque. For those who do not have access to a bank account with
these facilities,38 the industry has developed innovative methods by which customers can pay their
premiums. “Insurance With Rent” schemes give social housing tenants the option to take out standard
contents insurance (arranged through their landlord) and pay the premiums alongside their rent payments.
Such schemes are available in around half of local authorities in England and Wales and 75% of local
authorities in Scotland.39 When local authority housing stock is transferred to small housing associations,
there can sometimes be problems arising from a lack of the infrastructure to administer the schemes. One
way of tackling this problem is through consortiums, such as the Northern Housing Consortium (which has
over 170 members representing local authorities, housing associations and other social housing landlords).

21. The insurance industry also welcomes the moves by some of larger Credit Unions (such as Leeds City
Credit Union) to help their members make payments by oVering “Budget Accounts.” These allow members
to nominate bills they would like the Credit Union to pay on their behalf, deducting a proportion of the bill
from members” accounts on a weekly basis. Another scheme oVered by Co-operative Insurance Services
(CIS), is a “lock box” system, where CIS issue a Giro slip enabling the customer to pay their bill in cash over
the counter at a local Post OYce, bank or building society. Such schemes also help customers who budget
on a weekly basis.

22. As well as making payment easier, the insurance industry has also worked with Credit Unions and
other aYnity organisations to oVer tailored products designed for particular groups of consumers. Some
schemes oVer low sums insured (for example, £6,000) and operate with no policy excess, recognising that a
small loss can be very significant for low-income customers. Similarly, Unison (the public service union) has
a wholly-owned insurance company—UIA (an ABI member)—that provides insurance to its members
aimed at low income consumers. UIA provides schemes to many other unions as well. Industry products
designed for the elderly are also marketed through specialist organisations like Age Concern, Help the Aged,
and Saga.

Financial Capability and Financial Inclusion

23. The insurance industry believes that financial exclusion can partly be tackled by improving public
understanding of personal finance. Households often end up making poor financial decisions or taking
unnecessary risks simply because they do not appreciate the range of alternatives open to them. The FSA
has also identified the problem of “self exclusion”, where households with little practical knowledge of the
financial system believe that it is simply “not for people like them”.

24. The insurance industry therefore supports the Financial Capability Strategy being developed by the
FSA and is an active participant in the FSA’s work. While it is right that the FSA fulfils its statutory duty
to promote public understanding of the financial system in this way, it is important that it has clear
Government support in this work. We therefore broadly welcome the recent package of measures to support
financial capability initiatives announced in the Pre-Budget Report. While important first steps have been
made, so far there has been insuYcient urgency in developing a coherent national strategy for financial
capability. Stronger leadership is needed, both from Government and from the FSA, for more progress to
be made. We look forward to the FSA’s final publication this spring of the business cases underpinning the
various strands within its financial capability work alongside its plans to roll out recent pilot studies on a
larger scale.

25. In Spring 2006 the FSA also intend to publish their Financial Capability Baseline Survey, which will
help to identify the types of financial skills and knowledge that people lack, and the groups who are in most
need of help. This is a welcome development, and should form the basis for a strategy based on the needs
of consumers.

26. We also welcome that DfES’s plans to prioritise maths in the school curriculum, and to prioritise
personal finance education within maths teaching, from 2008. A step-change improvement in financial
capability can only be achieved through more concerted action in schools to give children the financial skills

38 1.9 million households or 2.8 million adults do not have a bank account of any kind. OYce for National Statistics (2003)
Family Resources Survey 2002/03.

39 HM Treasury (2004) Promoting Financial Inclusion and Hood J, Stein W and McCann C (2005) Insurance with Rent Schemes:
An empirical study of market provision and consumer demand
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they need for adult life. The industry has long supported this. Both the ABI and individual member
companies are funders of pfeg (personal finance education group), the charity that promotes the
improvement of the teaching of basic financial skills.

27. For many disadvantaged groups, however, the key to improving understanding of how the financial
system works is likely to be easy access to face-to-face generic financial advice. A variety of private
initiatives, many associated with the insurance industry, are actively trying to help fill the generic advice gap.
Prudential has provided significant financial support for the work of Citizens Advice Bureaux in this area.
The Resolution Foundation, a charitable trust set up by the Chief Executive of Resolution plc, is also
actively exploring ways of plugging the advice gap for those on modest incomes. Another notable initiative
in this area has been the setting up of the Friends Provident Foundation after the demutualisation of Friends
Provident. This body is focussing its initial eVorts on financial exclusion and has made a series of grants to
allow research into the best way of helping particularly “hard to access” groups such as the homeless.

28. The ABI believes that such individual eVorts have so far been hampered by the lack of a clear overall
strategy—although again, there has recently been some welcome progress. For example, after the Financial
Services and Markets Act Two-Year Review the government announced its intention to give exemptions
from the FSMA financial promotions regime both to employers giving advice to employees on pensions and
to advice centres such as Citizens Advice Bureaux giving generic financial advice. The concern nevertheless
remains that current developments in the generic financial advice area represent a piecemeal and fragmented
approach that risks confusing consumers. There is a strong case for bringing the current plethora of generic
information and advice together to make it easier to access, although developing such a centralised resource
will need the clear support of all the regulatory authorities.

29. EVorts to improve the availability of generic financial advice nationally have also at times being
threatened by developments at the EU level. The initial drafts of the EU Commission’s proposals for the
“Market in Financial Instruments Directive” would have created burdensome additional regulation for
generic financial advice initiatives, although this was successfully resisted as a result of combined lobbying
by the industry and consumer groups such as the Financial Services Consumer Panel.

Incentives and Barriers to Savings for People on Below Average Earnings

30. There are clear benefits for both individuals and society in ensuring that as many people as possible
have easy access to a wide range of savings products, including both products designed to meet short term
needs and those designed to facilitate longer-term savings. There are particularly strong arguments for
ensuring that all those for whom it makes financial sense have easy access to pension savings to ensure a
degree of financial security into retirement.

The Child Trust Fund

31. The Child Trust Fund (CTF) has the potential to reduce financial exclusion and extend opportunity
and members of the insurance industry have taken an active role in promoting and supporting CTFs. Even
so, CTFs will only achieve their objectives if they reinvigorate a savings culture among families and if they
encourage children to continue with the savings habit into adult life. While useful in themselves, the big
diVerence Government payments into CTFs can make is if they prompt further regular saving from parents,
grandparents and older children.

32. There are encouraging signs that many families are already making use of CTFs to make regular
savings. However, after almost a year a significant minority of parents have still failed to select and open
a CTF account for their child, and will therefore have an account opened automatically for them. This is
disappointing, but demonstrates that financial inclusion is not just about access to funds, but also about
individuals having knowledge of, and feeling comfortable with, personal finance issues. CTFs should be seen
as a way of encouraging parents of young children to increase their financial skills. They should also be seen
as a means of ensuring personal finance education has more relevance to pupils’ lives. As students approach
18 and the maturity of their CTFs it will be important that within the school curriculum they are given advice
on the options available in terms of the use of the funds.

33. The number of families failing to select and open a CTF account also supports the argument for
further Government contributions at later stages to re-prompt families. The ABI therefore welcomes the
Chancellor’s recent announcement that he would consult on top-up payments at the age of seven and at
secondary school age. The Institute for Pubic Policy Research has recently argued in a report (“Top Tips
for Top Ups”) that there may be a role for matching payments from the Government to encourage parent
contributions. We believe this is a proposal that could have a significant impact in encouraging saving and
should be explored by Government.
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Pensions

34. In terms of longer-term savings, such as pensions, the Pensions Commission concluded that those on
incomes below £9,500 a year are unlikely to derive significant benefit from saving and are likely to rely on
the state system. The Commission, however, also identified significant numbers of under- and non-savers,
slightly further up the income scale. The group earning above £9,500 but below median earnings are a
particular area of concern, with around two-thirds of those over-35 in this income group identified as either
non-savers or under savers. Another area where pension provision is notably weak, and which is of
particular concern to the Commission, is among people working for small and medium-sized businesses
(SMEs) in which over 40% of the working population are employed.

35. We believe that the empirical evidence lends strong support to the view that auto-enrolment into
pension funds, as suggested by the Pensions Commission, would be a practical way of tackling this problem.
However, auto-enrolment needs to be accompanied by an employer contribution if it is to bring real results.
Research carried out last year for the ABI by PricewaterhouseCoopers (PwC) demonstrates that automatic
enrolment could achieve a similar impact to compelling individuals and their employers to save, but only if
there is a matching contribution from the employer. Such an approach would benefit from the upside of
“pure” compulsion—a significant boost to savings—while avoiding the downside—that compulsion hits the
poorest hardest. If the level of contribution were 3% from the employer and 5% from the employee, as
proposed by the Commission, we estimate (using PwC’s model) that a boost to pension saving of around
£6 billion per year could be achieved.

36. The research also found that debt to income ratios are significantly higher for those with pension
contribution rates below 5% than for those with higher contribution levels. This suggests that some of those
not saving may have good short-term reasons for doing so. Unlike pure compulsion, automatic enrolment
allows those for whom saving is not appropriate at the present time to opt out.

37. Automatic enrolment is also popular with workers. Research published in the ABI’s State of the
Nation’s Savings survey40 found that 93% of working people with direct experience of automatic enrolment
think that it is a good idea. If a form of compulsion were to be introduced, workers said they preferred the
“soft compulsion” model advocated by the Pensions Commission to alternative “hard” compulsion models.

38. The ABI believes the Pensions Commission is right to recommend automatic enrolment with soft
compulsion, but it is wrong to suggest this should take the form of a new National Pensions Saving Scheme
(NPSS), operated by a Government agency, to administer the scheme. If automatic enrolment were into the
low-cost workplace pensions that already exist, this would reduce the need for marketing and enable
streamlined regulation—thus reducing costs further. Coupled with measures to improve persistency—
for example by establishing a streamlined electronic contributions collection system—and reduce
means-testing, the environment would then be right for the private sector to meet the challenge set by the
Government. The private sector could deliver pensions, in this new environment, at a similar cost to the
state, with the added advantage of being experts in this area.

39. The state, on the other hand, does not have a good track record in setting up and running such
schemes. As the consultants, Deloittes, put it “A more eVective model, like that used in Australia, would be
to administer the system through the life and pensions industry. This group have the existing expertise and
infrastructure in place to eVectively administer the programme which would enable the Government to
introduce the NPSS much more quickly. Pension providers have become much more eYcient over the past
three years and despite concerns that the costs would be more expensive if the system was not run by the
government, the administration costs for privately run schemes are unlikely to exceed the 60 basis points
costs currently incurred by the government-run scheme in Sweden.41

40. This solution would build upon steps already taken by the Government to facilitate and regulate low
cost private savings. It would also protect the future of workplace pensions rather than put them at risk. A
nationalised pension system would send out the wrong message to employers. The implication would be that
workplace pensions were not needed because the state was providing suYcient pensions. The proposals may
therefore act to reduce the amount of pension savings for some groups of employees.

41. The public agree with this view. Almost 60% in a YouGov survey carried out by the ABI during the
week that the Commission’s report was published thought that auto-enrolment was a good idea and that
existing pension providers should be asked to run it. Only 19% thought that the Government should run it.

Basic Advice Products and Financial Inclusion

42. It is important for as many households as possible to have access not only to a pension but also to
simple savings products. Some form of savings is a major component of financial inclusion as it provides
security against future shocks to income or unanticipated spending needs and reduces the risk of exposure
to unaVordable debt.

40 The State of the Nation’s Savings 2005, ABI, December 2005.
41 For further details see “Sweden’s New FDC Pension System” by Edward Palmer, Professor of Social Insurance at Uppsala

University, 2004.
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43. The ABI therefore supported the key recommendation in the 2002 Sandler Review that regulated
“stakeholder” savings products should be sold via a “light-touch” sales regime to help those with relatively
modest savings needs gain improved access to the savings market. We were disappointed, however, that it
took almost three years for the Government and the FSA to devise the regulatory framework for
stakeholders.

44. In April 2005, the Treasury launched the stakeholder “suite” including a revised stakeholder pension
and medium-term investment products. At the same time, the FSA introduced the “basic advice” regime for
sales of stakeholder products. Regrettably, the market development of products sold under the basic advice
regime has so far been quite limited. A few insurance companies and banks are now oVering the new
stakeholder products, but only two firms have entered the basic advice market. This compares with initial
FSA estimates that 20 providers would enter the market. The explanation for this is a regulatory regime,
which in aggregate—taking account of Treasury and FSA regulations and the impact of Financial
Ombudsman Service (FOS)—entails costs that make it economically challenging to oVer products within
the price cap to consumers making low contributions.

45. Sandler had proposed that regulated products could be sold with little or no regulation of the sales
process. In reality the sales process devised by the FSA retains key “suitability” requirements and is much
closer to the “full advice” approach than the original model envisaged. The industry has also been deterred
from investing in what constitutes a completely new distribution channel by widespread uncertainty about
future FOS judgments regarding basic advice. Another major barrier is the extension of means-testing,
which raises challenging questions for advisers regarding for the suitability of a stakeholder pension for
consumers on modest incomes. Combined with a price cap that does not cover the upfront costs of providing
advice, it has been diYcult to oVer stakeholder products to the target market.

46. The ABI has been working actively with the regulators to try and address the barriers we have
identified to market development. We have issued a Model Guide for Consumers on Basic Advice and
Guidance for Providers of Basic Advice. These aim to foster a shared understanding of what is expected of
an adviser oVering basic advice. Meanwhile, the FSA has recently clarified some of the regulatory issues by
publishing a helpful “Frequently Asked Questions” document on basic advice. For example, it is now clear
that advisers are not expected to conduct full “know your customer” assessments. The FOS also clarified
for the first time that they would assess complaints on the basis of the standards expected of an adviser
oVering basic advice, not the additional requirements that apply to full advice.

47. The ABI believes, however, that more fundamental changes are necessary for the market to be
commercially attractive. The FSA 2006 post-implementation review of basic advice should be a rigorous
exercise, directed at identifying significant rule changes and should be driven by the objective of making the
regime viable for customers that are not currently saving. We believe this is in the consumer interest. A key
sticking point in the current basic advice regime is the still onerous suitability tests that need to be performed
before a product can be sold. The Pensions Commission has argued that to boost low cost pension saving
we should remove the regulatory requirements to assess the suitability of pension saving (in that case via the
National Pension Savings Scheme). A similar approach could be used as the basis for a reinvigorated basic
advice/stakeholder model.

Better Regulation and Financial Inclusion

48. The problems experienced with the introduction of the basic advice regime fit into a wider picture of
well-intentioned regulatory initiatives that nonetheless have the unintended consequence of making it more
diYcult for consumers to access financial services. Regulation is often an appropriate response to
identifiable market problems and there have been recent issues on which the ABI has urged more, not less
regulation (such as mortgage equity release products and SIPPS). But there are also occasions in which it
may be better to risk the consumer having a less than perfect product rather than no product at all. A range
of regulatory requirements, such as restrictions on financial promotions and suitability rules add to
compliance costs and can restrict access, particularly by the low paid, to key financial services. It remains
strikingly true, for example, that it is much easier to sell a credit card than a savings plan.

49. The answer is clearly not to dismiss all regulation, but to examine more carefully the costs and benefits
of regulation. “Costs” should cover not just direct compliance costs but all the likely impacts of the
regulation on consumers. Such cost-benefit analysis should pay particular attention to ensuring that sections
of the population will not be disproportionately aVected by regulation. The FSA needs to be aware of the
detrimental impact its regulations can have on access to savings products, particularly among those on low
incomes with little practical access to commercially paid-for financial advice. If we are to avoid a situation
in which it is only commercially viable to market savings products to the relatively prosperous, cultural
change is needed at the FSA. We believe the Government should amend the FSA’s statutory objectives to
achieve this by ensuring it pays due regard to the impact of regulation on the availability of products.

January 2006
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Memorandum submitted by the Association of Chartered Certified Accountants (ACCA)

The Association of Chartered Certified Accountants (ACCA) welcomes the opportunity to comment on
the Treasury Committee inquiry into Financial Inclusion and should be happy to provide further
information on the contents of our response.

About ACCA

ACCA is the largest and fastest global professional accountancy body, with over 105,000 members and
240,000 students in 170 countries. ACCA’s headquarters are in London and we have 50,000 members
(ACCA qualified accountants) and over 60,000 students in the UK.

ACCA members are qualified to oVer a full range of business, accountancy, auditing, financial and
taxation services. Many are also licensed by ACCA to act as investment advisers and insolvency
practitioners.

Executive Summary

It is essential that the scale and characteristics of demand for increased access to financial services should
be established before any action is taken. For example, how many of the 1.9 million households in the UK
without a bank account are in this situation by choice?

With regard to other finance providers, the role of Building Societies should also be addressed and there
must be an improvement in the financial transparency and accountability of credit unions” financial reports
before promoting them more widely as an alternative finance option for the financially excluded. The role
of credit unions as a potential gateway to bring the financially excluded into mainstream banking should
be further explored by the Government, beyond its work in mapping their location and ensuring support
is targeted.

In the area of financial education, ACCA believes that there is scope for children to be taught in secondary
school about financial matters, including bank accounts, tax and pensions. Basic lessons that explain how
and why they will pay tax and National Insurance and why making early provision for pensions pays, would
not only help to avoid financial exclusion but might help to alleviate ongoing and longer term problems with
pensions provision.

However, increasing the financial education of consumers can only go so far.

The complexity of financial services products, often involving taxation issues, complicated mathematics
and information asymmetry between the industry and the consumer, often necessitates the involvement of
intermediaries.

The Government should consider establishing a financial advice equivalent of Legal Aid. Given the major
implications which can arise from poor financial decisions, a system of “financial advice aid’—where the
cost of professional financial advice would be subsidised by the state— would help to ensure that consumers
receive correct, unbiased and appropriate advice for their individual circumstances. The majority of such
“aid” would cover professional services oVered in the area of debt management.

The overall goal must be to extend the provision of financial advice, but at the same time maintain strict
standards.

1. Access To Banking Services

The scale and characteristics of demand for increased access to banking services must be established
before any action can be determined. For example, how many of the 1.9 million households in the UK
without a bank account are in this situation by choice? When it has been established that demand for
increased access exists, work should then be done to categorise those aVected into groups, if appropriate,
and to devise policies and action points that meet each groups’ needs.

The area of access to services would have to address bank branch and post oYce closures. Internet
banking is an attractive option for many, but those, particularly in deprived areas, will not have that option.
The elderly in particular are also less likely to use telephone banking and internet options.

The role of Building Societies in the financial services market

ACCA is working with the Parliamentary All-Party Group for Building Societies and Financial Mutuals
on its Short Inquiry into the true cost of demutualisation. The Group carried out three hearings in
November 2005, during which evidence was taken from witnesses from within, and outside, the mutual
sector. A report will be published in February 2006 which will examine whether mutuals are better at
providing financial services than those institutions which have de-mutualised in recent years. It will also
examine the eVect those de-mutualisations have had on the remaining mutual sector and on consumer
choice. In addition, the report will examine whether consumers have since paid back their “windfall”
pay-outs from those conversions in the form of higher charges.
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It is clear than any examination of financial inclusion should not only examine the banking sector and
the services they provide, but also consider the role Building Societies play in the UK financial services
market, which is significant. There are 63 building societies in the UK with total assets approaching
£250 billion. 2,100 building society branches in the UK own and operate 2,500 ATMs. No building society
charges its members or any other customers for debit and other cash card transactions at its machines.

2. Access To Affordable Credit

Households excluded from mainstream credit

Similarly to access to banking services, there should be in-depth research which not only identifies the
characteristics of those excluded from mainstream credit using standard indicators such as age and
employment, but the reasons why each particular group do not seek mainstream financial products. Not
enough is known about the reasons for the lack of demand by the “financially excluded”; until these reasons
are clearly identified it cannot be claimed that there is a market failure as there are products on the market
but there are not taken up by those they are targeted at, namely the financially excluded.

The role of credit unions and community development finance institutions

ACCA’s research, “Credit Unions in the UK: A study of their structure, growth and accountability”
(Hyndman, McKillop, Ferguson and Oyelere, 2002) chartered the growth of the credit union movement and
the importance of accountability in this sector. As member-owned, not-for-profit organisations, they are
value driven and committed to serving the financial services needs of disadvantaged communities and
individuals, many of whom had been abandoned by mainstream banking. Whilst there has been a significant
growth in the credit union movement, with numbers doubling in the last 10 years, the UK credit union
industry is relatively young. Credit unions do not service the needs of the 2.8 million adults who are
financially excluded, and, therefore, there may be gap in the market. HM Treasury’s “Promoting Financial
Inclusion” December 2004 made a number of policy commitments which included “to work in partnership
with the banking industry to achieve real progress in reducing the numbers of unbanked” but no similar
commitment was made to work with the credit union movement. The role of credit unions as a gateway to
bring the financially excluded into mainstream banking should be further explored by the Government,
beyond its work in mapping their location and ensuring support is targeted.

ACCA’s research was the first major piece of work on the accountability of credit unions in the UK. It
suggests that the quality of reporting through annual reports by credit unions is mixed and, because of this,
the potential for adverse consequences, including ineYciency, a lack of member-interest focus and, possibly,
fraud, is increased. Indeed, the growing number of credit unions in Great Britain experiencing financial
diYculties might suggest that change is needed. There must be an improvement in the financial transparency
and accountability of credit union’s financial reports given the growth of this sector and the part they can
pay in assisting the financially excluded.

3. Financial Education and Access to Financial Advice

Financial education

ACCA believes that there is scope for children to be taught in secondary school about financial matters,
including bank accounts, tax and pensions. Basic lessons that explain how and why they will pay tax and
National Insurance and why making early provision for pensions pays, would not only help to avoid
financial exclusion but might help to alleviate ongoing and longer term problems with pensions provision.

However, increasing the financial education of consumers can only go so far. The complexity of financial
services products, often involving taxation issues, complicated mathematics and information asymmetry
between the industry and the consumer, often necessitates the involvement of intermediaries.

Access to financial advice

The Government should consider establishing a financial advice equivalent of Legal Aid. Given the major
implications which can arise from poor financial decisions, a system of “financial advice aid”—where the
cost of professional financial advice would be subsidised by the state—would help to ensure that consumers
receive correct, unbiased and appropriate advice for their individual circumstances. The majority of such
“aid” would cover professional services oVered in the area of debt management.

The overall goal must be to extend the provision of financial advice, but at the same time maintain strict
standards. The public must know what services they are receiving. It is essential, therefore, that professional
advice is regulated and that the adviser is professionally qualified. For example, unlike the case with doctors,
solicitors and other professions, there is currently no protection in law for the title “accountant” and any
person can, in theory, call him/herself an “accountant”.

Most reputable qualifications are issued only after candidates have successfully completed a programme
of examinations and obtained a period of supervised practical experience. For example, as members of a
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“Chartered” body recognised by law, ACCA qualified accountants are subject to rigorous ethical and
technical standards and are required to continually update their professional skills and knowledge (via
compulsory continuing professional development) and carry substantial professional indemnity insurance
cover.

It is in the public interest that more is done to diVerentiate between qualified and unqualified accountants.
ACCA has urged the DTI— which currently claims that the inclusion of the word “chartered” diVerentiates
adequately between qualified and unqualified accountants—to act to define and protect the term
“accountant”. Many businesses and individuals are unaware or uncertain of the relevance of the term
“chartered”. In the way that the term “solicitor” means a client will have the services of a qualified solicitor,
the term “accountant” should, ideally, denote the service is provided by a fully qualified accountant.

The provision and regulation of generic financial advice about debt and savings

We accept that there is a role for generic advice to consumers about aspects of financial services, including
debt and savings. It must be acknowledged, however, that generic advice by its nature cannot be framed so
as to represent advice on which option is likely to be more advantageous to users. Best advice must always
involve full appreciation of the debtor’s individual circumstances and prospects. This can only in practice
be provided by a specialist adviser and the outcomes tend to be more eVective when the advice has come
from a professionally qualified, regulated source.

We would expect that generic advice about, for example, pensions, would cover the following basic
practical information:

1. Do I have the means to save or should I rely on the state? What are the implications of both
choices?

2. If I should save, how do I go about it? For example, saving regularly, by “putting away” a set
amount a month, or only saving when there is spare cash available.

3. The benefits and limitations of stakeholder/personal pension schemes and company schemes.

Decision trees (particularly online) are a useful method of giving users a broad understanding of complex
issues and would help to clarify the issues relating to saving choices.

Generic advice about debt and savings should be produced by the DfES or DWP, following consultation
on content with relevant bodies, including the FSA and the accountancy profession. The information should
then be disseminated in libraries, job centres and community centres, to ensure that it reaches its target
audience. The draft advice should also be “tested” by representatives of the target audience to ensure
appropriate language and information for that group.

5. Role of Government, the Financial Services Authority and Other Bodies in Promoting
Financial Inclusion

The role of Government and the FSA in promoting financial inclusion

The Government and the FSA both have a role in promoting financial inclusion. In doing so, it is
important that those who will potentially benefit from the policies that will be pursued are consulted, with
a focus on the barriers in demand for financial products. As an example, there is a growing
acknowledgement that consumers need to be consulted if the financial service market is to operate
eVectively, with an FSA Consumer Panel established in recognition of the failings of previous approaches.
In the past, the end-user has tended to be ignored whilst the debate about consumer products has been
played out by the powerful industry lobby and regulators. In seeking to address any market failures, those
who are considered to be the “financially excluded” must be included in the design of any initiatives.

The role of enterprise in promoting financial inclusion

Given that financial exclusion is a function of deprivation, it has been argued that by decreasing
deprivation then financial exclusion will be reduced. Enterprise has a key role to play in reducing
deprivation. Those in deprived areas are often excluded from entering the more traditional employment
market. Starting a business or working for a local micro business can often be the only way into the jobs
market.

Since 1997 many policies have been initiated by the Government that link deprivation and enterprise.
There has also been much research conducted on the characteristics of enterprises in deprived areas. There
is scope, however, to further consider the role enterprise has on increasing financial inclusion, examine what
impact financial exclusion is having on potential entrepreneurs and the wider role of various enterprise
promotion agencies in ending financial exclusion.

January 2006
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Memorandum submitted by the Association of Investment Trust Companies (AITC)

1. The Association of Investment Trust Companies (AITC) welcomes the Committee’s decision to seek
views on financial education as part of its inquiry into financial inclusion.

Executive Summary

2. The Committee has previously indicated its support for developing financial education. In its report
Restoring confidence in long-term savings it recommended (paragraph 102) that initiatives to improve
consumer understanding should be carried out in tandem with eVorts to make information on financial
products clearer and more accessible. It also supported the financial services sector contributing to the cost
of any expanded programme to improve financial capability. The AITC strongly supports these views. This
paper highlights the need for this agenda to be pushed forward because insuYcient progress is currently
being made. It sets out key recommendations.

3. A new Financial Education Agency should be created to replace existing bodies which are fragmented
and ineYcient. Establishing a centralised body will create the capacity to deliver an eVective programme of
financial education.

4. Sustainable funding lines must be developed. These should be based upon; central government
contributions, a levy on financial services providers, lottery funding and unclaimed assets.

Role of Education in Delivering Financial Inclusion

5. Financial education has a clear role in delivering financial inclusion. Individuals who have no basic
understanding of, say, how they might compare prices of competing credit oVers are less likely to be able
to access aVordable credit. If they have no understanding of the advantages of a bank account (for example,
that they can pay bills by direct debit and consequently receive discounts on utility charges because of it)
then they are less likely to try and gain access to them. Where a consumer lacks the skills to engage and has
no framework of reference it can only be a barrier to financial inclusion.

The Need for a Revitalised Approach

6. The AITC has been promoting financial education for some years. It was a founding member of the
Personal Finance Education Group and our Director General, Daniel Godfrey, was its first Chairman. We
recognise that there is significant goodwill within the financial services community to deliver financial
education and that many companies are making real contributions in some areas. However, we remain
concerned that the current arrangements for delivering financial education are unsatisfactory. Key
problems include:

7. Lack of coordination: Current government bodies with a remit over in financial education include the
DTI, OFT, HMT, DfES and DWP. The FSA also has a statutory obligation to increase levels of financial
understanding. There is no one body that can take a lead and ensure that priorities are consistently driven
forward with a clear focus on what work needs to be undertaken.

8. Funding issues: We are unconvinced that adequate funding is being devoted to financial education.
Schools do not have dedicated budgets and there is no clearly identifiable source of funds for
community-based adult learning initiatives. Building an infrastructure to deliver financial education to
address financial exclusion will require sustainable funding over the long term.

9. Apart from the overall level of funding, current voluntary arrangements are unsatisfactory as they do
not necessarily focus resources on priorities. They also rely on a few “good citizens” who may not be able
to sustain funding. This means funding is uneven and not targeted strategically. Voluntary industry sponsors
also bring commercial considerations, such as branding, to this area which is not necessarily helpful (for
example, materials may be mistrusted by teachers).

10. These problems are having a real impact on the ability of financial education to deliver financial
inclusion on-the-ground. For example, the take-up of “free money” to invest in new Child Trust Fund
accounts is far from ideal. Figures from August show that less than half of the two million vouchers issued
have been taken up by parents. Reports suggest that some parents have been bewildered by the scheme or
suspicious of the small print. Others have simply been confused by the range of choices open to them. The
general lack of financial understanding among parents is clearly a contributing factor in the low take-up.
The shame is that a comprehensive financial education programme could have helped address these
problems. For example, an adult outreach programme could have used the CTF as a catalyst to oVer
prospective parents educational opportunities via pre-natal or maternity groups so increasing take-up of the
CTF and helping address broader issues of financial inclusion.

11. The low take up of the Child Trust Fund is just another example of an area (along with the
introduction of stakeholder pensions) where Government policies designed to encourage financial inclusion
could have been supported by a coordinated and sustained programme of financial education. Higher levels
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of financial education might have also ameliorated some of the mis-selling scandals that have hit the industry
in recent years. In turn this would have reduced suspicion of financial institutions and reduced the hurdles
to engaging the financially excluded.

A New Approach

12. The Government should adopt a radical approach to delivering financial education.

13. Create a Financial Education Agency: It should centralise the currently dissipated eVorts from
government departments in a central “Financial Education Agency” (the Agency). This Agency which
would fall under the auspices of the FSA. We do not believe that this would create a substantial new
bureaucracy. We envisage that it would absorb (and replace) the resources currently spread around the
various government departments already examining these issues.

14. The Agency would have a ring fenced budget and a separate board and management structure to the
FSA. It would take on responsibility for the FSA’s statutory duty to promote public understanding and
report annually on its progress.

15. We do not envisage that the Agency would be a delivery mechanism. Instead it would set the strategy
and priorities for financial education, provide advice (for example to local education authorities), identify
partners for delivering projects on-the-ground, and distribute funding to local delivery partners. (Partners
might for example, include teams established by local education authorities, charities, advisory services and
trade unions.) More information on how we envisage the Agency operating is included in the attached
annex.

16. Comprehensive coverage: If financial education is to tackle financial exclusion the programme
developed should be ambitious. Clearly it will have to cover schools. Children are increasingly being drawn
into the personal finance arena. From basic budgeting to making decisions on store cards or mobile phone
tariVs, financial education would make an impact with this group immediately. In the longer term the Child
Trust Fund (CTF) creates the opportunity for sustained eVorts to educate school-pupils about the risks, and
benefits, of long-term saving and investment. This will mean that future generations of young adults will be
better able to deal with financial issues immediately and throughout their lives

17. However, adults should not be neglected. Any programme which fails to target adults would have no
chance of addressing financial exclusion in the wider community. A comprehensive approach should involve
developing community and other outreach programmes to reach adults who may be at a stage where they
would seek help if it were available. We do not expect people to volunteer for financial education evening
classes. However, much could be done by going into the community where people may be receptive to
learning about these issues. For example, pre-natal groups, where expectant parents may be considering
their CTF choices. Prisoners facing release might welcome help in learning to deal with financial challenges.
Jobseekers might find financial education useful when they take up or change employment. The challenge
will be to ensure that where people are willing to learn, providers are able to reach them.

18. We would anticipate that a Financial Education Agency would develop strategies to ensure that both
in-school learning and community projects were developed. It would have the remit and vision to ensure
that these projects were properly prioritised and co-ordinated.

19. Develop sustainable funding line: To have a real impact on financial exclusion, the UK’s programme
of financial education has to be both comprehensive and sustainable. It requires a reliable funding line of
suYcient size. We recommend that funding should be derived from the following sources:

— Central government budgets: Central government funds should be dedicated to financial
education. Existing budgets should be allocated to the Agency. The DfES in particular has a clear
obligation for funding schools projects and the development of additional funding lines (see below)
should not enable central government to escape entirely its financial obligations.

— Industry levy: The Government should consider imposing a levy on regulated retail financial
service providers and holders of consumer credit licences. If the burden was spread around the
amounts payable would be very small. A total annual budget of, say, £50 million would provide
a massive boost to developing financial education for financial inclusion. At the same time this is
a tiny fraction of what the financial services sector turns over. The AITC does not have a definitive
view of the amount that could be raised. However, we are confident that the industry could be
reassured that the money would be used eVectively. Ring fencing the Agency’s budget would be
an important start.

Apart from the practical attractions there is also a clear logic to levying regulated financial services
providers. Higher levels of financial inclusion and understanding should help create demand for financial
services products. Trust in the sector has been compromised because individuals have not understood it.
Mis-selling scandals have also caused problems of trust—but higher levels of consumer understanding
would help reduce both mis-selling and misunderstanding. In the very long term a better informed body of
consumers could even play a role in reducing regulatory burdens.
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— Unclaimed assets: The AITC raised the idea of using unclaimed assets to support financial
education some years ago. The recent Pre-Budget Statement included plans to free up this capital
for good causes. We strongly recommend that part of this income should be used to support
financial education.

— Lottery funding: We have also proposed that Lottery money could be used to support community
outreach projects dedicated to developing financial education and inclusion.

Conclusion

20. Various issues are important to developing financial inclusion. However, we are convinced that
financial education is a critical foundation for other initiatives to be eVective. It can help motivate
individuals to think about their financial circumstances.

21. Individuals with a basic grounding in relevant skills and information will be better able to understand
the choices they are presented with and advice they may be given. This process has the potential to benefit
people throughout their lives and not just when they get engaged in personal finance issues. Once they are
“on the ladder” individuals will be less likely to slip into problems such as over indebtedness or be
disadvantaged by buying inappropriate products.

22. The structural changes we have recommended (creating an Agency with a sustainable funding line)
are critical to ensuring that financial education has a real impact on levels of financial exclusion. Without
such a commitment the current situation—characterised by goodwill but with little real progress made in
reaching the financially excluded—will continue for the foreseeable future.

December 2005

Annex
ROLE OF FINANCIAL EDUCATION AGENCY

The proposed Financial Education Agency (FEA) would support on the ground providers delivering
initiatives across the country. It would replace the capacity currently spread across various government
bodies. Its key activities would include.

Co-ordination and planning

— Advising the DfES, QCA, FSA etc on relevant issues.

— Developing a strategy to deliver complementary adult and schools based education.

— Identifying learning needs of young people and adults.

— Auditing and quality marking available resources.

— Working with stakeholders (eg providers, regulators, employer groups, trade unions, libraries,
universities/further education colleges, libraries, advice centres, local authorities) to identify and
deliver collaborative projects.

— Identifying partners to deliver projects on the ground.

Developing capacity

— Creating (either in-house or through outsourcing) teaching resources for use in schools and with
adult audiences.

— Providing training for schoolteachers and adult educators who wish to develop their expertise to
deliver financial education within schools and in the community.

— Co-ordinating the delivery of financial education projects and identifying gaps in provision. This
would include maintaining a database of progress being made in diVerent areas and what projects
are running to help plan future initiatives.

Funding

— Channelling resources to support on the ground projects.

— Administering the financial industry levy.

— Allocating lottery funds to support community/outreach projects devoted to developing adult
financial capacity.
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Memorandum submitted by the Banking Code Standards Board

Introduction

1. The Banking Code Standards Board (BCSB) was established in October 1999 and is responsible for
monitoring and enforcing compliance with the Banking Code. It also oVers guidance to banks and building
societies (“subscribers”) on interpretation of the Code.

2. The Banking Code is followed by subscribers in their dealings with personal customers in the UK. It
sets standards of good banking practice and aims to allow competition and market forces to operate,
encouraging higher standards of banking practice for the benefit of customers. The first Code of Banking
Practice came into eVect on 16 March 1992 and now, as the Banking Code, is in its seventh edition.

What the Code Says About Financial Inclusion

3. Although the Banking Code does not refer specifically to the issue of financial inclusion, it does contain
a number of provisions regarding Basic Bank Accounts. These accounts were introduced in 2001 as part of
the Universal Banking Services initiative between government and the financial services industry. The
initiative sought to deal with the identified problem of financial exclusion where large numbers of individuals
for a variety of reasons (such as poor credit history, lack of financial awareness and modest financial means)
did not have access to bank accounts.

4. Access to branch banking services can also be a relevant factor in financial inclusion. With the growth
in ATMs (cash machines) and increasing usage of remote banking by telephone or internet, banks and
building societies have closed substantial numbers of uneconomic branches and branch agencies in recent
years. The Banking Code contains specific requirements, strengthened in the latest, 2005, edition of the
Code, as to the amount of notice to be given to customers when subscribers decide to close a branch.

Basic Bank Accounts

5. As at the end of December 2004 there were 2 million Basic Bank Accounts and by 30 June 2005 this
figure had risen to 2.4 million accounts in addition to which there were 3.4 million accounts having similar
features although not technically Basic Bank Accounts.

6. There are 118 subscribers to the Banking Code and these include the majority of retail banks, building
societies and credit card companies operating in the UK. Sixteen of the subscribers oVer Basic Bank
Accounts.

7. The Glossary to the Banking Code describes these accounts:

“A basic bank account will normally have the following features.

— Employers can pay income directly into the account.

— The Government can pay pensions, tax credits and benefits directly into the account.

— Cheques and cash can be paid into the account.

— Bills can be paid by direct debit, by transferring money to another account or by a payment to a
linked account.

— Cash can be withdrawn at cash machines.

— There is no overdraft facility.

— The last penny in the account can be withdrawn.”

The Banking Code (quoted in italics) and the Guidance for Subscribers (in Arial font) make a number of
requirements of subscribers who oVer Basic Bank Accounts, with clearer and more definite obligations
having been introduced in the 2005 edition of the Code:—

“3. Helping you to choose products and services which meet your needs

3.1 Before you become a customer, we will:

— give you clear information explaining the key features of the services and products you tell us you are
interested in;

— assess whether your needs are suited to a basic bank account (if we oVer one) and if they are we will
oVer you this product;

— oVer you a basic bank account if you specifically ask and meet the qualifying conditions for one;

[This provision] requires subscribers who oVer a basic bank account to inform certain customers about
the account and how to open one. These are customers for whom the basic bank account would appear to
be appropriate. Such customers may include those:

— who express an interest in opening a money transmission (current) account which does not allow them
to go overdrawn;
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— whose main source of income appears to be state benefit;

— who are content to accept the limited money transmission functionality of a basic account (eg no
cheque book).

— give you information on a single product or service, if you have already made up your mind; and

— tell you what information we need from you to prove your identity (by law, we have to check your
identity).

3.2 We will tell you if we oVer products and services in more than one way (for example, on the internet,
over the phone, in branches and so on) and tell you how to find out more about them. Where we oVer basic bank
accounts, we will tell you if they can be used at post oYces.”

Branch closures

8. The Banking Code also imposes conditions concerning branch closures. It says:

“7. Changing your account

7.6 If we plan to close or move your branch, we will tell you at least eight weeks beforehand, and 12 weeks
beforehand if yours is the last bank or building society branch within a one-mile radius (four miles in rural
areas). We will tell you how we will continue to provide banking services to you.”

What the BCSB Does to Monitor Compliance

9. The BCSB monitors compliance with the Code in a number of ways:

Annual Statements of Compliance (ASCs)

Statements of Compliance (comprehensive questionnaires) are completed by subscribers each year and
are signed by the institution’s Chief Executive. The ASC asks specifically whether the Code’s provisions
regarding Basic Bank Accounts are being met by the subscriber.

Monitoring visits

The BCSB monitors general compliance with the Banking Code. Monitoring visits to subscribers who
oVer Basic Bank Accounts include detailed testing of how these accounts are made available. Such visits
include a review of policies, training, literature and compliance oversight.

Mystery shopping

Since 2002 the BCSB has undertaken annual mystery shopping exercises into the ease with which
information can be obtained about Basic Bank Accounts and how easily they can be opened. These exercises
have been carried out in part by BCSB monitoring staV and in part by NOP World mystery shoppers.

Since these reviews have been undertaken, we have completed more than 1,100 mystery shops and the
most recent report and accompanying press release are enclosed with this evidence.

The 2005 mystery shopping exercise included 434 visits to providers’ branches and identified that there
have been real improvements since earlier surveys. We found an increasingly positive reaction from
consumers: 67% of people would be prepared to recommend the bank that they opened an account with (up
from 41% in 2003 and 57% in 2004).

However, there are still areas where we believe that improvement is needed:

— Whilst it is not a Code requirement to do so, in every survey that we have undertaken to date we
have recommended that banks and building societies make sure that their Basic Bank Account
literature is readily available in branches. There has been some improvement, but we found that
about 30% of our assessors had diYculty in getting literature and in some cases it was not available
at all.

— In about 20% of mystery shops, attempts were made by staV to sell a more complex product than
the Basic Bank Account. Senior management must ensure that if a basic account is what a
customer needs, this is what they will be oVered.

— Speed of being able to open an account is crucial where the payment of benefits is concerned.
Unnecessary delays (in one case up to 7 weeks) are unacceptable and providers must do more to
help applicants, many of whom are not financially literate or who may not have English as a first
language.

— Anti-Money Laundering checks still create diYculties. Many benefit recipients do not have
documents such as driving licences or passports. Some bank staV need to be more aware of
alternative forms of identification: greater flexibility is needed at branch level.
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— Although we are pleased to report a generally improved picture, our report also makes it clear that
there is not an even picture across the industry. Some subscribers are meeting their commitments
under the Code well but others need to focus on ensuring that their staV are aware of the product,
that it is readily available and that applicants requiring extra help to complete the process receive it.

10. The Post OYce oVers the Post OYce Card Account (POCA) designed specifically for the receipt of
benefits. The Post OYce is not currently a subscriber to the Banking Code, although negotiations are in
progress. Technically the POCA is provided by Citibank, which is a Code subscriber, but it has much more
limited functionality than a Basic Bank Account, and to date our mystery shopping has not included this
product.

11. We include checks on subscribers’ procedures for ensuring that required notice is given for branch
and agency closures as part of our routine monitoring, and have required remedial action, including the
deferral of the branch closure, where breaches of the requirements have come to light.

Future Monitoring of Basic Bank Accounts

12. The BCSB and the Code sponsors recognise the provision of Basic Bank Accounts as a key element
in tackling the problem of financial exclusion. We will continue to monitor compliance with all aspects of
the Code and this will include follow up of issues that have arisen during earlier monitoring. We issue
reminders to Compliance OYcers through our periodic Bulletins where areas of weakness in compliance are
identified, and our monitoring arrangements respond promptly to reflect changes to the Code or Guidance
as they come into eVect.

Notes

The Banking Code and the Business Banking Code were subject to a second independent review by
Professor Elaine Kempson, of Bristol University’s Personal Finance Research Centre. Elaine Kempson’s
report, together with the response by the sponsoring trade associations on behalf of subscribers, was
published on 12 November, 2004. The 2005 editions of the Codes, reflecting this review came into eVect on
1 March 2005.

The Board of the BCSB contains a majority of individuals who are independent of the banking industry.
The independent non-executive Directors are:

Gerard Lemos CMG, (Chairman): an Audit Commissioner and a Civil Service Commissioner, and Deputy
Chairman of the British Council. He is a founding partner of the social policy research firm Lemos & Crane

Jenny Watson (Deputy Chairman): a director of Global Partners and Associates. Chair of the Equal
Opportunities Commission, and a member of the Advertising Standards Authority’s Advertising Advisory
Committee. She sits on the Council of the Women’s Library at London Metropolitan University, and is a
former Chair of Fawcett, a not-for-profit organisation campaigning for equality between women and men.

Claire Ighodaro has spent most of her career with BT. The positions she held there included, Programme
Director of a major joint venture in Germany; Head of Group Quality; and Finance Director, broadband.
She was worldwide President of the Chartered Institute of Management Accountants and she is the
co-author “Ethical, Social and Environmental Accountability”.

Amanda Jordan OBE Chairman of the SMART Company, a consultancy that specialises in corporate social
responsibility, Chair of One London (the London Enterprise Agency), a trustee of the Money Advice Trust,
and formerly an adviser to the Social Exclusion Unit in the Cabinet OYce and Head of Public AVairs at
NatWest.

Elaine Kempson Professor of Personal Finance and Social Policy Research and Director of the Personal
Finance Research Centre at Bristol University and previously the Programme Director for Personal Finance
and Principle Research Fellow for the Policy Studies Institute. She was a member of the Treasury led Policy
Action Team 14 on Access to Financial Services in 1999. In addition she has been a member of the DTI
Taskforce on over-indebtedness and the DTI Foresight sub-panel on Personal Financial Services and is now
a member of the Government’s Financial Inclusion Task Force.

Alan Whiting was Director of Financial Regulation, covering banks, building societies and friendly
societies, at HM Treasury. More recently, he was Executive Director, Regulation & Compliance at the
London Metal Exchange.

The British Bankers’ Association, the Building Societies Association and the Association for Payment
Clearing Services (APACS) are the three industry sponsors of the Banking Code.

January 2006
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Supplementary memorandum submitted by the Banking Code Standards Board

FOLLOW UP TO EVIDENCE SESSION ON 14 MARCH 200642

The Banking Code Standards Board shares the Government’s and the Treasury Committee’s wish to
reduce the number of adults in households without access to a bank account and we believe that our work
on basic bank accounts over the past four years has materially helped towards that goal. Your Committee
is aware of the significant improvement in the performance of suppliers of basic bank accounts in each of
our surveys.

In reply to your specific requests for further information:

Disclosure of Subscribers’ Names in our Mystery Shopping Surveys (Q 344) 43

As explained on 14 March, the Banking Code is a voluntary code of practice to which almost all retail
financial institutions subscribe. The BCSB is a body independent of the industry with a role to monitor and
enforce compliance with the Code. The relationship between the BCSB and individual subscribers is
contractual in nature, being governed by the Banking Code Rules, which incorporate a Compliance Policy
and a Disciplinary Procedure. A copy of these documents is attached. (Not printed)

Our normal practice when we give a red or amber grading in a monitoring report is to obtain the
subscriber’s agreement that there are significant shortcomings, to agree an action plan and then to conduct
a follow up review to ensure that the deficiencies have been corrected. Only if the breach of the Code is
“material” or if the shortcomings are not corrected rapidly, would we take disciplinary action. This
approach works well. As we mentioned at the hearing, the senior management of our subscribers take our
recommendations very seriously.

If it comes to disciplinary action against a subscriber, our disciplinary process incorporates the general
principles of natural justice, requiring the BCSB to provide details of the alleged breaches and entitling the
subscriber to respond to the allegations before a separate disciplinary committee, comprising two
independent directors and one industry director, and chaired by an independent, legally qualified chairman.
Sanctions may be imposed by the disciplinary committee where it is satisfied on the balance of probabilities
that the evidence presented indicates that serious breaches have occurred.

The sanctions available are:

— The issue of a warning or reprimand.

— The issue of recommendations on the remedy of past conduct.

— The issue of directions as to future conduct.

— The publication of the subscriber’s name and details of the breach in the BCSB Annual Report.

— Public censure of the subscriber by notifying the media of the disciplinary findings and any other
sanctions applied, and publication in the BCSB website.

— Cancellation or suspension of the subscriber’s registration.

These procedures are broadly similar to those of the FSA. Our legal advisers reviewed our disciplinary
procedures prior to the coming into force of the Human Rights Act and suggested changes that needed to
be made to comply with this new piece of legislation. We understand that this was standard practice across
the financial services sector.

Section 5.3 in the Banking Code Rules states: “The BCSB shall not, save as required by law, divulge any
information in relation to the aVairs or business or method of carrying on business of the subscriber which
it knows at the time to be confidential and which it has learnt as a result of its dealings with that subscriber;
save that the BCSB may identify to any governmental organisation or body whose principal purpose is
regulation (including self-regulation) a subscriber about which it has serious concerns. With the consent of
that subscriber, the BCSB may divulge to any of these bodies information in the BCSB’s possession
regarding that subscriber.”

The contract between the BCSB and each subscriber does not permit the BCSB to publish details of
alleged breaches of the Code committed by that subscriber unless the subscriber has had the opportunity to
answer those allegations. We believe that the results of the survey which have led to a “red” or “amber”
grading in one of our reviews is tantamount to a disclosure of a breach of the Code and would certainly be
regarded as such by the public and the authorities.

I confirm that if an individual subscriber gives the BCSB consent to disclose specific information held by
the BCSB about that subscriber to the Treasury Committee, we would be able to release such information.
If the Treasury Committee wishes us to do so, we will ask all the subscribers in the survey if we may release
the information to the Committee.

42 Ev 63–72
43 Ev 64
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Changes to the Code Relating to Basic Bank Accounts (Q 346)44

It may be helpful to explain the process by which the Banking Code is reviewed. Following the report of
DeAnne Julius for HM Treasury, arrangements were made to appoint an independent reviewer to lead the
arrangements for making changes to the Code. That person is responsible for consulting all stakeholders,
holding round table meetings and recommending changes. Those recommendations are published along
with the industry’s response. This process has worked extremely well.

In 2002 and 2004, Professor Elaine Kempson of Bristol University was the Independent Reviewer. In her
2004 report, she recommended that reviews should be conducted thereafter on a triennial rather than a
biennial basis. However, a procedure for holding interim reviews was needed in the event that changes in a
particular area were required between full reviews. An Independent Interim Reviewer has now been
appointed, ready to serve should the need arise. Also, sponsors of the Code do have the ability to make
ad hoc changes to the Code and/or Guidance without recourse to a formal review, should their members
agree that changes are justified to address the existence of, or potential for, consumer detriment. You may
be aware of recent changes to the Guidance on credit assessment standards.

However, it is important that a balance is struck between the ability of the Code to be updated quickly,
outside the formal review process, and the need for subscribers and consumers to have a stable Code with
which to interact.

My independent Directors recognise that the changes aVecting basic bank accounts are ones which should
now be expedited and we have asked the industry for their views. I hope to receive their answer shortly. I
will let you know when I do. In the event that the industry’s response does not concur with our position,
the opportunity exists for the BCSB to call for a formal interim review. This will be discussed at our next
Board meeting. I anticipate that it will not be acceptable to the independent Directors to wait until the
expected date of the next Code, March 2008, before making any changes. Flexibility and responsiveness are
indeed advantages of self-regulation.

Qualitative Research on Basic Bank Accounts (Q 388)

We shall be putting research proposals to a future Board meeting. Having focused heavily on account
opening, we accept the view that more information is needed now on how the accounts operate after they
have been opened.

Finally, I should say that we appreciate the support that the Treasury Select Committee has given to the
BCSB’s work in the past and we share many of your objectives on financial inclusion. We shall do what we
can to assist you in meeting our shared objectives.

April 2006

Memorandum submitted by Barclays

1. Executive Summary

1.1 Barclays is committed to promoting financial inclusion, ensuring a balance between both social and
commercial objectives. Our starting point has been to promote access to banking and we continue to drive
improvements to Barclays Basic Bank Account and its accessibility. 379,000 “Cash Card Accounts” (our
Basic Bank Account oVering) are open and 2004 customer research showed that 89% of our customers were
satisfied with their accounts. Post OYce Card Accounts continue to prove popular and should be researched
further to develop a coherent future strategy on access to banking.

1.2 Regarding aVordable credit, we believe that a sustainable community finance sector is key to
providing a viable alternative to high-cost lenders and Barclays financial inclusion strategy makes support
of Credit Unions and Community Development Financial Institutions (CDFIs) a priority. Secondly,
Barclays seeks to provide fair and non-discriminatory access to its credit products to consumers, subject to
ability to repay. Data sharing is an essential element of this, and for this reason Barclaycard is a leading
member of a recently launched initiative to improve data sharing levels ie via the sharing of “behavioural
data”, such as information about payments. Furthermore Barclays is currently the only bank to publicly
disclose personal sector lending data in deprived areas.

1.3 Regarding financial education and advice, Barclays approaches this in three ways: (i) by providing
clear information on our products (see Barclays aide memoire sent to Treasury Select Committee in
November 2005); (ii) working with organisations including the Money Advice Trust, Citizens Advice and
through Barclaycard Horizons, a new consortium of bodies to help lone-parents; (iii) working with the FSA
in its National Strategy for Financial Capability. HM Government should be responsible for the delivery
of financial capability. The FSA has an important role to play as a co-ordinator of initiatives.

44 Ev 70
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1.4 Regarding incentives and barriers to savings, HM Government, industry and community finance
organisations must work together to improve strategy and action planning in this area. Barclays fully
supports the role that Credit Unions can play in mobilising savings among those on benefit and low income
and recognises the importance of encouraging the savings habit amongst all our customers.

1.5 To develop a consistent approach and maximise resources we believe that it is crucial for HM
Government to develop a financial inclusion strategy across all relevant departments. The Financial
Inclusion Taskforce may be able to play a role in this. The community finance sector will require long-term
investment.

1.6 Regarding financial inclusion measures, Barclays believes that it would be helpful to all stakeholders
involved if HM Government was to develop a strategic framework for establishing future socio-economic
measures and indicators on financial inclusion.

2. Introduction

2.1 Barclays PLC is a UK-based international financial services group engaged primarily in banking,
investment banking and investment management. In terms of assets employed, Barclays is one of the largest
financial services groups in the United Kingdom. Barclays has been involved in banking for over 300 years
and operates in over 60 countries with more than 110,500 permanent employees, including 32,500 at Absa
in South Africa. For more information about Barclays PLC, please visit www.barclays.com.

2.2 Barclays is committed to promoting financial inclusion as a core element in our approach to corporate
responsibility. For this reason, Barclays has had a dedicated Financial Inclusion Team for the last five years.
We seek to have a measurable impact on financial exclusion, looking to balance both social and commercial
objectives. This is done in part with our own products and services and also through supporting other
organisations that provide fair and aVordable options for those who cannot access mainstream financial
services.

2.3 A recent report45 commissioned by ANZ Bank benchmarked their activities in the field of financial
inclusion and financial literacy against the performance of other leading banks around the world. The report
found that Barclays has done most to advance both thinking and action in the UK, and its eVorts put it
ahead of banks assessed worldwide. The report recognised Barclays leading position around deprived area
data disclosure, our work with the New Economics Foundation (NEF),46 praise from stakeholders including
the Credit Union sector (highlighting PEARLS)47 and support for the free money advice sector.

3. Access To Banking Services

3.1 Improving access to banking services is important to us. We believe we have a responsibility to
provide access to Basic Bank Accounts and basic financial services where demand exists. We do this through
our Cash Card Account, our Basic Bank Account oVering. No potential customers are excluded from
applying: we are able to open Cash Card Accounts for the majority of applicants,48 including undischarged
bankrupts—although this will not extend to those with a history of fraud, or instances where we suspect
money laundering, for example.

3.2 Barclays Cash Card Account provides an easy-to-use account for people who have not had a bank
account before and for those who need an account with no credit facility.

— As at 31 December 2005, we had 379,000 Cash Card Accounts and we continue to open them at
a rate of some 6,000 per month (net of account closures).

— We display leaflets/application forms in our branches.

— In order to make it easier to open a Cash Card Account, identification and address verification
(“ID&V”) can take place in a branch49 and non-standard documents can be accepted as proof of
address or identity.50

— We make a free helpline available to applicants to ensure that we can help those who have limited
documentation.

45 The Corporate Citizenship Company and ANZ: ANZ Financial Literacy and Inclusion—Global Benchmarking
Report, September 2005. This can be found at: http://www.anz.com/aus/aboutanz/Community/Programs/pdf/Global
BenchmarkingSummary.pdf

46 NEF research: aim was to understand how information from Barclays Management Information systems could be applied
to improve transparency and quality of decision-making data in communities with diVerent deprivation profiles.

47 The PEARLS Monitoring system uses a set of financial ratios to monitor the financial stability of Credit Unions. These ratios
provide essential tools for monitoring, planning, standardising, ranking and facilitating supervisory control in Credit Unions.
Each letter in the word PEARLS measures the key areas of Credit Union operations: Protection, EVective financial structure,
Asset quality, Rates of return and costs, and Liquidity and Signs of growth.

48 We reserve the right not to open bank accounts.
49 Until December 2005, Cash Card Account applicants sent their documentation to our account-opening centre in Glasgow.
50 Such as a Housing Association tenancy agreement and Home OYce travel documents.
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— In 2004 we commissioned research among 500 Cash Card Account customers which showed that
we were meeting the needs of the account’s target customers,51 89% were satisfied with the account.

— Barclays is currently the only bank to publish data on the proportion of its customers—including
Basic Bank Account holders—from deprived areas.52

— Our Cash Card Account customers are able to use any of our branches and any of our ATMs, free
of charge. In fact, all our customers, including Cash Card Account customers, can withdraw cash
free of charge at more than 30,000 ATMs in the LINK network throughout the UK.

3.3 Our relationship with the Post OYce means that all Barclays personal account holders—including
Cash Card Account customers—can also use any of more than 12,000 Post OYces in England and Wales
to make cash withdrawals free of charge.

3.4 Barclays is also contributing £30 million over five years (2003–2008) towards the running costs of the
Post OYce Card Account (POCA) as part of an industry total of £182 million. However, there is no certainty
that HM Government will continue to support the POCA when current contracts expire. This is despite the
account proving to be a popular alternative to Basic Bank Accounts. As POCAs have proved to be popular53

we have long argued that research be undertaken to see how well that product meets customers” needs.
Without this demand-side research HM Government will be unable to build a coherent strategy for Basic
Bank Accounts. Increasing the functionality of POCAs (eg to include direct debits) may be more attractive
to many customers than migration to Basic Bank Accounts.

3.5 The most eVective way of reaching people on benefits and low incomes, who do not have bank
accounts, is via the extensive network already established by HM Government and the charitable sector—
in particular, Job Centre Plus and Citizens Advice outlets etc. Conventional forms of marketing have proved
ineVective at reaching this group of people.

3.6 In 2003, Barclays and the Association of British Credit Unions Limited (ABCUL) commissioned
some research54 analysing the target market for nine Credit Unions across England and Scotland. This
provided a useful insight into the financial situation and perspectives of people living in disadvantaged
communities. The research found that 38% of respondents relied on “word of mouth” to gain information
on financial services—only 7% used personal experience, 16% relied on television, 12% on newspaper
advertisements and 11% on direct mail. This highlights that the most eVective methods of raising awareness
and reaching the more disadvantaged communities are through organisations working within these
communities which speak to people face-to-face, ie HM Government, councils, charities and community
groups.

3.7 As part of our commitment towards reaching the more vulnerable in society we are working with The
Passage, a homeless shelter in London. Together we have developed a process to enable the opening of Cash
Card Accounts for clients at the charity.

3.8 We have also been working closely with housing associations, as it has been shown that 84% of
households in the social housing sector are within the bottom quartile of general deprivation nationally.55

The most notable project has been CHANGE, which is an innovative community finance organisation set
up to work across 15 housing associations in London to provide financial services to their financially
excluded tenants. We have supported CHANGE through involvement in their steering committee, support
for their loan fund, and funding for a community placement.

4. Access to Affordable Credit

4.1 Barclays believes it has a responsibility to provide fair and non-discriminatory access to its credit
products to consumers, provided we are satisfied that they can repay the borrowing. It is not in our or our
customers’ interests for us to lend them funds they cannot aVord to repay. One way to achieve this is to
improve the transparency and clarity of our products and our information, which has been a key focus of
Barclays recently.

4.2 It is not in our interests to lend customers money that they cannot aVord to repay. We continue to
look for ways to improve our decision-making. This can be through better analysis (an area of significant
investment over the last 10 years); better quality data (for example, we are more likely to accept a customer’s
request for a new facility if we have updated information about income); and more information (by finding
out about customers’ borrowing from other financial institutions).

51 The research also found that 60% of Cash Card Account customers lived in households with total income of £20,000 or less
and that 58% of customers lived in rented accommodation—indicating that the product is reaching its target market. For
other key findings, please visit http://www.barclays.co.uk/corporateresponsibility/marketplace/productsandservices.htm

52 Please see our 2004 Corporate Responsibility Report online at: http://www.barclays.co.uk/corporateresponsibility/
marketplace/productsandservices2.htm

53 James Plaskitt MP, Parliamentary Under-Secretary of State, Department for Work and Pensions, in a written response to a
question in the House of Commons, gave the following answer on 4 July 2005: “As at 15 May 2005, 4,720,824 Post OYce card
accounts were open for the receipt of benefits, pensions and tax credits.”

54 “Getting to know you—Raising awareness of credit unions”, 2003.
55 Chartered Institute of Housing Report 2003 “Breaking Free—Financial Awareness and the role of Social Landlords”.
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4.3 Barclays believes that data sharing is an essential aspect of responsible lending. We have for some
time shared both negative and positive data on our core cards and loans portfolios and we were pleased to
see similar commitments being delivered across the industry from the end of last year. The Treasury Select
Committee will be aware of the recently-announced initiative to share even more data amongst lenders.
Barclaycard, Co-operative Bank, Egg and Abbey will share credit card “behavioural data”, such as
information about payments, card usage and cash advances, with the three credit reference agencies. Many
other lenders, including Nationwide and MBNA, have expressed an interest in joining the initiative, which
is open to all credit card lenders.

4.4 The more data that can be shared about people’s financial circumstances (subject, of course, to
appropriate safeguards of privacy), the more positive lending decisions that can be made and the lower the
risk of default (which is detrimental to both borrower and lender). The mainstream industry has made
significant progress in recent years, but gaps remain for which we need HM Government support. For
example, we would welcome moves to share student loan data, council tax and council rent arrears data. In
addition, lenders do not currently share positive data on accounts for which they did not receive express
consent to do so—so-called “historic data”—an issue which is particularly important for longstanding credit
card accounts. We will be looking for this to be addressed by the DTI’s consultation, which we expect to be
announced shortly.

4.5 Support for personal customers in deprived areas56 of the UK:

(i) Barclays makes lending decisions based on a customer’s ability to repay, not where they live.

(ii) Since 2000 we have disclosed personal sector lending data within deprived areas. We are currently
the only bank to do this. To view this data, please visit: http://www.barclays.co.uk/
corporateresponsibility/marketplace/productsandservices2.htm

(iii) In 2004, Barclays provided 733,500 current accounts in deprived areas, 6.9% of our total accounts.
The number of Cash Card accounts provided to deprived areas was 45,500, 14.7% of total Cash
Card Accounts.57

(iv) Unsecured lending to customers in deprived areas represented 6.4% of Barclays total loan book
in 2004.

4.6 We accept that there will be consumers to whom Barclays and others will be unable to oVer
mainstream finance, because it would not be economic to do so. Consequently our financial inclusion
strategy includes support for the community finance sector, which can provide small amounts of aVordable
credit to some of these consumers. We provide local and national support to Credit Unions and CDFIs
across the UK and we recognise the important role that they can play in tackling financial exclusion.

4.7 In 2004 Barclays gave over £880,000 to community finance organisations via direct grants,
community placements for ex-staV, and funding for research across the sector. One highly successful element
of our direct funding has been the Barclays Financial Inclusion Fund launched in 2004. This is an annual
fund which looks to support individual community organisations including Credit Unions and CDFIs
which are developing innovative projects and strategies. In 2004–05 the fund spent almost £100,000 to
support projects that looked at raising awareness and increasing customer numbers in these organisations.
The 2005–06 fund of almost £130,000, themed “working together” is supporting 10 projects from across
England and Wales.

4.8 Barclays believes that well-managed, sustainable Credit Unions are a key element of a strong
community finance sector, crucial if the UK is to tackle exclusion and provide an alternative to high-cost
lenders. We have therefore committed £400,000 in funding to ABCUL for further development of PEARLS
(See 2.3), a financial monitoring system specifically designed for Credit Unions. This makes Barclays the
largest private sector supporter of ABCUL. “Barclays has played a unique role in facilitating many of the
changes underway in the Credit Union movement. Their far-sighted sponsorship of the introduction of the
PEARLS Credit Union Monitoring System in 2001 has been a key catalyst for change”, Mark Lyonette,
Chief Executive of ABCUL.

4.9 Regarding the Social Fund, it is uneconomic for us to provide high volumes of low value loans to
people on very low income or benefit. It is HM Government’s responsibility to provide a safety net for people
in this situation and we therefore support measures to improve the Social Fund to widen access to budgeting
and crisis loans for those most in need.

4.10 However, access to aVordable credit is not always the solution for those people who are unable to
access mainstream credit. For example, East Lancs Moneyline, a community finance organisation in
Blackburn, tells us that around 40% of the people who approach them for finance actually need money or
debt advice, even though they think they need a further loan or some form of consolidation. This suggests
that although aVordable credit is important, it is not always the right solution for all.

56 “Deprived areas” are those areas defined as such by the Bank of England in its report “Finance for Small Businesses in Deprived
Communities”, November 2000. The term “small businesses” refers to businesses so defined by the British Bankers’
Association.

57 http://www.barclays.co.uk/corporateresponsibility/marketplace/productsandservices2.htm
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5. Financial Education and Access to Financial Advice

5.1 Barclays has actively supported the FSA’s National Strategy for Financial Capability and is
represented on the Generic Financial Advice and Borrowing workstreams. We also have a secondee on the
Families workstream.

5.2 From a product perspective, our commitment is to provide clear and accurate information on our
products, as a basic service to customers. We are continuing our work to improve transparency following
the Treasury Select Committee’s reports on credit card charges and marketing. Members of the Committee
received an update on progress from Gary HoVman—now Chairman, UK Banking and Chairman,
Barclaycard—in November 2005.

5.3 We believe that the primary responsibility for the delivery of financial capability should lie with
HM Government, particularly through education in schools. We were encouraged by the announcement
in the Pre-Budget Report that financial capability would be addressed both in the national curriculum, for
children, and via Local Authorities for adults. We also welcome the commitment in the Pre-Budget Report
2005 that unclaimed assets are to be used partly for the delivery of financial education.

5.4 We believe that the FSA has an important role to play in the delivery of financial capability but it
should not have overall responsibility for it—this is a strategic role for HM Government. The FSA,
however, could continue to perform a valuable function as a co-ordinator of financial capability initiatives.

5.5 It is in our commercial interests to lend responsibly, as we bear the costs of defaulting customers. We
are due to test a new approach to customers in financial diYculty in the first half of 2006. We will proactively
contact a sample of customers whom we believe may require financial assistance, with the aim of avoiding
this outcome. Separately, our leaflet, Worried about your finances? is now available in our branches.

5.6 Barclays approach to the provision of money advice is to work with organisations including the
Money Advice Trust (MAT), Citizens Advice and, through Barclaycard Horizons, a consortium of bodies
to help lone-parents.

— In 2004 Barclays provided £2.55 million towards free independent money or debt advice. We were
instrumental in the foundation of the Consumer Credit Counselling Service (CCCS) over 10 years
ago, and we have supported it since.

— Horizons—your family, your future is a unique programme run in partnership with One Parent
Families, Citizens Advice, Parentline Plus and the Family Welfare Association to help
disadvantaged lone parents make the transition out of over indebtedness. Barclaycard is investing
£1 million per year for three years in this programme.

— Separately in 2006 Barclays is planning to launch a new community investment initiative in this
field. Barclays will be partnering with charities NCH and Help the Aged in a wide ranging
programme of financial awareness, money management and debt advice projects around the UK.
The £3 million programme, set to run over three years, will target young people, disadvantaged
families and older people.

— Barclays is committed to communities and operates a number of schemes under which staV
volunteer their time and talents. For example, one team in the Midlands worked with homeless
people to give information about basic bank services and build confidence about “what happens
when you walk through the doors of a bank”.

5.7 In 2005 we supported a Citizens Advice pilot investigating the delivery of generic financial advice to
the financially disadvantaged, through the CAB network with the support of Independent Financial
Advisers working pro bono. Following a successful evaluation, Citizens Advice is currently considering how
this programme could be expanded.

5.8 Financial capability for young people:

— Barclays is supporting Kikass, an innovative youth charity, which is working with young people,
to discover ways in which solutions might be developed to meet their particular financial needs.

— For the second year, we are supporting Ker’ching which, with the help of Barclays volunteers, is
bringing basic financial education to 9 and 10 year olds in over 75 primary schools in and
around London.

— Barclays has also developed moneychoices and MoneySkills,58 activity packs for youth leaders to
help develop young people’s financial awareness.

— We are supporting a three year Personal Financial Education Group (Pfeg) project to bring
personal financial education to Pupil Referral Units.

5.9 We look forward to working with HM Government—and the Department for Education and Skills
in particular—the FSA, and the new Commission on Unclaimed Assets, in developing a more financially
capable population. We also look forward to engaging our staV even more in the future. We are currently
developing a financial toolkit for them to use when helping deliver financial capability initiatives in the
community.

58 The packs can be found online at: www.barclays.com/financialinclusion
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6. Incentives and Barriers to Saving for People on Below Average Incomes

6.1 Barclays is an important player in the market for cash savings. We oVer a comprehensive range of
savings products designed to encourage saving which includes, for example, instant access accounts, longer
term savings, accounts for children and tax-eYcient savings via a Cash ISA.

6.2 We recognise the importance of encouraging the savings habit amongst all our customers, not just
those with substantial sums. We have recently reviewed our cash savings range and are introducing an
improved return for balances from £1 upwards.

6.3 Barclays remains supportive of the concept of a simplified method of delivering financial advice to
customers, but we do not believe that the FSA’s Basic Advice regime provides a workable solution. We
continue to consider alternative options for simplifying the delivery of financial advice to customers.

6.4 In the last decade, many additional safeguards and controls have been established in relation to
advised sales of investment products, mostly deriving from regulatory requirements. The cost of these
additional protections has influenced the cost to the consumer. While the eVect will have been
proportionately higher for lower income groups, it remains unclear as to how significantly these increased
costs have impeded lower income consumers’ access to investments compared with other factors such as
avoidance of capital risk. The question of the value of the additional protections aVorded versus the
increased cost remains unresolved.

6.5 Barclays trained over 250 Savings and Investment Specialists and placed them in our branches to
provide a simplified financial selection route, utilising decision trees. This process was designed to provide
customers with a fast, clear route to a selection of five potential savings vehicles, including a Cash ISA, a
Child Trust Fund, a structured investment product, an income-producing unit trust and a balanced unit
trust. Unfortunately the simplified process has not secured as great an increase in consumer engagement as
we had sought.

6.6 We fully support the role that Credit Unions can play in mobilising savings amongst those on benefit
and low income. For example, Streetcred Credit Union in Rochdale has demonstrated that it is possible for
people on benefit to save money through their “Benefits Direct Account”. This enables customers to build
assets—particularly for emergencies but also for events such as holidays or times of higher expenditure.
Members are encouraged to transfer small value amounts to their savings account each time a payment is
made to their account. Savings are often as low as a few pence per week or up to £4–£5 per week. Combined
savings are now £63,000.

6.7 We have supported HM Government’s initiative by oVering the Child Trust Fund (CTF). We have
a large market share (around 10%) of the CTF market, captured through the provision of a market-leading
product that combines capital protection with potential for stock market growth.

6.8 Although we did not participate in the 2002 Savings Gateway pilot, we are aware of the expansion
of the scheme in the revised Savings Gateway pilot which commenced in 2005 and will be interested in the
findings from it, especially with regard to the eVectiveness of matched funding in incentivising overall levels
of new saving.

6.9 We believe that it is a challenge for the Financial Services industry, as a whole, and HM Government,
to find a way of explaining the importance of saving, regardless of income level. This only emphasises the
need for increasing Financial Capability for which HM Government’s initiatives will, in the long term,
bear fruit.

7. The Role of HM Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion

7.1 As mentioned in 5.1, Barclays has actively supported the FSA’s National Strategy for Financial
Capability and is represented on the Generic Financial Advice and Borrowing workstreams.

7.2 Barclays also welcomes the establishment of both the Financial Inclusion Taskforce and the Financial
Inclusion Fund. Barclays fully supports the recent decision to raise the maximum interest rate that Credit
Unions can charge.59 This will prove essential in developing a strong and sustainable Credit Union sector
that can provide a credible alternative to high-cost lenders. This sector needs to become recognised by
consumers as being an integral part of the financial services sector. We also agree with the HM Treasury’s
view—recently articulated in a speech by Ivan Lewis MP, Economic Secretary to HM Treasury—that Credit
Unions are an important step towards financial inclusion—“they’re great at connecting people with more
mainstream opportunities.”60

7.3 Barclays has been active in the financial inclusion sector for a number of years and prior to the
publication of the HM Treasury report, Promoting Financial Inclusion,61 we were able to advise Treasury
oYcials on the impact of key issues. We achieved this via a range of initiatives—for example, during 2003

59 Pre-Budget report, December 2005.
60 Speech by Ivan Lewis MP, Economic Secretary to the Treasury, at the ABCUL conference, at Barclays headquarters at

1 Churchill Place, London, on 6 December 2005.
61 Published by HMT as part of Pre-Budget Report, December 2004. Full document and press release: http://www.hm-

treasury.gov.uk/pre-budget-report/prebud-pbr04/assoc-docs/prebud-pbr04-adexclusion.cfm
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and 2004 we hosted visits to community finance projects in Blackburn and Birmingham and held a one day
financial inclusion workshop at our head oYce for HMT oYcials. We also chaired a round-table to explore
the role that Credit Unions could play in tackling financial exclusion.62

7.4 To develop a consistent approach and maximise resources we believe that it is crucial for
HM Government to develop a financial inclusion strategy across all relevant departments. The Financial
Inclusion Taskforce may be able to play a role in this.

7.5 Barclays welcomes the establishment of a £120 million Financial Inclusion Fund. However, we
believe that consideration should be given to the Financial Inclusion Fund being managed through one HM
Government Department or body to maintain consistency. In addition, we believe that the community
finance sector will require investment over the longer term as we believe it is unrealistic to expect it to become
sustainable during the period of the Financial Inclusion Fund. The money advice sector, which can never
be wholly self-sustaining, will require a level of permanent Government funding. In the short term we would
recommend focus upon established community finance organisations who can deliver. It is important for
the community finance sector to build brand awareness and trust and so provide a viable alternative to
high-cost lenders. In the medium term resources could be used to plug geographic gaps subject to
sustainable demand.

7.6 The Post OYce Card Account (POCA) has proved to be popular with, we believe, some 5 million
accounts now open. Barclays is contributing £30 million over five years towards the running costs of the
POCA and the industry a total of £182 million. We agreed to contribute the £30 million in the belief that
the account was a first step towards financial inclusion. As suggested earlier (in paragraph 3.4), in view of
the popularity of the product, we would urge that a piece of research is carried out to explore how well the
product meets consumers” needs.

8. The Benefits of Financial Inclusion and the Extent to Which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment

8.1 The majority of jobs now require potential employees to have a bank account. Helping the financially
excluded to obtain a bank account can therefore be the first step on the ladder towards regular, formalised
employment. This benefits both the employee, whose rights in terms of pensions and national insurance, for
example, become formalised, and HM Government, as it enables the employee to be taxed.

8.2 As mentioned, Barclays is committed to promoting financial inclusion as a core element in our
approach to corporate responsibility. For this reason, Barclays has had a dedicated Financial Inclusion
Team for the last five years. In our work to date we have focused on areas where there are specific,
measurable impacts to be made. We have recently begun to measure the wider social impacts of our financial
inclusion work but at present this is at a very early stage.63

8.3 We believe that it would be helpful if HM Government were to develop a strategic framework for
establishing future socio-economic measures and indicators for financial inclusion. Assessing this complex
area requires the contribution from a range of experts in addition to the commercial/private sector eg social
academics and economists.

January 2006

Supplementary memorandum submitted by Barclays

Banking Code Standards Board Mystery Shopping Exercise on Basic Bank Accounts

Thank you for your letter of 24th April regarding the Banking Code Standards (BCSB) Mystery Shopping
survey of 2005.

We have very much valued the work that the BCSB has undertaken in its annual mystery shopping
exercises, as part of its broader programme in addressing the development of basic bank accounts. I
therefore welcome the level of interest that the Treasury Committee has taken regarding how the banks are
progressing in this regard.

You inquired about the possibility of the BCSB revealing individual banks’ performance within its 2005
report. Given the needs of the BCSB to have certainty in planning its key projects, our preference would be
for the BCSB not to take this action at this stage. Our main reason is that the Mystery Shopping survey was
set up under principles of confidentiality, engendering trust among all participants (resulting in full
disclosure of the key issues at stake). We feel that it might cause confusion if ad hoc requests for disclosure
were made for similar exercises in future.

62 1 October 2004.
63 For further information please see: http://www.barclays.co.uk/corporateresponsibility/marketplace/financialinclusion.htm
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However, given the timing of your Committee’s inquiry into Financial Inclusion and the important issues
at stake, I wanted to take this opportunity of advising you of Barclays individual performance in the survey,
where we were graded “amber”. This meant that a number of weaknesses and/or breaches of the Banking
Code were identified requiring corrective action.

We have reviewed all the weaknesses identified by the BCSB and taken remedial actions for which we have
been commended. For example, the press release for Citizens Advice recent report Banking Benefits
included the following quote:

“Some banks are doing better than others. For example, Barclays have recently made
improvements including displaying basic bank account application forms in all their branches and
modifying their rules on ID. Citizens Advice is urging all banks to follow their lead and get on
board with financial inclusion.”

The key improvements which we have made are set out below:

Availability of Literature

We have a combined basic bank account product leaflet and application form, which was commended in
the BCBS’s report for its clarity and content. We have changed our policy so that we now display this leaflet
with equal prominence alongside our other priority product leaflets in our banking halls.

Staff Training and Product Awareness

We have reviewed our staV training and introduced a fully revised “foundation” course which makes clear
our policies and processes for opening basic bank accounts. We have also sent out reminder communications
to staV; introduced changes; and built new checks into our processes to help embed knowledge on an
ongoing basis.

Identification and Address Verification

We have altered our processes so that applicants no longer have to send their original ID&V documents
into our central processing unit. They now have the option to take the documents to a local branch for
inspection and return. (The BCSB noted that we already had in place a free helpline which applicants could
also call for guidance on ID&V, including which “non-standard” items would be acceptable. This advice
can also be obtained in-branch.)

Account Opening Timescales

It is important to note that we take no longer to get a basic bank account up and running than we do any
other new current account, once we have a correctly completed application form and acceptable ID&V in
our possession. The changes we have made to acceptance of ID&V have helped to reduce delays caused by
that particular aspect. Typically it takes four working days to open an account and provide the card and
PIN.

Credit Reference Agency Searches

We have implemented a systems change in response to the BCSB’s concerns. This change means that we
will no longer leave a search footprint when we make searches solely for the purpose of opening a new Cash
Card account (because this does not involve an application for credit).

The BCSB findings were based on mystery shopping carried out in July and August 2005 and we have
therefore made much progress since then. I wanted you to be aware of our rating under the survey and the
improvements we have successfully embedded as a result, given the particular timing of your Committee’s
inquiry into Financial Inclusion. In normal circumstances, we would expect that information given to BCSB
in confidence would remain so, enabling it to operate as a flexible self regulatory body with a very active
programme of surveys and reviews.

May 2006
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Memorandum submitted by the British Bankers” Association (BBA)

Executive Summary

Financial Inclusion requires the involvement of many players and BBA Members have shown, and
continue to show, their commitment to this in a variety of ways.

Considerable progress has been made in advancing the shared goal of halving the 2.8 million adults in
households without a bank account within two years from November 2004. There are currently 17 banks
and building societies that oVer a Basic Bank Account that can be accessed through the Post OYce and the
roll-out has been very successful with, as at the end of September 2005, 1.52 million accounts opened since
April 2003. In addition there are some 3.6 million, non post oYce accessible accounts in existence. Some of
these have been in operation since well before the launch of universal banking and satisfy fully the needs of
customers.

Research shows that 91% of Basic Bank Account holders are confident that the Basic Bank Account meets
their needs and a similar percentage agrees that it is good that there are no overdraft facilities on the account.
At the time of the survey two thirds reported that they did not have any other financial products but 77%
feel more confident dealing with money as a result of having a Basic Bank Account.

The banking industry is providing £182 million over five years to fund the Post OYce Card Account
(POCA) and there are in the order five million accounts in existence. We consider the POCA to be a
component of the Financial Inclusion Programme and the Government should review and clarify its future
intentions in this area as a matter of urgency.

Comments made about the diYculties of providing standard documentary evidence to open a Basic Bank
Account have been considered carefully and reflected in the new JMLSG Guidance, expected to be
published towards the end of January.

The focus of attention would naturally appear to be moving to Access to AVordable Credit and our
members consider that this can best be provided through a combination of Credit Unions, CDFIs and the
Social Fund. In addition to direct financial support to Credit Unions and CDFIs, the industry provides
assistance in areas such as risk management and training.

In terms of Financial Education and Access to Financial Advice we have supported the work being led
by the FSA on the National Financial Capability Strategy in numerous ways. Financial literacy should be
a component of the curriculum throughout a child’s life at school. A step change will be required to ensure
that all adults have suYcient understanding to be able to manage budgets and plan for their future. Financial
education pilots have been delivered across a range of employers, future action however needs to be targeted,
prioritised and subject to persuasive business cases.

There is support for initiatives such as the Child Trust Fund to encourage those on below average incomes
to save. The decision on whether or not to commit further resources to such initiatives will, of course, depend
on their relative success. The Saving Gateway pilots have highlighted the need for these initiatives to be
linked together to form a comprehensive and portable savings “lifeplan”.

Success in extending Financial Inclusion and reducing poverty will only be achieved if all parties in the
public and private sectors play their part on both an individual and collaborative basis. In addition to direct
provision of services, support to Credit Unions and CDFIs, joint initiatives with agencies such as Citizens
Advice and funding of free independent money advice, the industry provides finance for micro firms starting
up and for people going into self-employment. Banks are also amongst the biggest corporate contributors
to charities and an element of this money goes to helping disadvantaged communities and education
initiatives to enable children to break out of the poverty cycle.

With 220 Member Banks from over 60 countries, the BBA is the authoritative voice of the banking
industry in the UK. Approximately 60–70 Members are involved in the retail banking market in the UK.

BBA Members are committed to meeting the standards of good banking practice as set out under the
Banking Code. The voluntary code that allows competition and market forces to work to encourage higher
standards for the benefit of customers. The Code is independently monitored and enforced by the Banking
Code Standards Board (BCSB) and independently reviewed, by open consultation, every three years. In
February 2005, Stephen Timms MP, then Financial Secretary to the Treasury, said in evidence to the
Treasury Committee: “I think the Banking Code is an excellent example of self-regulation. Elaine Kempson
has done an excellent job. I think everybody who looked at it said that it has worked very well as a
self-regulatory model.”

Our members are committed to increasing Financial Inclusion. Specific initiatives are quoted for
illustrative purposes only and should not be viewed as a comprehensive record of activities. The BBA is
pleased to provide evidence to the Treasury Committee on Financial Inclusion.



3379423015 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 214 Treasury Committee: Evidence

1. Access to Banking Services

In November 2004, banks and HM Treasury agreed to a shared goal—to make significant progress
towards reducing by half the 2.8 million adults in households without a bank account within two years.

Basic Bank Accounts are clearly an important stepping stone in Financial Inclusion hence, we are
delighted with the progress made in opening these accounts. At end-September 2005, the net total number
of Post OYce-Accessible Basic Bank Accounts opened since the advent of universal banking in April 2003
was 1.52 million. This equates to a net average of around 150,000 Basic Bank Accounts being opened
each quarter.

Basic Bank Accounts are designed for people who want to ensure that they cannot overdraw their account
or who might not meet the bank’s criteria for opening a standard current account. There are currently 17
banks and building societies who oVer a Basic Bank Account that can be accessed through the Post OYce.

Following the 2004 independent review of the Banking Code by Professor Elaine Kempson, the Code
was strengthened to require banks to oVer a Basic Bank Account to any customer requesting one—with
some necessary caveats—and to oVer a Basic Bank Account to customers for whom such an account appears
appropriate.

In addition, it should also be noted that some banks were oVering basic bank accounts, with limited
functionality, well before the launch of universal banking. There are some 3.6 million such accounts that,
although not post oYce-accessible, fully satisfy the needs of many customers and can be accessed through
those banks” branches and ATMs.

Basic Bank Account Functionality

The majority of Basic Bank Accounts are accessible via branch, post, telephone and internet. Features
typically include the ability for payments, for example pensions and benefits, to be credited direct to the
account, withdrawals by plastic card through cash machines and the facility to pay bills by direct debit,
thereby achieving savings. This type of account does not provide overdraft facilities nor, typically, a
cheque book.

To ensure Basic Bank Accounts are fully meeting their intended purpose Millward Brown was
commissioned by the industry in 2005 to conduct research amongst account holders. 1,000 adults who had
opened a Basic Bank Account in the previous 12 months were questioned and the findings showed that:

— 59% of customers were “unbanked” prior to opening a Basic Bank Account, ie had no other
bank account.

— 50% of customers came from a household with no prior bank account or a POCA.

— 48% of customers found out about a Basic Bank Account through bank staV. Only 5% found out
via the Benefits Agency.

— 91% of Basic Bank Account holders are satisfied with the way the account has been handled.

— 91% of Basic Bank Account holders are confident that the account will meet their needs.

— 36% of Basic Bank Account holders have explored using other bank accounts with more features
as a result of their experience with their Basic Bank Account. For customers under 34-years-old,
this figure is 50%. 15,000 Basic Bank Account holders have upgraded their accounts to a standard
current account.

— Only 1% of active users of Basic Bank Accounts would consider closing their account and not
opening another.

— 92% of account holders agree that it is good that the account does not allow customers to get
into debt.

— 92% agree that it was simple and straight forward to open their account. Indeed, customers cite
the simplicity of the Basic bank Account as a reason for opening the account.

— 88% are satisfied with the facilities that the account provides.

— 77% are more confident with dealing with money as a result of having a Basic Bank Account.

— 66% of Basic Bank Account holders do not have any other financial products.

— 82% of account holders withdraw their cash from an ATM (only 8% use counter service).

— 29% of Basic Bank Account holders use direct debits.

Post OYce Card Account (POCA)

In addition to Basic Bank Accounts, the banking industry is providing £182 million, over five years
commencing 2003, to fund the Post OYce Card Account. There are in the order of five million POCAs in
operation, allowing customers to receive state benefits electronically and access their money via the Post
OYce. Where an individual opening/having opened a POCA is aware of its limited functionality, but decides
nevertheless it meets their requirements, this we consider results in Financial Inclusion. The POCA is
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therefore, we consider a component of the Financial Inclusion Strategy. If the view continues to prevail,
however, that holding a POCA does not meet the definition of Financial Inclusion, their future needs to be
determined. To avoid disruption for account holders, Members are of the view that careful consideration
should be given to enhancing the functionality of these accounts. This area requires urgent review and
clarification by the Government.

Identification and Verification

The current most common documentary evidence used for verification of a person’s identity is a passport
or photocard driving licence, and, separately to verify address as part of a person’s identity, a utility bill/
Council Tax Bill/Benefits Book. The Joint Money Laundering Steering Group (JMLSG) Guidance Notes
highlighted that the list of documentary evidence in which these items are found is neither exhaustive nor
mandatory. However, problems arose with opening Basic Bank, and other types of accounts for those who
do not possess evidence of their identity in circumstances where they could not reasonably be expected to
do so. The current Guidance notes therefore state, in line with the relevant Financial Services Authority
(FSA) Money Laundering Regulation, that a firm may accept as identification evidence a letter or statement
from a person in a position of responsibility who knows the client, that tends to show that the client is who
he/she says they are, and to confirm their permanent address if he or she has one.

Evidence available to the banks, and which was corroborated by a survey carried out by the FSA, suggests
that, for the great majority of retail customers, account opening with the standard identification evidence
described above is quick and hassle free, but this is often not the case with those Special Interest Groups
that may not possess the standard documentation. In the light of this, the revised JMLSG Guidance contains
three significant changes:

(a) a distinction is made between information that a firm should collect about a customer’s identity,
and evidence that the firm must verify.

(b) for the great majority of customers, for anti-money laundering purposes, a firm in a face to face
situation will be able to verify, from documents that give a high level of confidence in an
individual’s identity, the customer’s full name and photograph and either his/her residential
address or his/her date of birth. The eVect of this will be to enable identity verification to be carried
out with the production of a single document (either passport or photocard driving licence, one
or other of which according to the Home OYce around 90% of the population possess); and

(c) expanded guidance on documentation that may be accepted, on a proportionate and risk-based
approach, for those customers who cannot reasonably be expected to possess standard
documentation.

In recent years, a number of large retail firms have introduced internal Help Desks designed to ensure that
issues arising from Special Interest Groups are dealt with centrally and on a consistent basis.

The new JMLSG Guidance is expected to be published towards the end of January and firms will aim to
have introduced the new procedures within six months of its subsequent approval by a Treasury minister
(a typical large retail bank may have to communicate the changes and train around 20,000 counter staV or
more throughout the UK).

It should be borne in mind that the legal obligation on a firm and staV is to obtain satisfactory evidence
of a customer’s identity (not to check specified documents). If, in the particular circumstances of a case, a
firm is not satisfied, it must not open an account. Where there is an application for credit, a firm will normally
wish to carry out additional checks on the customer.

A bank has to strike a balance between the requirement to guard against financial exclusion even though
some documentary evidence may give a lower degree of confidence, and its obligations under the Money
Laundering Regulations 2003 to forestall and prevent money laundering.

2. Access to Affordable Credit

Having made significant progress on the shared goal, it is natural that the focus of attention of the
Government and the Financial Inclusion Taskforce is moving to access to aVordable credit. Our Members
believe that aVordable credit can best be provided through a combination of Credit Unions, Community
Development Finance Institutions (CDFIs) and the Social Fund. The industry supports these initiatives in
a variety of ways. For example, through direct financial support to Credit Unions and CDFIs, together with
the provision of expertise and resources in specific areas: such as risk management software, premises, staV,
or training. Initiatives that combine sophisticated risk management software from banks and local
knowledge and reputation of a Credit Union have been proved to be very beneficial. Illustrative examples
of support by our Members in this area include:

— The Co-operative Bank has supported the launch, in 1998, and development of the Co-operative
Family Credit Union in the Greater Manchester area. Preferential banking facilities are made
available to many Credit Unions.
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— Barclays has provided financial support to assist the development of PEARLS, a system that uses
a set of financial ratios to monitor the financial stability of Credit Unions.

— RBS Group has provided strong support over the last 9 years through investment in and grants
for the development of CDFIs throughout the UK. RBS are also actively working on a pilot
programme in partnership with the Grampian Housing Association (a registered social landlord)
to develop a saving and loans initiative, which will make aVordable credit available to those unable
to access mainstream credit. Under the programme, small loans are made available to the Housing
Association’s tenants on the basis that the Association guarantees the loans.

The provision of micro-finance by mainstream lenders is generally not considered to be cost eVective. The
cultural diVerences, eg entering bank premises as against delivery of small loans in cash to the door, should
not be underestimated.

Our Members believe that a reformed Social fund could be a useful source of aVordable credit.

3. Financial Education and Access to Financial Advice

We have supported the work being led by the FSA on the National Financial Capability Strategy in
numerous ways. The BBA agrees strongly with the sentiment expressed by Callum McCarthy’s in his speech
last year that “the principal responsibility for a society with literate and numerate citizens clearly lies with
government, and with the education system.” We were particularly pleased, therefore, to see the
announcement in the 2005 PBR that the Government will now address the important topic of financial
capability more explicitly in the curriculum by including it in the new functional mathematics component
of GSCE mathematics. We have made continuous representations that responsibility for literacy in those
up to 18 years old must rest with the Government. We will continue to push for inclusion of financial literacy
in the curriculum throughout a child’s life at school, and some of our members will of course want to
continue the excellent work they have been doing with schools. For example:

— HSBC, through its UK HSBC Education Trust, facilitates donations for educational courses. It
is aiming to raise the academic achievement of young people and improve their vocational skills
through both formal and informal learning.

— Last year RBS celebrated the 10th anniversary of its Face to Face with Finance programme. In
addition to the provision of financial education materials, it involves their retail staV being trained
to help teachers in schools to deliver a teaching programme for 11–18 year olds on personal money
management and enterprise. Over 780,000 children have been taught in more than 3,200 schools
nationally.

Turning then to adults. Everyone agrees that a step change is required to ensure that they have suYcient
understanding to be able to manage simple budgets and plan for their future—particularly important when
there is growing need for self-provision in areas like pensions. The financial services industry has a
responsibility to ensure that its products and services are transparent and well explained. It is generally
recognised that there is no captive audience in terms of the adult community and thus, progress is likely to
be more diYcult. Consequently, any action in this regard needs to be targeted and prioritised with a clear
sense of the precise needs which the exercise is aiming to address. Activities involving our Members in this
area include:

— Lloyds TSB Group chairs the FSA Workplace Working Group of the Financial Capability
Programme. The Group is a cross-sector team from industry, trade associations, unions, and the
not-for-profit sector. Financial Education pilots, involving some of our Members, have been
delivered across a wide range of employers with the aim of helping employees make the most of
their money through planning, budgeting and having a better understanding of the financial
marketplace. Arrangements are being made for additional pilots to be carried out in 2006.

— Some of our Members’ activities in this area are geographically focused, reflecting the origins and
concentration of the organisation. For example, Alliance and Leicester over the period 2001–05
made donations to the Leicestershire Learning Zone, a scheme that provides one-to-one teacher
coaching and literacy consultants.

The results of the FSA’s baseline survey together with the learning from the work place pilots will be
crucial in devising an optimal plan for financial capability amongst the adult population. The development
of robust and persuasive business cases is vital and we look forward to seeing the work being conducted by
the FSA in this regard.

4. Incentives and Barriers to Saving for People on Below Average Incomes

In principle, there is support for initiatives, such as the Child Trust Fund and the Saving Gateway, that
encourage those at the lower end of the market to save, but of course, the decision on whether or not to
commit further resources to such initiatives depends on their relative success.
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HBOS is the sole provider of accounts in the Saving Gateway pilots. The first pilot was launched in August
2002 in five locations. Across the scheme as a whole, the average balance in people’s accounts was £282. A
high proportion of participants aspired to save the maximum amount of £375 and half achieved this goal.
With the matched funding, these savings represent a considerable increase in people’s asset-holding. Indeed,
before they opened their Saving Gateway account, 56% had no money saved at all.

The accounts in the second pilot are currently in the “maintenance” phase and the first set of maturities
will be in September 2006, with the final set in March 2007. The second pilot was designed to test alternative
match rates, diVerent monthly contribution limits, the eVect of an initial endowment, and the support of a
wider range of community financial education bodies. It will inform the development of matching as a
central pillar in the Government’s strategy for promoting saving and asset ownership.

HBOS’s overall experience of the Saving Gateway pilots has been positive, but there have been two
key issues:

— A higher than normal number of customers had diYculty providing the required Anti-Money
Laundering/Identification requirements. This is being addressed through the JMLSG (see section
1 above).

— Capacity within the branches was stretched due to the very high take up rates experienced from
such an attractive proposition. This may be an issue if the pilot is extended across the UK, but will
very much depend on the acceptance criteria (which was widened for this pilot) and the method
of product delivery (no telephone or internet application processes were developed for this pilot).

The Saving Gateway initiative has highlighted that one of the issues is a lack of understanding about how
all the Government’s existing initiatives link up together. We suggest that these initiatives should be linked
to form a cohesive and portable savings “lifeplan” ranging from Child Trust Funds to the Saving Gateway
to ISAs to Pension provision.

5. The Role of Government, the FSA and Other Bodies and Organisations in Promoting Financial
Inclusion

It is right for the Government, FSA and other organisations such as the consumer groups, to work
together to achieve the goal of reducing financial exclusion. However, it must also be recognised that while
every eVort is being made in this important area, there will always be a group of people who will wish to
remain “unbanked”.

The BBA has fully engaged with the Chair and Members of the Financial Inclusion Taskforce and
discussions have taken place with them on a number of key issues, including banks” strategies for the
promotion of Basic Bank Accounts. It is widely acknowledged that, as afar as Basic Bank Accounts are
concerned, the supply side of the equation has been met. However, additional action will be required to
generate further demand. This will require eVort by many bodies, including the Government.

We are supportive of, and our Members actively engage in, the work being lead by the FSA on Financial
Capability (see section 3 above). From a Financial Inclusion perspective, we consider that the existing split
of regulatory responsibilities between the FSA, OFT and BCSB should remain. The issue of achieving a
balance between the responsibilities of consumers and providers needs to be taken into account in any future
Financial Inclusion initiatives. This will lead to less prescriptive legislation, which adds to cost and
complexity of provision of financial services’ products.

We consider that agencies, such as the National Consumer Council (NCC), SAFE and Money Advice
Trust (to which the industry makes a significant contribution), have a key role to play in tackling Financial
Inclusion. Examples of collaborative initiatives include:

— The Lloyds TSB Group work with Community Finance Solutions in support of the Community
Banking Partnership (CBP). Working with the New Economic Foundation, the National
Association of Credit Union Workers and Salford University, the CBP aims to provide financially
excluded households with a seamless service oVering savings facilities, aVordable loans, access to
basic banking services, bill and debt repayment systems, money advice and support.

— Barclaycard’s involvement in the Horizons Programme, an umbrella campaign utilising the skills
and experience of four partners—Citizens Advice, One Parent Families, Parentline Plus and
Family Welfare Association. The Programme aims to support disadvantaged lone parents in
making the transition out of debt and poverty.

6. The Benefits of Financial Inclusion and the Extent to which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment

Holding a bank account, access to aVordable credit, the role of Credit Unions and CDFIs, and access to
money advice are some of the measures that can make a contribution in combating poverty and reducing
barriers to employment. However, achieving a basic education and acquiring technical skills are more
important in gaining employment and escaping poverty. Basic Bank Accounts and POCAs can boost the
confidence of previously “unbanked” people in financial aVairs and can encourage them to better manage
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their money, as well as save. A satisfactory track record and/or credit history can allow Basic Bank Account
holders to migrate to current accounts with enhanced functionality, including credit and encourage them to
open interest-bearing savings accounts.

As part of their mainstream operations, banks provide a huge amount of finance for micro firms starting
up and for people going into self-employment.

Banks are amongst the biggest corporate contributors to charities and part of these contributions go to
helping disadvantaged communities and education initiatives to enable children to break out of the poverty
cycle. A recent publication, “The Guide to UK Company Giving 2005”, by John Smyth, published by the
Directory of Social Change, shows that the top five of the 25 largest contributors to the community are all
banks and that their combined contributions exceed the total contributions made by the other 20 companies
in the list, over £144 million in 2003–04. Similarly, six banks feature in the table of the top 25 UK companies
by charitable donation, with their combined contributions again exceeding the total given by the other 19
companies in the list by more than 50%.

January 2006

Supplementary memorandum by the British Bankers’ Association (BBA)

Basic Bank Accounts*

I refer to your letter to John Letizia regarding the breakdown of the aggregate number of basic bank
accounts that the BBA publishes on a quarterly basis.

This information is provided to us on a confidential basis. Our members take seriously the shared goal
of halving the number of adults in households without bank account and demonstrating a significant
progress within two years. I must stress this is an industry target and individual targets have never been set.

Our members’ financial inclusion strategies extend beyond the provision of basic bank accounts and
incorporate various initiatives including support to credit unions and financial literacy programmes.

Against this background, we have discussed with members your request to breakdown the basic bank
account stocks by bank. Members understand fully your desire to consider the data. They have, however,
decided that the BBA should not disclose the detail as our members wish to provide the number, on an
individual basis, direct to the Treasury Select Committee in the context of their overall Financial Inclusion
Strategy. This I believe should now have been completed through their written submissions to the Financial
Inclusion inquiry.

February 2006

Supplementary memorandum by the British Bankers’ Association (BBA)

You asked for our help in reconciling the independent submissions made to you by the largest six retail
banks and by the BBA itself, in background to the Select Committee’s meeting on 18 MayL. The attached
table provides an overview of the banks’ overall activity in the social banking arena. I hope you find this
helpful.

As you will see, there were around 4.62 million accounts with basic functionality prior to the Universal
Banking Agreement being signed on 1 April 2003. Since then, the BBA has reported on a quarterly basis the
take up of basic accounts which qualify towards the shared goal and the combined total of all basic accounts
which also includes those opened prior to April 2003.

Some banks may therefore have reported figures for accounts that qualify towards the target and those
opened prior to April 2003.

As you will see from the table, the net increase in accounts opened by the 17 account providers between
April 2003 and the end of 2005 is 1.94 million—of which 1.64 million are Post OYce accessible and qualify
towards the target. This gives an overall total of 6.39 million accounts with basic functionality in operation.
Of course, 20,000 have additionally been upgraded to fuller featured accounts.

I hope this helps you in your assessment of the overall picture of the market. Should you wish to explore
this data issue further, my executives are available.

* Ev 2
L Ev 127–145
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NET increase
in accounts

(accounts opened
minus accounts

All accounts at closed) since No of accounts Acounts at
1 April 2003 1 April 2003 upgraded end-2005

Post OYce accessible basic bank accounts ! 1.64m* 0.02m 1.62m
opened after 2003

Post OYce accessible basic bank accounts 0.75m 0 0.75m
opened before April 2003

NON-post oYce accessible basic accounts 3.87m !0.30m 0.15m 4.02m

4.62m 1.94m 0.17m 6.39m

*Figure as published by the British Bankers’ Association.

May 2006

Memorandum submitted by Business in Prisons

Summary

It has been a long-standing argument between prisons, their associated organisations and Banking and
Financial Institutions as to whether or not to allow people leaving custody, or in some cases still in custody,
the opportunity to open a bank account. Although the Banking and Financial Institutions have their
arguments against oVering their service to this proportion of our population there are many reasons to
support the prospect of making the facilities more readily available to oVenders/ex-oVenders.

The final phase of a prisoner’s sentence is invariably served at a low risk resettlement establishment. At
that point the prisoner will have all manner of opportunities open to him/her as part of being directed
towards a crime free future following their release. This will include the opportunity to gain access to
external full-time employment or education and also the option of exploring the direction towards
self-employment upon their release will also be on oVer by way of Business in Prisons.

Whichever path the prisoner intends to take it becomes fundamentally apparent that, at this stage, there
is a need for a bank account. Of course the fact that this person has lost his or her liberty does not mean
that they do not have responsibilities or liabilities to service in the way of items that have to be paid by direct
debit, debit card or cheque. This need becomes greater as the prisoner nears the end of their sentence and
is taking advantage of the pre-release resettlement opportunities that are open to them.

Banking and Financial Institutions will often say that to operate the most basic form of bank account is
not profitable for them and that is a good enough reason in itself for them not to oVer any facility for
oVenders/ex-oVenders. It therefore seems poignant at this stage to quote a few facts about prisoners
currently in a resettlement establishment to highlight an, as of yet, unexplored angle of this subject.

— Approximately 25% of people currently serving a prison sentence have a good credit rating.

— 10% of serving prisoners have some form of income available to them in the form of a pension, or
other forms of remuneration, have no way of receiving it because of the lack of a bank account.

— Most prisoners who are due to be released on a life licence, due to the amount of time they have
served in prison, will be free of any adverse credit.

— The same applies for any person who has served a 10-year sentence and over.

There is also the argument of identification that I intend to cover in the following points. I feel this is a
vitally important subject and given the fact that a prisoner currently resides in a government establishment
run by government employees should not present too much of a problem.

Points that Offer Possible Solutions of Current Problems Associated with Granting Bank
Accounts to Ex-Offenders.

1. Initial accounts. This would enable the prisoner to be granted by a Bank/Financial Institution a very
basic cash account something similar to a normal Building Society account. The facility could be granted
to a person who is currently still in custody but would allow the facility of an ATM card and the ability to
use the direct-debit facility.
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2. Second Step. This could be an account that is an automatic upgrade for the oVender once they have
been released. At this stage their could be a cheque book and debit card facility added and could be
something similar to the facility that is currently oVered by most banks to people between the ages of 16 and
18 years.

3. Final Stage. Following an agreed period the ex-oVender could be oVered the usual products and
services that are oVered to any other member of the public subject to conducting their previous accounts in
a responsible and orderly fashion.

4. Business accounts. Obviously if a prisoner has intended to become self-employed upon his/her release
then they will require a business account almost as soon as they are released. The acceptance of this could
be on the proviso that the person takes a personal account as well.

Benefits that Could Arise for Bank/Financial Institution.

1. Continuous loyalty from account holder due to the fact that the B/FI is aware of that person’s
circumstance.

Identification Issues

This is rather simple. An oVender is identified by the police, sentenced by the courts and subsequently
placed into custody. At every stage a representative of a government agency or service identifies the prisoner.
Surely there is some form of statutory identification paperwork containing photographic evidence that
could be used for this purpose and signed by an authority such as a prison governor to endorse the identity
of that particular person.

January 2006

Memorandum submitted by the Campaign for Community Banking Services

Executive Summary

The presence of a local bank branch is especially important in bringing the socially excluded into financial
citizenship and, having achieved ownership of a bank account, ensuring that it is used to the full in
developing essential money management skills. The less financially educated in society often find it easier
to deal face to face in such matters than to use the alternatives of written communication, telephone,
machine or internet which are often not available to them or not suitable. A large branch in a city centre or
in another community, where the individual is not known or is not comfortable, is not an acceptable
alternative.

The non-presence of a branch in communities of concentrated deprivation, coupled with the practice of
banks to centralise business development, makes it easy for the large retail banks which dominate the UK
market to ignore what potential does exist and concentrate resources in the more aZuent parts of an area.
Bank closures often have a domino eVect on local shops and services whose loss contributes to the social
exclusion of a whole community.

Against that background and over 5000 branch closures since 1989 (nearly 40% of the network), new
independent academic analysis has revealed:

1989–1995—“rates of closure were higher in areas of high population characterised by poverty and
deprivation”

1995–2003—“a strong correlation between branch closures and areas that were socially and economically
disadvantaged and characterised by above average concentrations of ethnic minority groups.”

This alarming trend is confirmed by analysis of the 2005 closures by HSBC, the first major bank to
recommence branch closure programmes after the industry pause which is now coming to its end.
Communities losing bank branches are often also deprived of free to access ATMs in favour of the
commercial fee charging versions.

Our Proposal

There is a very flexible alternative to branch closure, applicable to areas of high deprivation (inner cities
and estates) as well as to suburban areas and smaller rural communities serving the diVering needs of the
elderly, immobile, disabled and small businesses. Therefore this “shared branching” or “white label branch”
model, which provides a common counter service to customers of all banks, would uniquely benefit from
economies of scale in development and operation. It has been academically validated in the UK as
“operationally feasible and financially viable” and is proven in operation in the United States.
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Although this model would be an excellent means of providing access to banking services in deprived
bankless communities, including provision for money advice, credit union and/or CDFI presence and
promotion of basic bank accounts, the banking industry has consistently rejected the proposal, most
recently in May 2005, without substantive reason. The very limited rural “shared banking” pilot scheme
conducted by four banks in 2002 was not a trial of the model proposed and validated; the banks” pilot has
been thoroughly discredited as a relevant test of national demand for shared branching.

The Treasury Committee expressed in its report of 30 July 2002 an intention to revisit the issue of shared
banking on completion of the pilot study; the current inquiry provides an excellent and appropriate
opportunity to do so, especially as government has shown no appetite to intervene on behalf of the
vulnerable.

Not Enough

Consequent upon its decision to compete directly with the retail banking sector in the sale of financial
services products, Post OYce Ltd no longer provides a potential universal channel for local banking access
beyond the basic bank account. The credit union movement has a very valuable financial inclusion role
(helped by the proposed new Service Account) but its size and late development in the UK eVectively
prevents it becoming a panacea: however the introduction of “shared branching” to deprived bankless
communities would provide the movement with partnership opportunities for growth and new sources of
income.

1. Introduction

1.1 The Campaign for Community Banking Services (CCBS), formed in 1997, is a coalition of 28 national
representative organisations which share a concern over the diminishing availability of local access to
banking services, particularly for small businesses, the elderly, disabled and those on low incomes. Details
of supporting organisations are on the CCBS website www.communitybanking.org.uk

1.2 The principal concern of CCBS has from the outset been the impact of branch closures
on access to banking services including:

The social cost of excluding low-income consumers from mainstream financial services:
exacerbated by absence of a community based banking presence.

1.3 CCBS has repeatedly proposed to the retail banking industry a flexible model of shared branching,
providing a low cost neutral counter service to customers of all banks. This model would be an excellent
means of providing access to banking services in deprived bankless communities, including provision for
money advice, credit union and/or CDFI presence and promotion of basic bank accounts thus making a
meaningful contribution to improving access to aVordable credit and access to generic financial advice.

1.4 Despite the same model also being capable of meeting cost-eVectively the transactional needs of
suburban and rural areas from which the banks withdraw, the industry has consistently rejected the
proposal, most recently in May 2005, without substantive reason.

2. Importance of Local Banking Presence

2.1 The presence of a local bank branch is especially important in bringing the socially excluded into
financial citizenship and, having achieved ownership of a bank account, ensuring that it is used to the full
in developing essential money management skills.

2.2 The less financially educated in society often find it easier to deal face to face than to use the
alternatives of written communication, telephone, machine or internet which are often not available to them
or not suitable. This has been recognized not only by CCBS but in successive reports by, for example, the
OFT (January 1999) to SAFE (November 2005) and the practice of banks, most recently Halifax in
September 2005 which is attempting to exclude basic bank account holders from use of the counter as they
take up a disproportionate amount of capacity.

2.3 The non-presence of a branch in communities of concentrated deprivation, coupled with the practice
of banks to centralize business development by area, makes it easy for the large retail banks which dominate
the UK market to ignore what potential does exist and direct resources to the more aZuent parts of each
area.

2.4 Bank closures often have a domino eVect on local shops and services, as bank users go elsewhere to
spend, and the loss of these facilities contributes to the social exclusion of the whole community.

3. Branch Closures

3.1 Since 1989 the big high street banks, which have traditionally and uniquely served areas beyond town
and city centres, have closed over 5000 branches, 38% of the network.

3.2 Analysis of branch closures 1989–1995 (Leyshon and Thrift : University of Bristol 1998) revealed
that:

“rates of closure were higher in areas of high population characterized by poverty and
deprivation.”
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3.3 Analysis of branch closures 1995–2003 (Leyshon and French: University of Nottingham to be
published by the ESRC in 2006) reveals:

“a strong correlation between branch closures and areas that were socially and economically
disadvantaged, and characterized by above average concentrations of ethnic minority groups
(Indian, Pakistani and Bangladeshi).”

“The higher rate of closure—over 30%—was experienced in Multicultural Metropolitan areas,
which includes poor inner city areas.”

It should be noted that this type of area enjoyed less branch density historically than more aZuent areas,
so the impact of loss is greater still.

3.4 Since 2000 there has existed an informal moratorium on mass closures following the public and media
outrage at Barclays closing 171 branches on 7 April 2000. However, there are strong indicators that the
pause is ending with HSBC closing 52 branches in 2005 including many in inner city communities of high
deprivation and 100 announced closures by Yorkshire and Clydesdale Banks (NAB Group) including ones
in deprived areas of Glasgow, Bradford, Leeds and SheYeld.

3.5 Research conducted for CCBS in November 2003 revealed:

581 urban communities with only 1 bank remaining

308 urban communities with only 2 banks remaining

These communities are especially vulnerable to a complete loss of local banking access.

3.6 UK legislation and financial services authorization and regulatory procedures impose no obligations
on banks with regard to meeting credit needs and delivering banking services to low-income
neighbourhoods. The situation in the United States, because of the Community Re-investment Acts, is quite
diVerent.

4. ATMS

4.1 The Committee is familiar, from its 2005 Inquiry, with the huge growth in fee charging ATMs and
recommended that government maintain a watch on any significant decline in numbers of free to access
machines operated by the banks.

4.2 CCBS is concerned only with communities which lose bank branches. The argument is that it is the
banks which have broken the “contract” and taken away customer rights to free withdrawal of salary, wage,
pension or benefit credits which continue to flow into the account. Of the 800 communities which have lost
all banks, a sampling by Which for the Committee 31 March 2005 suggests 500 do not have access to a
free ATM.

4.3 Following the government response to the Committee’s report, CCBS put a proposal to the banks,
via the BBA, that a mechanism should be established to ensure that at least one free ATM is maintained in
each community from which bank branches are withdrawn. The proposal suggested a capped annual
allocation of funds and some consumer body involvement in its allocation. An ATM is not a substitute for
a branch in deprived areas but it is clearly unfair that branches should be closed and ATM provision left
entirely to the independent sector which necessarily has to charge; this impacts most heavily on low income
consumers.

4.4 The BBA’s Retail Banking Committee has twice considered the above proposal, most recently in
November 2005. Regrettably, BBA member banks “want to look individually at every circumstance where
a branch closes” and did not agree to the CCBS proposal, which is currently being appealed.

4.5 CCBS is concerned that this ad-hoc situation does not adequately protect deprived communities and
cites two illustrative cases from 2005 closures by HSBC:

Ogmore Vale

(deprived post mining community in Welsh Valleys)

Barclays closed branch April 2000

HSBC closed last remaining bank July 2005

HSBC free ATM removed; only fee charging ones remain

Kensington, Liverpool 7

(in the most deprived 1% of urban communities)

HSBC closed last remaining bank August 2005

Only fee charging ATMs remain in the area
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5. The CCBS Solution (The “White Label”/Community Bank)

5.1 With the growth in number and popularity of alternative ways to bank (ATM, cashback, post, fixed
and mobile telephone, internet) it is recognized that banks are finding it increasingly diYcult to sustain
individually branded outlets in smaller communities and those with low income populations. This trend will
continue and will aVect larger communities leaving isolated those unable or unwilling to use the alternatives.

5.2 As an alternative to closures, CCBS has proposed a neutrally branded, outsourced or franchised,
model which would provide the basic counter and free ATM services to 100% of the local personal and small
business population that need such facilities with costs shared between several participating banks. The
model, described as “The White Label Branch” or “Community Bank”:

— has been validated by Loughborough University Banking Centre March 2000 as “operationally
feasible and financially viable.”

— is operated successfully, with high volumes, in many US States by credit unions (similar to retail
banks in UK). See 7.3

— could use “shared branch” technology (Mutual Plus) developed by LINK for building societies.

5.3 The model is very flexible; it can be:

— franchised to retailers, credit unions, CDFIs and similar

— outsourced as a stand-alone similar to a bank sub branch

— part of a multi-service outlet including money/debt advice, postal services, credit union/CDFI
presence etc.

5.4 Despite it being the preferred option of bank customers living/operating businesses some distance
away from bank branches (Kempson & Jones for BBA January 2000), the “shared branching” model has
not been trialled in the UK due to continued opposition by the major retail banks, most recently in May
2005. (See www.communitybanking.org.uk/pressreleases )

5.5 In his validation report, March 2000, Professor Howcroft of Loughborough University Banking
Centre, noted that the principle of co-operation (between the major banks) was fundamental to the model’s
success. To this CCBS would add that only the big banks (75% of the personal market and 90% of small
businesses) have the knowledge, expertise, customer base and access to clearing and IT systems to undertake
cost justified trials; often the premises of a closing branch would be the most suitable.

6. Treasury Committee 30 July 2002

6.1 Throughout 2002 the BBA, on behalf of Barclays, HSBC, Lloyds TSB and NatWest carried out a
small pilot scheme, which they erroneously described as “shared banking”, comprising 10 small relatively
remote rural communities having only one bank branch. This was the delayed response to the public and
media outrage at branch closures culminating in the Barclays cull of 171 on 7 April 2000.

6.2 The pilot scheme plan was publicly criticised by CCBS and other consumer organisations prior to
commencement; a full review of why it proved little or nothing about the national demand for, and operation
of, shared branching can be found at www.communitybanking.org.uk/reports That urban areas were
excluded from the pilot is particularly relevant to the Committee’s current inquiry.

6.3 The Treasury Committee Fifth Report of Session 2001–02 published on 30 July 2002 stated,
paragraph 15: Branch Closures and Branch Sharing “ is disappointed by the lack of enthusiasm shown by
the largest clearing banks, and the limited scope of the BBA pilot study. The Committee recommends that,
following the pilot study, the BBA publishes a report on the scope for a more comprehensive range of
services to be handled in shared branches. In light of this, the Committee may look further at this matter to
review progress. In particular we should welcome examples of bank sharing in areas which have lost all
banking facilities.”

6.4 The independent evaluation of the pilot scheme by Professor Elaine Kempson of Bristol University’s
Personal Finance Research Centre, April 2003 was heavily qualified in respect of the site selection and
service oVered. She made the following observation relevant to this inquiry: “It is not possible, on the basis
of this evaluation, either to suggest a realistic catchment area for the selection of sites in suburban or inner
city areas.a further pilot would therefore be required”

6.5 To date the Committee has not had an opportunity to review the shared branching concept.

7. Credit Unions

7.1 Credit Unions are small co-operative savings and loan institutions run for members, generally by
volunteers, with a commitment to serve (inter alia) people in financial diYculty, on low incomes and
excluded from mainstream financial services. Some credit unions are run primarily for employees, public
sector and private.
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7.2 Established in the UK approximately 30 years ago, the movement has failed to achieve critical mass
due to restrictive legislation and regulation (now being relaxed) and a financial services marketplace which
is dominated by big players with huge marketing budgets. Nevertheless credit unions fulfill a valuable need
for the financially excluded and the work of the movement is to be applauded.

7.3 In Ireland and, more particularly in North America, the movement is much older and reached critical
mass before the financial services industry became so sophisticated. In North America credit union branches
are virtually indistinguishable from retail banks, employing staV and oVering a full range of cards, ATMs,
checking accounts as well as savings and loans. Credit Unions in America established the first shared
branches 30 years ago and there are now over 1,400 outlets with a brand-neutral stand-alone version, similar
to that proposed by CCBS for UK banks, handling 80% of shared branch activity according to a report by
independent banking consultant David Cavell. Examples given to CCBS of suburban stand-alone shared
branches in Tulsa, Oklahoma have transaction volumes in the range of 1,500–2,000 per day.

7.4 Long awaited relaxations in the regulatory rules governing credit union lending in the UK are now
in place and 2006 will see 4 credit unions piloting a current account for which Co-op Bank is providing the
systems infrastructure. It is hoped that 50–100 (out of 550) institutions will eventually oVer the service but
transactions will have to be carried out at ATMs or post oYces.

7.5 The introduction of a current account facility is welcomed but it is not a panacea. Because of the anti
money laundering obligations imposed on the volunteers who carry out account opening many credit unions
will not want to oVer the service. Others will be deterred by the size of post oYce counter charges and ATM
inter-change fees in relation to balances maintained to say nothing of administration costs particularly if,
for example, direct debits have to be returned unpaid.

7.6 The availability of a current account facility does not conflict with CCBS’s proposals that a “shared
branching” franchise by the big retail banks could be oVered to credit unions with high street “bank type”
premises in deprived bankless areas, generating usage income for the credit union from non-members and
businesses. Alternatively a credit union could have a presence in a “shared branching” stand-alone.

7.7 The small size and late development of the credit union movement in the UK eVectively prevents it
from being the panacea to financial exclusion on its own but working with a coalition of banks through
shared branching could achieve significant results without conflict.

Note: Although Community Development Finance Institutions are not covered specifically in this
evidence, the suggestions in 7.6 could apply equally to such bodies which lend to start-up and small
businesses outside mainstream banking criteria and to low-income individuals.

8. Basic Bank Accounts

8.1 Introduced in April 2003 by all major banking groups (and Nationwide Building Society) in response
to government dictat although the industry generally sees the market as unprofitable and low in sales
opportunity for investment, savings and loan products.

8.2 Although, at September 2005 nearly 6 million basic bank accounts were reported by the BBA, many
of these do not relate to the intended market. Better, although not perfect, indicators are:

With PO accessibility 2.3 million

(Net opened since April 2003 1.5 million)

8.3 Impressive net openings are reported each quarter, viz:

April—June 2005 147,767

July—September 2005 137,994

285,761

but the net increase in PO accessible accounts over the same half-year period was only 51,777 or just over
3000 per institution; this suggests that progress towards target is not as healthy as claimed by the industry.

8.4 Consumer bodies have questioned the value of account numbers per se as a measure of reducing
financial exclusion and that more research into the use made of these accounts is required. CCBS supports
that suggestion.

8.5 Given the heavy concentration of the financially excluded in urban areas of high deprivation, a
neutral “shared branching” facility as proposed by CCBS would be an ideal location in which to promote
basic bank accounts and educate holders in the use of them to gain full benefit from, for example, direct
debit fuel discounts. Account opening could be delegated or on a rota basis.
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9. Post Office Banking

9.1 The future banking role of post oYces needs to be seen in the context that the UK Post OYce lacks
the historical market position as a major provider of current and savings accounts in the manner of postal
networks in Europe (especially France and Germany), Japan, etc. The Girobank opportunity was wasted
and the National Savings link has been diminished of late.

9.2 Basic Bank Accounts (See Section 8) are currently a small market and future volume growth is
dependent upon active marketing by an unenthusiastic retail banking industry.

9.3 Post OYce Card Account (POCA), in issue to over five million benefit recipients, is nothing more than
an electronic benefit book contributing nothing to the eradication of financial exclusion as it lacks money
management capabilities. Its popularity owes much to the influencing skills of sub-postmasters who see its
post oYce counter exclusivity as a unique benefit to their non post oYce retail businesses. The subsidy of
£36 million pa obtained from a reluctant banking industry is due to end in April 2008.

9.4 A major initiative by Post OYce Ltd to fill the benefits income gap is in major conflict with the aim
to increase banking access via post oYces. Consequent upon its decision to become a competitor of the retail
banking sector by selling Post OYce branded financial services products (ghosted by Bank of Ireland)
further PO/bank deals are unlikely and some existing ones (except the basic bank account) must now be at
risk. Two thirds of personal current accounts are not post oYce accessible and are unlikely to become so.
In the unlikely event LINK rules are changed to permit PO membership the non refundable cost of providing
a manual counter service would be the inhibitor.

9.5 In high population deprived communities a full PO franchise could viably co-exist with a banking
“shared branching” presence whereas in low population areas there is a case for a postal services franchise
(minus key conflicting banking products) to be an add-on to shared branching.

10. Conclusions/Recommendations

10.1 The Committee is urged to recognize the serious damage to the financial inclusion agenda if the main
high street banks, which eVectively control the transactional banking market, are allowed to continue
deserting areas of highest financial exclusion without government sanction.

10.2 The Committee is urged to acknowledge that financial inclusion objectives cannot be achieved solely
by numbers of basic bank accounts opened nor by reliance on post oYces, credit unions and CDFIs without
a national formula to fully involve the established and market dominant retail banking sector.

(a) The Committee is urged to challenge the banks to reconsider the neutral shared branching
alternative to branch closures and to conduct pilot schemes, including in deprived urban areas.

(b) Given the reluctance of the retail banking sector to tackle the issues of financial exclusion without
government pressure and/or legislation, the Committee is urged to recommend to HM Treasury
a universal service obligation for the provision of transactional banking services that would place
the weight of responsibility on the industry to consider constructively all the options, including
neutral shared branching.

January 2006

Memorandum submitted by Centrepoint

Centrepoint is the UK’s leading youth homelessness charity with the experience of working with 1,600
young people a year.

The growing concern about rising debt levels prompted Centrepoint to examine in more detail the scale
and extent of debt amongst homeless young people, one of the most vulnerable and socially excluded groups
in society. Over 100 young people were consulted, the result of which was a detailed report [Too much to
young: problem debt amongst homeless young people, published 2005] reflecting their views and experiences,
and those of the staV who work closely with them. This has given us a detailed knowledge of the issues
causing financial exclusion and its consequences.

Terms of Reference: We note the inquiry’s explicit reference to “households” in the UK (Issues for
consideration 1 and 2), and the significant number who do not have bank accounts or access to aVordable
credit. We urge the Committee to commit to broaden the scope of the inquiry to homeless people including
those living in homeless hostels and those in shared accommodation.
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It is estimated that there are approximately 50,000 homeless young people in the UK, the majority of
which suVer from some degree of financial exclusion. Indeed, research carried out by Centrepoint in 2003
found that 24% of the homeless young people surveyed had no bank account, compared to an estimated 12%
of the population. Therefore, in order for the inquiry to adequately address the issue of financial inclusion in
the UK, we believe that this demographic group should not be overlooked.

In respect of the specific issues you are intending to consider, our views are outlined in more detail
overleaf.

Issue 1: Access to Banking Services

— Access to banking services is beneficial for homeless young people in terms of: security, improved
financial management and the ability to save and secure credit (see below regarding aVordable
credit).

— In addition, access to banking services can often also be a prerequisite for receiving benefits (for
example, tax credit, benefit payments direct to your bank account) and bank accounts are
frequently the preferred method through which employers pay salaries. Further details of the
importance of financial inclusion are listed under Issue 6.

— There are three immediately perceptible implications for access to banking services that result from
being homeless:

— Not having a fixed address often makes obtaining a bank account impossible.

— Using a hostel address can prejudice the oVer of a bank account.

— Basic bank accounts are often denied because of a young person’s credit rating.

Issue 2: Access to Affordable Credit

The importance of access to credit

— The Government has recognised that credit is crucial to modern living and young people have
always been among the heaviest users of credit due to low or unstable incomes and transitional
lifestyles. Using credit as a form of borrowing (a loan to be repaid with interest) is helpful for most
young people as it creates a manageable debt (sum to be repaid).

— However, credit is particularly important to homeless young people because they often live on low
incomes and incur more expenses than young people living with their parents. For example, they
must be able to aVord rent deposits and buy essentials to set up home.

— In addition, credit is an important tool for the young in their long-term development and
borrowing is a recognised mechanism for funding periods of study.

— A third of the homeless young people questioned in Too much too young had diYculties in
accessing credit.

AVordable credit

— Notwithstanding the above, in order for the benefits of credit use—both for the individual and the
wider economy—to be realised, credit must be aVordable. Indeed, it is worth noting the distinction
between those people who will not pay back their debts, those who genuinely cannot pay and those
who could pay given the right help and support. Too much too young found that homeless young
people overwhelmingly fall into the latter two categories, with the majority potentially able to
repay debts, but only at an appropriate level and with the right support.

— Young homeless people do tend to take on higher burdens of debt than the general population,
and this is increasingly the case. Levels of debt amongst young people are growing faster than those
of the general population.

— Unmanageable debt causes stress and depression and can work against homeless young people’s
attempts to build a positive future and escape homelessness. Once in debt it is very hard for them
to get out: they may lack the skills and confidence to negotiate with debt collectors, and feel very
intimidated by them. Young people also find it very diYcult to repair their credit rating without
borrowing more; and without access to any credit they cannot move into their own home and live
independently or go to university.

— Because of a lack of assets and a sporadic income many homeless young people are caught up in
a spiral of debt repayments and borrowing. This has significant ramifications for the overall
operation of the benefits system, as benefits are the main source of income for the young people
Centrepoint works with.
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— Inaccessibility can force homeless young people to use more expensive credit, with some young
people using mail order catalogues with typically higher prices than on the high street or resorting
to store cards with a very high APR. These forms of credit significantly reduce the possibility of
ultimately escaping from debt. Others seek out less formal sources of borrowing, which can, in the
worst cases, incur intimidation and fear, and lead to violence.

— A substantial number of the young people who took part in Too much too young owe money to
friends or relatives—37%, compared to 6% of the total population. Borrowing money from
relatives and friends can place strain on relationships, or at the most extreme it can destroy them.
Many homeless young people spend long periods of time sleeping on friends’ floors because they
have nowhere else to go. Having to borrow from friends and being unable to repay the money can
prove to be the end of those friendships.

Social responsibility and the banking sector

— Centrepoint believes that any opening up of the availability of aVordable credit must operate in
tandem with measures to ensure a socially responsible credit market in the UK, in order that
financial inclusion policy goals are achieved. Put simply, the positive implications of aVordable
credit will not be felt if the take-up of it is significantly low.

— Centrepoint believes that, like all organisations, lenders have a social responsibility towards their
clients, the community and the wider economy.

— AVordable credit coupled with a socially responsible credit market will ultimately help the young
homeless to realise their potential and make a positive contribution to their communities and the
UK economy.

— Centrepoint also notes the important role of financial education in this area and makes further
comments on this below (see Issue 3).

— As such, Centrepoint recognises the potential of the Consumer Credit Bill passing through
Parliament and of this inquiry to influence the wider debate.

— Centrepoint also recognises the value of the various codes governing financial behaviour but
would welcome a tightening of the various provisions in key areas, including:

(1) Promotional Material

— Young people are very susceptible to promotional literature advertising financial products.

— While many homeless young people have over come significant adversity precisely because of their
maturity, experience and attitude, there are some young people who are more likely than older
adults to lack the knowledge, experience, maturity, confidence and consequential thinking to
prevent and deal with debt.

— The Government has indicated that age should be taken into account when decisions are taken
about lending money and the Financial Services Authority (FSA) code states that care should be
taken with young people. However, there is at present no code to cover the marketing of products.
It would be beneficial if the DTI were to draw up specific guidelines for lending to young people,
that would cover the way these products should be marketed to them. Given the FSA’s expertise
in this area, they may be the most appropriate body to do this.

— Two thirds of the young people consulted for Too much too young have been sent promotional
literature encouraging them to take out credit.

— Of greater concern is the significant minority of young people consulted in Too much too young
have been sent promotional literature after becoming homeless. A fifth of the young people in the
report say they have received letters inviting them to apply for credit since they became homeless
and moved into a hostel.

(2) Increasing credit limits without prior consent

— Some lenders put up credit limits without the young person requesting it. Homeless young people
may have moved several times and do not always receive letters informing them, calling into
question the transparency of the process. Several young people interviewed had got into a spiral
of high interest repayments by using store cards or overdrafts without realising their limit had
gone up.

— This practice has consequences that far outweigh the benefits. In reality the benefits for young
people and lenders are illusory, creating debt that is unmanageable for the former and
unrecoverable for the latter. Centrepoint’s approach to working with young people is to help them
to have control over all aspects of their lives. Giving young people higher credit limits they have
not asked for loosens their control over their finances with serious consequences.
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— The precise mechanism of seeking consent for raising credit limits must be debated to strike a
balance between social responsibility and the need of lenders to market their products.

— At the very least, Centrepoint believes that credit limits should only be raised on request for
vulnerable young people aged 16–25.

— Young people with multiple needs, such as mental ill health or drug addiction, whose lifestyles may
be chaotic, are particularly aVected by penalty charges for those who default. As a result of their
chaotic lifestyles they are not always capable of negotiating repayments or making those payments
on time without help and support.

— Centrepoint believes that penalties should be proportionate and reflect the cost incurred by the
lender.

Debt collection, credit rating and County Court Judgements

— Young people who have been in debt cannot repair their credit rating without borrowing more
money, encouraging a spiral of debt. This reinforces the arguments for ensuring access to
aVordable credit.

— Young people who have a bad credit rating can be prevented from moving into their own home.
Some of the young people Centrepoint supports have been turned down for credit and are
essentially stuck in the hostel system.

— A major cause of stress amongst those in debt is the way debts are collected. Once debts are sold
on to one or more debt collection companies, young people find it very diYcult to know who to
negotiate with. The young people consulted for this research say there is a lack of understanding
about their sporadic incomes. They also find they lack the skills to negotiate with debt collection
companies.

— Debt collection companies do not take into account the sporadic income of many homeless young
people and the diYculties they have negotiating in order to come to a speedy resolution. Debt
collection companies need to make more distinction between those who will no pay and those who
genuinely cannot, and give the latter more flexibility in their repayment schedules. Indications that
someone cannot pay include a very low income and attempts to contact the company to negotiate
repayments.

— If the system were more regulated, young people would be more likely to contact debt collection
companies to repay the money, whereas at present many are afraid to do so.

Credit unions and community development finance institutions

— Current aVordable credit options like credit unions do not appear to be widely understood by the
young people consulted and are more diYcult for them to access because they often operate on the
principle that you have to pay in before you can borrow.

— In addition homeless young people may be barred from accessing them because they do not belong
to a workplace or local community; common criteria for entry. It may also be appropriate for
organisations that work with homeless people to explore the feasibility of setting up a credit union
to overcome these problems of access.

— Centrepoint believes that opening up mainstream credit to homeless young people remains
imperative.

The Social Fund and interest free loans

— The Social Fund, which provides discretionary grants and loans to those in need, also appears to
be fairly unknown amongst the young people who took part in Too much too young and uptake
levels were extremely low.

— There are a number of reasons why this group find it hard to access the Social Fund:

— It is cash limited so young people cannot always access it because the money has run out.

— To be eligible people must have been claiming Jobseeker’s Allowance (JSA) for six months—
this particularly disadvantages homeless young people who may move in and out of work and
may act as a disincentive to finding work.

— The items it will cover are very restricted.

— The level of repayment for loans can be too high, undermining its crucial role as aVordable
emergency credit.

— The Government announced reforms to the Social Fund in December 2004 including measures to
reduce the highest levels of repayment for those on benefits.

— Centrepoint believes that the Government must further review its operation to take into account
the needs of homeless young people.
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Issue 3: Financial Education and Access to Financial Advice

— Poor financial literacy is one of the key reasons why homeless young people get into debt, and levels
of financial awareness amongst young people is generally poor.

— There is a need for better training for those who give advice to homeless young people, such as
staV in Jobcentre Plus, Connexions, Citizens Advice, etc. Training needs to be focused on the
particular issues facing homeless young people.

— Some groups of young people, such as those leaving care, have special needs in terms of financial
education. Refugees, for example, face particular problems due to language barriers and
unfamiliarity with terms.

— Importance of local services because homeless young people do not necessarily have resources to
travel far.

— Poor literacy, numeracy and financial literacy prevent young people from making informed
decisions about credit.

— The FSA must ensure that the advice they publish addresses the particular needs of homeless
young people. It mush be made available to them in an appropriate format and in accessible and
often informal settings (not just through the traditional education system). Many of the young
consulted by Centrepoint suggested a handbook with advice about budgeting, claiming benefits,
and managing debt should be made available.

Issue 4: Incentives and Barriers to Saving for People on Below Average Incomes

— There are many obvious barriers to young people on below average incomes from saving.

— At the same time there are many temptations to become indebted.

— This may partly due to the reality that people on below average incomes have less income to save
and this can often be couples with poor financial awareness as discussed above.

— In addition, there are limited incentives to save. Many savings schemes exclude homeless young
people because they may have:

— No fixed address

— Poor credit ratings

— High level of unemployment or are still in education

— Lack of access to aVordable credit is one of the key barriers to saving for young people. See above
(Issue 2) on aVordable credit.

— There is a significant lack of understanding of the benefits of saving, discussed above (Issue 3).

Issue 5: The Role of Government, FSA and Other Bodies in the Promotion of Financial Inclusion

— The Government has indicated that age should be taken into account when decisions are taken
about lending money and the FSA code states that care should be taken with young people.
However, there is at present no code to cover the marketing of products.

— It would be beneficial if the DTI were to draw up specific guidelines for lending to young people,
which would cover the way these products should be marketed to them.

— Given the FSA’s expertise in this area, they may be the most appropriate body to do this.

— Because they have less choice about the credit they use, homeless young people are more vulnerable
to exploitation so legislative measures to reform extortionate credit are crucial to them.

— Homeless young people most at risk might benefit from a cap on the amount of interest that can
be charged, used in other European countries to protect the most vulnerable.

— There are fears this would reduce the amount of choice for consumers and so we recommend that
the DTI keeps this policy under review.

Issue 6: The Benefits of Financial Inclusion and the Extent to Which Financial Inclusion
Measures can Contribute to Combating Poverty and Reducing Barriers to Employment

— Unmanageable debt causes stress and depression and can work against homeless young people’s
attempts to build a positive future and escape homelessness.

— Money is the most common worry amongst homeless young people. Some of the young people
who were interviewed for Too much too young were being treated for depression as a result of their
debt. A third of the young people surveyed said they were not coping with the level of debt they
had.
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— A significant proportion of young people (15%) cite a change in circumstances as the main cause
of their debt, which tallies with previous research findings that those on low incomes do not have
enough of a safety net to survive a change in circumstances, such as losing a job or having a child.

— Many young people are caught up in a spiral of repayments and borrowing for five key reasons:

— Living on low income, repayments, high charges for non-payment—research by Citizens
Advice has found that living for a long time on a low income is a major cause of debt. Citizens
Advice, In too Deep (2003).

— Poor benefits administration, especially housing benefit but also jobseekers allowance,
income support, incapacity benefit and the working tax credit.

— Lack of information, education and advice. The level of financial literacy and numeracy is a
major factor in whether young people get into debt and are able to prevent debts from
escalating.

— Lack of aVordable credit options and understanding of these options.

— Marketing and cold calling—the amount of debt they are tempted with at a young age.

— All organisations, government and agencies working with young people who are vulnerable to
debt problems have a responsibility to tackle poverty, in addition to the young people themselves.
Financial and welfare policies must work together. Measures to contribute to poverty reduction
include:

— Financial policy:

— Increase access to aVordable credit.

— Prevent irresponsible lending and promotion.

— Wider policy:

— Increase the level of education, information and advice about managing finance and debt in
both formal and informal educational and youth related settings.

— Improve the accuracy, simplicity and speed of the benefits system.

— The DWP should investigate whether there is a demand for more support, training and
guidance amongst Jobcentre Plus staV regarding benefit entitlements for young people.

Financial inclusion is critical to homeless young people if they are to make a fresh start and live
independently. Some young people see their debt as evidence that they are a failure, and this can prevent
them from gaining confidence, building up resilience, moving out of homelessness and contributing to
society.

January 2006

Memorandum submitted by the Chartered Institute of Housing

The Chartered Institute of Housing (CIH) is the only professional body for individuals working in
housing. Its primary aim is to maximise the contribution that housing professionals make to the well being
of communities. Membership status is dependent on completion of a professional qualification and a track
record of professional achievement.

CIH has over 18,000 individual members working for local authorities, housing associations,
Government bodies, educational establishments and the private sector. Many of our members working for
social landlords are engaged in work to promote financial exclusion amongst their tenants.

CIH welcomes this inquiry and the opportunity it provides for consideration of the approaches so far
being made and the potential for making even greater strides towards promoting financial inclusion in
the future.

Introduction

Tenants of social landlords are some of the most financially excluded people. Research by Richard
Newcombe et al. in 2002 showed that as many as 84% of financially-excluded people may be social housing
tenants64 and between 60 and 70% of those who do not have a bank account with a high street bank are
social housing tenants. Also, research by Elaine Kempson and Steve McKay for DWP in 200465 showed that
arrears on unsecured borrowing were commonest among those with gross incomes under £15,000 a year and
was higher among tenants than among families buying a home with a mortgage.

64 Newcombe, R, Cox, A, Neuburger, J and Whitehead, C (2002) Partnerships for financial inclusion: housing associations and
financial institutions. Cambridge University.

65 Kempson, E and McKay, S (2004) Characteristics of families in debt and the nature of indebtedness. University of Bristol.
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Social landlords, including local authorities, arms-length management organisations (ALMOs) and
housing associations, are increasingly seeing it as their business to encourage their tenants to develop good
financial management skills as more and more becoming aware of the benefits, both to themselves and to
their residents, of reduced levels of debt and higher levels of financial awareness and inclusion. Financial
inclusion is an important element of a “sustainable community” since inability to access mainstream
financial services leads to poverty, social exclusion, local economic instability and crime, all of which serve
to destabilise communities. Two quotes from social landlords help to explain the case for them promoting
financial inclusion:

“We are aware that our residents do suVer from financial exclusion and see this as a part of our
work in relation to building sustainable communities”.

“Housing associations provide the largest loan fund for Britain’s low-income families. It is known
better as rent arrears. Virtually every association in the country knows that tenants will often miss
rent payments to pay other bills.”

Most social landlords already provide informal advice to tenants on how to maximise their income and
help them to fill in the relevant forms as and when required and many also provide access to debt counselling
for those who have significant levels of rent arrears. A much smaller but increasing number of social
landlords are taking quite a sophisticated approach to tackling financial exclusion among their residents
more holistically and are looking at debt prevention and positive approaches to helping them become good
at managing their personal finances. Many are working in local partnerships with credit unions and
community development finance institutions (CDFIs).

While there is some excellent work going on, the more sophisticated and strategic approaches are still very
small scale. We consider that there has been insuYcient recognition nationally of the role that social
landlords can play in promoting financial inclusion and insuYcient policies aimed at promoting this role.

CIH will soon be publishing Life After Debt: tenants, social landlords and financial inclusion66 that
highlights work being done in this area and makes recommendations for developing and embedding the role
in landlord activities. The CIH, in partnership with the Citizen’s Advice and nine social landlords, is making
a bid to the Financial Inclusion Fund to expand the level of independent debt advice provided to social
housing tenants and homeless people. Another aim is to embed the referral arrangements for advice into the
management processes of the landlords and add value to the advice element by combining it with other
activities as appropriate.

The CIH and Shelter’s HomeSave proposal67 has a significant financial inclusion element. Providing
incentives to tenants to open a bank account, receive money advice and encourage a habit of saving are all
features of the proposal. One of the goals is to ensure people with debt problems are oVered money advice,
recognising that they might need an incentive to persuade them to take it up.

Our submission to the Inquiry focuses on, though not exclusively, ways in which social landlords can work
to improve promote financial inclusion.

1. Access to Banking Services

Action taken by govt and the banking industry towards reducing the 1.9 million households in the UK without
a bank account

Consumers without bank accounts are overwhelmingly the most vulnerable in society—according to
research into basic banking for the National Consumer Council (NCC) by policis, half have been receiving
benefits for more than five years. One of the key recommendations made by PAT14 in 1999 was the need
for basic bank accounts as a means of dealing with financial exclusion and providing a gateway to wider
mainstream services. The banking industry does not encourage poor customers. Despite this, all major high
street banks now oVer a basic bank account and it is estimated that around 1 million such accounts have
been opened (as of December 2004), so some progress has been made towards making banking services
accessible.

There is still some way to go before bank accounts are universal and new approaches are needed.
Government could work with and provide incentives for a wider range of partners, such as social landlords,
to encourage take up of bank accounts. Research findings show that personal contact is important in the
communication of advice. Individuals will not always find their own way to the bank or building society to
open an account or savings scheme and there is a job to be done to persuade them that it’s possible and that
it’s worth doing. Housing oYcers working for social landlords already have a good deal of contact with their
residents. They can be trained to use these opportunities to provide residents with some basic information
and encourage them and assist them in opening a bank account. Indeed, some landlords already provide
their tenants with information on opening a bank account, although precisely how many do this, how they
do it and the success of their approach, is not widely known.

66 CIH, (Forthcoming), Life After Debt: Tenants, Social Landlords and Financial Inclusion.
67 CIH (2005) HomeSave: increasing choices for tenants to own assets.
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Access to banking services, including the operation, usefulness and regulation of basic bank accounts and access
to cash withdrawals

Basic bank accounts provide essential financial services such as enabling people to pay their bills by direct
debit, pay in cheques and cash, withdraw cash 24 hours a day and receive income and benefit payments.
They are specifically designed to minimise the risk of an unauthorised overdraft so that a credit check is not
required. In practice, this lack of an overdraft facility has led to high charges being levied when a direct debit
or standing order has been processed with insuYcient funds in the account.

The NCC/policis research found that having a basic bank account does not necessarily result in
meaningful financial inclusion—half of basic bank account holders still prefer to manage their money in
cash. Also, the use of a bank account for money management can undermine previously successful cash-
based money management strategies. Low-income consumers with bank accounts have higher levels of
borrowing and arrears than their counterparts without a bank account. Unless individuals are also helped
to manage their money well, having a bank account can exacerbate problem.

Since 1995 over 3,100 bank and building society branches have closed. Landlords report a decline in
mainstream banking services in many of the most deprived communities. Also, there is a lack of cash
machines in poorer areas, including areas with high levels of council or housing association dwellings. Where
cash machines are available in these areas (such as in shops etc) there is more likely to be a charge for their
use than for machines on high streets.

2. Access to Affordable Credit

Measures to enable households excluded from mainstream credit to have access to aVordable credit

Credit at the levels required by people on low incomes and at reasonable rates of interest (ie aVordable)
must be made more widely available. The only alternative for many people—to borrow at high and often
extortionate rates—keeps then indebted and is an obstacle to them becoming financially included. Providing
access to small amounts of aVordable credit repayable over short timescales carries too heavy an
administrative burden on transactions for mainstream banks ever to be interested in.

It is, though, an issue that increasing numbers of social landlords are aiming to address, often in
conjunction with a credit union or CDFI. In a recent survey undertaken by CIH, 13 landlords (out of a
sample of 49) were providing access to aVordable credit to their residents, compared with none just six
years ago.

Notting Hill is developing a particularly innovative approach to providing access to aVordable credit. The
Rent Plus scheme makes it easier for tenants to save by taking overpayments on tenants’ rents of at least
£10 a week and gives them access to the savings they have accumulated. A bonus of three weeks’ additional
payments will be paid after a year by the landlord. On top of that any Rent Plus saver who does not make
use of the repair service and keeps their home in good condition will receive a further £300. The scheme
provides an easy to access source of aVordable credit whilst at the same time it fosters a saving culture among
lower-income households.

The role of credit unions and community development finance institutions

Credit unions, that are local, small scale and provide specialist services, play an extremely important role
in delivering access to aVordable credit to people on low incomes. In 2003, there were 655 credit unions in
Britain serving over 410,000 members. Many social landlords are working in partnership with credit unions
and supporting their work, both financially and in other ways, and also providing the “common bond” that
members share.

Despite their focus on people on low income their ability to oVer aVordable credit is limited. They usually
require the member to have saved a certain amount before being able to withdraw, so the most destitute who
are unable to save cannot participate. While this principle is commendable, it is important that credit unions
works in conjunction with the Social Fund that can provide credit to those who are unable to save at all.

A number of CDFIs have become lenders of small amounts of credit at aVordable levels in recent years,
and a number of housing organisations are now actively involved in the CDFI sector.

A good example is CHANGE, a division of London & Quadrant Group which was launched in 2003 with
support from Family Housing Association, Hyde Housing Group and Metropolitan Housing Trust. It has
now the support of 15 London housing associations. Its main objective is to help reduce the financial
exclusion of CHANGE residents by improving access to financial services, and providing information and
advice. From earlier this year CHANGE plans to start an aVordable credit pilot aimed at combating the
reliance of many social housing tenants on extortionate credit provided by doorstep lenders and loan sharks.
Other examples are South Coast Money Line oVering personal and business loans at a competitive price,
which Portsmouth Housing Association helped to set up, and Leicester Moneyline, which provides home
improvement loans, personal loans and business start-up loans.
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Currently, the level of lending is quite small. For example, between August (when its operation started)
and November 2005, Leicester Moneyline made 17 loans with a combined value of £13,000, although the
target for the first four years is to provide 3,500 personal loans. Also, while the interest rates are considerably
lower than those charged by door-step lenders, they are still fairly high with APRs for personal loans varying
between 24% and 31% APR.

CDFIs are fairly new types of organisation in the UK. There are non that are yet operating on a large
scale and they remain reliant on grant funding. Their activities are limited, for example they are not able to
take deposits. The regulatory framework for banking in the UK, including FSA regulation, regulation on
consumer credit, European competition policy and taxation policy, has been designed to regulate very large
financial institutions. CDFIs (and credit unions) are aiming to fill this gap by providing services to
individuals who cannot make use of mainstream facilities, but the regulatory framework is presenting
barriers to the growth of the community banking sector that is aiming to provide services designed to meet
the needs of individuals on low incomes. More certain prospects for the long-term sustainability of CDFIs
would be welcome.

The provision of interest-free loans from the Social Fund

The Social Fund is one of the main sources of aVordable credit and the government has recently made
improvements to the operation of the Social Fund to give greater consistency and transparency in access to
loans and to better target it at those who have the greatest needs. One of the key advantages is that the credit
is interest-free, but there are other good aspects too.

However, there are some disadvantages and the Social Fund could be further modernised by making the
fund more widely accessible. Budgetary loans are currently only available to people who have been in receipt
of income support or income-based jobseeker’s allowance for at least 26 weeks, but this does not necessarily
coincide with times of need. The rules governing the scheme are not well understood and there is a need for
better publicity and information among eligible benefit recipients. To make the Social Fund more
comparable with other sources of credit, repayment rates would need to be reduced to ensure they are
between five and 10% of income.

In their study for the National Consumer Council AVordable Credit68, policis found that more than one
in five applications for Social Fund budgeting and crisis loans were unsuccessful. Yet almost 50% of crisis
loan refusals were overturned on appeal, indicating that people with genuine needs were being turned away.
Their research shows that the majority of people who were rejected from the Social Fund simply do without,
but one in four has to borrow from high-cost doorstep lenders and unlicensed loan sharks.

There is scope for more fundamental change to the Social Fund to modernise it further. David Blunkett,
then Minister for Work and Pensions, said in a speech on 5 July 2005

“In the longer term, we must look more widely at whether the Social Fund should be operated by
government or whether there is scope for greater partnership arrangements with third sector
lenders. Social Fund reform could also link to the Saving Gateway and the wider financial
inclusion agenda—so people build assets, become more financially confident and do not need to
rely on emergency payments from the state in future.”

3. Financial Education and Access to Financial Advice

The role of the FSA, the DfES and others in promoting and supporting improved financial education in schools,
other educational institutions and the workplace and the progress of the national strategy for financial
capability

There is evidence that, if run in an appropriate fashion, financial education could be successfully delivered
to residents of social landlords.

The DfES Community Finance Learning Initiative (CFLI) pilot to deliver financial awareness training
included a number of social landlords. Both the evaluation by ECOTEC Consulting and the experience
(anecdotal) of the landlords presented a mixed picture. The educational focus of the initiative did not strike
much of a chord with residents and it was thought that they did not want to share information in a classroom
setting. However, there was evidence that providing an incentive encourages people to attend sessions and
as does disguising the real aim of the financial learning or information sessions.

Indeed, when these elements have been present, there are instances in which education programmes
innovatively applied have been successful. For example Impact Housing Association has had positive results
when they used a trivial pursuit-style board game they called Financial Pursuits with young people aged
16–25 in their hostels. This was coupled with the Basic Skills Agency CD-ROM learning tool called Money
Go Round (the chances of winning the game are greatly enhanced by working through the CD-ROM).
There is some evidence that the financial awareness of those playing the game had been increased.

68 AVordable Credit, report by policis for the National Consumer Council, July 2005.
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In the case where organisations have successfully run classroom based training courses, demand for these
came from tenants themselves and was not “imposed” by the landlord. High Weald Housing Association for
example encourages its tenants to raise their training and learning needs through their contact with housing
managers. As a result the association is currently running a numeracy skills course, which also contains
elements of financial literacy. A course with an explicit financial literacy/awareness focus is scheduled to go
ahead in conjunction with a local college in February of this year. The course entitled Money Matters is
centred on budgeting and better management of finances.

The provision and regulation of generic financial advice about debt and savings

There are forms of information and advice that can be oVered without the need for regulation. Some
housing providers are already delivering basic information to their tenants on, for example, how to open a
bank account and how to maximise their income through applying for welfare benefits.

Training could be provided for housing oYcers on these and other types of information such as on the
various government initiatives (eg the Saving Gateway and the Child Trust Fund) and where to find more
in depth advice on their own situation.

Clarity is needed regarding the types of information that landlords can legally and usefully give their
residents as well as clarity over the circumstances in which they would be best to refer residents to an
independent money or financial adviser.

4. Incentives and Barriers to Saving for People on Below Average Incomes

The impact of the Basic Advice Regime in encouraging saving

CIH has no comments relating to this question.

The extent to which decisions on saving are influenced by factors aVected by financial services regulation, such
as the cost of regulated advice, as opposed to other factors such as the State benefits system

Having a low income and little money to spare is a key barrier to saving. Others include the lack of a habit
of saving and the welfare benefit eligibility rules regarding savings.

The Saving Gateway has been designed to encourage people to save by providing a financial incentive.
Pilots show that many of those opening accounts and savings had not saved regularly before and 2–3 said
that they would continue saving afterwards. However, one drawback for some tenants of social housing who
participated was that they has to travel some distance to the Halifax to deposit quite small amounts of
money, which incurred bus travel costs making it not worthwhile making a deposit.

There is a good deal of scope for social landlords to increase take up of the Saving Gateway scheme, with
some small changes. For example, they could (not an exclusive list):

— provide information to their tenants in an ongoing and accessible manner including through
discussions with them;

— set up savings arrangements with local banks and credit unions or make arrangements to collect
tenants’ deposits locally;

— encourage tenants to meet with a money advisor; and

— add to the financial incentives provided through the Saving Gateway (many landlords now oVer
“extras” to tenants who meet all of their tenancy conditions or other more specific criteria).

CIH recommends that a third Saving Gateway pilot should be set up in conjunction with a number of
social landlords to assess in more depth the added value that can be gained by the input of landlords.

5. The Role of Government, the Financial Services Authority and Other Bodies and Organisations
in Promoting Financial Inclusion

The work of the Financial Inclusion Taskforce and the use of resources from the Financial Inclusion Fund

Given the increasing numbers of social landlords that are promoting financial inclusion among their
tenants, and the fact that there is no representative of social landlords on the Financial Inclusion Taskforce,
it is important that the Taskforce makes a particular eVort to find out about their potential role and make
some recommendations as to how to expand their role and increase their impact.

Also, the Treasury needs to work more closely with other government departments as well as DTI—such
as the ODPM in relation to developing the role of social landlords.

The Financial Inclusion Fund is highly targeted at providing debt advice. Prevention for those who are
at risk of accumulating debts is also extremely important and can be much more cost eVective than always
concentrating on the more diYcult cases.
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Lessons from successful local or regional initiatives designed to address geographical concentrations of
financially excluded households

There have been a few publications highlighting the work of social landlords, including the CIH’s
publication Breaking Free: financial awareness and the role of social landlords in 2003 and Life After Debt:
tenants, social landlord and financial inclusion, that to be published shortly. Others have also recently
published material or run training courses on this subject, including the Housing Corporation and Impact
Housing Association.

If successful in its bid to the Financial Inclusion Fund, CIH will evaluate and disseminate the findings
widely through a variety of means including training courses, seminars, conferences, good practice material
and through incorporation into our education programmes for housing professionals.

6. The Benefits of Financial Inclusion and the Extent to Which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment

The extent to which problems of financial exclusion can be tackled by actions in the sphere of financial policy
as opposed to wider policy developments relating to welfare policy, pensions and benefits

The forthcoming report by the CIH69 shows that social landlords are increasingly seeing it as their
business to encourage their tenants to develop good financial management skills. They see financial inclusion
is an important element of a “sustainable community” and consider that inability to access mainstream
financial services leads to poverty, social exclusion, local economic instability and crime, all of which serve
to destabilise communities. Providing an individual with access to mainstream banking services is an
important step towards not only financial but also to social inclusion.

Financial inclusion is also (usually) a pre-requisite to becoming a home owner. Government is
increasingly promoting home ownership as the main means of accumulating assets and is encouraging social
housing tenants through new schemes such as Social Homebuy, as well as tried and tested schemes such as
the Rights to Buy and Acquire. Many tenants aspire to own their home but there is evidence that only a
small proportion can actually aVord to own. About ² of Notting Hill’s tenants would like to buy a home
yet in a recent exercise Sovereign Housing Group found that less than 5% of those showing an interest in
home purchase were actually in a suYciently secure financial position to buy.

Notting Hill’s financial inclusion work is closely linked to the homeownership agenda. The association
believes that many tenants would be capable of “getting a foot on the property ladder” if they had the
appropriate information and advice. Their Home Options scheme which will be piloted early this year is
designed to help tenants acquire the skills needed to make informed decision about all aspects of personal
finance as well as giving support during the home buying process.

January 2006

Memorandum submitted by the Children’s Mutual

Introduction

The Children’s Mutual is the country’s only specialist dedicated solely to long-term savings for children
and as such we have extensive and unparalleled knowledge of this subject given our 50 year history of
activity. Prior to the introduction of the Child Trust Fund (CTF) more than 200,000 children’s families had
started to save regularly for them, with us and following the introduction of the CTF this is now 400,000.

Executive Summary

1. The Children’s Mutual has considerable experience of talking to families from all income levels,
particularly those less well oV families about their priorities for their family’s ability to save for important
events and for their and their children’s futures. We have some very interesting research findings which
reflect people’s real hopes and fears and ambitions, some of which might be surprising. We have found that
people on low incomes who save give considerable priority to opportunities to do so for their children. Their
emotions to protect their youngster for the future gives way to, for instance, saving for their own future
needs. Barriers to saving and therefore to financial inclusion of course vary depending on the lifestyle of each
individual but we believe that in addressing the issue of financial inclusion Government should begin with
helping those on the lower income levels, who in many areas of either saving or in household budgeting are
discriminated against.

69 CIH (forthcoming) Life After Debt: tenants, social landlords and financial inclusion.
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2. Those generally who are financially excluded are confused by (1) far too much detailed paperwork to
read and complete before even being able to open a simple bank account (2) the lack of basic financial
education on how to manage their daily spend and make the most of their limited funds. An individual might
be able to buy a £500 sofa on the “never never” far easier than setting up a £20 savings account or paying
into a pension, for instance. Credit cards can be obtained and therefore expensive items, holidays and other
durables can be bought, with little checks and balances. In terms of utilities, those who do not set up direct
debits to pay utility bills pay more than those who do—those who do not set up direct debits are generally
the poorest in society with no bank account, they are therefore paying not only more than those with bank
accounts but a far higher proportion of their limited household income.

3. We believe that an individual should be able to open a simple bank account as simply as committing
to other financial obligations. A cash deposit of no more than X amount, with no overdraft facility, would
allow everyone access to saving and direct debit schemes through a simple bank account. The check on
possible future concerns would be countered by the current prescribed mechanism for setting up an account
once the amount in the bank account had reached an agreed amount (hence a large insurge of funds could
trigger said checks). Those setting up accounts in this way could also trigger a system of learning about
managing household finances, a wider discussion of what this could be needs to be incorporated in overall
financial capability policy debates.

4. We also urge that consumer credit agreements are reviewed for regulation. We urge that advertising
of financial products, particularly loans, is reviewed. Saving and depositing money should be easier than
borrowing it.

5. Financial Education is key—and it is about people understanding the financial consequences of
actions, things that will or might happen or indeed things they want to happen.

Main Points

1. Access to banking services

— Action taken by the Government and the banking industry towards reducing the 1.9 million
households in the UK without a bank account.

— Access to banking services, including the operation, usefulness and regulation of basic bank
accounts, and access to cash withdrawals.

1. Access to banking services would be achieved almost universally if opening a bank or building society
or mutual account was made simple.

2. The 1.9 million households without a bank account in the UK could be reduced if there was a reduction
in the paperwork that it takes to open one. We believe there is a case for reducing the paperwork for opening
a bank account if the amount does not go over a certain amount. Once it does, and this should be encouraged
of course, the next stage of detailed questioning begins. Once an individual starts saving they see the rewards
(higher interest rate the more they save)—we need to address those who are currently unable to access this
financial benefit.

3. Some institutions might be resistant to what they see as less well oV customers since they do encourage
small account holders but they must become part of the long term plan to increase people’s financial
awareness and education to recreate the savings culture.

2. Access to aVordable credit

— Measures to enable households excluded from mainstream credit to have access to aVordable
credit.

— The role of credit unions and community development finance institutions.

— The provision of interest-free loans from the Social Fund.

1. There is a very important role for credit unions and community development finance institutions but
before these are promoted, the issue of rogue loan companies needs to be addressed alongside that of
financial education. Credit unions and community development finance institutions simply do not have the
finance to compete on advertising and marketing as others so a quick step to curb the irresponsible lenders
needs to be taken as a matter of urgency. Bona fide credit unions and community development finance
institutions need to be able to compete at rates they can compete on, which their customers from less well
oV families can aVord.

2. The provision of interest free loans from the Social Fund must take up the opportunity given to the
authorities to educate the individual with the loan. Once in this system, that individual could begin to be
given basic household and spend/savings advice. .why the loan; how to pay it oV; what next; what do they
need . . .
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3. Financial education and access to financial advice

— The role of the Financial Services Authority, the Department for Education and Skills and others
in promoting and supporting improved financial education in schools, other educational
institutions and the workplace and the progress of the national strategy for financial capability.

— The provision and regulation of generic financial advice about debt and savings.

1. The Children’s Mutual is a prominent advocate and indeed provider of financial education for children
and their parents and takes an active role in pfeg. Any move to include basic financial education in the school
curriculum, through parent/children groups, places of higher education, would provide a benefit to the
whole social and economic welfare of the UK.

2. The objective should result in a significantly greater proportion of consumers being aware of the
importance of planning and reviewing their personal finance situation. They will understand the potential
financial consequences of (some certain, some possible, some desirable) events in their lives and the risks of
taking action AND of not taking action. A desired outcome should NOT be that consumers will be sold lots
of financial products, it may be that they buy more—that is diVerent.

3. Understanding the welfare state should be included in the strategy since a great deal of confusion over
saving for one’s own life style needs can come from consumers thinking the state will take care of it.

4. Basic financial education should include a Website that will prompt people to think about the future—
a calculator that people can use to forecast their needs—very simple but talking in language they understand
rather than product terminology ie events such as on average there are three school trips in a child’s life;
cost of clothing; holidays, times of unemployment, caring, so that families can plan for their life style.

5. When a family starts receiving child benefit, or it could be some other trigger, they receive a pack that
includes lists of the usual basket of household bills they need to think about (utilities, house insurance,TV
licence, car insurance, MOT, council tax etc). Those items that are generic and need paying for every year.

6. The Government now has an excellent peg on which to support financial education—the Child Trust
Fund. In three years time, children age seven will be in school and will all have a Child Trust Fund. Used
generically, teachers can begin to educate this and future generations of young people as to why it is
important to save and plan financially for everyday living.

7. The benefits of a better informed public are enormous—

(i) Better informed consumers would be more likely to save. In turn this will mean better value for
money as distribution costs (the largest proportion of the cost associated with a financial product)
will reduce, but much more.

(ii) The risk of both mis-selling and mis-buying will be reduced. It is more likely that consumers from
less well oV backgrounds will be engaged.

(iii) It is important to note that this is not just about the purchase of financial products. Consumers
who are more financially aware are more likely to pay oV debt, better understand their gas,
electricity and mobile phone bills and the most eYcient ways to pay and budget. They would
understand how “on the never never”, Hire Purchase, really works. We therefore believe that the
“less well oV” who do not have ready access to information about money and savings would benefit
enormously if financial capability projects were directed their way. This is the key audience.

(iv) Financial capability is not about buying a pension, for example, it’s about understanding that you
will have to have a strategy for paying your bills and enjoying life after you have stopped working.
It’s about helping people to help themselves. How many understand that paying for gas by slot
meter means they pay a huge premium on the cost of their gas supply.

8. Education needs to reach some of the financial services industry—the message being that we need a
culture change where it is not a matter of “selling to customers“”—its about customers knowing they need
financial assistance and come to seek it because they know they need it. The objective should be for
consumers to act and want to make decisions about their financial position.

4. Incentives and barriers to saving for people on below average incomes

— The operation of the Government’s Savings Gateway accounts programme.

— The impact of the Basic Advice Regime in encouraging saving.

— The extent to which decisions on saving are influenced by factors aVected by financial services
regulation, such as the cost of regulated advice, as opposed to other factors, such as the State
benefits system.

1. The Savings Gateway is a good incentive to save, particularly if it is built on with a system that takes
the individual’s initial savings pot from the Savings Gateway to say a cash ISA (a proven successful and
attractive savings mechanism), and eventually through to the benefits of an equity based ISA. If the
transition is smoothed people would soon find savings in more sophisticated products simple.
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2. The Basic Advice Regime is a good idea but it is not that basic and unless it becomes truly basic we
do think financial providers will use it. We would be delighted to provide further insight and ideas on this
if the Committee would like.

5. The role of the Government, the Financial Services Authority and other bodies and organisations in
promoting financial inclusion

— The work of the Financial Inclusion Taskforce, and the use of resources from the Financial
Inclusion Fund.

— Lessons from successful local or regional initiatives designed to address geographical
concentrations of financially excluded households.

1. Currently the financial services industry comes under the regulation or legislation of many diVerent
Government Departments, regulators and associations. We believe that the first policy to address is financial
education and urge that responsibility for this is placed under one umbrella organisation that has real
experience of what works. Pfeg. The financial services industry, alongside Government, would benefit from
encouraging financial inclusion but a culture and regulatory change is required to make it simple.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can contribute to
combating poverty and reducing barriers to employment

— The extent to which problems of financial exclusion can be tackled by actions in the sphere of
financial policy as opposed to wider policy developments relating to welfare policy, pensions
and benefits.

1. We think that the Child Trust Fund is a good example of Government policy that will promote
financial inclusion. It is universal in that every child from September 2002 will have access to financial
savings. A small amount can make every diVerence. If a young person has access to funds, for say driving
lessons which then means they are more employable, this has to be a good thing.

January 2006

Memorandum submitted by Citizens Advice

Executive Summary

— Citizens Advice welcomes the opportunity to submit evidence to the Treasury Select Committee’s
inquiry into financial inclusion. We are strong supporters of eVorts by government and the
financial and voluntary sectors to improve financial inclusion, since many of our clients are on low
incomes or benefits, or are disadvantaged in some way.

Access to banking

— Citizens Advice is appreciative of eVorts made by the banking industry to widen access to banking,
yet many CAB clients still find it diYcult to open a basic bank account for a number of reasons
including having insuYcient evidence of their identity and address, banks selling inappropriate
accounts instead and unnecessary use of credit scoring.

— It is not enough to tackle problems opening accounts. To ensure financial inclusion, problems
operating accounts also need to be addressed, including banks’ use of their right of set-oV and
administration charges for unpaid direct debits and overdrafts.

— Charges for obtaining cash, particularly in small amounts, seem excessive and unfair and
disproportionately penalise families who have low weekly incomes and who cannot aVord to
withdraw larger sums. Citizens Advice believes there should be wider access to transactions via the
network of post oYces.

Access to credit

— Credit use by people on low incomes is extensive but CAB evidence calls into question the
traditionally held view that people on low incomes can only access expensive sub-prime sources of
credit. Many of our clients on low incomes can access both mainstream and sub-prime sources
of credit.

— The suitability of a loan product is as important as the price of credit in determining aVordability.
There are cases of lending by both mainstream and sub-prime lenders where it is not clear that the
borrower would have been able to meet repayments from the outset of the loan.
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— CAB evidence suggests that borrowers on low incomes do not use price as the basis for their
lending decisions, rather they often use credit as a survival strategy to make ends meet. If this is
the case, providing low cost alternative credit might not be suYcient to significantly aVect the
aVordability of credit use.

— CAB evidence shows that it is not just the interest rates on home credit products that cause
problems. High APR rates exist in a range of credit products, including loans secured against
vehicles, hire purchase agreements, and cheque cashing and holding facilities.

— Problems with secured credit must be addressed in any financial inclusion strategy. People on low
incomes or with impaired credit histories can only release money locked up in their home by taking
out expensive secured loans.

— The social fund has a key role to play in extending access to aVordable credit. However eligibility
for budgeting loans and community care grants is restricted to people in receipt of certain means-
tested benefits.

— Citizens Advice has concerns about the government proposal to extend the DWP third party
deductions scheme to debts to third sector lenders. Our concerns include the viability, fairness and
cost of the scheme.

Financial education and access to financial advice

— People who are financially excluded tend to have lower incomes and thus it is arguable that the
ability to deal with simple financial matters such as borrowing and budgeting is even more critical
where one has limited financial flexibility. Equipping those people who are financially excluded
and have limited practical experience of choosing and using financial products to do so should be
integral to an eVective financial inclusion strategy.

— Activities to address financial capability of adults are likely to involve significant resources.
Citizens Advice believes that there are significant gains to the economy, the public sector and
financial firms and markets from investment in creating more confident consumers.

— We think that a simple solution to complexity in financial products and literature would be for all
firms, and government, to financial literacy proof all forms, leaflets and letters.

— Access to financial advice for people on low incomes is important and currently there is a gap in
provision. The Citizens Advice service is looking at providing generic financial advice for people
on low incomes.

Incentives and barriers to savings

— The most obvious barrier to saving for people in poverty is that their incomes are too small to
sustain anything other than essential spending. Capital limits and tariV income rules for means-
tested benefits do not encourage saving.

The role of the Government and other bodies in promoting financial inclusion

— Citizens Advice believes that tackling financial inclusion will only happen with action by
government, the public sector, financial firms in all relevant markets, regulators and a wide range
of bodies and organisations.

— Citizens Advice warmly welcomes the Government’s renewed strategy to address aspects of
financial exclusion, but believes that a longer-term strategy is needed to which all engaged partners
can work.

— In addition, the policy agenda described in the Government’s financial inclusion strategy needs
expanding to clearly encompass: a reform of the social fund; access to a full range of financial
services including insurance, mortgage borrowing, savings and pensions; action to improve
financial capability of consumers experiencing financial exclusion and; action to identify and
promote the business case for financial inclusion to UK plc.

Using financial inclusion to combat poverty and reduce barriers to employment

— CAB evidence shows that financial exclusion presents significant barriers to employment. Citizens
Advice considers that tackling financial exclusion could help with government priority policies
including reducing child and pensioner poverty and welfare to work.
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1. Introduction

1.1 Citizens Advice is the national co-ordinating body for Citizens Advice Bureaux in England and
Wales. We co-ordinate the largest independent network of free advice centres in Europe, providing advice
from over 3,000 outlets, ranging from GPs’ surgeries, hospitals, community centres, county courts and
magistrates courts. In 2004–05 the CAB service dealt with 5.2 million new enquiries. Of these enquiries
nearly 1.2 million were debt or finance-related.

1.2 The CAB service has two equal aims:

— to ensure that individuals do not suVer through lack of knowledge of their rights and
responsibilities or of the services available to them, or through an inability to express their needs
eVectively;

— and equally, to exercise a responsible influence on the development of social policies and services,
both locally and nationally.

1.3 Citizens Advice welcomes the opportunity to submit evidence to the Treasury Select Committee’s
inquiry into financial inclusion. We are strong supporters of eVorts to raise financial inclusion, since many
of our clients are on low incomes or benefits, or are disadvantaged in some way. For example, research by
MORI for Citizens Advice found that CAB users tend to be in social grades DE and the unemployed.70

1.4 Our comments cover a wide range of issues relevant to financial inclusion. The structure of our
submission mirrors the main headings detailed in the announcement of the inquiry, namely:

— access to banking services;

— access to aVordable credit;

— financial education and access to financial advice;

— incentives and barriers to saving for people on below average incomes;

— the role of the Government, the Financial Services Authority and other bodies and organisations
in promoting financial inclusion;

— the benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment.

1.5 We have not provided specific details of the many financial inclusion projects being carried out by
CABx in this submission but would be pleased to do so if requested.

1.6 Citizens Advice would like to take this opportunity to extend an invitation to the Treasury Select
Committee to visit a local financial inclusion project as part of this inquiry.

2. Access to Banking Services

2.1 A bank account is integral to eVorts to achieve financial inclusion as it acts as a gateway to other
financial products and services. Without a bank account individuals can be excluded from an array of
financial services. For example those who do not have bank accounts—the “unbanked”—face higher costs
on simple transactions like cashing cheques or paying for their fuel bills via a pre-payment meter, and find
it more diYcult and costly to purchase other financial products such as insurance or credit.

2.2 In 2002–03 around 8% of households in Britain were without access to any kind of bank account.
This equates to one in 12 households or approximately 2.8 million adults.71 In Scotland, where incomes are
lower than the rest of the UK and the Savings Gateway does not operate, 11% of people are without a
bank account.

2.3 To tackle the problem of the unbanked, the government announced that it was working together with
the banks towards the goal of halving the number of adults in households without a bank account—and to
have made significant progress in that direction within two years.72

2.4 Progress has been made by the banking industry in extending access to bank accounts, with over
1.5 million basic bank accounts having been opened since April 2003.73 However, CAB evidence shows that
many clients are still finding it diYcult to open basic bank accounts, with the most vulnerable people
frequently finding that there are obstacles placed in their way when they attempt to do so. A solution to this is
pressing, as the government intends to roll out reforms to housing benefit, which include payment of housing
benefit into bank accounts. Our report Banking benefits, explores the problems that many CAB clients
experience when trying to open and operate a bank account, and concludes that these problems threaten
the stated goal of halving the number of people without a bank account.

70 Financial Overcommitment, research study conducted for Citizens Advice by MORI, July 2003.
71 Promoting Financial Inclusion, HM Treasury, December 2004.
72 Pre-Budget Report 2004—Opportunity for all: The strength to take the long-term decisions for Britain, HM Treasury,

2 December 2004, p 100
Available at: http://www.hm-treasury.gov.uk/media/92B/F6/pbr04 chap05 282.pdf

73 Basic bank account growth continues, British Bankers’ Association, 24 November 2005.
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Problems encountered opening bank accounts

2.5 Our report shows that opening a bank account continues to be diYcult for many people. Between
April and September 2005, 73 bureaux submitting detailed statistics to Citizens Advice reported that over
a third of their enquiries about bank accounts—and by far the largest number—related to problems with
access.

2.6 The main problems CABx clients encounter when trying to open a basic bank account include:

— problems proving identity and address due to lack of acceptable documentation;

— the failure of banks to promote basic accounts;

— banks attempts to sell other accounts;

— lack of access to bank accounts for people in debt or bankrupts;

— delays in opening basic bank accounts; and

— upgrading basic bank accounts when this is not in their best interests.

2.7 The following evidence from bureaux highlights some of these issues:

A CAB in Sussex reported that a single man in receipt of income support and housing benefit was
unable to open a bank account because the local banks were not willing to accept a letter of
entitlement to housing benefit as proof of identity. As a result the client was unable to cash his
housing benefit cheques.

The same CAB was so concerned at the problems their clients were facing in this regard that they
organised a meeting with representatives from local banks. The issues discussed covered staV
training, basic bank literature, appropriate selling of products, the length of time to open an
account, possible systems for copying original ID documents and the need for a single list of
acceptable documents to prove identity and address. The CAB proposed that one way of safely
addressing this problem would be for banks to accept housing benefit notification letters from the
local council as proof of address, in the same way that they can (in theory) accept letters from
central government bodies (eg DWP benefits oYces or JobCentre Plus oYces). However, although
delegates agreed the meeting had been useful, only two local banks subsequently accepted housing
benefit letters as proof of address.

A CAB in Nottinghamshire reported that a client with schizophrenia and in receipt of income
support and disability living allowance went to a bank to open an account in order to receive
benefit payments from the DWP. The client was granted an account, but was also oVered a £2,000
loan, a £600 overdraft and use of a credit card. The client is now in financial diYculties.

2.8 It is only by re-thinking how basic bank accounts fit with banks’ other objectives that a major change
in their approach to the provision of basic bank accounts can be expected. To meet the goal of halving the
number of unbanked, banks must be given a real reason to promote basic bank accounts. Citizens Advice
therefore considers that the Financial Inclusion Task Force should commission a report to outline the
business case for banks to actively oVer bank accounts to people on low incomes.

2.9 More immediately, we also consider that a number of simple changes could make it much easier for
people to open bank accounts:

— Full credit scoring should not be used to determine access to a basic account.

— People opening a basic account rather than a current account should receive the same level of
service on the time taken to open an account.

— Banks should make publicly available information about the documents that will be accepted as
proof of identity to open an account.

Problems encountered using bank accounts

2.10 Making the process of opening a bank account more simple and straightforward is a necessary
condition for moving towards financial inclusion but is not the only requirement—the banking products on
oVer also need to be appropriate to meet customers’ needs. CAB clients experience problems operating their
bank accounts due to certain features of bank accounts, including:

— Banks appropriating money in accounts to pay other debts owed to them.

— The timing of direct debits, standing orders and administration charges.

2.11 The following cases demonstrate the impact of these practices:

A Humberside CAB reported that a lone parent who was expecting another baby, was shocked to
discover that £400 of her social fund maternity grant had been transferred out of her bank account
to pay other debts to the bank, leaving her with about £30 to live on. The bank told her that even
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though they had accepted her oVer of repayment towards the debt, they would check her account
regularly and take any money they found in it. As a result the client could not buy anything for
her unborn child.
A West Midlands CAB reported that a client was charged over £100 in unpaid direct debit fees
because direct debits were debited from his account before his tax credit entitlement was paid in.

2.12 Problems operating accounts can have a significant detrimental impact on eVorts to promote
financial inclusion. If people have negative experiences operating a bank account, or find that they are being
financially penalised for opening an account, they may choose to opt out of mainstream financial services.
Citizens Advice recommends that:

— Banks should not exercise their right of set oV from basic bank accounts. This is because the
customer may have other payments to make which are of greater priority such as rent, mortgage,
council tax or fuel.

— Banks should refund any money they have appropriated through the right of set-oV to a customer
who can demonstrate that these actions have left them in financial diYculty.

— The OYce of Fair Trading’s (OFT) investigation of “unfair” credit card charges74 should be
extended to examine charges for failed direct debits levied on basic bank accounts.

— All banks should oVer a buVer zone of £10 on their basic accounts.

— All banks should oVer budgeting advice when setting up accounts.

Access to cash withdrawals

2.13 Citizens Advice has identified the growth of charges for use of cash machines as an additional risk
to financial inclusion. Charges for obtaining cash, particularly in small amounts, seem excessive and unfair
and disproportionately penalise families who have weekly low incomes (ie those on benefits or in the low
pay economy) who cannot aVord to withdraw money in larger sums. For example:

A CAB in Derbyshire reported that a disabled woman in receipt of benefits lived in a small village
with no free cash machine. There were two fee-charging machines, one charging £1.50 per
transaction and the other £1.30. As a result the client was living on a reduced income, when she
needed every penny to make ends meet.
A CAB in Kent reported that one of their multiple debt clients lived in a village outside the town
where the only cash machine, which charged £1.50 per transaction was situated in the local post
oYce. As the client needed to budget very carefully due to her debts, she only withdrew small
amounts, paying a significant fee each time, which could have been better used on her essential
expenditure.

2.14 We welcome the recent changes to the LINK Code of Practice to ensure all ATMs provide clearer
information to consumers on charges,75 and hope to work with LINK later this year to check cash machine
operators are complying with the new requirements. However, we would like to see further changes to make
it very clear which machines charge. We agree with Nationwide Building Society that there should be a clear
distinction between fee-charging and free cash machines by means of red and green signs.

2.15 To extend free access to cash, Citizens Advice believes that all current account holders should be
able to withdraw cash over the counter at Post OYces.76 If individual banks remain reluctant to oVer this
facility, we consider that Post OYce Ltd should become a member of LINK for this to happen. Enabling
all bank customers to withdraw their money from the post oYce would provide greater convenience for bank
customers. It would also potentially throw a lifeline to rural post oYces that have seen a major reduction
in their business following the introduction of payment of benefit into bank accounts, and who are
threatened with finding alternative revenue streams when government subsidy is scheduled to end in 2008.

3. Access to Affordable Credit

3.1 In this section we look at access to commercial sources of credit for people on low incomes, the social
fund and the role of the DWP third party deduction scheme in extending access to aVordable credit.

Access to commercial sources of credit for people on low incomes

3.2 Our evidence calls into question the traditionally held view that people on low incomes can only
access expensive sub-prime sources of credit. We consider that there is a complex relationship between low
income, exclusion from mainstream credit and use of more expensive sub prime credit products. Our
evidence shows that there are the following three broad categories of borrowers:

74 On 26 July 2005 the OFT wrote to eight major credit card companies to consult on its provisional conclusion that the levels
of default charges they impose (eg for late payments) are excessive. Further information available at: http://www.oft.gov.uk/
News/Press!releases/2005/135-05.htm.

75 See http://www.link.co.uk/atm/signage.htm
76 Currently all basic bank account holders can access their money over the counters at Post OYce branches, but only current

account holders with the following bank and building societies can do so: Barclays, Lloyds TSB, Alliance & Leicester,
Co-operative Bank, Bank of Ireland, Clydesdale, Cahoot, Smile, Nationwide and First Direct (Scotland only).
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Excluded from mainstream credit and using alternative lenders

3.3 There is a considerable amount of research showing how people in receipt of low incomes and/or with
a poor credit history use alternative higher cost lenders rather than seeking credit from mainstream high
street providers, and this is strongly reflected in CAB evidence:

A CAB in Surrey reports the case of a disabled woman who was a single parent of 3 children, two
of whom had special needs. She was in receipt of benefits and had taken out unsecured loans
charged at an APR of 77%. She told the CAB that she could not get credit elsewhere as she had a
poor credit record due to debts run up by her ex-husband.

Low income or poor credit history but able to access mainstream credit with few checks as to the suitability of
the product oVered

3.4 Not all people in receipt of low incomes or with poor credit histories (or current debt problems) are
excluded from mainstream credit. A further and much larger body of CAB evidence shows how people in
these circumstances are frequently oVered credit by mainstream lenders but in a way that takes little or no
account of the suitability of the product for borrowers’ needs or for their ability to keep up with repayments
of the credit oVered. Credit can include personal loans, credit cards, store cards and overdrafts as the
following case shows.

A CAB in County Durham reports the case of a single woman who was the guardian and carer of her
disabled young grandson. She was in receipt of income support, housing and council tax benefit and
disability living allowance in respect of her grandson. She had been living on means tested benefits for many
years and had previously received debt advice from the bureau. She returned for further help with new debts
from store cards, credit cards and an overdraft from a high street bank. She had recently been granted a
loan of £3,500 with this bank even though she already had an overdraft and significant credit card balance
with them. The bank should have been aware of her income status as her benefits were paid into her current
account with them.

Borrowers using both mainstream and alternative credit products

3.5 Survey data compiled by NOP World for the Competition Commission inquiry into the home credit
market showed a significant number of the respondents using mainstream credit products at the same time
as borrowing from home credit, for instance 14%were using credit cards as a further means of borrowing77.
It is notable that this simultaneous credit use was reported both by respondents with full service bank
accounts and those with basic bank accounts or Post OYce card accounts (albeit a lower proportion).

A CAB in Worcestershire reports the case of a disabled woman who visited them for debt advice. Her
income came from a state retirement pension, pension credit and disability living allowance and she lived
in rented accommodation. She had 22 credit debts totalling over £24,000. This included: nine catalogues,
five store cards, three mainstream credit cards, three sub-prime credit cards, one near prime mainstream loan
and one loan from a home credit provider.

3.6 This evidence suggests that while a credit divide exists, its boundaries are not clearly defined by receipt
of a low income or poor credit histories alone. While this evidence gives no clear indication of why credit
exclusion seems to operate in such a manner, it does allow us to make the following observations:

— Credit use by people on low incomes is not necessarily modest, with relatively large borrowing
from both mainstream and alternative sources in some cases. It is the ability to repay credit, rather
than the need to finance large or ongoing purchases that is modest.

— With both mainstream and alternative lending, the suitability of the loan product is as important
as the price of credit in determining aVordability. There are cases of lending by both mainstream
and sub-prime lenders where it is not clear that the borrower would have been able to meet
repayments from the outset of the loan.

3.7 The current credit information regime might itself play a part in creating an insider-outsider credit
market. CAB evidence suggests that borrowers often try to avoid default (and hence stay inside the
mainstream system) by using one credit product to pay another. Lenders play a similar game through
oVering consolidation lending to borrowers rather than forbearance. Again such lending appears to be
unsuitable for the borrowers needs in many cases reported by CABx.

3.8 Our evidence also suggests that low income borrowers might not use price as the basis for their lending
decisions. In some of the cases borrowers seem to be taking what comes their way—a kind of credit survival
strategy for persistent low income and dependency on credit to make ends meet. If this is the case, providing
low cost alternative credit might not be suYcient to significantly aVect the aVordability of credit use. A wider
strategy of financial inclusion will be necessary.

77 Home Credit Customer Research, Competition Commission 2005.
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3.9 CAB evidence shows how mainstream credit often levies a large cost on borrowers’ financial
diYculties. This is not necessarily the case in all forms of alternative credit. AVordable credit strategies must
do more than attempt to integrate low income borrowers to the mainstream; mainstream credit providers
need to be better integrated to the needs of financially excluded borrowers.

CAB evidence on alternative credit

3.10 A good deal of the recent focus on problems with high cost alternative credit has fallen on interest
rates generally and the home credit sector in particular. However, this provides an incomplete picture of the
problems with alternative credit reported by CAB clients. High APR rates exist in a range of credit products,
including loans secured against vehicles, and cheque cashing and holding facilities as well as doorstep
personal loans.

A Shropshire CAB saw a client who had been persuaded to take out a loan secured against his car. The
client met the lender in a car park at night. He was desperate for the money so agreed to hand over his car
log book as security for a loan of £1,000. The APR on the loan is 323%.

A CAB in the South of England was visited by a woman who was a single parent in receipt of income
support. She was also receiving support and medication for long-term mental health issues. She was
struggling with debts and her income support was being swallowed up by her overdraft. In order to pay for
groceries for her and her son she was writing post-dated cheques with a cheque cashing company. She had
a credit agreement with them and the APR was 352.34%. She has now run into further diYculties because
her cheque bounced because of her overdrawn account. The cheque cashing company kept presenting the
cheque which meant that she kept on incurring additional charges as well as the £5 charges that the cashing
company issue every time a cheque fails to clear.

3.11 This last case shows how it is not just the headline APR that can make credit expensive as additional
charges following default or other events in the life of the agreement can have a huge eVect on the amount
people pay for credit. Given that a recent DTI report showed that people in receipt of incomes below £9,500
are disproportionately likely to satisfy a range of over-indebtedness indicators, it is likely that these costs will
fall most heavily on the people most vulnerable to financial exclusion78. CAB evidence shows how additional
charges can contribute to spiralling indebtedness.

A CAB in South East Wales saw a woman who had bought an item from a catalogue about three year
ago for £8.99. Due to ill health she entered a residential care home for three months, which caused a delay
in her paying the bill with her credit card. The catalogue company added administration charges and sent
the account to a debt collector who presented the woman with a bill for £337.

3.12 CAB clients also report problems with creditors in the sub-prime hire purchase sector. The headline
APR rates are lower, but agreements tend to be of longer duration and are secured by the lender’s power
to take repossession of the goods. In many of the cases reported, the borrower has entered into high cost
credit to purchase basic household goods.

A CAB in South London reports the case of a woman who had signed a HP agreement for a cooker. She
had literacy diYculties but could sign her own name. She thought she was buying a new cooker but it turned
out to be a used cooker. She also thought the agreement was for a year but it was actually for three years
with an interest rate of 42%. When she realized this she tried to get the agreement changed but the
company refused.

A specialist CAB debt advice service in Yorkshire saw a client who had purchased a second hand sofa on
a hire purchase agreement. The cash price was £644.77 and the credit charge was £251.23. The client was
given no option to opt out of the “optional service cover” and “damage liability cover”. This brought the
total amount payable over 140 weeks to £1,265.60. The client was unable to meet the weekly payment out
of his retirement pension.

3.13 In addition, CAB clients in financial diYculties have reported facing excessively aggressive and in
some cases illegal action by lenders seeking to force payments and recover goods subject to hire purchase
agreements.

A CAB in the West Midlands advised a 58 year old woman who had taken out an HP agreement on a
three piece suite. She had been a customer of the lender for eight years and never had a problem, but her
husband lost his job and she could no longer aVord the full repayments. The lender refused to negotiate and
threatened to repossess the goods, although they would have required a court order to do so as the woman
had paid over a third of the agreement price. However the lender began to harass the woman and its
employees were caught trying to gain access to her house by climbing through the living room window even
though this was clearly an illegal act.

78 Over-indebtedness in Britain, DTI 2005.
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Secured lending

3.14 CAB evidence shows how people on low incomes or with impaired credit histories also have
problems with accessing aVordable secured credit both for home purchase and for equity release. The credit
oVered is often charged above mainstream mortgage rates, and in some cases the contractual repayments
have risen sharply after an initial period catching the borrower by surprise and causing financial diYculties.
Borrowers also report suVering harsh and intransigent collection practices when they have fallen into
financial diYculties.

A CAB in Nottinghamshire was visited by a man who had taken out a mortgage with a sub-prime lender
several years ago. The interest rate was initially set at 7%, but rose to 10% shortly afterwards. This increased
his contractual repayment to a level he could not aVord. On falling into arrears the lender added another
£65 to the debt as an administration fee. The man made enquiries about changing to a diVerent mortgage
but was told that high redemption fees would add to his financial diYculties. He told the bureau that he
hadn’t approached a mainstream lender as he had a county court judgment and thought that they would
not consider him.

3.15 The government has stated its policy intention to extend homeownership to more people on low
incomes. While Citizens Advice supports measures to help people achieve their choice of aVordable housing,
we are concerned that some borrowers may see their home ownership dreams founder against expensive
credit and bad practices by their lenders. We are not convinced that access to aVordable mortgage credit or
protection against the threat of possession for arrears is suYcient for this group of borrowers.

Recommendations and conclusions on access to commercial sources of credit

3.16 AVordable credit must be fair credit: Interest rates, charges and lenders’ practices all play a part in
determining the cost of credit for borrowers. In too many cases reported by CAB clients one or more of these
factors seems to work to the borrower’s detriment in a manner that can be described as unfair. Therefore
Citizens Advice welcomes the unfair credit relationships test in the Consumer Credit Bill that will replace
the current inadequate extortionate credit rules. We believe that the unfair credit provisions can play a
central role in increasing the aVordability of credit for low income borrowers in particular but this will
depend on how the new rules are implemented.

3.17 The government has suggested that the transitional period between commencement of clause 20 of
the Consumer Credit Bill and the unfair credit provisions coming into force might be extended for some
classes of agreement. We are concerned that this would shield ongoing bad practices from scrutiny and
undermine the aVordable credit impact of the Consumer Credit Bill.

3.18 The new powers contained in the Consumer Credit Bill to give the OYce of Fair Trading additional
powers to tackle unfair practices by consumer credit license holders are welcome. Currently the OFT has
very limited powers to tackle unscrupulous lending and debt collection practices. However the OFT has
often been unwilling or unable in the past to use its existing powers. Citizens Advice considers it is vital that
the OFT be prepared to use its licensing and injunctive powers to both address persistent bad practices and
to establish minimum standards of conduct for lenders.

3.19 The government has stated that the unfair credit provisions include a duty on lenders to lend
responsibly. Citizens Advice believes that the suitability of credit products for a borrower’s needs should be
central to this duty. Lenders should therefore ensure that their credit products are aVordable, both in terms
of a borrower’s capacity to meet contractual repayments and the cost structure of the product, particularly
with respect to default and administration charges.

3.20 Alternative credit sources must not repeat the same problem: It is important that third sector lenders
properly understand the environment they operate in. For instance, we recently received promotional
material from a community finance project oVering loans at over 20% APR for the purpose of clearing other
debts where the examples given were non-interest bearing, or would likely carry interest at a lower rate. Such
short term solutions can potentially leave borrowers in a worse position in the long term. Third sector
lending must be connected to wider advice and financial capability strategies or debt problems might
actually be exacerbated by inappropriate lending.

3.21 Problems with secured credit must be addressed in any strategy to tackle financial exclusion. While
homeowners have seen their wealth hugely increase with rising house prices, people in receipt of low incomes
or with impaired credit histories can only realise this asset by taking out expensive secured loans. With CAB
advisers now reporting increased numbers of arrears cases and possession actions relating to secured lending
(much of which is sub-prime or near prime), we believe that access to aVordable secured credit is also a key
issue for a financial inclusion strategy to consider.
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Social Fund

3.22 The government is considering what a social fund for the future might look like, and wants to
explore ways in which the social fund could do more, both in the context of improving financial inclusion
and promoting independence.

3.23 Citizens Advice would like to see much wider eligibility for social fund loans and grants. Budgeting
loans and community care grants are currently restricted to people in receipt of income support, income-
based jobseekers allowance or pension credit. Yet people getting incapacity benefit, who may have been ill
for a long time and whose incomes may be the same as people on income support, cannot apply for a loan
or a grant. People getting child tax credit are also ineligible. There is a case for reviewing whether anyone
on a low income should have access to loans and grants from the social fund.

A Surrey CAB saw a client who is married with two young children. He was made bankrupt and as a result
he lost his house and sold most of his possessions to clear his debts. He is currently being housed along with
his family in temporary council accommodation. Meanwhile, he, his wife and two children all sleep in the
same bed. He would like to apply for a community care grant so that he can buy beds for his children. He
is reluctant to apply for a crisis loan as he is worried about getting into debt again. However, he is on
incapacity benefit which is not a qualifying benefit.

A Somerset CAB saw a young woman with a two year old child who had just been oVered a house after
many months living in a women’s refuge. She had had to flee her home quickly and was advised by the police
that it was unsafe for her to return. The client left her abusive situation with debt and was loathe to take
more on by applying for a crisis loan. She needed money to furnish her flat but because she was working,
part-time and for a low wage, she was considered ineligible for a community care grant.

3.24 We are concerned that the size of social fund budgets is too small to meet the needs it sets out to
deal with. Many people in genuine need are refused help purely because of priority criteria which can vary
depending on the amount remaining in local budgets.

3.25 The social fund remains poorly focussed. Crisis loans are often paid to people who are entitled to
Income Support and other benefits. The Public Accounts Committee reported, in November 2005, that 40%
crisis loan spend went on “alignment payments”, to people without money who have made a claim for
benefits. Our evidence suggests that this will have increased further, as a result of extensive delays to benefit
payments following the introduction of Jobcentre Plus’ new system for claiming benefits. This money is
therefore not available for other people in need of an emergency loan. Benefit applications should not be
subject to (often lengthy) delays, but we recommend that there should be a fast-track scheme to provide
interim payments to people who appear to have a valid claim for benefit.

3.26 Over-reliance on telephone applications at Jobcentre Plus has made matters worse, with people
being told they cannot make any claim in person but must use a phone service—which has frequently been
inaccessible. The current system leaves vulnerable people exposed.

A homeless client had no money and asked the bureau for help in making a phone call for a crisis loan.
It took 10 minutes to get through and then he was cut oV. Eventually, the client walked the eight miles to
the nearest Jobcentre Plus oYce. He returned to the bureau to say that he had been advised to stand outside
a certain phone box at 11am and he would receive a decision by telephone. He waited 25 minutes but no
call came, and he returned to the bureau in desperation.

Third party deductions scheme

3.27 The facility for direct deductions from benefit for debts and ongoing commitments has been and
remains essential for many benefit claimants. It allows them to prevent repossession and homelessness,
safeguard supplies and enable them to pay, and their creditor to receive regular, if small, payments towards
their debts and avoid further debt recovery action and transaction costs such as court fees.

3.28 In the 2004 Pre-Budget Report, HM Treasury proposed to extend the DWP’s third party deduction
scheme to debts to private sector and third sector lenders where normal repayment arrangements have
broken down.79 This is one of a package of measures aimed at improving access to aVordable sources of
credit for people on low incomes. Access to the third party deduction scheme could reassure lenders that
the money they lend will be repaid, and encourage them to lend to more people on low incomes at better
rates of interest. It could also reassure the consumer that if they do fall into arrears they can avoid formal
debt recovery action and costs via the scheme.

3.29 However, we have a number of concerns about these proposals. Firstly, the scheme may not
necessarily ensure that lenders will get their money back if the borrower defaults. Although the borrower
may have been in receipt of a qualifying benefit at the time the loan was taken out, this may not be the case
if s/he falls into arrears during the currency of the loan. Alternatively the lender might discover when the
borrower fell into arrears that direct deductions were not possible because of the maximum deductions rules
(there is a maximum deduction for arrears of £8.40 per week. Where deductions for arrears exceed this
amount, they are made in a set order of priority and those for third party lender debts will be last in the list.)

79 Promoting financial inclusion, HM Treasury, December 2004.
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3.30 Secondly, we consider that it is unacceptable for deductions to private sector lenders to be set at the
same rate as deductions for the priority debts—rent, council tax, child support, magistrates court fines, fuel
and water—currently in the scheme (5% of the income support personal allowance for a person aged 25 or
over—currently £2.80 per week). Research by Citizens Advice into the available income of CAB debt clients
shows that 40% of our debt clients on income support have no money left after their essential expenses to
repay their credit debts. Token repayments of £1 per month is all that they can realistically aVord.

3.31 Thirdly, we have concerns at the substantial cost of establishing the scheme, with £10 million of the
Financial Inclusion Fund earmarked for this purpose.80 This represents 8% of the total Financial Inclusion
Fund, and 22% of the amount allocated in the Fund to expand access to face to face debt advice, yet there
is no detail as to how this money is to be spent. In these circumstances, Citizens Advice considers that the
Treasury Select Committee should require DWP and HM Treasury to provide a detailed breakdown of how
this £10 million is to be spent.

3.32 Finally, we consider that it is vital that the government consults publicly about the reforms beyond
the social lending sector and the credit industry. This is because the proposal is, in some respects,
controversial and one which may not deliver on its stated intentions.

3.33 On a more fundamental level, we consider that it would be wrong to extend the third party deduction
scheme without first undertaking a thorough review and revision of the existing scheme. Citizens Advice set
out the main problems with the current scheme in Take it Away, CAB evidence on the DWP third party
deductions scheme and financial inclusion, which was published in March 2005. Since then we have been
working with NCC, Help the Aged, Consumer Council Water, Water UK, energywatch and the Energy
Retail Association to lobby DWP and DEFRA to revise the current scheme along the following lines:

— Use of the third party deductions scheme as a budgeting tool by oVering it as a payment option
of choice not as a repayment arrangement of last resort.

— Allow consumers to join the scheme and remain on the scheme when they are not in arrears so that
they do not build up debt.

— Extend the scheme to include all income replacement benefits (including tax credits) to widen the
numbers.

— Allow consumers who move from one benefit to another to remain on the scheme to encourage
continuing bill payment.

4. Financial Education and Access to Financial Advice

Financial education

4.1 Over the past few years Citizens Advice, together with other key agencies, such as the Financial
Services Authority have highlighted the problem of a growing gap in financial literacy skills amongst the
population at large.

4.2 There is a wide range of research and evidence from the public, private and voluntary sector
illustrating this, for example an FSA study in 2004 (NOP Consumer Research) found that just over a quarter
of all adults said that they did not think they were good at managing money, and one third said that they
would prefer not to think about planning their finances at all. Two out of three consumers feel that financial
matters are too complicated for them (FSA, Better informed consumers, 2000). Research for Citizens Advice
has found that 23% of people with credit and loans have no idea how much they owe. (Mori, Financial over
commitment, 2003).

4.3 Consumers pay a high price for being ill informed and unconfident when making crucial financial
decisions. In a report from Citizens Advice in 2001 we estimated that lack of financial literacy was costing
individuals and the wider economy at least:

— £4 billion paid in unnecessary interest on consumer credit because consumers were not able to
evaluate the best deal for them;

— £4.5 billion in inappropriate debt consolidation borrowing; and

— £3 billion in unclaimed income from means tested benefits.

4.4 It is of great concern to Citizens Advice that consumers have continued to accumulate very significant
levels of personal borrowing with no discernible matching improvement in their financial capability. Every
day CABx are advising people on significant debt problems the scale and nature of which could have been
reduced, or even averted completely if consumers had greater ability to deal with financial matters eVectively
and make better financial decisions.

4.5 Arising from this concern Citizens Advice Bureaux throughout England and Wales are responding
by creating local financial education services. In addition to helping people solve money problems through
debt advice and providing public information more and more we are helping adults and young people to

80 Pre-Budget Report 2005—Britain meeting the global challenge: Enterprise, fairness and responsibility, Paragraph 5.48.
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develop the skills to manage their finances eVectively. Activities range from delivering sessions to young
people in schools to running structured courses for adults in the community. We can provide the Committee
with a full directory of all the local services we are aware of.

4.6 We have been delighted to be able to work with the major financial firm Prudential plc to create a
national project, Financial Skills for Life, now entering its fourth year, to enable us to give leadership to the
work of bureaux in this area and to build capacity by identifying best practice and evaluating what works.

4.7 We want the CAB service to play an increasing role in preventing debt and other financial problems
arising through financial education in the community. Bureaux will require the resources to deliver more in
this area. Our own strategy is aimed at:

— continuing to identify and promote best practice amongst our bureaux;

— developing a clear set of standards for these services in terms of level of service and approach,
including identifying a level of service or activity that any CAB could take on with minimal cost/
additional resources (this is likely to be achieved through community/public information
initiatives and media work); and

— developing and increasing our work in partnership with others who want to help us make more of
a diVerence to people with.

4.8 We expect our focus to be mainly on working with financially and socially excluded adults, reflecting
our client base.

4.9 The issue of financial capability is as critical to consumers who are financially excluded, as to any
other consumer. People who are financially excluded tend to have lower incomes and thus it is arguable that
the ability to deal with simple financial matters such as borrowing and budgeting is even more critical where
one has limited financial flexibility. In addition, for those people who are financially excluded and have
limited practical experience of choosing and using financial products equipping them to do so should be
integral to an eVective financial inclusion strategy.

4.10 Citizens Advice has actively supported the initiative by the Financial Services Authority to establish
a Financial Capability Strategy for the UK. We have been represented on the steering board and many of the
working groups created by the FSA. In addition a number of Citizens Advice projects have been identified as
pilots for the formative stage of the FSA strategy. We are very keen to see progress with this Strategy. We
support the focus of the Strategy on education, information and advice—all three elements are important,
financial capability will not improve simply through giving information. However so far it is not clear to us
how much consumers who are financially excluded are properly encompassed within the strategy. Activities
to address financial capability of adults are likely to involve significant resources. We think there are
significant gains to the economy, the public sector and financial firms and markets from investment in
creating more confident consumers—but it appears the business case to UK plc has yet to be fully
appreciated.

4.11 More widely regulation and business practice in terms of product design, terms and conditions and
sales and advice practices on the part of firms can play a huge role in addressing financial capability of
consumers. FSA and other research has highlighted that financial firms are the most significant source of
financial information for consumers. Firms have the most potential to reach consumers at large. If products
are designed with no regard to the level of financial literacy of consumers, issues such as small print and
unfair and inexplicable terms can frustrate consumers from understanding products and choosing
eVectively. This was highlighted for us in our recent report of a pilot project where independent financial
advisers, IFAs, provided advice pro-bono to CAB clients. In this case many of the enquiries they dealt with
involved the need for “translation” to take place between the firm and the consumer who could not
understand letters and contracts sent to them.

4.12 We think that a simple solution to complexity in financial products and literature would be for all
firms, and government, to financial literacy proof all forms, leaflets, letters—making it a policy to produce
clear, simple products and communications where these are addressed to individual consumers. Regulators
should also be looking for this approach on the part of firms they regulate.

Access to financial advice

4.13 In addition to education, individual advice on financial matters is important, and as important in
our view for people who are financially excluded, and have less practical experience to draw on. It has been
widely acknowledged that there is a gap in the provision of financial advice for people on low incomes. In this
context we distinguish between financial advice on choosing and using financial products such as insurance,
savings or borrowing and money advice to deal with problem debts.

4.14 Citizens Advice would like to move away from our traditional role of emergency help with debt to
a more preventative role. Many Citizens Advice Bureaux already have financial literacy projects. We feel
that the provision of free generic financial advice to low and middle income groups would assist consumers
be more confident with their finances. Our vision for the CAB service is to have suYcient resources to deliver
a holistic financial service giving financial literacy, financial and debt advice to low and middle income
groups, in partnership with others where appropriate.
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4.15 We would not see CABx oVering specific financial advice, potentially resulting in consumers
selecting a specific financial product. However, there may be potential for CABx, if properly resourced, to
develop generic financial advice services for their clients.

4.16 Generic Financial Advice (GFA) stops short of product related advice, and as such is not regulated
by the FSA. As a stand-alone service it is not provided at the moment by any organisation.

4.17 The review of the Financial Services and Markets Act 2000 has brought some de-regulation of
financial advice provided by not for profit agencies such as the CAB service, thereby allowing debt advisers
to give advice on mortgages, credit, insurance and Child Trust Funds. This is a welcome step as it frees our
advisers to give advice on relevant debt related financial matters but simply cutting CABx out of FSA
regulation does not mean services can or will be provided. Our advice services are quality assured, and
underpinned by liability insurance and all advisers are trained and supported to deliver quality advice to the
public. To bring new areas of advice giving into the scope of our core service would require additional
training and support to ensure quality of advice is maintained. Our money advice services are consistently
over-subscribed and any extension of our services would be extremely diYcult and could only be achieved
with substantial long term funding. Money advisers are certainly interested in oVering more preventative
financial advice services but would, rightly, not want to drift into this area of advice in an amateurish
fashion, without the proper resources and support (see research by the FSA Widening the Scope, 2003).

4.18 Citizens Advice has been exploring whether we could bring financial advice within the reach of our
clients through partnership working with IFAs. We have just completed a small scale pilot project working
with IFAs on a pro-bono basis to deliver free GFA to people on low and middle incomes. The pilot has
demonstrated beyond doubt that there is a real need for generic financial advice among this group that
current provision has failed to meet. It has also demonstrated the success of IFAs working pro-bono in
partnership with Citizens Advice Bureaux and their clients to meet this need. We are now looking for
funding to conduct a larger scale and longer term project to test and evaluate this further.

5. Incentives and Barriers to Saving

Barriers to savings—the benefits system

5.1 Few CAB clients have savings or assets. A 2004 survey of CAB debt clients found that 44% had assets
and only 10% had savings in a bank or building society accounts.

5.2 The most obvious barrier to saving for people in poverty is that their incomes are too small to sustain
anything other than essential spending. Benefit levels are extremely low. People on income support might
receive as little as £56 a week to meet all their living expenses except rent. People on incapacity benefit, even
those with children, might get as little as £4,000 a year to live on.

5.3 The capital rules that apply to benefits also act as a structural disincentive to save. Citizens Advice
welcomed the Government’s decision to raise the capital limits from £3,000 to £6,000, announced in the
Budget 2005. From April 2006, people receiving income support or jobseeker’s allowance will be able to
hold twice the amount of capital before benefit is reduced. But the rules on “tariV income” remain the same;
that is that every £250 of savings over the £6,000 is assumed to produce a weekly income of £1. These rates
of return are unrealistic. Currently, once a person has £6,000 in capital, they are assumed to be receiving a
rate of return of 10.4%. The base rate is 4.5%. From April 2006, the same tariV income will apply on capital
over £9,000, even after the capital limits have risen. In contrast, the tax credits system takes into account
actual income from savings and investments. This is a much fairer system, which should be adopted by the
benefits system.

5.4 Another obstacle to saving is the rules relating to deprivation of capital. If people are considered to
have intentionally got rid of their savings in order to qualify for means-tested benefits, they are deemed to
have “notional capital”. The incorrect or unfair application of this rule causes considerable anxiety and
upset, and serves as a disincentive to saving.

A CAB in Bedfordshire saw a couple, the husband was out of work and spoke little English, the wife was
disabled and in receipt of benefits. The wife had a joint savings account with her son and two ISAs in her
name. The couple also had a joint bank account with just over £3,500 balance. All this is deemed to be their
capital so the husband was not entitled to income-based jobseekers allowance. They felt they needed the
money for family expenses however, they were also aware that the capital limit for income based jobseekers
allowance was £8,000 and that if they spent some of their capital it could well be deemed deprivation of
capital. They were so frightened and worried about reducing their capital below the £8,000 limit that they
were not spending money on necessities.

A CAB in Greater Manchester saw a client who had applied for housing and council tax benefit on the
advice of the bureau, when she moved into sheltered accommodation. She had been living with her son who
now owned the client’s former marital home (sold eight years ago). The client received the benefits but was
shortly informed that her benefits were being suspended pending an investigation into the client’s former
marital home. The local authority initiated the investigation on the basis of deprivation of capital, even
though the client has never claimed HB or CTB before and despite the fact that the client sold her home
some eight years previously.
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6. The Role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion

6.1 In the joint pamphlet Beyond bank accounts81, Citizens Advice and IPPR described financial inclusion
as being when “citizens have access to appropriate financial products and services and the opportunity,
ability and confidence (and appropriate support and advice) to make informed decisions about their
financial circumstances, as would be regarded as a minimum to organise their finances in society eVectively.”

6.2 This means that tackling financial inclusion will only happen with action by government, the public
sector, financial firms in all relevant markets, regulators and a wide range of bodies and organisations.
Financial inclusion is a shared responsibility and should be a shared goal between bodies as varied as
Jobcentre plus and the pension service, the National OVender Management Service, registered social
landlords, third sector lenders, mainstream lenders, insurers, mortgage lenders, local government, the OYce
of Fair Trading, the Financial Services Authority and many others.

6.3 Citizens Advice considers that Government departments with an interest in financial inclusion to help
them meet their policy goals should include ODPM, the DTI, the Home OYce and the Treasury.
Departments concerned with tackling poverty, protecting consumers and ensuring fair markets, building
safer and better communities and a healthy economy all have a stake in this and can help.

6.4 In Beyond bank accounts we argued for a political champion to achieve consensus across government
and further action to join up government policy. More widely we considered that full financial inclusion
would only be realised by a number of stakeholders improving their performance. We wanted to see an
agenda encompassing action on improving financial literacy; improving access to advice; better access to
aVordable credit, including a thorough overhaul of the social fund; market reforms to deliver and promote
simpler products; responsible lending practices; partnership work with trusted intermediaries and
commitment across the public and private sector.

6.5 Citizens Advice have, therefore warmly welcomed the Government’s renewed strategy to address
aspects of financial exclusion, including through the investment of £120 million in the development of
capacity in the third sector lending market and the substantial amount of new funds which are in the course
of being distributed for face to face money advice (totalling £52 million over the three year life of the fund).

6.6 We understand that the bids made from all sources for the money advice funds have significantly
exceeded the available funds at the expressions of interest phase in Autumn 2004. There is significant unmet
demand for money advice to help low income households deal with problem debts and these funds will
enable CABx to help many more people over the next few years. We are presently awaiting the outcome of
the final round of the bidding process and are, thus, not able to say precisely how many additional money
advisers we will be able to employ but it is possible that the fund could secure a doubling of the number of
money advisers able to oVer specialist casework advice to clients of CABx.

6.7 The shared goal with the banks to commit to halving the number of households without access to
banking services is also very important. In our new report, Banking Benefits, we highlight the continuing
need to address the problems of access to banking and the diVerence this can make.

6.8 Changes which have already been announced in the design of the social fund are also important (for
example the abolition of the so-called double debt rule which denied borrowers with existing loans
additional loans, even if they could meet the repayments).

6.9 We also welcome, and are playing our part in, the Financial Inclusion Taskforce. We support the
ideas emerging from the Taskforce for action to promote financial inclusion which brings about the joined-
up activity and partnership working needed to make a diVerence to people who are financially excluded.
Many organisations could contribute whether this is simply through contact with individuals to alert them
to the alternatives available to them or by taking action to create services, for example helping to establish
or promote credit unions; helping consumers to get a better deal from fuel suppliers and reduce their costs;
promoting insurance with rent schemes, etc

6.10 Much has been done and is being done to promote financial inclusion. The Government’s
commitment to the issue is clear, and the availability of funds to improve supply of money advice and
aVordable credit is clearly extremely helpful.

6.11 But there is a need to maintain momentum and have a longer (at least medium term) strategy which
all engaged partners can work to. For example the £120 million fund is time-limited and this creates
problems about securing value for money and building capacity only to lose it. The impending Spending
Round will be critical to whether the investment being made here can continue and be shown to have made
a substantial diVerence to people, over time.

6.12 In addition, the policy agenda described in the Government’s financial inclusion strategy needs
expanding to clearly encompass:

— a reform of the social fund—its approach, design and delivery;

81 Beyond bank accounts: full financial inclusion, Sue Regan and Will Paxton, Citizens Advice and IPPR, 2003.
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— a full range of financial services such as insurance, mortgage borrowing, savings and pensions as
are appropriate for people who have been experiencing financial exclusion but whose financial
standing and life chances can be improved by inclusion;

— action to improve financial capability of consumers experiencing financial exclusion; and
— action to identify and promote the business case for financial inclusion to UK plc, ie the

government and the private sector, including potentially increased need for incentives for firms and
the voluntary and local government sector to join in and deliver together.

6.13 The Taskforce is at a relatively early stage in its work and has thus far focussed on acting as a
sounding board for the early stages of Departmental programmes for distributing funds and evaluating and
gathering evidence for measuring progress. In the following two years we would hope the Taskforce can
become a fulcrum for pushing forward the financial inclusion agenda and securing the engagement of all
those who can make a diVerence here, although it may need resources of its own to be able to do so.

7. Extent to Which Financial Inclusion Measures can Contribute to Combating Poverty and
Reducing Barriers to Employment

7.1 In the report Beyond bank accounts Citizens Advice stated that lack of action to tackle financial
exclusion would limit strategies to tackle government priorities including:

— Social inclusion and neighbourhood renewal strategies, as communities need access to financial
services locally, and individuals being able to use a range of financial services is a step towards full
social inclusion.

— The eradication of child poverty: families living on low incomes would save money if they had
access to a wider range of aVordable financial services. Families may incur extra costs through not
using mainstream financial products, and through poor financial understanding, may not claim
the tax credits and benefits they may be entitled to.

— The ability to tackle pensioner poverty: people may not save for retirement because pension
products are too complex and there is little accessible advice. Pensioners may also not be claiming
pension credit because of reasons linked to financial exclusion.

— Delivery of the government’s overall welfare strategy: where individuals are responsible for their
own provision, they may not be able to access and use suitable private products, and where state
support is available, benefits and tax credits go unclaimed. Access to basic banking can also
support unemployed people become job ready.

7.2 CAB evidence suggests that diYcultly in gaining access to simple financial inclusion measures, such
as access to basic bank accounts, presents a significant barrier to employment:

A CAB in North Yorkshire reported that they were approached by a couple in February 2005 who were
unable to open a basic bank account because both partners were undischarged bankrupts. The inability to
open an account had meant that the client’s partner had lost a job oVer because the employer had insisted
on paying by direct transfer. Both the client and her partner therefore remained on benefits.

A Somerset CAB’s client was oVered a job and so needed to open a bank account to receive his wages.
However, as he was homeless this proved impossible. He found himself caught in a vicious circle in which
he was unable to open a bank account without an address, he could not find a place to live without one
month’s rent and deposit, and yet could not start work without opening a bank account to receive his wages.

January 2006

Supplementary memorandum by Citizens Advice

FOLLOW-UP TO 24 JANUARY EVIDENCE SESSION

As part of the Treasury Select Committee’s inquiry into financial inclusion, Citizens Advice gave oral
evidence to the Committee on 24 January 2006.82 During this evidence session the following supplementary
information was requested.

1. Opening Post Office Card Accounts

1.1 Responding on behalf of Citizens Advice to Q2583 on the popularity of the Post OYce Card Account,
Teresa Perchard mentioned that the high levels of take-up had been achieved in spite of the diYculties in
opening the Post OYce card account.

1.2 When direct payment of benefits was introduced, Citizens Advice and other organisations criticised
the numerous steps involved in opening a Post OYce card account (POCA). The large number of steps were
highlighted in the Trade and Industry Select Committee’s report People, Pensions and Post OYces: The

82 Ev 1–25
83 Ev 5
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impact of “Direct Payment” on post oYces and their customers. In particular, the National Federation of
SubPostmasters (NFSP) noted that “this process involved eight steps, requiring the customer to make a
telephone call to a DWP call centre, fill in two diVerent forms and make two trips to a post oYce branch,
and compared the process unfavourably with that involved in opening a bank account.”84

1.3 Following criticism of the multitude of steps, some streamlining of the process was undertaken,
including the provision of pre-populated forms for applicants. However, problems persist:

A CAB in Buckinghamshire reported that a client came for help completing the application form
for a POCA. All her previous attempts had been rejected by the Post OYce.

A CAB in Warwickshire reported that their client was awarded disability living allowance (DLA)
and industrial injuries benefit due to mental health and physical diYculties. She arranged to have
these benefits paid into a Post OYce card account rather than a bank account as the Post OYce
is more convenient. The client had to complete four application forms for a POCA before she was
successful in having her benefits paid into her account. Without the support of her MIND advocate
she would have given up and opened an account with her local bank despite the Post OYce being
her preferred choice.

1.4 The current DWP claim forms, for example the Pension Credit claim form, do make reference to the
ability of applicants to open a POCA to have their benefits paid into. However, the section in the
accompanying Notes about the POCA is, somewhat confusingly, immediately followed by the statement
“Any bank or building society will help you open an account. If you want to get your money at the Post
OYce, check that the account allows you to do this.” Anecdotal evidence from CABx also suggests that new
benefit applicants can be steered towards opening a bank account rather than a POCA to receive payment.

A CAB in Merseyside reported that their client was receiving his benefit via Girocheques but wanted to
open some form of account to receive his benefits electronically. An oYcial from the DWP recommended
that he open a bank account rather than a Post OYce card account (POCA) as some Post OYces were
closing.

1.5 The fact that large numbers of people went through the lengthy application process, with
approximately 40% of benefit claimants invited to convert to direct payment choosing to open POCAs for
the receipt of benefits, pensions and tax credits, demonstrates the popularity of the POCA, and many
people’s desire to continue to receive their benefit payments via the Post OYce.

2. Right to Buy Lenders

Introduction

2.1 Responding to Q7585 on right to buy lenders we pledged to report back to the committee on CAB
evidence on the issue. CAB evidence shows how some former tenants of social landlords who have exercised
their right to buy their home have fallen into financial diYculties that threaten their status as owner-
occupiers. A number of broad themes can be taken from this evidence including the following problems:

— Tenants entering into mortgage agreements following promotions by lenders where the borrower’s
income was insuYcient to maintain repayments from the outset.

— Borrowers finding themselves surprised by clauses in their mortgages agreement ramping up
payments significantly within months or years of the loan commencing.

— Paying higher interest rates from their mortgage than mainstream lending rates without having
had the opportunity to shop around before taking out a loan.

— Borrowers being asked to pay hefty fees to brokers.

— Unreasonable and aggressive arrears management practices by lenders who refuse to negotiate
forbearance arrangements and who take court action seemingly as a first rather than a last resort.

— Changes in the circumstances of borrowers that are inadequately protected through current benefit
and insurance safety nets.

Right to Buy Lending: Approved Lending Institutions

2.2 Section 156 of the Housing Act 1985 provides a mechanism for the Secretary of State to specify by
order Approved Lending Institutions (ALI) for the purpose of the right to buy scheme. We understand that
approved status gives the security held by the lender priority over the borrower’s covenant to repay the right
to buy discount to the local authority if the borrower should sell the property within a specified period after
the purchase is made. A lender without this status risks losing a proportion of their security should anything
go wrong in the early part of the loan, and so approved status has a clear advantage for lenders.

84 People, Pensions and Post OYces: The impact of “Direct Payment” on post oYces and their customers, Trade and Industry
Select Committee, September 2003, p 15.

85 Ev 13
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2.3 However, it is possible for non-approved lenders to lend to right to buy borrowers for house purchase
although we have been told that many local authorities will only sell where the lender is approved. In
addition, there is a growing market of secondary lenders who grant secured loans against the equity in a
property. The (ALI) scheme does not seem to apply to this type of lending.

2.4 When a lender makes an application to ODPM for approved status they are required to provide
certain company information including the memorandum and articles, most recent accounts and details of
any parent company. In addition they must give ODPM details of the business they intend to engage in, any
regulator they are subject to (including an instruction to include a consumer credit licence where the lender
holds one) and details of any complaints made to the company and the complaints handling procedure.
ODPM also require information relating to the lending itself, such as the terms of loans to be oVered, use
of brokers, promotion materials and awareness of relevant industry codes of practice.

2.5 So, the ALI scheme provides right to buy borrowers with a safeguard of sorts by establishing a partial
(though not mandatory) perimeter through which lenders can only pass if they demonstrate certain basic
requirements. We presume that ODPM have some selection criteria based on the information they request
but we have no information as to how this operates. Equally it is not clear if a lender’s performance against
these criteria is monitored over time in any way. Likewise the ALI does not seem to be designed to set
standards or monitor the quality of either lending decisions or arrears management practices, both key
arrears in the problems reported by people seeking help from the CAB service. Therefore it is hard to see
how the API scheme can provide comprehensive regulation of right to buy lenders. However right to buy
loans will be outside the scope of regulation by the Consumer Credit Act and we believe that only those
loans taken out after 31 October 2004 will be regulated by the Financial Services Authority.

2.6 CAB evidence continues to highlight problems faced by right to buy borrowers and Citizens Advice
believes that better protection for such people is urgently needed.

CAB evidence of problems with right to buy

2.7 A number of CABx have reported cases of borrowers exercising their right to buy where their income
and other circumstances suggest that the loan would be unaVordable from the outset.

A CAB in Yorkshire advised a single woman with two dependant children. She was receiving income
support, tax credits and child benefit totaling £180 per week. She also received disability living allowance
middle rate care component. She was a council tenant and bought her house through the right to buy scheme
with a £42,000 mortgage. However she was never able to aVord the full amount of the mortgage.

2.8 In some cases, the problems of aVordability caused by a low or variable income are compounded by
an interest rate on the loan that is some way above those available from mainstream lenders. For those right
to buy borrowers whose income or credit history would make it diYcult to get a loan from the high street
there are often brokers fees to contend with as well.

A CAB in Lancashire saw a couple, both aged 60, both with health problems and who were in receipt of
benefits. They had been council tenants and recently exercised their right to buy with a mortgage charged
at over 10%. The mortgage company also charged them around £2,500 for arranging the mortgage. The
mortgage was also sold on an interest only basis with no other vehicle to pay of the debt at the end of the
loan period. The family had no means to repay the loan other than to sell the house. The mortgage lender
took court action against the borrowers who were due to be evicted as a result. When the CAB tried to
negotiate the lender told them it was not their problem.

A CAB in Northern Ireland advised a couple who had missed several mortgage payments. A financial
adviser had previously told them that only one mortgage lender would give them a loan to buy their housing
executive house due to unpaid catalogue bills in the past. They were persuaded to take out a mortgage of
£28,000 for the property with a further £12,000 for home improvements. They believed that the mortgage
would cost £290 per month but it rose to £360 within a year and a half of taking out the mortgage. They
later discovered that the financial adviser received £1,500 in commission on the loan.

A client of a CAB in StaVordshire was a housing association tenant who bought his home. He had received
a leaflet from a lender and had no experience of home ownership so didn’t think about shopping around
even though he had an unimpaired credit history and both he and his wife were in work. A year later he
decided that his payments seemed a lot, and so he approached a broker for a better deal. The broker
arranged a mortgage with another lender that was cheaper, but for one month only. The broker earned
£1,250 in commission for this arrangement.

2.9 Surprise at sudden increases in the size of loan instalments or unexpected additional fees is a feature
of right to buy problems reported by CAB clients. The consequences can undermine sustainable home
ownership as the following cases show.

A man who visited a CAB in Dorset had bought his council house with a mortgage that was manageable
when he took it out. However, three years later the monthly payment had increased to £1,150 per month
and he fell into arrears. He contacted the lender oVering to pay £100 per month oV the arrears but the lender
was not interested. Instead they took court action for repossession.
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A woman visited a CAB in Wiltshire for advice after exercising her right to buy. The mortgage company
had told her that the monthly payment would be £820 with an initial payment of £1,250. However, shortly
after taking out the loan the woman received a letter stating that the first payment would be £1,750. She
asked for time to pay but the lender would not agree to this. Because of her low income from part time work,
arrears on the loan continued to build leading to repossession and homelessness.

2.10 CAB clients also report problems with firms who oVer to assist them to exercise their right to buy,
but who then provide little or no service but charge a hefty fee.

A CAB in Lincolnshire saw a woman who was called by a company assisting people with right to buy.
She expressed an interest in the value of her house but not in buying as she was in receipt of income support.
She later received a bill from this company for administrative charges and was threatened with debt recovery
action. She said that she did not sign any agreement and the company did not respond to letters from the
CAB.

A CAB in Herefordshire advised a disabled man whom a company had visited about right to buy. He told
them that he might be interested in six months. The company continued to send him various forms including
a client agreement that would have meant the man paying £3,000 in fees.

Conclusion

2.11 CAB evidence shows how people seeking to exercise their right to buy are often in receipt of low or
variable incomes, may have limited or no experience of financial products and often find themselves exposed
to higher interest rates, large fees and the threat of court action by lenders. In many cases it seems clear that
borrowers have found loans diYcult to aVord from the outset and in some of these cases the lender should
have been aware of this. In other cases lenders have taken aggressive recovery action where borrowers have
fallen into arrears, refusing to negotiate or otherwise help borrowers in financial diYculties.

2.12 Citizens Advice believes that this evidence shows how the right to buy sector needs robust and pro-
active regulation to protect borrowers, many of whom are quite vulnerable to the shocks associated with
home ownership. However, we are concerned that evidence from CAB clients shows how this protection
does not seem to be in place.

2.13 Equally while the government has made eVorts to ensure low income borrowers have access to
aVordable unsecured loans, little has been said about the higher charges that such borrowers often face when
taking out secured loans compared to other borrowers.

2.14 Finally, in too many of the cases reported to CABx, people who fall into financial diYculties after
exercising their right to buy find themselves facing possession action as a result. This questions whether the
current safety nets for people in receipt of low and variable incomes are suYcient to keep people in their
homes following what could be a fairly small income shock. Citizens Advice believes that if financially
excluded people are to share in the promise of sustainable home ownership these problems will need to be
addressed.

3. Social Fund

3.1 The Committee Chairman asked Citizens Advice to provide further information to the Committee
on the potential relevance of the social fund to promoting financial inclusion. (Q86)86.

3.2 The Social Fund, established in 1988 provides a range of grants and loans to people for particular
purposes and if they meet certain eligibility criteria. The Government has described the social fund as
playing an important role in the Government’s agenda for tackling poverty and social exclusion, providing
support to millions of people on low incomes who need help to pay for a variety of intermittent expenses,
see for example Annual report on the Social Fund (CM5238, July 2002).

3.3 Improving access to aVordable borrowing is a key plank of the Government’s financial inclusion
strategy. The social fund provides, for certain individuals, a source of interest free borrowing. A number of
important changes have been made recently to the loans element of the Social Fund—changes which were
announced as part of the Government’s strategy on financial inclusion. The changes made include a
reduction in the maximum standard repayment rate for loans, an extension to the maximum repayment
period, and other changes which may make it easier for people to qualify for loans. The DWP have said that
over the next three years the changes they are making involve £210 million additional funding into the
scheme. Although it should be remembered that so far as loans are concerned these are repaid, over time,
by recipients.

3.4 In principle, therefore, the Social Fund and especially the scheme of budgeting loans and also crisis
loans is part of the general picture of “aVordable” borrowing that is available for certain people on low
incomes.

86 Ev 16
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3.5 The question then arises of whether the Social Fund in its present form is making a suYcient
contribution to the Financial Inclusion strategy, even after the recent changes in policy are taken into
account.

3.6 There is considerable evidence pointing to the need for wider reform of the Social Fund if it is to make
a more eVective contribution to tackling financial inclusion. As a source of borrowing, access to it is highly
restricted, for example there is a 26 week qualifying period and access is means and merits tested—people
on low incomes who rely on tax credits to support them in work cannot apply for example. Using the social
fund is not popular with benefit recipients because of the inflexible nature of repayment rates and collection
methods. Hence people on low incomes who budget on a weekly basis may prefer higher cost credit sources
which are seen as more “aVordable” on a weekly payment level basis, and more flexible because they can
skip payments easily and are more in control of their financial outgoings on a week by week basis.

3.7 Wider reform of the social fund loans would need to address two main areas:

— Unmet need.

— Access and delivery.

Unmet Need

3.8 The Joseph Rowntree Foundation report, “AVordable credit: The way forward” suggests that
although the discretionary Social Fund budget was being increased by £90 million over the three years to
2005–06, “this amount would have to be more than doubled to fully meet the non-discretionary borrowing
needs of people in the poorest households”. Similarly our report, Unfair and Underfunded, showed that in
2001–02, 259,200 applications (20%) were turned down because they were deemed to have too much
outstanding debt to be able to aVord a loan under these rules. This figure represents a huge pool of unmet
need. This “outstanding loan” rule resulted in widespread hardship, such as in the following examples.

In Essex a lone parent had two children, one of whom was ill and needed medication kept in a fridge. The
client applied for a loan for the fridge but was turned down as she was already paying oV a £530 loan at £13
per week.

A South East London lone mother with one child had an outstanding Loan of £565. Her cooker no longer
worked and she applied for a loan for a replacement. This was refused while the other loan was outstanding.

A Lancashire bureau reported a married client with one child who received Income Support. He had an
outstanding loan of £590. He applied for a further loan of £395. This was refused because the sum of twice
the existing and proposed loan would take him over the maximum allowable to him.

3.9 It is welcome that the “outstanding loan” or double debt rule is being substantially altered. Citizens
Advice has made a series of key recommendations for reforms to the grant and loans scheme, in our report,
Unfair and Underfunded. The main changes we have suggested include:

— Improving the quality of advice, and staV training: there should be a stronger requirement upon
Social Fund staV to ensure that applicants are considered for the most appropriate type of
payment most helpful to them. Our evidence shows that Department for Work and Pensions
(DWP) staV need to be better informed and more sympathetic when they deal with potential
applicants to the Social Fund. Applicants are usually extremely poor, and they often face other
problems such as long-term ill health, poor housing or family break-up (including domestic
violence). Our evidence shows that there are far too many cases in which people have, instead,
received misleading or unhelpful advice and are often directed to seek a loan when a grant is
available. Access problems have recently been exacerbated by the introduction of new customer
managements systems in JobCentre Plus which limit the opportunities for face to face access.

— The Social Fund budget is too low and would need to be substantially increased to adequately meet
needs particularly to Community Care Grant and Budgeting Loan budgets. Far too much time
and money is spent in administering a complex system with high rates of refusal. Additional
resources, over and above amounts already committed, would greatly assist the Government in
ensuring that the poorest people in society have the basic necessities, such as beds, cookers, fridges,
furniture and warm clothing.

— The DWP should actively seek information and evidence about decisions from users of the Social
Fund and organisations that advise and represent them. Rates of refusal of Social Fund
applications are very high—60% in the case of Community Care Grants. The Independent Review
Service also overturns a high proportion of the cases referred to it.

— Access to the social fund should be widened. People who qualify for the maximum child credit and/
or qualify for Working Tax Credit should be eligible to apply for help from the both the
discretionary and the regulated Social Fund. People whose sole income is a contributory benefit
such as Incapacity Benefit or Contribution Based Jobseekers Allowance should also be eligible.
The current eligibility rules for Social Fund loans and grants leave many vulnerable people without
recourse to the Social Fund. The Government has introduced new tax credits as part of its
programme to tackle poverty, and we believe there is a clear case for extending eligibility to people
who qualify for tax credits.
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— The amount available for funeral costs should be increased (so as to reduce the need for people to
borrow to cover the shortfall in costs). There should also be improved guidance and training for
social fund staV administering funeral payments. We recommend a review of the operation of the
rules that require the liability of family members not on a qualifying benefit to be considered.
Funeral grants are frequently much lower than the actual cost of the funeral.

– Social Fund loans should continue to be available, and should be extended to a wider group of
people on low incomes than at present. This has increased the need for a grants system. There are
also large numbers of people whose incomes are at, or only fractionally above, the levels of income-
related benefits, who have no access at all to Social Fund loans. People on low incomes do not have
the same access to mainstream credit as others, and people on benefits normally have no access.

— The qualification period for Budgeting Loans should be abolished. Budgeting Loans have
provided simpler and quicker decisions and more loans, but there are significant disadvantages to
the scheme introduced in April 1999. Budgeting Loans are restricted to people who have been in
receipt of specified income-related benefits for at least 26 weeks. This is unreasonable and causes
substantial hardship.

— Budgeting loans should be repayable at a more reasonable rate, and clients should receive regular
statements showing outstanding balances on loans. The Government has taken some steps
towards addressing the problem of high repayment rates for Budgeting Loans, however the rules
still require loans to be repaid at a high rate relative to weekly benefit—up 20% per week in
some cases.

— There should be a new fast-track scheme to provide interim advance payments to people who
appear to have made a valid claim for benefit. The Crisis Loan scheme should not be used to
support delays in making decisions on applications for Income Support and other benefits. The
Public Accounts Committee reported in November 2005 that 40% of current spending goes on
“alignment payments” to people without money who have made a claim for benefit. This money
is therefore not available for other people in need of an emergency loan. This has been exacerbated
by problems encountered by Jobcentre Plus as a result of their eYciency programme. CAB clients
have experienced long delays, caused by a severe lack of capacity in call centres, a lack of
alternatives for people unable to apply over the phone for jobseekers allowance, income support or
incapacity benefit, and multiple problems with the roll out of the Customer Management System.

Access and delivery

3.10 There is considerable evidence from research with people who experience financial exclusion that
they find the social fund unattractive and carrying stigma as a source of borrowing—this is for a variety of
reasons. Overall, for many people whom the fund is intended to benefit, the inflexibility, stigma and methods
of delivery outweigh the advantages from a source of interest free borrowing.

3.11 We would like to see the DWP instigate an open debate about reform of the social fund which
enables the fund to become a more positive source of assistance for people on low incomes. The debate
should include whether and how the social fund, particularly the loan scheme elements, could be delivered
in a diVerent way to people in need of more aVordable borrowing, for example could funds be distributed,
and repayments collected via financial institutions or third sector lenders.

3.12 Of necessity such a shift would involve a diVerent approach to decision making than the one that
persists today. Delivery of the social fund outside the DWP could be a means of extending access to a wider
group of individuals on low incomes. Delivering the Social Fund outside the DWP would raise a number
of important issues which would need to be resolved:

— the amount of responsibility that would be devolved to any agency; and

— how potential conflicts of interest might be managed between the fundamental roles of
independent organisations, and any suggestion that they administer and manage an element of the
benefits system. DiVerent questions might arise for loans (where a simple judgement on ability to
repay could be applied) as opposed to grants where other qualification criteria would need to be
considered.

4. Financial Advice/Capability

4.1 Further to our responses to Qs113–787 at the oral evidence session we would like to clarify the level
of financial crisis advice provided by CABx and to look at the potential role of the financial inclusion fund
to address more preventative needs and improve financial capability.

4.2 Successfully achieving financial inclusion requires enabling people to become genuinely confident
consumers of financial and related services. Citizens Advice is not alone in seeing a real need. In 2000, the
FSA reported that two out of three consumers considered financial matters were too complicated for them.
Our own survey the following year indicated that consumers had lost over £10 billion as a result of signing
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up to poor credit deals; inappropriate debt consolidation; or unclaimed income from means tested benefits.
Citizens Advice Bureaux continue to deal with the symptoms. Last year over 3,000 outlets dealt with over
1.1 million debt enquiries and nearly 1.6 million on benefits issues.

4.3 For Citizens Advice, financial inclusion involves providing money advice and information, and
improving the underlying financial capability of consumers. Our particular, but not exclusive, focus is on
meeting the needs of socially excluded adults.

4.4 All our bureaux handle debt issues, with over 80% able to oVer specialist money advice. This service
is increasingly over subscribed with evidence of significant unmet need. Waiting times for specialist
appointments now often run to several weeks.

4.5 The Government’s £45 million Financial Inclusion Fund for increasing debt advice capacity in
2006–08, announced by the Chancellor in the 2004 PBR, is a very positive initiative. Citizens Advice was
pleased to secure £33 million in funding from the Financial Inclusion Fund this month. This represents help
for over 88,000 people who need money advice, delivered by 370 new money advice caseworkers and
involving approximately 180 bureaux, and allows Citizens Advice, with its partners, to increase its capacity
throughout England and Wales to meet demand, especially in areas of particular social deprivation and
financial exclusion.

4.6 We share the DTI’s concern that this additional funding should create additional resources, and not
displace the present income from other, mainly public sector, funders. No less importantly, we are concerned
that there should be greater certainty about funding beyond 2007–08. As things stand, there seems to be a
real risk that the potential for a step change in provision will not be fully achieved, and be abruptly reversed,
without a clear and early indication of longer term funding.

4.7 Our recent small-scale pilot of Bureaux working with Independent Financial Advisers to provide
generic advice on financial products has been a success. Evaluation shows that 79% of clients took action;
and that positive partnerships were developed with pro-bono IFAs. The types of enquiry underlined the
importance of companies genuinely “financial literacy proofing” all their materials to make them much more
readily understood. This initial pilot was supported by Barclays Bank, the Personal Finance Society and the
Tudor Trust. We now hope to secure further funding to allow us to test this concept of providing generic
advice more widely.

4.8 We are also running a successful partnership with three other charities, funded by Barclaycard, to
work with lone parents on money management and debt. This project combines education about financial
capability with help on debt issues as well as providing lone parents with opportunities to learn parenting
skills, and to spend time in the workplace to gain new skills and confidence.

4.9 During 2004–05 21 CAB projects worked on an initiative to help people not only to open basic bank
accounts but also gave them the skills to manage them where they had no experience of banking before. This
was part of the DWP work to move people away from benefit books. The work we did helped over 5,200
people become financially included.

4.10 In contrast to our debt advice work, only some 15% of Citizens Advice Bureaux feel able to oVer a
proactive financial capability service to their local communities. More would like to undertake such “debt
preventative” activity, but “debt emergency” work is inevitably a priority demand on limited resources.
Citizens Advice’s vision over the next five years is to substantially increase Bureaux’ capacity to provide
financial capability services.

4.11 Citizens Advice welcomes the FSA’s work in developing a national financial capability strategy and
has, from Chief Executive down, been closely involved in its work. The FSA Baseline Survey published on
28 March underlines the continuing need, and the strategic initiatives simultaneously announced are
significant steps towards addressing that need. We intend to continue to play a full role in this important
public, private and voluntary sector partnership.

4.12 Citizens Advice has made significant progress in its financial capability work through its Financial
Skills for Life (“FSfL”) programme. This began in 2002–03 thanks to a substantial and relatively long term
and continuing commitment by Prudential plc. This has been augmented by projects funded by others,
including the FSA. This has allowed us to pilot work with a range of clients in both urban and rural settings.
The groups have included schools, socially excluded young adults, pre-release prisoners and the elderly.

4.13 We are most successful when working in partnership with existing organisations working with such
groups. Evaluation of our FSfL work to date is just being completed. It is expected to show that bureaux’
direct experience of debt problems together with their independence helps carry messages with real
credibility to diYcult-to-reach groups. Assessing outcomes of financial capability work has proved diYcult
for all those involved in this area; the impact is relatively long term and maintaining client contact is not
easy. But the FSfL evaluation does appear to oVer evidence of some improved personal decision-making
and economic well-being by those who have benefited from bureaux’ work.

4.14 The outcomes of our work over recent years, together with the number of debt problems being faced
by bureau clients, underpins Citizens Advice’s determination to help Bureaux develop their capacity to
deliver financial capability services in their communities. Bureaux will need significant additional training
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and funding resources to expand our present capacity. But, working with partners, increased financial
capability should achieve the objective of reducing the debt crisis work. And, most importantly, the personal
and family stress that comes from unmanageable debt.

5. Tariff Income

5.1 Further to our response to Q12988 we were requested to clarify the interest rate assumed on tariV
incomes.

5.2 TariV income is the value given to capital between a lower limit of £3,000 (for people of working age)
and a higher limit of £16,000. Between these limits, capital attracts a tariV income of £1 for every £250. It
represents a rate of return that is much higher than people actually get on their savings. Tax credits use the
actual income people receive from savings or capital, which is a much fairer system.

*Value of capital **Weekly tariV Assumed rate
income £ of return %

Between £ And £

0.00 3,000.00 0 0
3,750.01 4000.00 4 5.2
5,750.01 6,000.00 12 10.4
8, 750.00 9,000.00 24 13.86
11,750.00 12,000.00 36 15.6
14,750.00 15,000.00 48 16.64

*Working age people. TariV income starts at £6,000 for
pensioners.
**2005–06 figures. Capital limits change in April 2006.

January 2006

Memorandum submitted by Roger Cockfield

I set out my representations below. These show that for many on state benefits, saving has a disastrous
impact on net income. A marginal tax rate of 452% on savings income must put oV all but the fanatic.

I have been working on the integration of income tax, social security and national insurance contributions
for a number of years. I gave a paper on this at the ATAX Conference in Sydney in 2000. I also submitted
written evidence to the Social Security Select Committee, which was published in their 7th Report on
Pensioner poverty, 2000 at pages 134–137. I have been cited as an expert on tax/benefits in House of
Commons debates on a number of occasions. Prior to retirement, I was Reader in Taxation at De Montfort
University.

My model of the tax and benefit system has considerable flexibility allowing income, capital, rates, tapers,
allowances and family structure to be changed as desired. This allows one to judge the likely impact of
changes on an individual.

1. Summary

For many on benefits, saving has a disastrous impact on net income. A marginal tax rate of 452% on
savings income must put oV all but the fanatic.

2 Impact of State Benefit System on Saving

A couple have two children, pay rent of £53.13 and council tax of £14.60 but incur no childcare costs. The
husband works 16 hours to earn £100 per week.

His net pay is £98.14, child benefit £27.55, working tax credit £58.76, child tax credit £72.94, housing
benefit £22.40 and council tax benefit of £5.15. Their savings of £3,000 does not yet eVect their benefits but
generates weekly interest (after tax) of £2.08.

His net income [defined here as income after tax plus all benefits received less rent and council tax paid]
is £219.28.

88 Ev 24
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If he saves, the impact on his net income is as follows:

Capital Net Income Marginal Deduction Rate

£3,000 £219.28 n/a

£4,000 £216.57 452%

£5,000 £213.86 452%

£6,000 £211.15 452%

£7,000 £208.45 452%

£8,000 £205.72 455%

£9,000 £202.97 457%

£10,000 £200.53 417%

£11,000 £198.52 361%

£12,000 £196.68 340%

£13,000 £197.09 47%

£14,000 £197.50 47%

For this couple saving has a disastrous impact on net income. A marginal tax rate of 452% on savings
income must put oV all but the fanatic.

I have used the example from page 125 of the DWP Tax Benefit Model Tables 2004 so that the starting
figures can be readily confirmed. From this starting point, I have recalculated the level of benefits for
diVering levels of capital.

3. Tax Benefit Models

It is important to look at the impact of all benefits on the decision to save. The published DWP Tax Benefit
Model Tables only covers those below pension age [there is no pensioner series] for whom capital is assumed
to be below £3,000. This assumption might be acceptable when considering the historic welfare recipient like
the unemployed. It is seriously deficient for today’s benefit system which covers a substantial part of the
population, who one hopes has saved some capital over their lifetime. A further drawback is that I have been
unable to fully cross check my own model against the DWP one.

4. Deemed Income Rules and Definition of Capital

If we want people to save, the deemed income rules (for HB, CTB, and PC) need to be scrapped. Instead
of deemed income, use actual income. The cut oV at £16,000 (for HB and CTB) needs to be substantially
increased if not abolished. To encourage savings, there is a need to re-define what is meant by capital. At
present someone with a £500,000 equity in his home is not caught by the capital trap. Yet someone with
£16,000 in the bank but no equity is barred from Council Tax Benefit.

5. Reform of the Tax/Benefit System

The tax/benefit system lacks any form of coherence with overlapping and interacting tax and benefits
administered by diVerent authorities. Definitions of income, capital and period of assessment all vary. The
excessive marginal rates of eVective tax create a welfare dependant society.

There are numerous problems; for example some benefits are income means-tested, some capital means
tested, others neither. Income tax is based on the income of the individual, whilst benefits are based on the
income and capital of the couple married or not.

6. Abbreviations

CTB—Council Tax benefit

DWP—Department for Work and Pensions

HB—Housing Benefit

PC—Pension Credit

January 2006
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Memorandum submitted by the Community Development Finance Association (CDFA)

The CDFI Sector

— The cdfa is submitting this response on behalf of its members (CDFIs).

— CDFIs are social enterprises which deliver financial services, principally unsecured loans, to those
excluded from the mainstream banking system. The mission of CDFIs is to create wealth where
it doesn’t exist.

— The emerging CDFI sector is having a significant impact in providing aVordable credit to those
unable to access mainstream banking facilities.

— CDFIs have financed more than 9,500 businesses and individuals, created 10,000 jobs and
sustained than 85,000 more. They combat poverty and create employment.

— In addition to the above, the sector has leveraged £160,000,000 of other funds into the businesses
and households it serves.

— Lack of visibility over the funding of the sector is undermining its future, shaking investor
confidence and threatening to close the industry, putting at risk all of the work achieved to date.
The sector urgently needs clarity on the ring-fenced £11 million mentioned in paragraph 2.2–2.6
and a commitment to future funding. Many of the more mature CDFIs are unable to satisfy their
market for loans from the current level of funding.

Other Issues

— The Financial Inclusion Task Force has a real role to play in supporting the government’s work
on financial inclusion. However, it needs to be in place for longer and have a remit to make policy
recommendations.

— £20 million of the Financial Inclusion Fund remains unallocated. This submission suggests some
ways forward here.

— The Financial Inclusion Growth Fund’s design is too restrictive to achieve its own objectives.

— The FSA should play a key role in support of financial inclusion.

— The cdfa is willing to give oral evidence to the Inquiry.

1. About the Community Development Finance Association

1.1 The Community Development Finance Association (cdfa) was founded in 2002 on the
recommendation of HMT’s Social Investment Task Force. It is the trade association for community
development finance institutions (CDFIs). It has 67 members and represents the vast majority of the UK
CDFIs.

1.2 The cdfa provides training and networking opportunities to CDFIs, as well as playing an important
role in setting standards among its membership. It is currently working on the development of a Code of
Practice, which is intended to be binding on all members. The Code will make provision for the manner in
which individual CDFIs will deal with their investors and borrowers and it is hoped it will become the basis
for a form of self regulation. While the drafting and operation of the Code is a matter for the cdfa and its
membership, the cdfa is able to draw upon the expertise of the FSA in determining its content.

2. Community Development Finance Institutions

2.1 CDFIs work to provide clients with the appropriate tools to move into the mainstream banking
system, thereby promoting financial inclusion and providing a meaningful alternative to home credit, or
“doorstep” lenders. CDFIs typically see their role as going beyond simply lending money and most provide
free advice and other services which are intended to help ease the consequences of poverty.

2.2 Where it is present, the sector is having a significant impact in providing aVordable credit to those
who need it most. CDFIs have financed more than 9,500 businesses and individuals, created 10,000 jobs and
sustained 85,000 more. In addition, the sector has leveraged £160,000,000 of other funds into the businesses
and the households it serves. With more adequate funding, they could do much more. However, there is
currently no assured future funding and in the absence of certainty, it is diYcult for CDFIs to plan ahead
and meet market needs with confidence.

2.3 The immediate problem appears to be caused by unexpected changes in government policy. The cdfa
is very concerned that funding that had been earmarked for the sector could be withdrawn. When SBS staV
met with the cdfa board in February last year, they advised that the SBS would ring-fence £11 million over
the next two financial years for CDFI and cdfa support. It now appears that this £11 million ring-fenced
fund is in jeopardy.
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2.4 This situation is most worrying as there is no other identified way of filling this potential funding gap
and investors will lose confidence in CDFIs if they feel their investment has been put at risk, not by the
purposes for which they had generously invested money, but by a change in government policy. This also
has severe implications for CITR which has already successfully attracted £33 million into the sector and
has the potential to raise substantially more as it grows and matures.

2.5 With no clarity about future funding, exit strategies will need to be put in place in the very near future.
This includes giving notice to landlords, issuing redundancy notices etc. Already, one CDFI has made four
staV members redundant. Apart from the obvious loss to the individuals concerned, the CDFI has lost
expertise and the return on the training it has provided.

2.6 There is a real need to expand the work that the CDFI sector is undertaking. If the sector collapses
now, doorstep lenders will lose a growing source of competition. If it is reinstated in the future, all the current
infrastructure and expertise will have been lost and it will take years to re-establish and recover investor
confidence.

3. Access to banking services

3.1 The emerging CDFI sector is providing access to aVordable financial services to those who need it
most, people who may otherwise use expensive doorstep providers.

3.2 However, CDFIs do not just provide finance. They exist to ensure their clients can move into the
mainstream sector and so CDFIs provide the support and inputs to ensure this happens, including financial
education and support. This is called technical assistance. A significant amount of time is spent on technical
assistance which CDFIs believe is integral to their work.

3.2 Examples of CDFI impact

WEETU (Women’s Employment Enterprise and Training Unit)

WEETU is based in Norwich and runs a loan fund with a support scheme for female micro-entrepreneurs.
Jane is one of WEETU’s clients. Jane set up a small business brewing beer in the garden shed. With help
from WEETU she grew the operation into an award winning enterprise. She then sold it and has set up
another business selling products which are made in Norfolk by local people.

South Coast Money Line is the oldest CDFI delivering personal finance. It target area was originally
Portsmouth and last year it expanded to cover the South Coast. Below are comments from clients of South
Coast Money Line.

— Relieved the trapped feeling of needing money and not being able to get it elsewhere.”

— “As a disabled person I am now able to be of use to the community.”

— “It helped my wife and I through a most worrying and diYcult period—we will always be grateful.”

— “The loan helped me secure a place to live in Portsmouth and start to rebuild my life . . .”

— “You have enabled me to get a flat tenancy, this has helped me stay clean from drugs—I never
thought anyone would help an ex-addict.”

— “I had a loan to continue my education—it is the most helpful thing that has ever happened to
me—I have achieved my dream.”

— “Without my loan I would of had to go into residential care, as a severely disabled person this
would of taken away my independence . . .”

— “I was very nervous about the loans that I had, but I came to South Coast Money Line and it took
all the worry oV my shoulders . . .”

— “You helped me find a flat at a time when I was vulnerable and no one else would help, I will be
forever grateful.”

The above testimonies indicate that CDFIs have a positive impact on peoples’ lives. They combat poverty
and increase employment prospects.

3.3 The issues that the sector currently faces are ones which prevent it from oVering its services more
widely. These include:

— Lack of scale and coverage.

— Lack of forward visibility over revenue and capital funds.

— The need for capacity building within CDFIs.

— The need for income to cover technical assistance activities.

— The need for time to develop and pilot new products.

— The need to attract capital, including through the expansion of Community Investment Tax Relief.
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4 Role of the Government, the FSA etc

4.1 The Financial Inclusion Task Force

The Task Force is making progress on its terms of reference, but the issues it is examining are complex
and varied. It is half way through its two year life span and needs more time in order to fulfil its potential.
We suggest that it exists for at least three more years and its remit is expanded to include making formal
recommendations on creating an improved public policy environment for financial inclusion.

4.2 The Financial Inclusion Fund

There seems to be around £20 million of the fund that is not allocated to any specific activity. In the spirit
of transparency, the cdfa urges the government to state the activities for which these monies have been set
aside. If no purpose has been identified, then the fund would be best used for building CDFIs so that they
can be supported to deliver the goals of the Financial Inclusion Growth Fund. Such activities include:

— Short courses for new staV.

— Accredited training for experienced staV (which would also help to professionalise the sector).

— Legal support.

— IT inputs.

— Capital/revenue funds.

— Support for expansion and/or reaching scale.

4.3 Growth Fund

While the cdfa appreciates the reasons for the current design of the Growth Fund, it is too restrictive to
achieve its goals. Our concerns are:

— The fund is delivery focused and does not address the capacity building issues which are needed
in advance to make delivery successful.

— The fund has ambitious targets which it wants to achieve in less than two years. Realistically, these
targets will not be achieved. Therefore, we predict that when the fund has ceased, it will be deemed
unsuccessful. This would be a disappointing outcome. We hope that more funds will be secured
for continuing the Growth Fund from 2008 and that current targets will be made more realistic.
We urge the Committee to look at funding which is longer term than at present. For instance, the
ODPM’s Local Enterprise Growth Initiative (LEGI) provides funds for a 10-year period, which
is a more appropriate timescale.

4.4 The Financial Services Authority

The FSA has the potential to play a key role in promoting financial inclusion, As a guiding principle, the
FSA should be mindful of the impact on financial inclusion in the implementation of its policies.

The CDFI sector and the cdfa have an excellent relationship with the FSA. It has provided valuable
informal support to the sector, the nature of which indicates its sensitivity to the size of CDFIs, the
challenges they face, their mission driven operations and the role they play in combating financial exclusion.
We hope this relationship will continue.

January 2006

Supplementary memorandum by the Community Development Finance Association (CDFA)

Follow-up to evidence session on 28 February 200689

This submission was developed at the request of the Treasury Select Committee which asked the cdfa what
measures the government could take to support the emerging CDFI sector in the UK. The cdfa thanks the
TSC for the opportunity to submit the paper and hopes that this is the start of a constructive dialogue.

The issues covered in this paper are:

— Improving the design and coverage of Community Investment Tax Relief

— Rewarding the engagement of mainstream banks in disadvantaged areas and underserved markets

— Supporting the RDAs in their continued work with CDFIs

— Supporting the cdfa

89 Ev 56–62
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— Continuing to develop an enabling policy framework

— Creating a long term source of funding for the CDFI sector

Community Investment Tax Relief

There are a number of interpretation and design issues which are currently stifling greater use and
applicability of the Community Investment Tax Relief (CITR) as an eVective tool for increasing investment
into disadvantaged communities and underserved markets. If these issues were dealt with swiftly and
eVectively the reach and use of the CITR, both now and in future years, would be substantially accelerated.

Ensuring the CITR continues to be an effective tool to secure long term investment

There is currently some confusion over whether investors who are currently investing under CITR can
continue to receive the benefit of the tax relief if they retain their investment in the same CDFI for a second
period of 5 years.

It is clear from CDFI practice and investment strategies that any interpretation that requires investors to
liquidate their investment, reinvest and move their investment to another CDFI or liquidate their investment
and re-invest at a later date threaten the eVectiveness of the CITR to secure long term capital. An
interpretation which allows investors to retain their capital in an existing investment vehicle will ensure that
current investment levels under CITR are maintained and built upon.

CDFIs who are currently using CITR have pointed to a number of positive outcomes to this
interpretation:

— Investment in the sector will be maintained rather than lost as investment options are currently
relatively narrow and there are not suYcient alternative options to absorb capital if investors in
the largest users of CITR are forced to liquidate their investment and place elsewhere.

— For many CDFIs, the portfolio of loans which comprise the pool of onward lending from the
CITR investment pool are for longer than five years. Allowing CITR investments to be maintained
would ensure that capital availability was in step with portfolio commitments.

— CDFIs also suggest that while the CITR has been helpful in raising investment it is currently
missing it’s target of securing long term investment in CDFIs. Allowing the CITR to be rolled over
into consecutive periods would eVectively incentivise longer term and larger volumes of capital
for CDFIs.

Tackling design issues

There are a number of design issues with the current use of CITR that have been isolated by the cdfa
membership and prioritised into two key topics:

Extending qualifying loans and investments

Including increasing the current caps on individual qualifying loans and investments, extending the CITR
to include equity investments in for-profit businesses and widening the interpretation of the level and type
of property backed investments that can be included in the portfolio.

Ensuring CDFIs can maintain accredited status

Focusing on the treatment of commitments, particularly for those CDFIs who specialise in serving social
enterprises and not-for-profits and the potential for extending the lead in for on-ward investment from three
to five years.

Extending CITR to personal lending

Currently CDFIs which lend for personal needs are excluded from raising investment under CITR. We
believe that these CDFIs need equal access to CITR and that an extension should be put into place.

Promoting CITR

We believe that more resources need to be placed into promoting the benefits of CITR to individual and
corporate investors. This will help raise its profile and lever more funds into disadvantaged communities.

Rewarding bank engagement

In the US, much of the investment into disadvantaged communities has come about because of legislation,
namely the Community Reinvestment Act. A similar act does not exist in the UK.
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The cdfa believes that banks in the UK should be recognised for the work they do in disadvantaged
communities and that such recognition could lead to an even greater engagement by banks in this area,
thereby avoiding the need for US-type legislation.

We suggest the funding of an annual, high profile, award ceremony for five consecutive years. Awards
could be made for (amongst others):

— Small business outreach

— Products for low income households

— Increase in number and usage of basic bank accounts

— Supporting third sector lenders

Supporting the RDAs

From 1 April 2006, the RDAs will be taking over responsibility for the support of CDFIs. We would ask
the government to continue to work with RDAs and ensure that they will make provision for CDFIs in their
activities, especially from April 2008 when a new budget will be in place. This would mean encouraging all
RDAs and devolved administrations to use the forthcoming Comprehensive Spending Review and other
tools to ensure support continues.

Supporting the cdfa

As the trade association for the CDFI sector, the cdfa has proved itself an eVective and eYcient trade
association with a credible voice and an enviable track record. It has, however, no clarity on funding beyond
March 2008. It needs support from central government and the TSC backing in securing this would be
most helpful.

Creating an enabling policy framework

The government has been creating an enabling policy framework since 1997. This has proved very
eVective indeed. However, this framework needs to continue, not just at UK level but at European level
as well.

A long term source of funding for the CDFI sector

The CDFI sector is having a real impact in disadvantaged communities in the UK. However, as an
emerging sector it will need support for a number of years before it can become sustainable. There is,
therefore, a need for long term support for the sector and a national fund with this remit will provide an
enduring legacy for the government. The cdfa has done some work on the shape of this fund and is happy
to share it with TSC if they wish to take this idea forward.

Summary of ideas

1. Community Investment Tax Relief

— Allow investors to retain their capital in an existing investment vehicle

— Extend qualifying loans and investments

— Ensure CDFIs can maintain accredited status

— Extend CITR to personal lending

— Promote CITR more fully

2. Rewarding bank engagement

— An annual high profile, award ceremony which rewards banks for their work in disadvantaged
areas and underserved communities

3. Supporting RDAs work with CDFIs

— Continue to encourage RDAs and devolved administrations to work with CDFIs and make
provision for them from April 2008

4. Ensuring there is a source of support in central government for the cdfa from 2008

5. Continue to create an enabling policy framework at UK and European level

6. Creating a national fund for the long-term support of the CDFI sector

March 2006
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Memorandum submitted by the Consumer Council for Water

Introduction

1. The Consumer Council for Water (CCWater) is a non-departmental public body representing water
and sewerage consumers in England and Wales. It took over from WaterVoice on 1 October 2005.
CCWater operates through nine committees in England and a committee in Wales. Its duties include
representation of current and future consumers.

2. CCWater is independent of both the water industry and the regulator. Details of our planned
activities and what we are seeking to achieve are set out in our Draft Forward Work Programme 2005–08,
which was published for consultation on 29 November. This explains how CCWater proposes to meet
its duty to contribute to the achievement of sustainable development including issues associated with
financial inclusion such as water aVordability. CCWater intends to be active in lobbying for a fairer deal
for low income and other vulnerable groups.

3. Over the last year CCWater (and its predecessor WaterVoice) has co-ordinated and led lobbying
activities by consumer bodies Age Concern England, Citizens Advice, Help the Aged, National Consumer
Council, Public Utilities Access Forum, Public Utilities Reform Group and UNISON to persuade the
Government to introduce measures to address water aVordability. We have also worked with Water UK
and the energy sector to look for opportunities to use financial inclusion initiatives to assist low income
consumers in managing payment of their utility bills.

4. Consumer organisations are united in their view that greater flexibility in the operation of the third
party deduction scheme by the Department for Work and Pensions (outlined at paragraph 6 below) would
strengthen financial inclusion. We believe this scheme falls within the consideration of the Treasury
Committee as part of the sixth area identified in the terms of reference for this inquiry—the benefits of
financial inclusion and the extent to which financial inclusion measures can contribute to combating
poverty and reducing barriers to employment. As part of the joint lobbying activities the National
Consumer Council has produced a briefing note “Briefing on third party deduction reform for John
Hutton MP, Secretary of State for Work and Pensions” setting out the case for reform (attached).
(Not printed)

The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment

5. Much of the Government’s financial strategy centres on bank accounts and the potential savings
to be made through access to direct debit payments. At present only a handful of water companies oVer
direct debit discounts and these are for negligible amounts. Discounts range from £2–£5 per year. Welsh
Water oVers a 1.5% discount for prompt up-front payment of annual charges. These schemes do not
provide assistance to low income customers.

6. The Department for Work and Pensions operates a direct payment system that allows deductions
to be made from benefit and paid to a creditor, known as third party direct deductions. It allows particular
creditors to make an application to recover certain debts from income-based benefits. This system of
debt recovery is limited to creditors that provide specific services and includes local authorities and utility
suppliers. Water and sewerage charges and fuel bills are included in the scheme. The scheme has
consistently been welcomed by consumers as providing assistance and support in budgeting.

7. Innovation within the third party direct deductions scheme could enable individual claimants to
make choices about payment methods based on their financial circumstances, rather than those presented
by Government. A more flexible approach is required which is consistent with financial inclusion.

8. We have therefore concluded that there is a need for improvement and expansion of the third party
deductions scheme. The current system is unnecessarily restrictive and unhelpful to consumers. We believe
it should be available to all consumers on all benefits and tax credits at the outset of their claim. This
is key to wider financial inclusion policies which could be met by the following:

— Use of the third party deductions scheme as a budgeting tool by oVering it as a payment option
of choice not as a repayment arrangement of last resort.

— Allow consumers to join the scheme and remain on the scheme when they are not in arrears
so that they do not build up debt.

— Extend the scheme to include all income replacement benefits (including working tax credits)
to widen the numbers.

— Allow consumers who move from one benefit to another to remain on the scheme to encourage
continuing bill payment.
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9. Research undertaken during 2003 (Accent’s “Paying for Water” for WaterVoice/Ofwat) indicated
that customers who face diYculties in meeting their utility bills would welcome the choice of joining the
third party deduction scheme. However, awareness of the scheme was very low. We have pressed the
Government to do more to promote the scheme to raise awareness among potential beneficiaries and
provide a greater choice in payment methods which is consistent with the principle of financial inclusion.

January 2006

Memorandum submitted by Contact a Family

Introduction

1. Contact a Family is a charity providing advice, information and support to families with disabled
children across the UK. Each year we advise over 18,000 families through our helpline and information
services. We draw on the experiences of these families in submitting our evidence.

Summary

2. Families with disabled children experience disproportionate levels of poverty and debt. They often lack
access to aVordable credit and to mainstream providers of free money advice and financial advice. The
Social Fund fails to meet the needs of families with disabled children.

3. Recommendations. Government measures to increase financial inclusion, though welcome, will not in
themselves ameliorate the situation of families with disabled children unless they are combined with an
anti-poverty programme which specifically addresses the needs of these families—for example by enabling
work through increasing the amounts allowed for childcare in Tax Credits. However, families with disabled
children certainly need increased access to debt advice, preferably through home visiting projects. The
Government needs to increase the provision of free Independent Financial Advice through partnerships
with the voluntary sector. The Government needs to increase the amount of grants (not loans) from the
Social Fund and extend the criteria to include working families on low incomes.

Poverty, Debt and Financial Exclusion Amongst Families with Disabled Children

4. There is widely accepted evidence that families with disabled children live in poverty. It is estimated
that up to 55% of disabled children grow up in or on the margins of poverty. Bringing up a disabled child
cost three times as much as a non-disabled child as there are additional expenses such as extra heating,
special diets, equipment to buy and so forth. It is much harder for parents to enter or retain employment.
Only 16% of mothers of disabled children work full or part time, compared with 61% of other mothers.
Research by Contact a Family and the Family Fund with 1,843 respondents found that families with
disabled children were much more likely to be in debt than other families. We found that families with
disabled children were four times as likely to owe in excess of £10,000. 14% had mortgage or rent arrears,
and 15.7% had Council Tax or utility bill arrears. Over 60% of families agreed that “Some of my debts are
due to having additional expenses arising from my disabled child”.

“My daughter has an undiagnosed disability and we have been refused Disability Living
Allowance. Two months ago I was involved in a road traYc accident and have not been able to
work since. I can’t keep up the repayments on my loans”—mother.

Contact a Family, in common with other charities has recently also seen a huge rise in enquiries about
debt arising from tax credit overpayments

“I owe the Inland Revenue over £4,000 which they are taking at £60 a week. I just can’t manage
on what is left from my wages”.

5. Families were asked whether they agreed or disagreed with the statement, “It is hard to get advice
about dealing with debt in my area”. The responses indicate that about 45% of families have possibly sought
advice or considered doing so. Only one in five families disagreed with this statement. Possibly the most
disturbing feature of these responses is that 54.6% of families don’t know whether it is hard to get advice in
their area, indicating that they either feel that they do not need advice, or that they haven’t sought advice.
This is significant, given that 84.35% of the sample reported being in debt and 52.3% describe their family
financial situation as on one of the following—“Scraping by and robbing Peter to pay Paul”, “Struggling
and having debts that are beginning to worry them”, or as having “very serious financial diYculties”.
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Count %

Agree 483 26.2

Disagree 353 19.2

Don’t know 1,007 54.6

1,843

Access to Financial Advice about Debt

6. Families report to the Contact a Family helpline that it is very diYcult for them to get access to any
mainstream services. This might be because they are eVectively housebound because their child is ill. Or,
their child may have a condition such as autism and not be able to tolerate the long queues which are found
in many advice services.

7. Improving access to telephone advice services and financing advice services which provide a significant
ability to carry out advice by home visit are both essential components of ensuring that families are able to
access both welfare rights advice to increase their income and money advice to assist them with any debt
problems.

Accessing Financial Advice About Savings Products

8. Contact a Family is allowed to give advice on most topics, being Community Legal Service approved
for advice at general help level; registered with the OYce of the Immigration Service Commissioner and
shortly to be covered by Advice UK’s group licence for money advice/debt counselling. However, we are
not allowed to give financial advice which involves recommending a particular savings product type or
identifying a specific product to buy, since these are regarded as forms of advice regulated by the Financial
Services Authority. Such advice is provided by financial advisers under the full and basic advice regimes.

Early indications are that less than half of parents invest the Child Trust Fund vouchers that each
newborn is entitled to. Our experience with parents of disabled children suggests they are finding it diYcult
to decide which product would be best for them. Like most people faced with a bewildering choice full of
technical terms that they do not understand, they simply put the paperwork behind the clock and do
nothing. This may well not be in their best interests. Most Independent Financial Advisers are not going to
be very interested in providing financial advice on an investment of £250–£500, since they will not make
much if any commission on this and it would not be worth the parents’ while paying a fee for advice on such
a small sum. This might explain why a scheme to provide incentives to the poorest families to start saving
has in practice only been taken up by the educated and well oV.

9. We believe that the Government should give consideration to pilot schemes to fund IFAs to be based
in voluntary organisations such as local advice centres or national voluntary organisations such as Contact
a Family’s national freephone helpline. This would help parents to make the best choice from the available
products and open up access to financial advice to low income families. That way there would be no question
of fees or commission to put people oV and families already trust organisations such as Citizens Advice
Bureaux and Contact a Family to give them good advice on all other areas of their lives.

10. Separate research from the Family Fund suggests that families with disabled children are less likely
to be paying into pensions. Pension payments account for, on average, £21.20 of weekly UK family
expenditure. Amongst the Family Fund research’s sample group, this falls to £6.02, £15.18 below the UK
average. Indeed, the samples expenditure on pensions is the lowest of the ONS comparable expenditures.
This suggests that families are not only poor now, but they are storing up poverty for old age. Getting
Independent Financial Advice about pension provision is essential in order to avoid future poverty.

Accessing the Social Fund

11. The Social Fund was launched in 1988 to replace a system of grants which were available as of right.
The Fund is largely discretionary, cash-limited and consists of a combination of grants and interest-free
loans. As a principle, Contact a Family believes that Community Care Grants should be mandatory and
not limited by budget. Grants should be provided to individuals who—

(a) fit into objectively defined priority criteria, including those caring for a child in receipt of
Disability Living Allowance;

(b) have need of items which may be defined as basic essentials such as beds, bedding, cookers,
travelling costs for urgent purposes and so on; and

(c) meet a test of financial resources.
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12. Grants should have objectively defined criteria in relation to age or health or serving a particular
length of prison sentence. This would stop the current practice of having to demonstrate that you or your
child will be admitted to care if a grant is not made. For many families having to state in writing that they
are unable to cope and feel that their child will have to be admitted to care is the very last thing that they
would want to do. There are some items that any decent society, which agrees a relative definition of poverty,
would agree are necessary. It is clearly unconscionable that a well oV society can tolerate vulnerable people
living without beds, bedding, and the means to cook a meal, or store food. We further believe that grants
should not be restricted merely to those in receipt of Income Support or Income Based Job Seekers
Allowance but more generally available to low income groups. With the introduction of the new tax credits
regime and the diVerent ways that families are supported, many families will not qualify for Income Support,
particularly those who also receive Incapacity Benefits or who maintain some form of part time
employment.

“I have lost all the extra I got on the tax credit through having to take a loan from a loan shark
after I was burgled. The Social Fund said they couldn’t help at all”—father.

“My son has talipes and is constantly wearing his shoes out. We can’t aVord to buy him any more
and it is winter. As we are on Working Tax Credit we can’t get the Social Fund. Are there any
charities that will help with shoes?”

“Since going on tax credits we cannot get access to social fund grants any more, which is unfair as
we are only a little bit better oV and still cannot aVord the big things”

13. We support the government’s view that the natural way out of poverty is access to work, whilst
recognising that this will never be a possibility or indeed a choice for some of our families. However, work
for those that can is clearly right. Yet those who are at work are currently denied access to grants from the
Social Fund, whilst having similar needs to workless families and often, only slightly greater financial
resources. Those in unskilled, insecure positions of work may be driven to accept door to door credit at
extortionate interest rates, which can leave them with less income than those out of work. This clearly does
not dovetail with the overall priority of giving incentives to families to work.

We do appreciate that the one advantage of the Social Fund over its predecessor is the ability to be flexible
and responsive to the more unusual, but no less valid needs. These needs may occur more frequently in our
families, many of whose children are aVected by rare medical conditions. We would recommend retaining
a small discretionary element in addition to the mandatory scheme described above to allow the fund to
retain some elements of flexibility.

Loans

14. We feel that there is some merit to the retention of a loan scheme for those in non-priority groups or
for non-essential items for priority groups. Allowing families access to interest free loans for items, which
are considered important in a modern society- for example a computer to help with homework, stay in touch
with family abroad by e-mail or search for work, is very worthwhile. It also prevents people from having to
use more expensive forms of credit. Again, we would wish to see access extended to those on low incomes.

Funeral Grants

15. We understand that Social Fund funeral grants average £866. Given that an average funeral will cost
over £1,500 we would call for an urgent review of the upper limits.

Of particular concern is the plight of parents who tell us that they cannot aVord a headstone for their
child’s grave. We have spoken to parents on our helpline who have acquired a large debt that they cannot
hope to repay in order to cover these kinds of costs. Complicated rules on absent partners and close relatives
amount to an inflexible and insensitive set of exclusions which lead to emotional and practical diYculties.

Maternity Grants

16. We welcome the increase of the Sure Start Maternity Grant to £500. We have had reports of the
following diYculty with the present scheme.

Some women will only qualify for a Maternity Grant once the child is born (particularly if it is a first child
and she is not currently on a qualifying benefit). This means that they are unable to shop in advance for the
things the baby will need. For single parents particularly this is problematic—having just had a baby is the
worst time to be having to shop on your own for essentials like a pram or cot. We should like to propose
that a woman might be given the option of an anticipatory award on condition that the grant should be
repayable should she not subsequently be awarded a qualifying benefit.
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New Grants

17. We would also like consideration given to new grants in relation to children at various trigger points.
We do feel that a grant should be paid on starting school for the first time, the amount to vary depending
on whether the school has a compulsory uniform or not. We feel that this would be preferable to the system
of discretionary grants currently operated by Local Education Authorities, which can lead to a postcode
lottery. Grants could be triggered at each change of school. If necessary similar factors could be brought to
bear as in the maternity grant—for example that grants could be payable if there is a satisfactory attendance
record or on advice being sought on behaviour management if children have been excluded.

We would also like to see a “back to work grant for parents”. This could complement other initiatives
such as the lone parent benefit run on, designed to help with living costs until the first wage is paid. This
grant might help towards initial extra childcare and travelling costs until the first wage is paid. A higher rate
could be considered where a child is disabled.

November 2005

Memorandum submitted by the Council of Mortgage Lenders

Introduction

1. The Council of Mortgage Lenders (CML) welcomes the opportunity to give a written submission to
the Treasury Committee inquiry into financial inclusion. The CML is the representative trade body for the
mortgage lending industry in the UK. We have 148 members who together lend around 98% of the
residential mortgages outstanding. The industry provides funding to support home-ownership, the private
rented sector (including buy-to-let) and the social rented sector.

2. Whilst many aspects of your inquiry fall within the remit of other organisations and industry trade
associations, the CML has nevertheless taken an active interest in the subject of financial inclusion,
especially given three related CML objectives:

— to ensure sustainable home ownership;

— to help consumers understand risks associated with debt; and

— help those who aspire to home ownership.

Sustainable Home Ownership

3. The CML continues to work to protect consumers’ housing tenure from arrears and possession despite
changes in household economic circumstances. In 1997, the Sustainable Home Ownership (SusHo)
Initiative was launched by the CML in partnership with the Association of British Insurers (ABI) and the
Government. It seeks to work in collaboration with key stakeholders to enhance the ability of mortgage
borrowers to sustain their home ownership and choice over the economic cycle. This mitigates risks of
volatility in the housing market destabilising the wider economy, which is a key government concern.

4. The CML works in partnership with other relevant organisations in achieving these objectives. Whilst
developed by the CML, the SusHo initiative formed a Partnership Steering Group (PSG) that has
representatives from the CML (as host) and ABI (as chair), lenders, insurers and mortgage intermediaries,
the Department of Work and Pensions, OYce of the Deputy Prime Minister, HM Treasury and the FSA.

5. A significant element of the SusHo initiative has been to improve the quality of Mortgage Payment
Protection Insurance (MPPI). This type of protection insurance is often bought as an add-on product to a
mortgage and is designed to protect mortgage payments in the event of accident, sickness and
unemployment. To improve the quality of products oVered to consumers, the CML and ABI developed a
minimum baseline product standard to ensure all policies oVered provide adequate protection. This baseline
was introduced in 1998 and has helped to improved confidence in the MPPI market: CML statistics show
the increasing take-up of MPPI to 23% of residential mortgages outstanding and to around 27% of new
mortgages sold. Only 1.7% of all policies in force made a claim in H12005, of which 87% of claims were
granted and paid.

6. The CML is currently undergoing a detailed review of the MPPI Baseline. This is being conducted in
the light of developments in the both in the MPPI market, the protection insurance market, arrears and
possessions trends, and the wider economy. It examines key areas of MPPI including:

— products available including coverage and exclusions;

— sales processes; and

— claims handling and administration.

7. The aim of which is to improve the quality of products oVered, and ensure these policies are bought
by customers rather than sold to them. This review started in 2004, and since then the broader payment
protection insurance market has come under scrutiny by parallel FSA and the OFT investigations.
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Observations from these investigations are being taken into account in the Baseline review, though it is
notable that the FSA Thematic Study released on 3 November 2005 found that the prime regular-premium
MPPI market does “not represent a high risk to [the FSA’s] regulatory objectives” (FSA PPI Thematic
Research Findings, p9).

8. In addition to our work on MPPI, the CML has also through the SusHo initiative:

(a) worked with the FSA in publishing a leaflet ‘You Can AVord Your Mortgage Now But What If?’,
resulting in the distribution of over one million copies;

(b) published a sample risk assessment for use by lenders/borrowers;

(c) published the Repossession Risk Review, a yearly report which examines trends in sustainability
indicators;

(d) persuaded the DWP to amend the standard rate for Income Support for Mortgage Interest (ISMI)
to make it more representative of the interest rates charged by mortgage lenders;

(e) worked with the ABI to improve MPPI claims handling procedures; and

(f) published research by the University of York on safety nets for borrowers.

Financial Capability

9. Consistent with its interest in creating a sounder retail financial services market by empowering
consumers, the CML actively participates in the Financial Service Authority’s Financial Capability Strategy
by chairing its Borrowing Working Group. This was formed in 2004 and after considering extensive research
on the issue of debt and borrowing. The group resolved to focus on debt prevention and helping those
consumers on the cusp of financial diYculties.

10. A key deliverable of the Borrowing Working Group is the Debt Test, an interactive borrowing tool
that helps consumers assess their borrowing levels through a multi-phased series of questions. After a strand
of work conducted by the Borrowing Group members over 2005, the FSA has now taken forward the
development of the tool, which was launched on the BBC website http://news.bbc.co.uk/1/shared/spl/hi/
business/debtcheck/html/index.stm and on the FSA website www.fsa.gov.uk/consumer/debt test going live
today. It asks 13 questions about the user’s budget and borrowing situation, and then assesses the user’s risk
of overindebtedness, and gives feedback synopsis oVering some basic advice, plus detailed sections oVering:

— suggestions on what the consumer should do immediately;

— suggestions on whether the user should borrow more and how;

— suggestions on making the most of their money;

— and how to regularly review the user’s position; and

— signposts to further help, including links to other sites such as the BBC Financial Healthcheck,
Experian, Citizen’s Advice, and the Consumer Credit Counselling Service.

Improved Access to Home Ownership

11. The CML and the mortgage industry have worked to create schemes allowing consumers to access
the benefits of home ownership. As part of the pre-Budget announcement the Chancellor confirmed that
privately-financed equity loans will be available from October 2006 to potentially double the number of
aspiring first-time buyers who could potentially be helped through the government’s Open Market
HomeBuy scheme.

12. The government already planned to oVer more than 20,000 Open Market HomeBuy equity loans
between 2005 and 2010. But with lenders part-funding equity loans, the number could now be up to 40,000.
Under Open Market HomeBuy, the borrower will get a 75% mortgage, a 12.5% equity loan from the same
lender, and a 12.5% equity loan from the government. The costs will be in line with existing low-cost home-
ownership schemes. Those eligible to apply will be key workers, social tenants, those on the housing register
and other first-time buyers identified as priorities by regional housing boards.

Home Improvement and Social Housing

13. Local housing authorities now have a broad power to provide financial and other assistance for home
repair and improvement. This has meant that grants are only rarely available and people are being
encouraged to take out loans to carry out home improvements.

14. The CML has helped where it can. However, it should be noted that many lenders are often reluctant
to get involved as these are often small loans to people who have limited ability to pay, with a
disproportionate amount of administration involved. Some non-profit organisations including housing
associations and other special purpose vehicles are developing to provide assistance to these people.
However, progress is slow as highlighted by a recent Joseph Rowntree Foundation report for the OYce of
the Deputy Prime Minister (ODPM) “Implementing new powers for private sector renewal”. The report
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concluded that unless private finance can be more eVectively levered in to private sector renewal
programmes it is diYcult to see how local authorities can meet their obligations. Given that areas of poor
housing are often linked to low incomes, this is an area where there is a risk of financial exclusion.

15. CML has also taken social housing matters very seriously, and its members have loaned over
£36 billion for new build, repair and improvement in this area.

Conclusion

16. The CML is overall not complacent in the issue of financial inclusion and can demonstrate a
commitment towards improving consumer capability with respect to borrowing generally and mortgages in
particular, and continues to explore new related initiatives in other mortgage related areas.

17. This response has been prepared by the CML in consultation with its members.

January 2006

Memorandum submitted by the Debt Managers Standards Association (DEMSA)

1. Executive Summary

The Debt Managers Standards Association (DEMSA) has responded to two specific points of the select
committee’s inquiry. These are:

— The provision of regulation and generic financial advice about debt and savings.

— The role of DEMSA in promoting financial inclusion.

In this submission, DEMSA have set out the main guidelines which govern the debt management industry
and the benefits this brings to the quality of financial information available to debtors. The OFT’s Debt
Management Guidance and their Consumer Codes Approval Scheme are both detailed and their relevance
to regulation, information provision and inclusion highlighted.

2. Introduction

The Debt Managers Standards Association welcomes the opportunity to respond to the Treasury Select
Committee’s inquiry into Financial Inclusion. As a responsible trade association we are aware, not only of
the need for a range of good quality debt advice services but also of the enormous impact that financial
exclusion can have on individuals and society at large.

This submission responds to two specific points of inquiry set out by the Committee:

— The provision of regulation and generic financial advice about debt and savings.

— The role of DEMSA in promoting financial inclusion.

3. Background

The number of people in the UK with serious debt problems is increasing with household debt growing
at the rate of £1 million every four minutes.90 It has now broken though the £1 trillion barrier which equates
to approximately £17,000 for every man, woman and child.

Failure to eVectively manage personal debts can have a devastating impact on the life of an individual,
their partner and family. The need to provide practical help and guidance to individuals in financial
diYculties is growing daily more crucial.

Through Debt Management Companies (DMCs) the sector is able to negotiate with creditors on behalf
of consumers and set up payment plans that usually involve lower monthly repayments and a concession
on interest and charges. Currently, around two million people a year are phoning DMCs for advice.91

Voluntary organisations, including the Citizens Advice Bureau, the Consumer Credit Counselling Service
and Pay Plan, are working hard to meet demand for their services. However, despite their best eVorts the
National Debtline estimates that these voluntary organisations are “only reaching a third of calls before they
ring out”.92

Debt Management Companies should not be viewed as being in competition with the voluntary sector.
There are fundamental diVerences between DMCs and the voluntary sector in terms of funding, availability
of service and the nature of the service provided which separate the two and allow consumers a choice in

90 http://www.moneybasics.co.uk/mb/site/resources/resources facts figures.html
91 The Daily Telegraph, 3 January 2006.
92 Ibid.
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where and when they get their advice from. Unlike the voluntary sector which receives a proportion of their
funding from credit companies, DMCs are truly independent and self-funding. Many DMCs oVer free
advice to those phoning their helplines with fewer than 10% of callers subsequently entering a debt
management programme for which they are charged an agreed monthly management fee.

Distinctions can be drawn between the types of debt problems individuals seeking advice may have. For
example, some cases involve underlying poverty where debt is part of a range of issues that can include
unemployment and benefit dependency. Often, face-to-face advice is more appropriate and beneficial to
these individuals. By contrast, other debtors simply have unmanageable personal debt and can eVectively
be served without the need for a face to face service.

To maintain choice within the debt advice sector allows people to address their problem in the most
appropriate manner for them.

4. Provision of Regulation and Generic Financial Advice about Debt and Savings.

4.1 OYce of Fair Trading—Debt Management Guidance

In December 2001, the OYce of Fair Trading issued clear guidelines to help ensure that companies
oVering debt management services deal fairly and openly with consumers. The guidelines were established
following concerns about the conduct of some debt management organisations, which were rightly brought
to the attention of the OFT by consumers, consumer bodies and the credit industry. For this reason guidance
for the sector was identified as a priority.

The guidance sets out minimum standards that the OFT expects of DMCs. Breaches of the guidelines can
lead to a DMC’s loss of their consumer credit licence. The guidance includes the following requirements:

— Consumers must be given adequate information before entering into an agreement. Contracts
should specify the nature of the services provided, total cost to the consumer, amount to be repaid
and duration of the contract. Contract terms should be fair, legible and in plain language.

— A realistic assessment of the customer’s financial circumstances must be made before advice is
given, including verification of income and regular outgoings and any advice must be in the best
interests of consumers.

— DMCs must inform clients of the outcome of negotiations with creditors, as well as any
developments with creditors such as the issue of default notices or the threat of legal action.

— Advertisements and marketing must be accurate, clear and not misleading. Any reference to
“savings” on repayments must make clear that debt rescheduling will usually lead to an increase
in the size of the sum to be repaid and potentially aVect the consumer’s credit record.

— No cold calling by personal visit.

— Payments from consumers should normally be passed on to creditors within five working days of
receipt of cleared funds.

The OFT makes it clear that:

“The OFT has no objection to DMCs charging for, or consumers choosing to pay for, debt
management services. The consumers using these services will, however, often be vulnerable
because of the nature of their financial problems and, almost by definition, have the least available
financial resources. It is, therefore, particularly important that the services provided by DMCs are
carried out with due care, skill and fairness.”93

This guidance from the OFT was welcomed by DEMSA as it provided a starting point from which to
ensure the industry was better regulated. DEMSA advocates statutory regulation of the debt management
industry believing that proper regulation will deliver increased consumer confidence in the industry as a
legitimate source of information and method of dealing with debt problems.

4.2 The Debt Managers Standards Association (DEMSA)

DEMSA was established in December 2000 in order to promote good practice in the debt management
industry and to protect the interests of the public and the lenders to whom they owe money. Membership
of DEMSA is reliant upon DMCs being able to demonstrate that they comply with the standards set out in
the DEMSA Code of Conduct94 and the above OFT guidance.

The Code has been developed in consultation with a number of DMCs and major lenders. The aim of the
Code, and that of DEMSA, is to encourage debt management companies to provide services of the highest
standards in which the public and the credit industry can have confidence.

93 The full guidance is available at http://www.oft.gov.uk/NR/rdonlyres/75CD3C6E-A7C0-44AF-96FF-308E4DCD703E/0/
oft366.pdf

94 http://www.demsa.co.uk/code.htm
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DEMSA strongly believes that the debt advice sector should be governed by statutory regulations, rather
than a voluntary code, and seeks to promote this publicly.

A strong professional association helps to ensure quality of advice. By providing a benchmark on which
the public can gauge the service with which they are being provided, the public are more likely to access good
quality services.

4.3 OYce of Fair Trading—Consumer Codes Approval Scheme (CCAS)

The OFT runs a scheme to approve and promote voluntary consumer codes of practice that set high
standards of customer service. Only codes that are shown to protect and promote consumers’ interests
beyond the basic requirements of the law are approved and promoted by the OFT. Importantly, businesses
that operate under an OFT Approved code are able to display the OFT Approved code logo, which helps
consumers identify trustworthy businesses to buy goods or services from.

DEMSA is the sole debt management trade association to complete Stage One of CCAS (achieved July
2005). Only four trade associations are currently in the position of completing Stage One of the two stage
process. DEMSA is now working towards achieving final approval by supplying evidence to the OFT that
the code is delivering on the undertakings made at Stage One.

5. Role of DEMSA in Promoting Financial Inclusion

DEMSA provides the DMCs with an expected level of professional standards which the public can trust.
By providing a reputable industry as a source of advice and a solution to financial problems which does not
involve the courts, DEMSA encourages more people to stay within mainstream financial services.
DEMSA’s members oVer a clear and transparent service which avoids exorbitant interest payments and
gives debtors the confidence to regain control of their finances.

January 2006

Memorandum submitted by the Department for Education and Skills

Introduction

1. My Department’s belief is that all learners, whatever their age, background and circumstances, need
good financial capability to enable them to participate in modern society and manage their finances
eVectively. My Department attaches great importance to improving financial capability and emphasised this
in the 14–19 Education and Skills White Paper. As part of our 14–19 reforms, financial capability education
will be taught more explicitly in the curriculum by including it in the new functional mathematics component
of GCSE mathematics. But we also recognise that a range of other subjects such as, Personal, Social and
Health Education (PSHE), Citizenship, Business Studies and Careers Education, oVer good opportunities
and contexts for exploring and improving young people’s understanding of financial issues. The broad range
of contexts oVered within the diVerent subjects will help ensure that young people develop knowledge and
skills that can be applied in real life situations and decision making.

2. In addition, responding to the 2002 Howard Davies report, my Department has allocated £60 million
a year for the three academic years from September 2005 to support a new focus on enterprise education in
all secondary schools in England. We have stated that our definition of enterprise education includes the
need to support enterprise capability through teaching of financial capability, and economic and business
understanding.

3. My Department is also taking steps to strengthen adult financial capability, especially for groups with
particular needs. Building on the work of the Skills for Life Strategy in improving adult literacy and
numeracy skills, we will embed financial capability into functional mathematics and also encourage local
authorities to provide more financial education to parents through Sure Start Children’s Centres and locally
delivered family numeracy programmes.

The Curriculum and Financial Capability

4. A range of subjects such as Mathematics, Personal, Social and Health Education (PSHE), Citizenship,
Business Studies and Careers Education, oVers good opportunities and contexts for exploring and
improving young people’s understanding of financial issues.

5. Personal finance education, a prerequisite of financial capability, is covered in the curriculum as part
of the PSHE framework. PSHE provides for personal finance education to be taught throughout Key Stages
1 to 4. Pupils should be taught:

— (5–7 year olds) that money comes from diVerent sources and can be used for diVerent purposes;
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— (7–11 year olds) to look after their money and realise that future wants and needs may be met
through saving;

— (11–14 year olds) what influences how we spend or save money, and how to become competent at
managing personal money; and

— (14–16 year olds) to use a range of financial tools and services, including budgeting and saving, in
managing personal money.

6. Citizenship—which is compulsory in secondary schools—provides that 14–16 year old pupils should
be taught about how the economy functions, including the role of business and financial services.

7. New resources for Enterprise Education allow for, amongst other things, up to five days of enterprise
activity, such as running a real, or realistic, business, which builds on existing work-related activities like
work experience, and which can readily include financial literacy. An enterprise education entitlement will
provide all KS4 pupils with the equivalent of five days’ activity which develops enterprise capability,
encompassing innovation, creativity, risk-management and risk-taking, and financial and business
understanding—with financial capability and economic and business understanding. This concept embraces
future employees, as well as future entrepreneurs, helping them to develop a can-do attitude and the drive
to make ideas happen.

8. New functional mathematics, English and ICT skills, announced in the 14–19 Skills White Paper, are
scheduled to be fully in place from 2010. My Department has asked QCA to address financial capability
more explicitly in the curriculum by incorporating functional mathematics in GCSE mathematics. The
revised GCSE will be implemented from September 2010. This will give financial education a more secure
place in the school curriculum. The QCA are currently developing standards of functional mathematics for
Entry 1 to Level 2 qualifications, and these will include appropriate references to financial capability.

9. Functional mathematics will also form part of the core of the new 14–19 specialised Diplomas. In
addition, from September 2009, Diplomas in Finance and Business Administration will be taught for the
first time. Although the content of these is yet to be devised, as preparation for careers in the financial
industry, they are likely to cover financial literacy. The Financial Services Sector Skills Council is to lead
the development of these Diplomas.

10. The Department will also consider what role the new National Centre for Excellence in the Teaching
of Mathematics can play in supporting better teaching of financial capabilities and disseminating good
practice to practitioners.

DfES Support for Financial Capability in Schools

11. Teacher guidance—DfES oVered guidance in Financial Capability through Personal Financial
Education, which was published in July 2000. the Department has also recently worked with the QCA to
develop and publish guidance on personal, social and health education at key stages 1 to 4 (5–16 year olds),
which includes units exemplifying classroom practice. This was published in November 2005 and includes
two units on financial capability for key stages 2 and 3 to help teachers with lesson planning and assessment
of pupil progress.

12. DfES continues to work with Pfeg (Personal Finance Education Group) a charity that seeks to
provide all young people with the confidence, skills and knowledge they need in financial matters. DfES
provided financial support for Pfeg to produce a guide on how to use mathematics to improve financial
capability.

13. The FSA has developed a draft schools strategy for financial capability. The DfES supports the
objectives of the strategy and my oYcials are working directly through the relevant project groups which
have been set up by the FSA to take forward the various work streams. We are also working closely to align
plans in the FSA’s strategy for promoting financial capability to adults with my Department’s overall
strategy for all learners. For example, through the development of the Adult Financial Capability
Framework—a tool which maps the skills and competence of being “financially capable” to the adult
literacy and numeracy standards and curriculum. The Financial Secretary and I have agreed in principle to
co-hose a seminar later this year to share the outcomes of the FSA’s strategy with relevant organisations
whose help will be crucial in its long-term success.

Skills for Life Strategy: Financial Literacy Project

14. Since 2001 the Skills for Life Strategy Unit has funded the Basic Skills Agency to take forward a
Financial Literacy Project. The project supports the FSA’s Financial Capability Strategy and focuses
specifically on activities that contribute towards the Skills for Life Strategy—the national strategy to
improve adult literacy, language and numeracy skills. The overarching aim of the project is to improve
literacy, language and numeracy skills by using finance as a context for learning.
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15. Work has included producing a variety of teaching and learning materials and other support for Skills
for Life teachers and money advisors to address the Skills for Life needs of learners. Testing and
mainstreaming innovative approaches to Skills for Life and financial literacy eg through family learning,
UFI online packages and working with the Citizens Advice Bureaux.

16. Pilot projects are also underway in six diVerent settings, providing Skills for Life programmes in the
context of finance. These include a Prison, Sure Start children’s centres, an FE College, a workplace through
Union Learning Reps, and a community setting. The pilots will explore models of delivery. Lessons from
these pilots will also be fed into the FSA’s strategy.

January 2006

Memorandum submitted by the Department for Work and Pensions

1. Introduction

This memorandum is submitted by the Department for Work and Pensions (DWP). As the Committee
recognise the Treasury is the lead department on financial inclusion. However, DWP plays a very important
part and sees financial inclusion as of key significance for DWP’s 80% employment aspiration.

For example, Jobcentre Plus helps people improve their financial position through:

— helping people to find/return to work;

— helping to open bank accounts, including identity issues and referral for debt advice where
appropriate; and

— providing social fund loans (to be simplified from April 2006).

The Pension Service provides information and support to working people in making confident choices
about their retirement.

Whilst DWP has an important role to play in tackling social and financial exclusion through the measures
it takes to provide support and tackle worklessness, its main contribution to financial inclusion is focused
on improved access to banking and aVordable credit.

2. Access to Banking Services

Direct Payment

The move to Direct Payment and the introduction of universal banking services, which started in April
2003 and was completed in March 2005, has resulted in increased customer choice, is helping to improve
financial inclusion and has brought banking services into many rural/urban deprived areas for the first time.
It has significantly improved access to banking services to groups who have traditionally been financially
excluded such as the long-term unemployed and Muslim women.

In April 2003, 15 million of the Department’s customers were paid by order book or giro. Now around
16 million customers have payments made directly into an account and fewer than 0.4 million are being paid
only by cheque. Within the Department, the proportion of customer’s benefits paid by Direct Payment has
increased from 43% in April 2003 to around 98%.

Millions more pensioners, mothers, disabled people, carers and jobseekers are enjoying the greater choice,
safety and savings Direct Payment brings. The results of independent research show that there are very high
levels of satisfaction amongst customers who have transferred to Direct Payment; 93% stated they were
happy to receive their benefits in this way.

In 2003, Citizens Advice published a booklet on financial inclusion called “Beyond Bank Accounts: full
financial inclusion”, which said:

“The government, the banking industry and the Post OYce should be commended for the progress
they have made in establishing Universal Banking Services. The ambition to enable all people to
own the most basic of financial services—a bank account—is one we share.”95

“Getting people onto the ladder of financial inclusion is vital and Universal Banking Services
should be heralded in this regard.”96

Financial exclusion is one of the key factors in wider social exclusion. In 2002–03 1.9 million households
(which equates to around 2.8 million adults) in the United Kingdom were without a bank account of any
kind. Encouraging benefit recipients and pensioners to make greater use of existing bank accounts or open

95 Regan S and Paxton W Beyond Bank Accounts: Full Financial Inclusion (IPPR & Citizens Advice; 2003) Foreword.
96 Ibid, page 7.
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new ones is a key element of the Department’s strategy to improve financial inclusion and will, for example,
give people on low incomes access to savings on their fuel bills through making payments by direct debits,
the ability to cash cheques free of charge and access to cheaper credit.

The banking industry worked with the Government to introduce the basic bank account which was
specifically designed to address the needs of the financially excluded. Figures published by the British
Bankers’ Association on 24 November 2005 show the continued growth of basic bank accounts, which
enable direct receipt of benefits, pensions and credits from Government. Since the start of universal banking
in April 2003, a net total of around 1.52 million accounts have been opened. The third quarter of this
financial year saw 138,000 accounts opened and 4,300 existing accounts have been upgraded to more
full-featured accounts.

The DWP has also successfully facilitated arrangements whereby benefit can be paid directly into credit
union accounts. Nationally the scheme is in its relative infancy but has already proved popular with both
credit unions and customers and has the advantage of making it easier to collect cash and at the same time
access the saving and borrowing services the credit union provides.

Local Housing Allowance

The Local Housing Allowance (LHA) is a new form of Housing Benefit (HB) for tenants in the private
rented sector (PRS). Currently only 40% of PRS tenants in receipt of HB are paid their rent direct, with 60%
of payments being made to the landlord. This does not encourage tenants to take any interest in the rent
payable or to budget their income to meet their rental liability. With the introduction of LHA, the majority
of tenants in the PRS will receive their benefit direct and will have to make the necessary arrangements to
pay the rent to their landlord, thus encouraging tenants to move to a position similar to those in work
thereby making the transition into work easier.

LHA is currently being tested in 18 local authorities prior to national rollout and these local authorities
encourage tenants to have their LHA paid into bank accounts, and where a tenant does not have one, they
provide support and guidance to help them through the process of opening such an account.

3. Access to Affordable Credit

People on low income are often excluded from mainstream credit and have to rely on high cost options.
The Government wants to ensure that they have access to low cost credit in a way that does not encourage
vulnerable consumers into unsustainable debt. DWP makes an important contribution on a number of
fronts.

Growth Fund

The “Promoting Financial Inclusion” report announced, as part of a package of measures designed to
tackle financial inclusion, the establishment of a Financial Inclusion Fund of £120 million to tackle the social
and economic problems of financial exclusion—in particular to support the Government’s aims of
increasing access to forms of aVordable credit and free face-to-face money advice.97

An important element within this fund is the Growth Fund of £36 million. It will be used to make
aVordable loans more available through local third sector lenders such as Credit Unions and Community
Development Financial Institutions. The loans will be available to the financially excluded who cannot get
aVordable credit from reputable “high street lenders” and are therefore prey to loans at exorbitant
interest rates.

Making low value loans to people on low incomes carries a disproportionately high administrative cost
for lenders, which will need to be reflected in “aVordable interest rates” charged by institutions contracted
to deliver the Growth Fund. But there is a huge diVerence between the typical 175% to 300% plus range of
interest rates charged by legitimate commercial doorstep lenders, and the rates to be charged by Growth
Fund lenders which are likely to range from about 13% to 35%.

DWP is delivering the Growth Fund on behalf of HM Treasury. Work has already progressed to the
formal procurement stage with relevant financial institutions preparing to bid to deliver the service, and the
Fund ready to issue payments from late June 2006. Final payments from the Fund will be made by
March 2008.

The objectives of the Fund are simple and practical. Increasing the awareness and accessibility of
aVordable loans when financially excluded people need them most, it will decrease the number of loans taken
out with high cost lenders and substantially reduce the cost of borrowing for those people. It is intended
that the Fund will therefore free up more disposable income for financially excluded borrowers to spend in
the socially deprived areas in which they live.

97 Promoting Financial Inclusion (HMT: December 2004).
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The Fund will also have a practical impact on the reduction of benefit dependency. By reducing the
amount of debt that benefit recipients have to manage, it will help to remove a barrier to employment for
those people. At present reliance on high cost lenders leads to higher levels of debt, as the high interest rates
mean that debts accumulate. People with high debts see taking up employment as an invitation to their
creditors to pursue repayments via attachments of earnings. This fear becomes a disincentive to finding
work. And by providing access to free financial advice and support for opening simple accounts, it will help
to increase:

— levels of financial inclusion and readiness for work;

— the future credit rating of borrowers;

— the payment of benefit/wages into accounts; and

— the savings that people can make on payments to utilities companies by setting up direct payment
arrangements.

It is intended that the Fund will increase the capacity of third sector financial institutions to provide
services to financially excluded people, as well as generate sustainable loan capital for the benefit of excluded
communities over time. And whilst the Fund cannot be said to have the capacity to address the entire
problem of exclusion from aVordable credit, it does represent a substantial test of the local third financial
sector’s ability to meet the needs of the consumer group and provide valuable pointers for future action.

The Growth Fund will be complemented by the introduction of the AVordable Credit deductions
(Scheme), which DWP is also working to set up as part of the Financial Inclusion Fund.

AVordable credit deduction

This is to provide a practical measure to support responsible low cost lenders, in the not-for-profit and
private sector. It complements other measures to increase the supply of aVordable credit. Arrangements will
be introduced whereby in certain circumstances, lenders will be able to apply to DWP for the repayment of
loan arrears through deductions from benefit.

Detailed arrangements are not yet finalised but the intention is that this facility will be made available
only to lenders who meet criteria for responsible lending and who make loans available at a more aVordable
rate of interest than is commonly charged in the alternative credit sector, on which many people on low
income rely. The facility will apply as a last resort to cases which have fallen into arrears and where
acceptable alternative repayment arrangements cannot be made whilst on benefit. It will also be subject to
constraints to avoid hardship to the benefit customer eg the deduction rates will be limited and will take into
account deductions for other debts which will take priority.

The rationale for oVering access to benefit deductions in certain circumstances is to reduce the risk of
debts being written oV in the event of default and therefore the cost of lending to people in such
circumstances (and thereby improve the viability of such loans/low cost lenders).

Initial discussion with a small number of credit unions and Community Development Finance
Institutions indicated that lenders would generally welcome a facility for benefit deductions and that there
would be suYcient numbers of lenders wishing to participate in the scheme. Discussions are being planned
with interested lenders in order to refine the operational and policy detail of the scheme. Plans are being
made to ensure details of the final arrangements are widely publicised among lenders. Processes will also be
put in place to obtain formal expressions of interest for participation in the scheme, and to manage the
working relationship with these lenders

Social Fund Loans

Since they were introduced in 1988, social fund loans have been a valuable source of interest-free credit
to people on income-related benefits. Loans are made in circumstances and on terms that the mainstream
financial sector would not countenance. People on low income need credit to tide them over lumpy
expenditure in the same way as those who are better-oV, but who when relying on the market, have to pay
more for their credit (because of the higher costs associated with higher risk and small loan amounts). The
gross loans budget for 2005–06 is estimated to be around £610 million. It is made up of a combination of
new funding (worth £39 million for 2005–06) plus forecast loan repayments.

Budgeting Loans

People who have been in receipt of one of the main income-related benefits for at least six months can
apply for an interest free Budgeting Loan. The loans budget is cash limited and has a number of complicated
mechanisms to control supply and live within budget. Gross expenditure on Budgeting Loans in 2004–05
was slightly under £500 million with 1.2 million loans and an average award of around £400.

The application process is not intrusive—applicants complete an application form on which they tick a
box indicating the general category of item they plan to use the loan to buy, for example: furniture or
household items; clothing, and footwear; help with looking for or starting work and travelling expenses; rent
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in advance or removal expenses; home improvements and maintenance or security. The decision on whether
or not to make a loan is based on whether the applicant has been on benefit for the qualifying period and
the amount of any outstanding loan. Any applicant who has been on benefit for the qualifying period and
has no outstanding Social Fund debt is guaranteed a Budgeting Loan though the amount will depend upon
the baseline at the time (which reflects the state of the loans budget).

Repayments are mostly made by direct deduction from benefit. Repayment levels are influenced by the
extent of existing indebtedness. The normal repayment level is currently set at 15% of the applicant’s benefit
(this will reduce to 12% from April 2006—see below) but lower levels apply where the applicant has other
deductions or commitments.

Improvements to the Budgeting Loan scheme are due to come into eVect from April 2006. The aim is both
to simplify and to expand the scheme. The key changes are:

— only actual budgeting loan debt will be taken into account when calculating entitlement to a
further budgeting loan—currently existing budgeting loan debt is counted twice (the “double
debt” rule);

— the calculation of budgeting loan maximum amounts will be based solely on family composition.
There will be three maximum rates, for single people, couples and families with children
(previously time on benefit was also taken into account and there were family variables to reflect
all possible combinations of family make-up);

— savings limits for budgeting loan applicants will increase to £1,000 for people of working age and
£2,000 for pensioners (savings in excess of the limits reduce the amount of loan available);

— minimum loan available will increase from £30 to £100;

— maximum standard repayment rate will be reduced from 15% of a customer’s qualifying benefit
allowance plus any Child Tax Credit and Child Benefit, to 12%;

— maximum repayment rate will be reduced from 25% of a customer’s qualifying benefit allowance
plus any Child Tax Credit plus Child Benefit, to 20%;

— the maximum repayment period will be extended from 78 weeks to 104 weeks; or, where a customer
has particular diYculties, from 104 weeks to 130 weeks; and

— the overall debt limit for budgeting loans and crisis loans combined will be increased to £1,500

These improvements will be supported by £210 million in additional funding over the three years from
April 2006. This means that by April 2008 the annual gross loans budget could increase to something of the
order of £700–£800 million.

Crisis Loans

The crisis loan scheme makes interest free loans to people who are suVering an emergency or disaster.
Recipients do not have to be in receipt of Income support, Income-based Jobseeker’s Allowance or Pension
Credit to qualify but must demonstrate that there is no other means of preventing a serious risk to the health
or safety of the customer or a member of their family. All available resources are taken into account. The
focus on emergency need means that crisis loan applications will always be given high priority for payment.
Gross expenditure on crisis loans in 2004–05 was slightly over £80 million with around one million loans
and an average award of around £78.

Some of the improvements described above for the Budgeting Loan scheme will also apply to crisis loans,
for example, the new maximum repayment rate, the new maximum repayment period and the overall debt
limit of £1,500.

Looking ahead

The Government has long made clear its ongoing commitment to reform to improve the performance of
the Social Fund scheme. Ministers have recently commissioned a thorough look at the whole scheme. The
aim of this work is to explore the scope for aVordable further measures to improve the contribution the
scheme makes to wider Government aims for tackling worklessness, poverty and exclusion.

In the meantime the improvements to come into eVect in April 2006 will make a significant contribution
to improving the supply of low cost credit and making budgeting loans more accessible to vulnerable
customers.

4. Encouraging Savings

DWP supports wider Government aims of promoting savings and asset ownership. The Department has
taken action to ensure benefit arrangements strike a sensible balance between providing targeted state
support and not unfairly penalising those who have acted responsibly by saving.

From April 2006 the capital threshold in Income support (IS), income-based Jobseeker’s Allowance
(JSA(IB)), Housing Benefit (HB) and Council Tax Benefit (CTB) will increase from £3,000 to £6,000 and
the upper capital limit in IS and JSA(IB) will increase from £8,000 to £16,000. For IS/JSA(IB), capital up
to the threshold is ignored but a deduction from benefit is made of £1 a week for each £250, or part of £250,
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held above this up to the upper capital limit. Similar rules apply in HB and CTB, for people of working age
except that the relevant deduction is tapered. People with capital in excess of the appropriate upper capital
limit are not entitled to benefit.

In addition, to ensure that Budgeting Loan recipients are not penalised for having small amounts of
savings, Pre-Budget Report 2005 announced that the capital allowances available to Budgeting Loan
applicants would be increased from April 2006. The current rules mean that capital of up to £500 (for people
of working age) or up to £1,000 (for pensioners) is ignored when deciding whether a budgeting loan should
be awarded and the amount of the loan. Capital in excess of £500/£1,000 will be oVset against the amount
of loan sought. From April 2006 the allowances will increase to £1,000 (people of working age) and £2,000
(pensioners).

5. Tackling Over-indebtedness

A small but significant minority of the population is severely aVected by problem debt, which can take
the form of diYculty in meeting credit commitments or inability to pay household bills. Over-indebtedness
is strongly associated with social and financial exclusion and poverty and is often exacerbated by events such
as redundancy, unemployment and ill health.

DWP plays a significant role in the Government’s strategy to combat the causes of over-indebtedness and
assist those aVected by it. It jointly chairs the ministerial group on over-indebtedness with the Department
of Trade and Industry and the Department for Constitutional AVairs. As explained above, it also directly
contributes to current key measures to foster expansion of aVordable credit for people on low incomes.

DWP plays a major role through its policies of making work pay. Jobcentre Plus provides everyone of
working age with advice and guidance on the full range of support available to help them move into work
with more help provided to those facing the greatest barriers to work. It also administers the third party
deduction scheme which helps benefit recipients avoid disconnection from essential services where they fall
into arrears with bills.

February 2006

Memorandum submitted by Derbyloans

Background

Derbyloans is a CDFI that operates in Derby and has been trading since May 2003. At the time of writing
(early December 2005) we have made about 680 personal loans with a total value of about £440,000 and
about 50 business loans worth about £180,000. In other words, Derbyloans is one of the very few CDFIs
with a strong bias towards personal lending. Initial personal loans are charged at 25% APR and have an
absolute maximum of £1,000. Subsequent loans are charged at 22% and are not allowed to exceed £2,500.
Repayments are almost always by direct debit, either weekly or monthly. (The exceptions pay by PayPoint
card—only introduced in the last few weeks).

The need for the business was identified by a report commissioned by Derby City Council in 2000, which
identified high levels of financial exclusion in certain parts of the city. Personally, I spent the year from May
2002 to April 2003 setting up Derbyloans while on secondment from Rolls-Royce. In May 2003 I left
Rolls-Royce and became Chief Executive of Derbyloans. The business is an Industrial and Provident
Society and currently employs one full-time and three part-time staV. We are members of the CDFA.

As a relatively experienced practitioner in a very new industry I have made a few observations under three
of the six headings published on the website.

1. Access to banking services

The biggest single change since Derbyloans started trading is that back in 2003 about 25% of customers
did not have a bank account. In 2005 customers without a bank account are extremely rare and usually have
some real or imagined reason for “not trusting banks”.

However, the almost universal ownership of a basic bank account (or more) is not a cause for celebration.
As part of our personal loan appraisal process we view the last three months of personal bank statements.
Possibly as many as 30% to 40% of our applicants will withdraw all but a few pence of their wage or benefit
on the day it is credited and carry on using cash as before. All the ownership of a bank account has done is
to add an additional step to getting access to their money and has produced no change in their financial
behaviour or aspirations.

Until very recently it was a condition of our personal loans that payments would be by direct debit, either
weekly or monthly. While accepting that these accounts are not profitable for the banks, the imposition of
typically a £35 charge for a failed direct debit is a huge burden for someone on an income of, say, £600 per
month. It is no wonder that some customers, having been charged 5% or more of a months income, feel
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wronged and either move from bank to bank (until they run out of banks) or revert to cash. They often
cancel the direct debit instruction and it is not uncommon for a customer to be on the fourth or fifth
instruction (and possibly the same number of banks) after, say, nine months. Consequently we now oVer a
repayment card in certain circumstances—such loans are charged at 29% APR due to the significant
extra costs.

2. Access to aVordable credit

Obviously I feel that access to aVordable credit is very important. We regularly see loan agreements with
doorstep collection companies such as “Loan of £250, repayable by 32 weekly payments of £12.50, total
repayable £400”. I make this 401% APR. However, if there is no CDFI locally and the customer has not
saved with a credit union, there may be no alternative. Banks (justifiably) are not interested in loans of £250
and such customers may already have CCJs.

Clearly this is a high risk market and a commercial company has to price to risk, but I do not believe that
400% is ever justifiable. A community finance company can provide a much cheaper service, which has the
additional benefit of retaining money in the local community. The nearest equivalent to the above loan
would be £250 repayable over 26 weeks by DD. Twenty-six payments of £10.18—total of £264.68. Not only
does the customer have an additional £135 to spend locally over the life of the loan, but also the £265 that
he/she does have to pay is retained in the local economy for relending.

In my view, access to professionally managed aVordable credit is necessary to reduce financial exclusion.
However, it is not a solution in itself. (See next item)

3. Financial education and advice

Having seen probably 800 personal customers over the last three years, I believe that financial education
is as necessary as aVordable credit. A few anecdotes . . .

— Many customers have no understanding that 6.9% is better than 25% is better than 400%. If it
solves today’s problem, then lets do it! This attitude provides an environment in which doorstep
collection companies thrive. We even have customers at Derbyloans who we think understand the
benefits who go back to a doorstep collection company for a quick fix if they have a crisis.

— Customers will happily sign deals with white goods retailers who target those on low incomes.
Recently we saw an example where a customer committed to pay over £1,000 over three years for
a base spec washing machine (£200–£220 retail).

— Virtually no customers use the direct debit facility to pay utility bills, but continue to use
payment cards.

— I saw a customer this morning with no fixed phone who regularly pays £100! per month on
pay-as-you-go charges. Her monthly income was about £700.

— Customers will buy a car without considering the cost of insurance (often more than the value of
the car).

— We do a simple income/expenditure balance on our application form. Many customers have never
considered working out where their money goes and often seek to borrow less than the alleged
diVerence between their monthly income and expenditure. In other words they have no idea of
their expenditure.

— Many customers believe they can borrow their way out of trouble. (To a degree they can if they
can replace debt at 400% with debt at 25%, but the belief does not only apply to doorstep collection
customers).

— Customers will often seek to borrow to clear rent or utility arrears in the belief that a new loan will
“wipe the slate clean”. In general we do not lend for such purposes, but the ensuing conversation
can reveal a frightening lack of understanding about priorities (what is more important than
paying your rent?) or that interest free debt (utility arrears) is always cheaper than even
Derbyloans.

I agree that lack of financial awareness is a huge problem, with a new batch of financially illiterate people
leaving education every year. There is no instant solution. Getting people together for classes is never likely
to work (requires self confidence to admit inadequacy!) so the only real solution is to counsel people one
at a time when they contact appropriate organisations like CDFIs, credit unions and CAB. Clearly such
counselling makes the already fragile economics of such organisations unsustainable.

In reality, the supply of financially illiterate people will exceed the capacity of society to educate them.
This suggests that the best solution is to do the financial literacy training in schools. In general it is hard to
convince people to solve a problem that they don’t know they have got, so mid-teens who have never thought
about a domestic budget are likely to be pretty hard to motivate.
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Conclusion

As Chief Executive of one of the relatively few personal lending CDFIs in the country I genuinely believe
that that a professionally managed CDFI can make a significant impact on financial exclusion. A CDFI, as
I continually tell the board, is a “business with a social purpose”. It can do some of the “not-for-profit-but-
for-the-good-of-mankind” things but it has to operate in the commercial environment and ultimately pay
its way, even if that includes grant funding for some of its overheads or loanfunds. In is hard enough running
a non-viable business in a commercial environment, without adding to the overheads by doing the things
like financial literacy training. The existing proposals to support personal lending CDFIs are to be
applauded and will undoubtedly make a diVerence in time. It should be recognised that non-commercial
activities cannot be delivered by commercial organisations.

There are three current developments that can enhance the contribution that a CDFI can make.

— The Financial Inclusion Fund. Obviously additional funding will enable existing personal lending
CDFIs to develop and to share their expertise with new CDFIs.

— The extension of CITR to personal lending CDFIs. A properly constructed scheme should enable
personal lending CDFIs to attract investment from private funders, but only if there can be some
guarantee that their capital is not all at risk. A personal lending CDFI is, after all, a massively risky
business that economically should not exist.

— The proposal that payments to accredited organisations (like CDFIs but not doorstep collectors!)
could be stopped from benefits after an agreed level of default (say three months arrears). This
would significantly reduce the capital risk (see previous item) and would increase the capacity of
these tiny organisations. I estimate that around 40% of our staV time is spent managing loans that
are in some way non performing. Obviously this time would be better spent in dealing with new
customers.

December 2005

Memorandum submitted by Anne Belsey, District of Canterbury Credit Union

1. The District of Canterbury Credit Union has only been operating since February 2005. However, it
has a unique arrangement which possibly gives it a better opportunity than most other credit unions to tackle
head-on some of the problems that real people have with financial matters. This unique arrangement
consists of “well-to-do” residents of the district joining the DCCU as “Founder Members”, each investing
a sum of £1,000.

2. Within a week of opening the DCCU had over 60 Founder Members and a savings fund of over
£60,000. This meant that from its very beginning, the DCCU was in a position to oVer loans to those
“ordinary” members who were in such financial diYculty that they could not undertake the normal
arrangement within most credit unions, that of saving for a few months before obtaining a modest loan
based on the size of their savings. The DCCU has thus had people joining in order that they might take out
a loan at a modest 12.68% (the maximum allowed credit unions by law) in order to pay oV existing loans
charging much higher rates of interest, such as the 177% of one leading doorstep lender.

3. In many instances the DCCU has been able to help its members out of their financial diYculties, but
some are so heavily indebted, that they are beyond the help of a credit union, which has a duty to safeguard
its members’ savings.

4. Those members of society for whom financial inclusion is an issue include, almost by definition, those
individuals whose knowledge and understanding of financial matters is at variance even to the limited grasp
enjoyed by most other people. Given this inherent eccentricity, it is pertinent to consider some actual
examples. Only when confronted with actual examples can credence be given to patterns of behaviour or
understanding that might otherwise be dismissed as unlikely if not patently absurd. As a market within the
financial services sector, they are often referred to as the “sub-prime” market.

5. The following three examples are taken from three individuals who joined the DCCU. In all three cases
they joined in order to secure a loan from the DCCU, to which end some were successful. In each case,
neither the member nor the particular bank, building society, doorstep lender or debt management company
has been identified. The reason for this is that almost invariably, the practice of any one company is broadly
followed by its fellows in the same business.

Mrs A

6. Mrs A joined the DCCU and applied for a loan for £800. This money was in order to pay oV three
existing loans that she had taken out from two diVerent doorstep lenders. A typical pattern of such a loan
was that £300 was borrowed, and total of £495 would be paid back at £10 per week over a period of 55 weeks.
This involved Mrs A paying interest of over 120% APR (according to my own rough calculations); no rate
of interest was shown on any document, although one of the lenders is known to charge 177% APR.
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7. When I asked why she had borrowed from such lenders, Mrs A replied that they came around knocking
on people’s doors oVering the money. It was all too easy to get a loan, but she had no idea of the rate of
interest that she was being charged. The very concept of interest seemed beyond her. She only dimly
understood that the 12.68% APR oVered by the DCCU (a legal maximum) was a better deal than 120%
APR.

8. A most extraordinary feature showed up on one of Mrs A’s pay-books. Here the loan in question had
been reduced to about £150 and then it jumped back up again to £350. Asked about this, Mrs A replied that
she had been given a further loan, part of which was “to pay oV the existing loan”. Given the nature of the
charging on these loans, this would eVectively have meant that for this part of her loan, Mrs A was paying
the very high rate of interest twice over. Although it was immediately apparent to me that this was so,
Mrs A was not aware of the evident peculiarity of the arrangement.

9. I later checked the website for Debt On Our Doorstep. I came across the concept of “flipping”, wherein
customers of a doorstep lender were encouraged to borrow further money from them in order to pay oV an
existing loan from them. I would not have believed that such a practice could have existed; I could not have
believed that anyone would be so foolish as to fall for such an absurd suggestion had I not just met Mrs A.

10. Mrs A received a loan from the DCCU to pay oV her debts, but because the original charges were
seemingly quite arbitrary, the amount of discount that she received for early repayment did not accord with
the amount of the interest that had been levied for the full term of the loan. Nowhere within the documents
that Mrs A received from the loans companies in question was a rate of interest given or were charges
itemised.

Mr B

11. Mr B joined the DCCU and applied for a loan of £4,000 in order to do some home improvements.
As is standard practice with the DCCU, we requested that he provide us with recent bank or building society
statements and any other documents showing his financial state of aVairs. Two remarkable features were
revealed within Mr B’s finances.

12. The first of these concerned his building society current account. Mr B was living on benefits (Income
Support and Disability Living Allowance) which were both paid into his current account. After these
payments were paid in, almost the full amount (to the nearest £10) was then taken out in cash. Mr B also
paid for certain bills with a direct debit from this current account. When these fell due, however, there was
usually insuYcient funds to cover their payment. As Mr B had no overdraft allowance, the attempted direct
debit payment incurred a penalty of £20, with the direct debit returned to his account unpaid. When I asked
why he withdrew all his benefit in cash as soon as he received it, Mr B quite seriously explained that he did
not trust the building society as they kept deducting £20 from his account!

13. The second noteworthy feature of Mr B’s finances concerned two outstanding loans that he had
totalling some £4,000. When I asked him about these, he revealed that he was not at all sure exactly with
whom he had the debt. He produced statements from a debt management company which showed that he
was paying them £100 per month. Of this £100, £70 went to one creditor and £5 to the other. This seemed
to suggest that Mr B was paying £25 to the debt management company every month just to send oV two
cheques to his actual creditors. When I asked him whether this was so, Mr B simply remarked that it was
cheaper than the monthly amount that the previous debt management company had charged him. When I
asked him about documents showing the actual state of his account with his creditors, or the contract that
he had with his first or second debt managers, he replied that he had none. All the arrangements had been
done over the phone, after seeing advertisements on the television.

14. Most financial management companies advertise the fact that they can sometimes reduce the amount
of debts for which their customer is liable. I asked him whether this was so in his case, Mr B was quite
unaware of what arrangements had been made. He was blithely content to pay them the £25 monthly service
charge indefinitely for little apparent benefit. (Incidentally, the debt management company in this case was
one that was mentioned in an unfavourable light during a debate on “Low Income, Debt and Poverty” held
in Westminster Hall on 12 February 2003.)

15. It seemed clear to the DCCU Loans Committee that Mr B could not aVord to take out a further loan
whilst he already had these large and disorderly commitments. With Mr B’s financial well-being in mind,
we refused him the loan that he had requested and referred him to a debt counselling service.

Mrs C

16. Mrs C joined the DCCU in order to secure a loan for some fencing to go around her house, which
she shared with her partner and their children. Whilst visiting her home to complete the arrangements, I
noticed that she had another visitor, who was an agent from a well-known doorstep lender.

17. After the agent had departed and the DCCU business was transacted, Mrs C explained that they were
seeking another loan in order to redecorate. The relative of costs of the two loans were compared and
Mrs C and her partner agreed that they would be better borrowing all the money that they needed from the
DCCU, as our interest rate was less than one tenth of that of the doorstep lender. This incident illustrates
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the extent to which many people have little awareness of the cost of borrowing, until it is brought
unequivocally to their attention, which many lenders do not do, and the less financially astute often take
out numerous small loans, from diVerent or sometimes the same lenders, often with diVerent rates of APR,
rather than securing one large loan from the cheapest lender.

18. Mrs C set up a standing order from her “basic” bank account to repay the loan from the DCCU.
Unfortunately her standing order could only be paid monthly, whereas the benefits that she received came
in fortnightly or four-weekly (as is the case with most benefits). At first this was no trouble, her main four-
weekly benefit was received just before the standing order was paid, but after a few months, the gap between
her receiving her benefit and paying the standing order opened so much that her budgeting skills were unable
to retain suYcient money in her account when the standing order became due.

19. So it was agreed that the standing order would be cancelled and the money would be paid in cash to
a DCCU volunteer visiting her home once a fortnight. Unfortunately, this arrangement was made on the
Friday before the following Tuesday (1 November 2005) when the standing order would be paid. From
Friday to Tuesday proved to be insuYcient time for the bank to change the instructions on Mrs C’s account.
The standing order was duly paid, removing from her account the money that Mrs C depended upon for
that week. When the DCCU oYce next opened, Mrs C appeared in a state of some distress. She had children
to feed; she had a cash payment to make; she had no money, and she had no overdraft facility, even of the
most modest size, upon which to draw.

20. The DCCU does not normally give cash withdrawals on demand, as it does not run “current
accounts”. It is in the business of long-term savings and borrowing. As I was the volunteer on duty, I
withdrew some money from my own account from the ATM along the street (going slightly overdrawn as
a consequence) to pay suYcient to Mrs C to tide her over her immediate crisis. The sum in question was very
small, only £40, but the High Street banking system had failed Mrs C even over this modest amount.

Executive Summary

21. People on low incomes or benefits are easy targets to “sub-prime” businesses, whose services and costs
are very high and are not readily explained to or documented for their customers who often lack numeracy
skills and are overawed by documentation.

22. People living on benefits have been required to have “basic” bank accounts in order to receive their
benefits. In many instances they did not choose to have such accounts, having lived within a “cash-culture”
previously, which, with all its faults, was the “devil they knew”. They have been forced into using a
mysterious and opaque money system.

23. These “basic” bank accounts as established by “reputable” High Street banks and building societies
restrict the facilities available to their holders. They limit access to credit and have delays within their own
systems, yet do not prevent account holders from falling foul of the large and arbitrary penalties that are
imposed for “misuse”. Often imposing charges for an unauthorised overdraft that exceed the size of the
overdraft!

24. The simple business of running direct debts and standing orders is made diYcult for “basic” bank
account users in that the monthly payments to which they are limited do not tie in with their own usual
fortnightly or four-weekly receipt of benefits.

25. The manner in which bank and society accounts operate is a mystery for most people. For example,
the length of time required to clear funds and the time required for a standing order instruction to take eVect
is extraordinary long in this age of computers. For those on large salaries and mortgages, allowed generous
and cheap overdrafts, such delays are usually not a problem. For those who have been, perhaps unwillingly,
required to open bank accounts, denied authorised overdrafts, levied high charges for minor errors, and are
living on very narrow margins to begin with, the system must seem to be entirely punitive.

26. The arbitrary, restricting and penalising nature of these “basic” bank accounts is likely to make their
holders fearful of High Street businesses and make them vulnerable to expensive and unscrupulous
“sub-prime” businesses, from whom the DCCU, at least, is attempting to liberate them.

January 2006

Memorandum submitted by JW Cross, District of Canterbury Credit Union

District of Canterbury Credit Union Ltd is a community-based credit union having as its Common Bond
all those who live or work within the local authority District of Canterbury.

The Credit Union was authorised by the Financial Services Authority on 19 January 2005 and
commenced operations on 3 February 2005. Since that time it has made loans to members of £31,000.
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Executive Summary

A. Community-based Credit Unions that operate to criteria fixed by Government oVer the best way of
addressing Financial Exclusion.

B. Community based Credit Unions require the active participation of all members of the community,
not just the financially excluded who cannot provide the savings necessary for their own financial inclusion.

C. Government should specify criteria that Community based Credit Unions must comply with to attract
support from government. Compliance should be monitored by the Financial Services Authority.

D. Approved Community based Credit Unions should enjoy Charitable Status for the purposes of
taxation.

E. There should be an obligation on Local Government and the National Health Service to promote
financial inclusion through the relevant local approved Credit Union.

F. Credit Unions are not expensive to set up and operate provided that they have attracted some support
across the community as a whole. The Financially Excluded do not have either the skills or finance to form,
operate and provide the necessary savings to capitalise Credit Unions.

G. Community based Credit Unions will not succeed in addressing the issues of Financial Exclusion
without the active support of all levels of Government.

H. The model adopted by District of Canterbury Credit Union Ltd of raising initial members’ savings
through the concept of Founder Membership achieved by individuals investing some of £1,000 is capable
of being replicated and enables Credit Unions to make meaningful loans shortly after authorisation.

I. In the 11 months since it was launched District of Canterbury Credit Union Ltd has attracted £94,000
of savings, made £31,000 of loans of which £5,000 have already been repaid.

1. Access to banking services

1.1 All members and potential members of District of Canterbury Credit Union Ltd (DCCU) had a bank
or building society account at the time they applied for membership.

1.2 The bank accounts are used to receive wages and benefits.

1.3 In a substantial minority of cases all sums deposited in the bank account are immediately withdrawn
in cash. The individual then operates on a “cash basis”.

1.4 Some accounts do not have the facility for making payments by Standing Order. The ability to make
payments by Standing Order is a mixed blessing as the accounts lack the facility to go even marginally
overdrawn. The eVect is that Standing Orders are returned and incur substantial charges relative to the
individual’s income if they are not fully covered by credit balances.

1.5 Individuals with basic bank accounts do benefit from the ability to receive their income directly into
their account and then to withdraw it using ATMs, which oVer a free service in most town centres and
supermarket outlets.

1.6 We do see some evidence of small cash withdrawals being made from ATMs where a charge is made.
Because of the size of the transaction charges can often exceed 10% of the total value. The individuals
concerned are aware of the level of charge they are paying but are prepared to meet the cost because of the
convenience.

1.7 We do not believe that the banking system can be used to overcome the problems of financial
exclusion. It would not be cost-eVective for bamks to do so and, if they were to give credit, they would not
be able to manage and recover the sums advanced.

2. Access to aVordable credit

2.1 We believe that community-based Credit Unions oVer the best opportunity of providing aVordable
credit to all members of the community.

2.2 To achieve access to aVordable credit for all, there would have to be a sea change in the community
in terms of their attitude towards Credit Unions. Currently most members of the community do not
understand what a Credit Union is and those that do, believe that membership is for the financially excluded.
We understand that 40% of the population of Ireland are members of a Credit Union and in the United
States approximately 25% of the population enjoy the benefits of membership. The corresponding figure in
England is a fraction of 1%.

2.3 The financially excluded cannot provide the savings/capital that is required to finance loans that the
Credit Union can make.

2.4 A Credit Union has no capital of its own. It has to attract members savings to build up a fund
available to finance member loans. There is no financial incentive that a new Credit Union can oVer
individuals who are not financially excluded, the only return that can be oVered is the hope of a dividend
at some time in the future.
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2.5 Community based Credit Unions are not expensive to set up.

2.5.1 DCCU benefited from training provided free of charge by Business Link Kent Ltd.

2.5.2 Pre-trading and initial operating expenses were covered by Grant.

2.5.3 DCCU does not have any premises of its own. Collection points are opened in Canterbury Public
Library on a Saturday morning with accommodation being provided free of charge by Kent Library Service;
in Herne Bay on a Tuesday morning with accommodation being provided free of charge by Canterbury City
Council and on a Thursday in Whitstable in a Community Centre for which rent is paid. Administration is
done by volunteers from their homes.

2.5.4 A local firm of Chartered Accountants provides the Registered OYce and accommodation for
board meetings.

2.5.5 The Credit Union’s financial records are kept on a computer at the University of Kent, whose IT
Clinic has a contract to back up and maintain the computer. It is accessed by a “dial-up” telephone facility.

2.5.6 DCCU will continue to need some financial support until the economies of scale can be achieved.

2.6 DCCU, in common with all new Credit Unions, is particularly vulnerable in having no capital to
cover any provision for bad and doubtful debts. It also has fixed costs that will amount to several thousand
pounds per annum.

2.7 DCCU has addressed the problem of having no capital available initially to finance loans to members
by introducing the concept of “Founder Members”. So far 90 individuals have provided DCCU with an
investment of £1,000 each. The target capital to be raised in this way is £200,000 so a further 110 Founder
Members are being sought.

2.8 Founder Members appreciate that they are being oVered a “bad bargain” in terms of the return that
they can expect on their investment. It is made clear to them that they are helping their local community by
forgoing the interest that they would otherwise receive on that part of their savings. They understand that
their capital is not being put at risk because of the Financial Services Compensation Scheme.

2.9 The change in attitudes necessary to ensure that all members of society view Credit Unions as being
appropriate places for their savings and borrowings can only be achieved by Government, both local and
national. Otherwise those that have the financial ability to promote Credit Unions do not have any incentive
to do so , and those with incentive do not have the financial resources. The Credit Union movement does
not have the means of achieving this itself.

2.10 Attitudes to Credit Unions could be changed most rapidly with the active support of Employer and
Employee organisations (CBI, TUC etc).

3. Financial education and access to financial advice

3.1 DCCU has been able to help a number of its members with individual education and advice that has
been tailored to meet their personal circumstances. This has been done by a trained volunteer on a one to
one basis. This is viewed as the ideal solution.

3.2 The general level of financial competence is low, people do not understand the cost of credit or
understand the meaning of the term APR. Credit is judged on the basis of its weekly cost in terms of the
repayment of capital and interest and not on whether it represents good value.

3.3 We believe that that many of the financially excluded who are best able to manage their financial
aVairs are those that are on a low level of state benefits. Benefits are withdrawn in cash and then spent as
far as possible over the period until the next benefit receipt is due. Good cash management is essential to
avoid periods of hardship.

3.4 Individuals who have or have had a higher a higher level of income seem less able to budget,
presumably because they have not had to exercise such a high degree of care in the past.

3.5 A substantial number of individuals have incurred levels of debt that they cannot possibly hope to
service and repay. They are beyond the ability of the Credit Union to help. DCCU limits loans to £4,000
and will only lend where it appears that the member will be able to service and repay any loan made. Where
appropriate we have referred them to the Citizens Advice Bureau.

3.6 Credit Unions are in a position to provide basic financial advice on budgeting, managing cash flow
and understanding the terms of credit agreements. We believe that they should be encouraged to fulfil
this role.

4. Incentives and barriers to saving for people on below average incomes

4.1 There are no financial incentives for the financially excluded to save.

4.2 Approximately 50% of the individuals approaching DCCU for a loan have indicated a desire to build
up some savings so that they will have some money available to cope with unexpected expenditure in the
future.
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4.3 Individuals who have no savings but wish to start saving have shown no interest in obtaining the best
rate of return on their money, their objective is merely to have some savings.

4.4 Individuals who do start saving with a Community based Credit Union either do so because they wish
to make a contribution to the community or establish a pattern of savings to enhance their credit worthiness
within the Credit Union.

4.5 We are not aware of any member of the Credit Union who is contributing to a Stakeholder Pension.

5. The role of the Government, the Financial Services Authority and other bodies and organisations in
promoting financial inclusion

5.1 Both Kent County Council and Canterbury City Council were instrumental and supportive of the
formation of District of Canterbury Credit Union Ltd. Practical help since formation has been limited.

5.2 We have had little contact with the Financial Services Authority other than as part of the
authorisation process. Meeting the FSA requirements to obtain authorisation were demanding. We were
advised whether our rules and other documentation complied with the FSA requirements. We were not
given any guidance, nor did we seek guidance, on operational matters once authorisation was given.

5.3 The FSA Credit Union handbook is comprehensive, useful and understandable. We have
encountered greater diYculty with the Quarterly Returns.

5.4 Business Link Kent Ltd has been and remains extremely supportive. They funded all of the training
costs and have been an excellent source of advice.

5.5 Central Government can assist in addressing financial exclusion through Community based Credit
Unions in two ways:

5.5.1 It can require Local Government to promote membership throughout their employees base and the
whole of the community that they represent. Local government is in touch with its residents at various times
throughout the year. and

5.5.2 It can materially improve the ability of Community based Credit Unions to make a surplus and to
be able to reward their savers through changes to the taxation system. Currently all Credit Unions are taxed
as if they are operating businesses that are trading mutually. This means that they are subject to Corporation
Tax on any income that is not derived from Members. The change to Corporation Tax rates announced by
the Chancellor in the Pre-Budget Statement mean that from April 2006 onwards bank interest and other
investment income received will be taxed at 19% (Currently 0%).

5.5.3 The greatest benefits that Community based Credit Unions could receive is to be taxed as if they
were Charities. To achieve this status they would have to comply with strict criteria which should be
monitored by the FSA. This would enable eligible Credit Unions to raise income free of tax from third
parties and individuals to make donations under the Gift Aid regime.

5.6 Local Government should be required to promote Community based Credit Unions that operate
within their area and who comply with the requirements specified by Central Government and monitored
by the FSA. Promotion must both be within their employee base and, both directly and through their
employees, to the community that they serve. In our opinion this could be achieved at a very modest cost
and to great eVect.

5.7 The Health Service acknowledges that financial exclusion contributes towards ill-health. The Health
Service could promote membership of Community based Credit Unions in the same way as Local
Government.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can contribute to
combating poverty and reducing barriers to employment

6.1 Cash loans are freely available and widely used in the district. The current interest rate quoted on a
£500 loan repayable over 55 weeks is 177% APR. If a Credit Union member were to borrow the sum over
the same period and make the same repayments, at the end of 55 weeks they would have paid oV the loan
and accumulated savings of approximately £300.

6.2 Many stores oVer instant credit at rates of approximately 30% APR. If a Credit Union member
replaced a Store Card debt of £2,000 repayable over 30 months with a similar loan from the Credit Union
and continued to make the same repayments, at the end of that period they would have accumulated savings
of approximately £540.

6.3 The maximum loan available from DCCU is £4,000 with repayment over 36 months.

6.4 The example set out in 6.1 and 6.2 above set out to the financial benefit of financial inclusion for those
who wish to borrow.

6.5 We believe that when DCCU achieves the membership of 2,000 it will be capable of making a
contribution to the economy of the District of approximately £100,000 per annum, being a combination of
lower interest rates paid by savers and a better return for investors on their savings. Figures of this
magnitude would contribute to a reduction in poverty.
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6.6 Credit Unions are run by their Members. DCCU anticipates that it will be both run and managed by
Volunteers who will receive both training:

6.6.1 The use of computers and software required to maintain the administrative and financial accounts
required by the Credit Union.

6.7 Training outlined in 6.6 will improve the employment prospects of volunteers currently lacking the
skills.

6.7 The availability of aVordable credit will enable individuals who need suitable workwear, tools,
transport or season tickets as a means of accessing employment opportunity to obtain these so on
reasonable terms.

I would be pleased to supply any further information or answer any questions which the Treasury
Committee may have on this submission or on the operation of District of Canterbury Credit Union Ltd.

January 2006

Memorandum submitted by East Lancashire Moneyline

1. Access to Bank Services

The position from our perspective in obtaining access for customers to the “basic bank account” has
deteriorated over the last two years as most of the mainstream banks appear to have taken the opening
process out of the branch network and redirected it via a “postal” application to service centres. The
consequent loss of “personal service/ownership” is particularly significant to the customer base at which the
product is aimed. As a secondary point the introduction of the “post oYce” account with its very limited
facilities (ie receipt of benefit and cash withdrawals) has contributed little to the concept of “financial
inclusion”

2. Access to Affordable Credit

The concept of “aVordability” is subjective. The cost of delivery of credit to a “high risk” market, ie
operational and bad debt, must be fully understood. There appears to be a lack of clarity as to whether
delivery should be “subsidised” or reflected in interest/fee charges.

3. Financial Education/Advice

This represents a significant delivery cost for the CDFI—our experience is that as many as 40% of
individuals approaching us as a loan company are better served by advice on managing their existing
commitments rather than “consolidating” credit.

4. Barriers to Savings

In partnership with HBOS, ELM developed a saving facility that enables us to open the account “in
house” with savings collected alongside the loan repayment. Approximately 20% of our loan customers this
year have opened an account. The appeal appears to be “ease of saving” rather than “access” ie research
with customers indicated that they wanted limited withdrawals (two per year in our case) In 2006 we expect
50% of customers will opt for the saving option.

5. Government Intervention

Our experience particularly over the last 18 months is that there is a clear strategy based around
“development funding” combined with CITR to encourage “private” investment and the potential to deduct
loan capital arrears at source fro benefit. This creates an eVective “package” of measures

6. Reducing Barriers to Employment

Our experience is that “enterprise loans” can be delivered eVectively alongside personal lending. In the
current year, 51 (out of 1,180) loans were clearly identifiable as enterprise loans.

January 2006
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Memorandum submitted by energywatch

1. energywatch is the independent watchdog for gas and electricity consumers in Great Britain. We
provide free, impartial advice on a range of energy issues. We also take up complaints on behalf of
consumers who are experiencing diYculty in resolving problems directly with their energy companies. In the
last financial year, we dealt with 70,000 complaints and 137,000 enquiries on behalf of energy consumers
across Britain.

2. energywatch welcomes this inquiry and the opportunity to outline the experience of energy consumers
in this area. In particular we will focus on the role of the government in promoting financial inclusion and
the extent to which financial inclusion measures can contribute to the mitigation of poverty. In particular
this submission will focus on the Third Party Deduction Scheme operated by the Department of Work and
Pensions, and look at how the modification and expansion of this scheme could benefit thousands of
consumers on benefits and low incomes who struggle, and sometimes fail, to cope with rising utility bills, a
situation further compounded by the dramatic rises in energy prices seen over the past two years.

Introduction

3. The Government is aware that many people, particularly those living on low incomes, cannot access
mainstream financial products such as bank accounts and low cost loans. The Government is concerned that
this financial exclusion imposes real costs on individuals and their families—often the most vulnerable
people in our society—pointing out that households operating solely on a cash budget are for example
unable to make savings via direct debits on utility bills.

4. The main elements of the Government’s financial inclusion strategy are access to banking, access to
aVordable credit, and access to free face to-face money advice.

5. But the main pillars of this strategy have significant limitations.

6. Research by the National Consumer Council (NCC) on meeting basic financial needs as part of its
work on consumer disadvantage has shown that low income consumers, in particular those on benefits, have
a preference for weekly cash-based money management because it gives them certainty and control. This
preference is so strong that half of basic bank account holders still prefer to manage their money in cash.98

7. This would appear to make good financial sense too because the NCC’s findings show that use of a
bank account for money management can seriously undermine previously successful cash-based money
management. Low-income consumers with bank accounts have higher levels of borrowing and arrears than
those without bank accounts. The fact that direct debits on utility bills can result in money being withdrawn
without suYcient funds in the account and fees incurred as a result plays an important part in this.

8. To achieve financial inclusion low-income consumers need a means of weekly electronic bill payment
that does not permit payments unless money has come into the account and leaves enough for other
essentials.

9. Mainstream financial service providers do not oVer this facility, although it would be possible. Their
failure to oVer this facility means that the achievement of current financial inclusion measures is limited.

10. The Department of Work and Pensions (DWP) do however provide such a system—or the greatest
potential for such a system- by way of third party direct deductions from benefits.

Third Party Deduction Scheme

11. Mainstream financial services—including basic bank accounts—are not achieving financial inclusion
for many because they do not oVer an appropriate service. Financial inclusion is about choice. OVering
monthly direct debits as the only option is not choice.

12. The solution to low-income consumers struggling to aVord essential bills is not to force them onto
unmanageable, potentially debt-creating direct debits simply because they oVer a cheaper tariV. The
solution is to ensure that tariVs are aVordable for low-income consumers and that payment systems support
alternative means of money management.

13. The financial inclusion agenda needs to ensure the provision of weekly payments that cannot result
in consumers going overdrawn. The TPDS model oVers the quickest foundation for achieving this. TPDS
allows consumers to pay debts accrued on council tax, court fines, rent arrears and some utility bills through
their benefits. It is available to recipients of Pension Credit, Income Support and income based Jobseekers
Allowance only. Recipients of these benefits wishing to pay oV debt owed to their energy suppliers—on a
part of the TPDS called Fuel Direct—must be facing disconnection for non-payment in order to qualify.

98 National Consumer Council—“Why do the poor pay more . . . or get less”? September 2004. National Consumer Council,
Everyday essentials: meeting basic financial needs. Consumer perspectives on the Government’s universal banking services
and the Saving Gateway, March 2003.



3379423038 Page Type [O] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Treasury Committee: Evidence Ev 289

14. Because the DWP do not view the TPDS as a debt prevention method, recipients of the qualifying
benefits are not eligible for the scheme until they are in debt to their suppliers. Payments can also cover
ongoing consumption at the same time as debt is being repaid, but total payments cannot exceed a maximum
of £2.85 per debt, per week, and total debt payment from benefits can usually not exceed three lots of £2.85.

15. The DWP opposes reform because the decreasing numbers of people on TPDS is interpreted to mean
there is a decreasing demand for the scheme.

16. A recent report by the Trade and Industry Select Committee presents the opposite view, attributing
the decline in usage to failings in the current scheme, such as low awareness, failure to adhere to eligibility
guidelines, changes in the structure of the benefits oYces and the set up of Jobcentre Plus.

17. Patterns of usage of TPDS also provide evidence of demand. Once people are no longer in arrears
they are invariably removed from the scheme. Many end up back in debt again when being able to stay in the
scheme may have kept them out of debt. In this way the current scheme can act as both a perverse incentive to
fall into debt (to enable entry onto the scheme) and a disincentive for better money management.

Fuel Poverty

18. Fuel direct, the TPD scheme for energy payments, can provide a lifeline for low-income consumers
who might otherwise be faced with the possibility of disconnection. Gas and electricity bills have risen by
30–40% during the last two years and are set to rise further still in 2006. Price rises of this magnitude have
(along with other contributory factors) prompted the Government to concede that the total number of
vulnerable households in fuel poverty is likely to rise by between 200,000 and 800,000 households in England
between 2003 and 2006. There is a strong expectation that these price rises will be reflected in an increased
demand for Fuel Direct/TPD amongst low-income consumers.

19. A consumer contacted energywatch in August 2005 advising that he had been having great diYculty
in setting a payment plan up with his energy supplier as they were failing to issue bills, reminders and
payment books. The customer advised us that he was registered disabled with Spina Bifida and arthritis of
the spine and legs and was also the main carer for his father who had chronic respiratory problems.

20. energywatch contacted his supplier who provided a full breakdown of all bills, reminders, follow-up
letters they had issued from 2004 to date. They confirmed that the outstanding balances on the accounts had
accrued £316.46 for gas and £379.77 for electricity. The supplier advised that to set up a new payment system
they required 50% of the total balance up front. energywatch wrote to the consumer to confirm this but
asked the consumer to provide details of any benefits they were receiving to see if it would be possible to
negotiate a Fuel Direct arrangement on his behalf, which is the lowest debt recovery level.

21. The consumer advised energywatch that he was in receipt of state benefit (carers allowance, Income
Support and Disability Living Allowance). Following this, energywatch managed to get his supplier and
local benefits agency to accept the consumer on the Fuel Direct Scheme, with deductions from his benefits
of £2.85 towards his gas bill arrears and £2.85 towards his electricity bill arrears.

22. energywatch was uniquely placed to help this consumer manage his debt, liaising on his behalf with
his energy supplier and benefits agency to get him onto Fuel Direct, which allows him to repay his debt in
a manageable way—directly from his benefits.

Changed to the Scheme

23. Resistance to the extension of TPDS appears to focus on the grounds that reform of the scheme to
allow people to use the scheme as a budgeting tool would not sit with the Government’s financial inclusion
agenda. energywatch would challenge this view and contends that TPDS could act as a stepping-stone to
bank accounts and monthly direct debits by building confidence in those consumers who at the moment
prefer operating in cash.

24. energywatch and several other organisations acting as a coalition have been calling for reform of the
scheme and believe that access to the TPDS is essential for some of the poorest and most vulnerable
individuals, as it provides a real and manageable alternative to eviction, imprisonment or disconnection for
non-payment of important commitments.

25. Restrictions on those who can take advantage of TPDS means individuals on lower incomes and
benefits having to pay for their utilities through pre payment meters, a system which has been recognised
by the Public Accounts Committee earlier this year to be the most expensive way to pay utility bills. This is
a perverse and unacceptable anomaly for the poorest in society.

26. For TPDS to be developed to its full potential, allowing benefit claimants to repay their debts
aVordably, energywatch believes that there are a number of problems with the current scheme that should
be addressed:

— The lack of publicity and public information about the availability of the scheme.

— The apparent unwillingness of DWP staV to agree to deductions being implemented or continued
where the borrower is not in arrears.

— The limited number of benefits from which deductions can be made, which can act as a disincentive
to move into work.
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— The restrictive rules for qualifying for the scheme.

27. Keeping the scheme as it stands, would miss a real opportunity to help many people manage their
bills and their financial situations more eVectively. It would also lose the potential for the scheme to achieve
greater levels of financial capability and inclusion. At present, people can only join the scheme as a last resort
option, meaning they are only oVered help once they fall into debt. We believe the scheme would be more
eVective if people could opt in and choose to manage their finances this way, and to remain on the scheme,
if they wish, after debts have been cleared.

28. We believe that an improved TPDS could help deliver financial inclusion by aiding budgeting and
providing experience of electronic bill payment, tackling over-indebtedness, moving people from welfare to
work, eliminating fuel poverty and alleviating water aVordability problems for the very poorest.

29. We believe that our arguments are consistent with the Government’s policy on financial inclusion.
This scheme has the potential to put people in control of their individual financial situations helping them
budget eVectively and avoid long term debt.
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Memorandum submitted by engage Mutual Assurance

engage Mutual Assurance is delighted to make the following response to the Treasury Select Committee’s
request for submissions for its inquiry into Financial Inclusion. We would welcome the opportunity to
expand or clarify any of the remarks made below, if this is deemed to be useful. Our submission introduces
the work of engage Mutual Assurance and makes some specific remarks on inquiry questions 3 and 4, which
we believe will constructively inform the work of the Committee in this area.

1. About engage Mutual Assurance

1.1 engage Mutual Assurance is a trading name of Homeowners Friendly Society Limited (HFSL) and
its wholly-owned subsidiary Homeowners Investment Fund Managers Limited.

1.2 engage Mutual Assurance is a proud provider of savings, protection and investment products,
including the Child Trust Fund (CTF).

1.3 engage Mutual Assurance is based on strong values of consumer trust; being on the side of hard
working families and delivering value for money financial products. As a leading CTF product provider with
distribution partners including ASDA (One of the most successful distribution channels for CTFs, with
approximately 4% of the CTF market), Debenhams, NAAFI Financial (provider to the armed forces), Legal
& General and many leading building societies, we passionately believe in “Mutuality in a Modern Age”.

1.4 Last year’s All-Party Parliamentary Group for Building Societies and Financial Mutuals report noted
that “Mutuals are well placed to provide financial services to citizens on lower incomes and the financially
excluded. The importance of low value but consistent savings and investment policies should not be
underestimated”.

1.5 engage Mutual Assurance has a proud history of helping people understand the benefits of simple
financial planning.

2. Question 3—Financial Education and Access to Financial Advice

2.1 engage Mutual Assurance believes that the inertia experienced by many people when dealing with
financial matters can eVectively be overcome by placing simple, easily understood financial services within
everyday life, in locations where communities naturally gather. Simplicity of message and ease of
accessibility and process are key to reducing inertia in the process of saving.

2.2 engage Mutual Assurance’s provision of the Child Trust Fund through ASDA stores, for example,
has succeeded in attracting a young female demographic by placing the product in an environment which
is both familiar and comfortable to the customer.

2.3 Our provision of a CTF via NAAFI Financial, (distributor of financial services to the armed forces)
has meant that CTF has become readily available to a low income group who are poorly served by
traditional financial services providers. This initiative will deliver both short and long term benefits of
increased financial services understanding and assets.

2.4 engage has also been working closely with Access Matrix (a subsidiary of Sadeh Lok Housing
Association) to provide information on CTF via a network of housing associations across the country. This
audience includes some of the poorest, most excluded and financially illiterate people in the UK, who are
least likely to have been touched or impacted by the CTF promotions to date.
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2.5 Online communication is increasingly seen as a means of reaching low/moderate income earners, as
people increasingly interact with the internet at home and at work. engage has been spearheading the use
of this channel by oVering a very simple, straightforward, clean website that has enabled over 50% of their
customers to apply for their CTF on-line. The accessibility, speed and ease of use can be critical for parents,
during what is ultimately a very busy time with a new-born child.

2.6 To be truly inclusive, it is important that the product itself is accessible for people with modest
incomes. In response to the needs of parents who may be coping with lower maternity pay or more than one
child eligible for the CTF, engage has one of the lowest contribution rates of just £5 per week. We believe
that such accessibility is key in starting people’s savings habit, and one which mutuals, such as engage, are
very well placed to oVer.

2.7 A combination of accessibility, ease of application and aVordable entry levels has meant that engage’s
CTF has attracted 50% of its applicants to make additional, regular contributions to the account—double
an industry survey average of 26%99 engage is very proud to have encouraged a significant volume of parents
(from various social and income groups) to both invest their voucher and commit to regular additional
payments.

2.8 engage will look to work with the Government to ensure that as many parents as possible who have
Revenue Allocated Accounts allotted to their child will actively start contributing to them. We are also
looking forward to the research assessment results being conducted by the HM Treasury and the HM
Revenue and Customs, covering the first year of CTFs, which should hopefully give us all a better insight
into how to reach low/moderate income earners.

2.9 Creating a stronger savings culture in the UK will take extensive work from families, financial services
firms and the Government. The Government, for its part, should take every opportunity oVered to it to
remind families of the benefit of savings and the Government incentivised means available to them to do so,
such as CTF, Education Maintenance Accounts (EMA’s) and Savings Gateway. This could take the form of
asking families whether they could spare a small proportion of their Child Benefit to slowly amass some
family rainy-day savings. Or, asking children in receipt of EMA whether it may be worth them adding a
small amount to their CTF so that they may better achieve those goals they have set themselves post-18.

2.10 As an example of the initiatives we have tested, engage piloted a scheme in an indoor play centre in
Harrogate in December 2005 to oVer Child Trust Fund packs to parents at a social event. The scheme was
a success and aVorded many opportunities to learn from parents about their requirements, as well as giving
information about the engage CTF. It also resulted in local coverage of the event—acting as a further
reminder for parents to bring their vouchers on the day. We have also piloted a voluntary scheme with local
sixth form students who undertook a six week course on basic financial services knowledge, designed to help
them understand some of the key financial issues they will face in adulthood and the tools and products
available to them.

3. Question 4—Incentives and Barriers to Saving for People on Below Average Incomes

3.1 Sound budgeting is the foundation of saving, and saving is best done steadily and regularly. We
therefore welcome the recent changes the HM Treasury has made to the family tax credits system to ensure
that far fewer people are faced with either rapid income changes or long periods of tax credit repayments.
The Government should continually explain these rules to ensure people are best prepared to understand
what their future income is. A savings habit by its very nature is something that is built on routine, and
routine built on stability—the Government must therefore continue to do all it can to create these
conditions.

3.2 Literacy and numeracy are significant barriers to saving. Utilising creative presentation for generic
advice such as decision trees and alternative formats helps to create a logical understanding of the product
features, benefits and risks when making their choices. Naming products in a simple manner would also
assist people. Phrases such as “stakeholder” hold little meaning for those outside of the financial services
sector.

3.3 The regulations surrounding many products is prohibitive to those on lower incomes who may not
have costly ID, such as passports or drivers licenses and who pay for household utilities on a weekly basis
or live in shared accommodation and therefore have no bills registered in their name. It is a truly bizarre
oddity of the current regulation that it is far easier for a low/moderate income earner to acquire a loan or
credit card, than it is for them to create their own savings account.

January 2006

99 BDRC Syndicated Survey Wave 6 January–June 2005. Objectives: to establish parental awareness of the CTF, patterns of
registration behaviour, savings intentions, account opening intentions and use of CTF funds.
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Memorandum submitted by Fair Money Ltd

Citizens Financial Rights

The inclusion agenda addresses the right of all citizens to participate in the economic life of the country.
Increasingly, people can only make a living by participating in the money economy, although barter and
exchange remain in the margins.

Government policy and much third sector practical work on inclusion has closely identified the workings
of the money economy with the operation of the banks, to the extent that a central measure of financial
inclusion is whether people have a bank account. We think this is a mistake.

All citizens have access to the cash economy. Some non-citizens such as asylum seekers have been partially
excluded from the cash economy by giving them vouchers, and some social security payments are made in
the form of vouchers, However, citizens do not currently have a right of access to electronic payment
systems, which are the dominant money mechanism in our society.

Historically, financial service providers, including the banks, have turned their back on people with low
incomes as being commercially uninteresting. Doorstep lenders, pawn shops and cheque cashers have to an
extent filled this vacuum, with no shortage of profit. This picture is changing rapidly with mainstream
providers, often through special vehicles, finding ways to extract significant profit from people on low
incomes. We see this as not in the interest of such people or in the national interest. Inclusion can be a
negative factor.

Evidence from the NCC seems to show that people fare worse at managing their money when they move
from cash to using a bank account. We have evidence that people with bank accounts take their pay by
cheque to a cheque cashing service to avoid the implication of pay going into their account. We think that:

— the services that people really need to manage their money do not exist; and

— it is not in the interest of mainstream providers that people on low incomes manage their money
better.

The existing policy position seems to be that people must be financial included to avoid the very real costs
of staying exclusively in the cash economy. However, an unacceptably high proportion of the financially
excluded appear to be vulnerable to extortionate business practices, and inclusion seems to increase this
vulnerability and the extent to which they are targeted. We think it is necessary to approach financial
inclusion from a diVerent starting point, one of citizens’ rights.

There is evidence that benefits and the minimum wage are insuYcient to support people’s basic needs,
certainly in some areas of the country. We approach the notion of financial inclusion from the perspective
that there may not be enough money to go round, that financial prudence and budgeting may not be a
suYcient solution for everyone, and may not be a suYcient solution for anyone all of the time.

Cash is free to use at the point of use. The Bank of England does not charge consumers for the use of
banknotes and coins. “Free” services such as free banking provided by high street banks is not free in this
sense. In fact banking is only free to some customers on the basis that other customers pay high fees, typically
for there being insuYcient funds in their account to meet immediate demands. The consequences of this
commercial structure is that low income customers subsidise high income customers, and that banking
services are in practice very expensive to use for low income customers.

Given the central place of electronic money in our society, low income people need to be able to make
electronic payments and need to be able to do so at a realistic price. Ideally this should be free as a national
economic service as with cash. The mechanism used by the banks, NEWBACS, is such a service: it is cheap
and transfers money essentially instantaneously. There is every reason to believe that enabling people to
move money easily and cheaply will improve the circulation of money in the economy, and especially in
underserved areas of the economy. Not to grant access as a right to these systems of electronic money is to
deny citizenship to people at a most basic level.

Once people have a citizen’s right of access to electronic money systems, a diVerent set of questions come
into view. There are no financial services designed for low income households, with the exception of products
which are extortionate in nature, rather than being genuine service oVerings. We are now accustomed to
stories from around the world about how with diVerent business models, such genuine services are a motor
for economic development and emancipation. Our mission is to develop a set of sustainable services that
meet the real needs to low income individuals, families and households. Since these services must be either
publicly funded or low cost, they must emphasise what people can do for themselves given the appropriate
organisation and tools. It is only when people have a sensible level of support that we can possibly see the
real shape of the financial inclusion problem.

We want to emphasise that money spent by the state on benefits, grants and loans to low income people
has less and less impact on the living conditions of these people because it is more and more eYciently
extracted from them, largely by financial services providers. Until we address people’s ability to manage
their money, this trend will continue. We think that existing models of financial literacy education are too
weak to materially aVect the trend.
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The most basic piece of money management is the ability to say no. When there is not enough money to
go round, and people are working in cash, then some creditors do not get paid. Charges and fees for services
that customers do not value are hard for providers to collect. So the most basic money management service
is to be able to make electronic payments under the customers’ complete control. It must be just as in the
cash situation but more secure, more traceable, cheaper and quicker overall.

The second fundamental of money management is to earmark earnings against important items of
expenditure, perhaps the electricity bill and the grocery bill. With electronic payments and the smarter use
of debit card technology these money management techniques can be made completely visual, transparent
and trivial to use. These are the sort of services that people need in order to gain control in very messy and
complex situations.

The third fundamental of money management when funds are short is to be able to predict the eVect of
choices. Is it worth borrowing a small amount to avoid impending penalty charges on non-payment of my
utility bill? Will the repayments wreck the budget I have worked out? What is the best date in the month to
make the repayments? A mistake in these calculations can easily cost a hundred or even two hundred pounds
in knock-on charges, and yet the calculations are horribly complex and subject to all sorts of external
uncertainties. Citizens have a right to ways of making day-to-day money management challenges accessible
and comprehensible.

People on low and possibly insuYcient incomes need access to aVordable credit. Credit allows some of
the ups and downs of both income and expenses to be smoothed out. This is a diVerent notion of credit to
the credit which has fuelled the economy is recent years, which is simply not aVordable to people on low
incomes.

Mainstream financial service providers charge low income people more for credit than high income
people, and justify their charges on levels of risk of default. However, low income people on micro-lending
schemes typically show lower rates of delinquency and default than conventional borrowing. Risk
perceptions have more to do with context than the ability to repay. With low cost mechanisms for moving
money, and high trust social structures, there is no economic reason why aVordable credit should not be
available to all to the benefit of the whole economy.

Citizens have a right to borrow money at rates that reflect real risks of default, not default manipulated
by the provider to increase their profit margins. Citizens who are in diYcult circumstances need appropriate
support to keep the cost and risk low enough for credit to be aVordable.
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Memorandum submitted by Fern Computer Services Ltd

Fern Computer Services Ltd is a software company that specialises in systems for credit unions,
microfinance institutions and development banks. Fern has been incorporated since 1979 and has over 200
customers in 20 countries around the world, including UK, Ireland, South Africa and Central America.

Through implementing our systems in many diVerent organisations in many diVerent countries we have
built up a good hands-on knowledge of diVerent types of savings and loans organisations and of those that
have been successful and those that have failed even though millions of dollars were spent in setting them up.

The company is based in Belfast and employs 10 people.

Access to Banking Services

1. The commercial banking industry has provided a reasonable access to banking services to its clients
who are mostly employed and in receipt of wages through their bank account.

2. The unemployed through the Basic Bank Account may have access to their cash when needed.

3. Flat rate bank charges are proportionately onerous on the smaller value transactions exercised by the
less well-oV bank clients.

Access to Affordable Credit

4. Banking Services does not necessarily extend to aVordable credit for the poorest in our community.
This is due to the perceived risk of lending to this group plus the cost of administration of small value loans.

5. There are a number of existing non-government avenues for mobilising credit to the less well-oV:

— credit unions;

— community development financial initiatives (CDFIs); and

— microfinance organisations.
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6. Credit unions have been very successful in mobilising savings to provide a self-sustaining revolving
credit facility to their members—particularly for consumer lending. However, the voluntary nature of the
personnel involved and separate corporate status makes it diYcult for them to provide a cohesive national
service. Professional standards of management do exist but more as an exception. High standards of
monitoring must be implemented and the need for continuous training is often overlooked. Some initiative
to raise standards and to formulate a national strategy for growth would be a useful adjunct to the
monitoring services provided through the FSA. The Government should keep recognising credit unions as
an asset to a community and not as another financial institution operating primarily for financial gain.

7. CDFIs were an idea borrowed from the USA and have not as yet made a significant impact albeit they
are spread out nationally and have a single point of focus. It should be easier to mobilise them to provide
aVordable credit but they will need a significant injection of capital for their loan fund.

8. Microfinance organisations are a combination of savings mobilisation and lending for entrepreneurial
purposes. They can be very eVective on a regional basis where they are more sensitive to local issues. They
require a start-up loan fund until such times as they can mobilise savings to provide this capital. There are
very few microfinance organisations in the UK but those that exist are doing a good job.

9. In Thailand there is an example of savings mobilisation and aVordable credit to the poor through the
Government Savings Bank http://www.gsb.or.th/english/profileENG.pdf. The Government Savings Bank
of Thailand is a state bank that began as a government institution primarily to encourage thrift and savings
habits of the Thai people, especially those earning a low to medium income.They have over 600 branches
including an oYce on board a boat linked by satellite to the main computer and they service over two million
clients. The reason for its success is the national economies of scale, attention to individual oYce
performance, high professional standards and commitment by the government to its success.

Financial Education and Access to Financial Advice

10. Each of the organisations mentioned above provide ongoing advice and education to their clients.

Incentives and Barriers to Saving for People on Below Average Incomes

11. You may wish to visit the site for the GSB Thailand for some ideas on the range of savings products
and incentives for their clients to choose this bank for their savings http://www.gsb.or.th/english/
profileENG.pdf. This will give you some insight into what can be achieved with the right approach to the
problem .

The Role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion

12. The Government has by its inactivity encouraged an attitude of ignorance and neglect of the needs
of the poor. What is required is a shift in attitude by all government agencies and departments involved in
regulating and promoting financial inclusion for all UK citizens.

The Benefits of Financial Inclusion and the Extent to which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment

13. The least well-oV in our society are also the most vulnerable to unscrupulous loan sharks and
unregulated lending institutions. Aside from the blatant exorbitant charges many of these organisations
manipulate their client base with fear and prey on their clients’ ignorance of what other means of credit is
available.

14. Self-help groups such as credit unions encourage local support and dissemination of accurate
information to their clients. Their motto “Not for profit but for service” gives you an idea of their attitude
to providing a sympathetic social service within their community. No amount of government spending can
emulate this contribution to the quality of life in diYcult times for people needing credit for normal
living needs.

15. The Thai government’s commitment to the GSB is an integral part of their overall strategy of
promoting growth in the home market. By mobilising savings and loans for extra economic activity they
increase the home demand for goods and services and consequently increase employment. Special attention
is given to providing loans for SMEs that will also increase employment by encouraging entrepreneurial
development.
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Memorandum submitted by the Finance and Leasing Association (FLA)

1. FLA (Finance and Leasing Association) is the main representative organisation for the UK consumer
credit, motor finance and asset finance sectors. Our members comprise banks, subsidiaries of banks and
building societies, the finance arms of leading retailers and manufacturing companies, and a range of
independent firms.

2. The facilities provided by FLA members include finance leasing, operating leasing, hire purchase,
conditional sale, personal contract purchase plans, personal lease plans, secured and unsecured personal
loans, credit cards and store cards.

3. FLA members provided £64.5 billion to the consumer sector in 2004 and FLA members represented
27.8% of all unsecured lending in the UK. This includes £18.7 billion of finance provided to the motor sector
by FLA members or at least 50% of all new car registrations in the UK in 2004.

4. FLA members include a number of major providers of “sub-prime” finance in the consumer credit
sector. They are a useful source of credit facilities for those consumers who would otherwise be financially
excluded.

5. We strongly urge the Committee also to consider exclusion in the business sector, which can clearly
have a major impact on the ability of individuals to start up businesses. Asset finance and credit provided by
FLA members makes a vital contribution to funding sole traders, small partnerships and SME investment.

6. FLA actively participates in the Government’s Over-indebtedness Advisory Group, FSA’s Financial
Capability Trade Associations Round Table and the OFT’s Consumer Education Planning Group, as well
as other consumer education initiatives. The FLA is a strong supporter of free and impartial money advice,
has campaigned and supported the work of “National Debtline” and recently backed greater
standardisation and eYciency in debt repayment proposals via the “Common Financial Statement” (CFS)
initiative. FLA members providing consumer credit now use the CFS, and FLA participates in work to keep
CFS up to date.

7. In responding, we focus on two areas identified by the Committee: the role of Government, FSA and
other bodies and organisations in promoting financial inclusion (issue 5); and financial education and access
to financial advice (issue 3).

A “Joined Up” Approach

8. It has become a cliché to argue for “joined up Government”. But in the context of this inquiry there
is a very strong linkage between the range of separate policy initiatives in the area of financial inclusion/
exclusion and financial education. In our view this nexus of issues requires a strong co-ordinating lead within
Government, which we believe should be HM Treasury.

9. In FLA’s view the only viable way for Government to tackle financial inclusion is in partnership with
commercial providers. In tackling financial exclusion there should be a balanced approach between
encouraging niche or social solutions and actively encouraging the development of commercial provision.

10. Various barriers to financial inclusion can arise, for example, through actual impediments in the
marketplace or due to the operation of processes and institutions that can result in exclusion.

11. Institutional barriers may arise in the context of credit and financial services, for a variety of reasons.
From a company’s perspective, it may be due to a lack of access to or knowledge of a particular group or
groups of individuals which makes it diYcult to assess or understand that group. In turn, this can lead to
diYculties in developing business models, products and assessing risk.

12. From a consumer’s perspective financial exclusion can result from insuYcient understanding or
confidence in relation to the products available or simply a lack of products which suit their needs. Often
the lack of flexibility in the products available or fears associated with managing financial commitments can
lead to exclusion.

13. In FLA’s view, financial inclusion must therefore be tackled on a variety of fronts, including:

— working to build both consumer and business confidence;

— consumer education;

— creative business models;

— open, transparent and competitive marketplace; and

— flexible and straightforward products.

14. FLA supports a joined up approach to promote a wide access to financial products both between
Government and other key stakeholders.

15. We very much welcome cross-Government action on reducing financial exclusion, particularly
initiatives such as the Financial Inclusion Fund to improve access to aVordable credit and to advice. We
would, however, re-emphasise paragraph 8 above. A high level strategic approach is essential.
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Access to Credit

16. Access to credit and asset finance products such as HP and leasing is in our view essential to promote
economic prosperity. It can allow for a much greater degree of flexibility for that individual, encourage
individuals to engage with their finances, create opportunities, access to employment and greatly support
new or developing businesses. Credit is an essential element of a growing and healthy economy.

17. In moving the debate forward, there should be a better understanding, and empirical evidence on how
financially excluded areas or groups develop. This would assist in targeting resources and also form the basis
of measurement which could be used to identify improvements and encourage change.

18. Those who are financially excluded may currently find it diYcult to obtain credit from mainstream
lenders. This may be due to a lack of information about financially excluded groups and their needs and
also a specific lack of information about individuals (or SMEs) in order to assess their ability to repay.

The Need for Information Sharing

19. Mainstream lenders rely, and base their business models, on the information held publicly about an
individual and the information they themselves share. If there is no, or only negative, information about an
individual then this can lead to exclusion. At present much of the information is too general, anecdotal or
qualitative.

20. To this end, lenders need to access more about the full range of financial commitments. FLA has led
the calls for greater sharing of relevant data for many years and consequently welcomed moves late in 2005
by a number of credit card issuers to share customers’ data on a more detailed basis. We are convinced that
sharing this additional data will aid responsible lending and help prevent over-indebtedness.

21. For some time we have been working with Government and other trade associations to discharge the
outstanding action tasking the Over-indebtedness Task Force to “[examine] the options for removing
legislative barriers on ‘historic’ accounts opened without a fair processing notice”.

22. We were disappointed that the Government was unable to commit to an amendment to the Consumer
Credit Bill to enable relevant “historic” data (ie data on accounts opened before fair processing notices
mentioned data sharing) to be shared, though we look forward to its forthcoming consultation paper.
However, we remain concerned that whatever the result of the consultation the lack of a primary legislative
vehicle for a change may prevent progress.

23. Discussions continue with trade associations represented on the Steering Committee on Reciprocity
(SCOR), on the future governance of data sharing with a view to greater transparency. The credit industry
is well aware of the need to demonstrate the relevance and value of data-sharing, given the implications it
has for personal privacy.

Students and Young People

24. One obvious gap in current shared data concerns the “hidden” debt of a student loan. At present the
Student Loans Company (SLC), which has been lending to students for 15 years, is not allowed to share
data on student loans with other lenders via credit reference agencies. The fuller the picture a potential
commercial lender can piece together of a young person’s credit record and outstanding commitments, the
easier it is to take a responsible lending decision. This may mean refusing further credit, or oVering less than
the borrower would like, or seeking further details before taking a decision to lend. But in many cases
student loan data would provide valuable evidence of a good repayment record, and would be a big help to
graduates seeking to establish a good credit record and be seen as the responsible borrowers they are.

25. Other “missing” data includes that held by other commercial organisations such as home lending and
small-scale niche lending. In addition, if data on, for example, gas and electricity payments and local
authority housing rental payments were shared the financially excluded could be helped to build up a good
credit history. In some cases there are statutory barriers to data sharing. In addition, of course, we believe
greater data sharing also helps to prevent over-indebtedness and fraud.

26. A co-ordinated approach is required between a variety of Government departments and commercial
and non-commercial organisations to remove these potential causes of exclusion.

Confidence

27. Improved knowledge about excluded groups is not, however, enough of itself to secure their
inclusion.

28. Confidence must be built on both sides. Commercial providers must be actively encouraged to engage
with financially excluded groups and helped to access the tools such as better information to enable them
to do so. At present, lack of information and the perceived credit risks or real reputational risks which can
be associated with trading in a particular marketplace, can prevent access.
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29. From a consumer’s perspective, greater confidence should be fostered by making consumers more
aware of diVerent products and their functions. We are concerned that the emphasis or the messages to
consumers from regulators, media and consumer bodies can be a major disincentive for individuals to
engage with providers. Whilst it is important to protect and educate consumers, there must be a balance and
perspective.

30. Campaigns focussed on “warning” consumers, highlighting problems or making sweeping statements
about a marketplace as a whole can be unduly damaging to consumer confidence. This can lead to
consumers not engaging in a marketplace at all or being very reluctant to try new suppliers or products.

31. FLA sees its role as encouraging transparent information to consumers, promoting best practice and
targeting areas where we feel we have a specific mandate. We have campaigned to promote awareness of the
credit granting process to build confidence and understanding amongst consumers. In the US consumers
have a much greater understanding and “ownership” of their credit record which we believe is beneficial
to a competitive marketplace. FLA has published a number of consumer-oriented leaflets [copies enclosed]
(not printed), written in plain English, including “Your Credit Decision Explained”, “Money Advice” and
“Repaying Your Loan Early”.

32. We continue to work with members to ensure that the information available to consumers about what
they sign up to is clear and more transparent. For example, since March 2004 consumers now have upfront
information about key features of store cards through the FLA’s Summary Box.

33. There are also many other provisions within FLA’s Lending Code which aim to ensure that the
information provided to customers is clear and transparent. We continue to update and strengthen the
consumer protection available under the Lending Code that all our members must sign up to as a condition
of membership.

34. Confidence can also be built by ensuring that there is appropriate access to redress if things go wrong.
FLA operates a complaints and arbitration service which is free to consumers and easily accessible. Our
scheme seeks to assist where customers of our members are experiencing diYculties.

Mental Health Video

35. It is important to target particular areas of financial exclusion brought about by vulnerability. There
is no “one size fits all” panacea. FLA sees a role for itself to promote the interests of vulnerable groups. We
recently produced a film aimed at improving the advice and support oVered by finance providers to those
with mental health diYculties and debt problems. In partnership with Citizens Advice we produced a
package of information, including a DVD (copies of which have been sent to all Members of the Treasury
Committee), to highlight what lenders can do to ensure they respond sensitively, appropriately and fairly
to those in financial diYculty and how best to raise awareness with front-line staV and those engaged in debt
collection.

Money Advice

36. As a body, FLA works closely with money advice organisations. We also actively encourage our
members to support and contribute to providing free and independent money advice.

37. This is an area of continuing work and improvement. The face of money advice is changing and the
nature of the advice they give is also changing. Traditionally seen as tackling serious debt problems some
money advice and other organisations now see their role in much more broad terms. This is a challenge to
the advice sector but it is also an important for commercial providers to actively engage with advisers to
ensure that they can develop better products and respond to concerns. A dialogue is essential and FLA has
had a long-standing good relationship with the advice sector. We are members of the Money Advice Liaison
Group (MALG) and its Steering Group as well as its Working Party on Mental Health. Furthermore, FLA’s
Director General, Martin Hall, is Chairman of the Money Advice Trust.

38. We encourage government departments and authorities to actively engage in these kinds of
discussion fora.

Summary

39. FLA welcomes the Treasury Committee’s Inquiry and urges a more joined-up approach to financial
inclusion and related areas of policy. We would like to work closely with the Committee and would be happy
to give oral evidence if required.

January 2006
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Memorandum submitted by the Financial Inclusion Taskforce

This submission sets out the Financial Inclusion Taskforce’s evidence to the Select Committee Inquiry
into financial inclusion. The submission covers the background to, and Terms of Reference of the Taskforce
and sets out the Taskforce’s progress, next steps and the key questions it will be seeking to address going
forward.

Background

The Financial Inclusion Taskforce was set up by HM Treasury following the publication of “Promoting
financial inclusion” in December 2004. It was established to advise Government and others on progress
towards tackling financial exclusion and was launched in February 2005.

2. The Taskforce’s terms of reference, defined by HM Treasury, cover three priority areas identified by
the Government:

— access to banking;

— access to aVordable credit; and

— access to free face-to-face money advice.

3. The Taskforce’s role is one of monitoring progress and advising the Government and others on what
more needs to be done. In particular, the Taskforce will monitor and report on progress towards the goal
to halve the number of adults in households with no bank account of any kind,100 and will advise the relevant
government departments on the administration of the £120 million Financial Inclusion Fund,101 although
the Taskforce has no formal responsibility for the Fund. The full terms of reference are at Annex 1.

4. The Taskforce’s terms of reference are narrower than those identified by the Committee for this
inquiry. However, the Taskforce has noted the link between its three priority areas and wider issues such as
financial capability, financial advice and savings. The Taskforce will continue to examine wider issues where
they impact upon the financially excluded in line with its remit to report to Government and others on what
further steps need to be taken.

5. The Taskforce recognises that the barriers to financial inclusion are complex, relating to markets,
consumer attitudes and legal constraints. It is also recognised that solutions to these barriers are best reached
by consensus and in consultation with stakeholders, industry and Government.

6. The Taskforce members are drawn from a wide range of stakeholders and bring with them
considerable knowledge and experience of diVerent elements of financial inclusion. Between them, they have
extensive experience of the banking industry, consumer representation, money advice, research, front line
service provision and the voluntary sector. A full list of members can be found at Annex 2.

7. The Taskforce has met four times since its launch to progress its terms of reference and has convened
specialist subgroups to take forward specific actions. Work will continue to be taken forward in this way
in 2006.

8. In the first months of its work, the Taskforce has focused on developing a clear and coherent definition
of the problem in order to provide a framework within which to consider solutions in the priority areas
identified by the Government. The following sections set out these definitions together with a summary of
the progress that has been made by the Taskforce so far, planned future activities and key issues that have
been identified for further consideration.

Banking

Terms of Reference

9. The Taskforce’s terms of reference under this heading are to:

— report to HM Treasury and the banking industry on progress towards the shared goal of halving
the number of adults in households without a bank account, and of having made significant
progress in that direction within two years; and

— monitor provision of banking services to the financially excluded, including access, and report to
the banks and HM Treasury on findings.

100 The goal was published in the Pre-Budget Report 2004 (Pre-Budget Report, HM Treasury, December 2004). The terms of
the goal were agreed between the five biggest retail banks, the BBA and the Treasury.

101 Promoting financial inclusion, HM Treasury, December 2004. Details of the breakdown of the Fund can be found at http://
www.hm-treasury.gov.uk/documents/financial–services/financial–inclusion/Financial–inclusion–index.cfm
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Defining the Problem

10. The Taskforce recognises that operating without a bank account can lead to significant costs for
individuals and families. It recognises the progress made by the banks over recent years, but considers that
there remains more to be done to ensure that appropriate mainstream banking services are available and
that these services meet the needs of low-income groups. It would like to see everyone who could reasonably
benefit from transactional banking services able to do so. These are accepted by the majority of people as
a basic service of everyday living. The Taskforce wants to ensure that everyone has the option of accessing
such services and the appropriate information to make an informed decision on whether or not to do so.

Progress

11. In order to monitor progress towards the shared goal, the Taskforce has commissioned a series of
questions to be asked quarterly in the ONS omnibus survey. Comparisons between this and the 2002–03
FRS survey, on which the goal to halve the number of unbanked was based, will need to be drawn with care
since the surveys are not directly comparable. However, this interim survey will provide an indication of the
direction and speed of progress, and has the advantage of allowing progress to be tracked more regularly.
The commissioning of survey work has been necessary as the FRS data for the years 2003–04 and 2004–05
has been collected in such a way that data directly comparable to the 2002–03 results is not available. This
problem has been addressed for subsequent surveys.

12. In recognition of the fact that the objective is not only to improve access to bank accounts, but also
to ensure individuals are able to make eVective use of them, the Taskforce, via Treasury and HMRC, has
also commissioned research into how low income groups access cash and transmit money. This research
covers all households and contains a booster sample for those on low incomes. Amongst other things, the
results of this work will provide objective data on the extent to which fee-charging ATMs are used by the
financially excluded.

13. In addition to monitoring progress towards the goal to halve the number of adults in households with
no bank account, the Taskforce wishes to pursue with the banks their strategies to ensure this goal is met.
These discussions are underway with retail banking representatives of the banks. The Taskforce wishes to
work with the banks in order to identify the barriers to opening accounts, drawing on available evidence
such as the recent Banking Code Standards Board report. This report highlighted that, despite progress,
problems remain in ensuring that the banks’ corporate commitment to opening basic bank accounts is
reflected in what customers actually experience when they attempt to do so. In addition, Taskforce members
have oVered to share their practical experiences of working with financially excluded consumers in order to
give banks deeper insights into the problems actually experienced by these individuals.

Activities and deliverables in 2006

14. In line with its remit to report annually on progress towards the goal to halve the number of adults
in households with no bank account, the Taskforce will make its first report in March 2006. In addition, the
results of the research into how low income groups access cash and transmit money are due by mid-2006.

15. The Taskforce will pursue its discussions with the banks about progress towards the goal and their
strategies to ensure it is met. Discussion will also focus on how barriers to opening new accounts can be
removed. The Taskforce will report as appropriate to the banks and the government.

Key issues for consideration

16. As well as examining existing barriers to opening accounts, the Taskforce will be exploring with the
banks how some of the demand-side barriers can be reduced by looking at the appropriateness of the
products currently on oVer. The Taskforce will also draw on the findings of the survey into how low income
groups access and transmit their money to inform this work.

17. In addition, the Taskforce is interested in working with the Government, the banks and others to
ensure that an appropriate balance is struck between on the one hand ensuring anti-money laundering
regulations are eVective and, on the other, allowing reasonable access to banking for those who are currently
excluded. The Taskforce responded to the recent Joint Money Laundering Steering Group consultation on
this issue and continues to consider this to be an important challenge.

18. The focus of this work is on the short-term achievement of the goal to halve the unbanked. However,
whilst the Taskforce recognises that this is an essential first step, it is also looking further ahead to other
opportunities that may arise to encourage individuals to open bank accounts, for example the ending of the
contract to provide Post OYce Card Accounts in 2010.

19. In the context of this longer-term work, the Taskforce will be considering whether, for the future,
market solutions are likely to result in eVective removal of the problem of financial exclusion in the long
term or whether additional measures by government or others are needed.
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Affordable Credit

Terms of Reference

20. The Taskforce’s terms of reference under this heading are to:

— monitor the increase in provision of aVordable credit by third sector institutions. This information
could then be used by HM Treasury and the DWP to inform the distribution of financial support
to third sector lenders and evaluate outcomes;

— monitor the scheme whereby, under certain circumstances, loan repayments could be made by
deduction from benefits and make recommendations to HM Treasury and the DWP following the
outcome of the evaluation of the scheme; and

— consider ways in which the capacity and skills of volunteers and staV within third sector lenders
can be enhanced.

Defining the problem

21. The Taskforce recognises that, for people on low incomes, credit can often be necessary for day-to-
day financial management. It would like to see a range of accessible credit products supplied in a competitive
market, at fair and transparent rates, where consumers have the appropriate information and capability to
make informed borrowing decisions. The Taskforce recognises that, even when these conditions are met,
providing low-value loans to low-income groups may result in higher costs and therefore higher prices for
some. It is investigating additional measures, whether by government or by providers of credit products,
that may reduce these costs.

Progress

22. The Taskforce’s work on aVordable credit has, in the first instance, focussed on giving advice to the
DWP on how to design the “growth fund” of £36 million,102 so as best to achieve the objective of increasing
the coverage and capacity of third sector lenders (credit unions and community development finance
institutions) whilst recognising that EU state aid requirements constrain the design of the fund to a certain
extent.103 The Taskforce has made available the experience and views of its members who represent the
sector (as well as those with wider, eg banking, experience). This work will continue as the DWP finalises
the eligibility and administrative arrangements of the scheme.

Activities and deliverables in 2006

23. The Taskforce will be monitoring the eVectiveness of the Government’s measures to improve access
to aVordable credit, through not-for-profit organisations, by commissioning a bespoke survey of how
low-income households use credit in areas of deprivation. Given that the growth fund will not begin to flow
until June 2006, the intention is to begin the monitoring work at that time and to report later in the year.
In addition, the Taskforce will monitor the progress of the DWP’s aVordable credit scheme through which
loan repayments could be made by deduction from benefit under certain circumstances, and will report
following the implementation of the scheme expected in late 2006.

24. The Taskforce has begun to consider how it can facilitate the development and sharing of skills
between third sector lenders, including the role of formal training and how to capitalise on current training
arrangements.

25. In pursuing additional measures to reduce the cost of lending to people on low incomes, the Taskforce
has begun to explore with BACS104 whether steps could be taken, within the payment system, to increase
the certainty of repayment and will continue to pursue this.

Key issues for consideration

26. As the monitoring of the eVect of the Government’s aVordable credit measures goes forward, the
Taskforce will be considering how much of the demand for aVordable forms of credit amongst low income
groups can be addressed by the third sector. (The Taskforce welcomes the Government’s recent
announcement of the intention to increase the cap on interest credit unions can charge on loans; this decision
is in line with the Taskforce’s response to the consultation on the matter and it allows the flexibility for credit
unions to increase their capacity to lend to low income groups.) In addition, work is underway to assess
whether other types of organisation, for example mainstream banks or sub-prime lenders, could play a
greater role in providing aVordable credit, or in reducing the cost of credit available.

102 http://www.hm-treasury.gov.uk/documents/financial–services/financial–inclusion/Financial–inclusion–index.cfm
103 http://www.dwp.gov.uk/advisers/growthfund/
104 BACS Payment Schemes Limited (BPSL) administers the payment scheme for low-value, high-volume payments in the UK.

These payments include direct credits, direct debits, standing orders and telephone and internet payments.
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Face-to-Face Advice

Terms of Reference

27. The Taskforce’s terms of reference under this heading are to:

— identify areas of best practice, and gaps, in the provision of free face-to-face money advice. This
information could then be used by HM Treasury and the DTI to inform the distribution of
financial support for face-to-face money advice and evaluate outcomes; and

— monitor the progress of the debt outreach pilots, and consider the outcomes of the evaluation of
the scheme.

Defining the problem

28. The Taskforce recognises that, for many people on low incomes, credit can be a useful tool in
managing household expenditure, and that most people are able to keep borrowing under control. However,
some people have diYculty managing their borrowings and encounter problems meeting credit
commitments or paying households bills. The Taskforce notes that people at the lower end of the income
scale are more likely to be over-indebted. Those at the bottom end of the income scale are also more likely
to experience diYculties accessing mainstream products such as bank accounts and mainstream credit. The
Taskforce would like to see money advice available to all those who seek it and delivered in ways that meet
their needs.

Progress

29. The Taskforce’s work on money advice has initially focussed on advising the Legal Services
Commission and the DTI on the design of their respective Financial Inclusion Fund schemes, the £6 million
for outreach pilots105 and the £45 million face-to-face advice project.106 This has ensured the LSC benefited
from the experience of Taskforce members in designing its proposals to pilot diVerent money advice
outreach services that meet the needs of those who do not normally present themselves to free face-to-face
money advice services. Additionally, the Taskforce has provided advice to the DTI on its guidance to
bidders for the element of the Financial Inclusion Fund that is being devoted to increasing the supply of
face-to-face money advice; this is to ensure that the funding achieves its objectives eVectively and that the
DTI’s proposed bidding arrangements are feasible and appropriate.

Activities and deliverables in 2006

30. The Taskforce will monitor the evaluation of the Government’s measures to increase the availability
of money advice. The Taskforce will start monitoring these schemes when funding begins to flow from early
2006 and will make recommendations to Government following the outcome.

31. The Taskforce is also undertaking work to identify gaps in the provision of money advice and
examples of best practice. Following a consultation exercise, it has identified a shortage of comprehensive
information about the current range of provision, and sources of funding, of money advice and will be
undertaking a study, as early as possible in 2006, to build a fuller picture of the sector before presenting
recommendations.

Key issues for consideration

32. Although outside the Taskforce terms of reference, the issue of financial education and capability
building before the point of crisis is closely linked to that of money advice. The Taskforce has had
discussions with the Financial Services Authority and has encouraged it to ensure that its capability strategy
addresses the needs of the financially excluded. The Taskforce will seek to remain informed of progress here
and will consider whether it should look more closely at this issue.

Facilitating Access

Defining the problem

33. In the course of considering the three priority areas identified in its terms of reference, the Taskforce
has concluded that the problem of financial exclusion is not solely one of availability of products or practices
of providers. There is also a need to stimulate demand for appropriate banking services and credit products
amongst financially excluded groups, and to motivate action by intermediaries in order to equip individuals
to make the most appropriate choice for themselves. The Taskforce recognises that in order to do this,
individuals may benefit from assistance with understanding the options available to them, the potential

105 http://www.legalservices.gov.uk/aboutus/jobs/appointments.asp
106 http://www.dti.gov.uk/ccp/topics1/debtadvice.htm
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benefits of diVerent products, and the requirements for accessing products. Practical assistance in, for
example, applying for a bank account may also be appropriate. This kind of “informed choice” process may
be usefully facilitated through organisations such as:

— those with which individuals are already in touch, such as housing associations or Job Centre Plus;

— others which individuals already trust, such as voluntary sector organisations or community
groups; or

— central or local government.

Progress

34. As part of its approach to this, the Taskforce wishes to hear and understand, at first hand, the views
and concerns of those experiencing financial exclusion. For this purpose, it proposes to run a series of
deliberative workshops107 involving financially excluded people directly.

35. Initial consideration of demand side barriers suggests that it would be valuable to use trusted
organisations such as housing associations, local authorities, community groups, voluntary sector
organisations and advice providers to deliver consistent and objective information and advice about the
choices available to individuals and to oVer practical assistance with making them, including help with
overcoming any misgivings about financial services products. The Taskforce has been researching existing
initiatives in this area and is considering how to generate further support and action. It is exploring a range
of possible options to raise awareness and promote action, including establishing a financial inclusion
alliance of key stakeholders and running a financial inclusion campaign. The Taskforce will report to
Treasury on its proposed approach in due course.

Conclusion

36. The Financial Inclusion Taskforce is in the early stages of its work. However, it believes that good
progress has been made, in particular to put in place a framework for monitoring progress towards tackling
financial exclusion and in advising government on the administration of its £120 million Financial Inclusion
Fund. Work is underway with the banks and others to ensure that the supply-side issues that result in
individuals being excluded are eVectively addressed. In addition, thought is being given to demand-side
measures that will facilitate excluded groups’ access to mainstream financial services. Key questions have
been identified that will become the focus of the Taskforce’s work over the coming months.

January 2006

Annex 1

Taskforce Terms of Reference

The Financial Inclusion Taskforce will monitor progress towards tackling financial exclusion. In
particular it will:

— report to HM Treasury and the banking industry on progress towards the shared goal of halving
the number of adults in households without a bank account, and of having made significant
progress in that direction within two years;

— monitor provision of banking services to the financially excluded, including access, and report to
the banks and HM Treasury on findings;

— consider ways in which the capacity and skills of volunteers and staV within third sector lenders
can be enhanced;

— Monitor the increase in provision of aVordable credit by third sector institutions. This information
could then be used by HM Treasury and the DWP to inform the distribution of financial support
to third sector lenders and evaluate outcomes;

— monitor the scheme whereby, under certain circumstances, loan repayments could be made by
deduction from benefits and make recommendations to HM Treasury and the DWP following the
outcome of the evaluation of the scheme;

— identify areas of best practice, and gaps, in the provision of free face-to-face money advice. This
information could then be used by HM Treasury and the DTI to inform the distribution of
financial support for face-to-face money advice and evaluate outcomes;

— monitor the progress of the debt outreach pilots, and consider the outcomes of the evaluation of
the scheme; and

— make recommendations to HM Treasury on tackling financial exclusion in areas not covered by
PBR proposals.

107 Deliberative workshops are similar to focus groups but are held over a longer period of time and with a larger group of people,
allowing participants to develop their opinions through discussion. This method reveals whether and how views change, and
what arguments and information have most impact.



3379423043 Page Type [O] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Treasury Committee: Evidence Ev 303

Annex 2

Financial Inclusion Taskforce membership

Brian Pomeroy—Chair.

GeoVrey Cooke—former Chief Executive of the British Cheque Cashers Association.

Benny Higgins—Chief Executive Retail Banking at RBS.

Elaine Kempson—Professor of personal finance at Bristol University.

Chris Lendrum—former Vice Chairman of Barclays plc.

Mark Lyonette—Chief Executive of the Association of British Credit Unions.

Bernie Morgan—Chief Executive of the Community Development Finance Association.

Nick Pearson—National debt advice coordinator at Advice UK.

Teresa Perchard—Director of Policy at Citizens Advice.

Faith Reynolds—established Services Against Financial Exclusion (SAFE).

Susan Rice—Chief Executive of Lloyds TSB Scotland plc.

Claire Whyley—Deputy Director of Policy at the National Consumer Council.

Supplementary memorandum by the Financial Inclusion Task Force

FOLLOW UP TO EVIDENCE SESSION ON 9 MAY 2006

I am writing regarding the points on which you requested clarification following our meeting on 9 May.108

You asked for the following:

1. A copy of the report on the Taskforce study visit to Chicago and Milwaukee. The report of my study visit
enclosed (Q 475).109

2. Proportion of financial excluded people who are owner-occupiers (Q 527).110

The Family Resources Survey, published by the DWP, includes data on household tenure and bank
account holding.111 For the purposes of the goal to halve the unbanked, the Treasury has defined financial
exclusion as the absence of a bank account. Those who only hold a Post OYce Card Account are therefore
classified as “unbanked”. As you are aware, however, the FRS data for 2004–05 has been collected in such
a way that it does not allow the number of financially excluded households to be identified as it is not possible
to distinguish between those with a basic bank account and those with a POCA.

For the purposes of responding to your request, I am therefore including the 2004–05 data on home
ownership amongst those who have no account of any kind and amongst those who hold a basic bank
account or POCA.

HOUSEHOLDS BY UNBANKED STATUS AND HOUSING TENURE

Rented
Rented from Rented Rented Owned

from Housing privately privately Owned with
council Association unfurnished furnished outright mortgage Total

No No of
account hholds 300,000 200,000 100,000 100,000 300,000 100,000 1,100,000
of any % of no
kind account of

any kind 28 14 10 5 30 13

POCA or No of
basic hholds 200,000 100,000 100,000 – – – 500,000
bank % of
account POCA or

bba 40 28 12 5 8 8

108 Ev 84–94
109 Not printed.
110 Ev 93
111 Full data set can be found at http://www.dwp.gov.uk/asd/frs/2004–05/pdfonly/frs–2004–05–report.pdf



3379423044 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 304 Treasury Committee: Evidence

For explanations of the data please see footnote below.112

This data demonstrates that home ownership is not significant amongst holders of Post OYce Card
Accounts or basic bank accounts. However, it shows some home ownership, in particular outright
ownership, amongst those with no account of any kind. Further analysis of this group suggests that, of the
outright home owners with no bank account of any kind, 38% have a household income of less than £10,000
a year, 27% between £10,000 and £20,000 and 35% over £20,000. Of those with no bank account of any kind
who own with a mortgage, 73% have an annual household income of over £20,000.113

The Taskforce will explore what further information can be collected about this group from the FRS and
other sources to identify the characteristics of these households. In particular, it will wish to know the extent
to which such households have a need to borrow and, if they do, whether they make use of their homes as
security to minimise the cost of borrowing.

3. Views on the Taskforce’s remit and whether it should be changed (Q 531)114

Taskforce remit

The Terms of Reference of the Taskforce, as defined by the Treasury, are focused on the three priority
areas identified by the Government in “Promoting financial inclusion”.115 These are: access to banking, access
to aVordable credit and access to money advice.

The primary challenge for those excluded from mainstream financial services is access to banking. A bank
account not only allows significant savings to be made but also acts as a key to accessing other products
such as insurance, savings vehicles and aVordable sources of credit. The Taskforce understands that it is for
this reason that the Treasury has focused on the unbanked as the hardcore of the financially excluded, and
on access to aVordable credit since this is an essential tool for many in managing peaks and troughs in
expenditure to provide some financial stability.

Access to savings and insurance are the next steps on the ladder towards true financial inclusion. The Task
force recognises the value of helping people to accumulate small levels of savings as part of tackling financial
exclusion, in particular as a key tool to avoiding over-indebtedness. Indeed, credit unions have consistently
shown that encouraging people who were previously using expensive forms of credit to save small amounts
is a very helpful step in changing behaviour. The Taskforce is aware that the Government has initiatives
underway in respect of savings, for example the Child Trust Fund and Savings Gateway. The Taskforce also
recognises that insurance products can potentially help those on low incomes plan for the future and protect
against the costs of unexpected events. I consider savings and insurance to be essential elements in any
strategy to build financial capability.

If the Treasury were to ask the Taskforce to consider issues in addition to those covered by the terms of
reference, I believe (subject to consulting Taskforce colleagues over the details of any specific request) that
the Taskforce would be willing to do so. However, we would wish to be sure that this did not prevent the
Taskforce from continuing with the considerable amount of further work needed to address the core areas
of financial exclusion identified in the current terms of reference.

I hope this letter provides you with the additional information you need. Should you require anything
further, please do not hesitate to contact me.

May 2006

Memorandum submitted by the Financial Services Authority

A. Introduction

1. This memorandum is submitted by the Financial Services Authority in the context of the Committee’s
Inquiry into Financial Inclusion. We look forward to elaborating on it in oral evidence.

2. The memorandum:

— Provides brief background on the FSA, including its scope and overall approach to regulation;

112 Figures for the number of households are rounded to the nearest 100,000. Estimates are based on sample counts that have
been adjusted for non-response using multi-purpose grossing factors that align the FRS to Government OYce Region
populations by age and sex. Estimates are subject to sampling error and remaining response bias. Data are not provided for
certain cells in the table because the sample sizes are too small to support reliable estimates of the statistics in question. The
FRS interviews around 25,000 households. Key: – % negligible.

113 It is likely that the apparent anomaly that some have a mortgage but no bank account of any kind is accounted for by
mortgages taken out some years ago, as it would be extremely diYcult to enter into a new mortgage today without an account
of any kind.

114 Ev 93
115 Promoting Financial Inclusion: HM Treasury, December 2004.
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— Describes how the FSA’s work takes account of financial inclusion; and

— Considers whether it might be appropriate for the FSA to be given either a new statutory objective
to promote financial inclusion or a new “have regard to” principle of good regulation.

B. Background Information on the FSA

3. The Financial Services and Markets Act 2000 (FSMA) gives us four statutory objectives: to maintain
market confidence; to provide the appropriate degree of consumer protection; to promote public
understanding of the financial system; and to reduce financial crime. In carrying out our general
responsibilities we must also have regard to seven principles, including using our resources eYciently and
economically, proportionality, and facilitating innovation and competition.

4. We have translated these four statutory objectives into three strategic aims, which guide our day-to-
day work:

— helping retail consumers achieve a fair deal;

— promoting eYcient, orderly and fair markets, both retail and wholesale; and

— improving our business capability and eVectiveness.

5. As at the end of 2005, we regulate 29,193 firms, ranging from major global financial groups to small
financial advisers. Our scope is decided by government. FSMA gives Treasury Ministers power to amend
our scope through secondary legislation. There have been several increases in our scope since we gained our
powers under FSMA on 1 December 2001. In particular, during the last year or so we have taken on
responsibility for regulation of mortgage business and general insurance intermediation. Given the scope of
the Committee’s inquiry, we note that we do not have responsibility for regulating consumer credit. Any
change to our objectives or principles would require primary legislation.

6. Our retail work is designed to make a real diVerence to firms and retail consumers. We focus our
activities on four main aims: capable and confident consumers; clear, simple and understandable
information available for, and used by, consumers; soundly-managed and well-capitalised firms which treat
their customers fairly; and risk-based regulation which enables us to focus our resources and activities on
the most significant risks, through firm-specific and thematic supervision.

C. How the FSA is Taking Account of Financial Inclusion Issues

7. Under FSMA, we have no explicit statutory responsibility for financial inclusion. Nor is it included in
the principles of good regulation as an issue to which we should formally have regard. However, we take
the issue very seriously and have consistently tried to be thoughtful about and sensitive to the special
requirements of those who find it diYcult to gain access to financial services. We have outlined this role
publicly on a number of occasions. In the following sections we set out how we have done this, under the
main headings in the Terms of Reference for this inquiry.

1. Access to banking services

8. We have helped the financially excluded gain access to banking services by:

— providing information on, and support for, basic bank accounts;

— facilitating a more proportionate approach to customer identification requirements; and

— facilitating the provision of Islamic banking and Sharia-compliant products.

Basic bank accounts

9. Sixteen banks now oVer basic bank accounts and at end-September 2005 a total of 1.5 million basic
bank accounts were open. Whether banks oVer these accounts is in our view a matter for them. We do not
think it is consistent with our objectives, and in particular with our concern for the prudential soundness of
firms, to require them to oVer products or services against their commercial judgement (for this reason also
we do not require banks to provide facilities for cash withdrawals in particular areas or to limit their charges
for providing these facilities).

10. But we have actively supported the promotion of basic bank accounts by publishing our own
consumer guide to the accounts, which explains the potential benefits of a basic bank account, how to choose
one, and how to open one. Since it was first published in 2001 we have distributed over 467,000 copies. We
are sending 18,000 copies of the most recently revised guide to individual Citizen Advice Bureaux, housing
associations, local authority housing departments and to the members of the Financial Inclusion Forum of
Services Against Financial Exclusion (SAFE). We are commissioning research to assess the guide’s
eVectiveness. Initial informal feedback on the latest revision comments very positively on the relevance and
clarity of the information and key messages in the guide.
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11. We have worked with the Association of British Credit Unions (ABCUL) on their proposal to
provide basic bank accounts in partnership with the Co-operative Bank. These discussions have helped
minimise additional regulation in order to facilitate the take-up of basic bank accounts, which will be
provided through credit unions from autumn 2006.

Customer identification requirements (ID)

12. Over the last 18 months we have been leading a multi-agency initiative to deliver a more proportionate
customer identification regime which commands industry and consumer support, and meets law
enforcement needs. A significant aspect of this initiative has been to improve how the industry verifies the
identity of those without the types of document typically used as proof of ID—for example, driving licences,
utility bills, and passports. In this context, we have worked with financial exclusion experts such as the
Treasury’s Financial Exclusion Team and not-for-profit organisations such as Business Action for the
Homeless, SAFE and other key stakeholders.

13. In October 2004 we published a report, ID—defusing the issue, and the proposals for streamlining the
ID regime have largely been taken up by the Joint Money Laundering Steering Group (JMLSG) in their
revision of their Guidance Notes. The JMLSG is an industry group made up of the leading UK trade
associations in the financial services industry and the Guidance Notes are the key resource for industry in
designing defences against money laundering. This new Guidance is expected to be published in the first
quarter of 2006 and a new approach by the industry over ID checks will follow in the second half of the year.

14. The JMLSG’s new Guidance is expected to include a wider range of options for consumers to prove
their ID (for example, benefit claimants will be able to use an entitlement letter or an ID confirmation letter
issued by the DWP; those in care homes or sheltered accommodation will be able to use a letter from the
care home manager/sheltered accommodation warden). With some products (notably basic bank accounts),
customers will typically not have to prove their address. We will monitor the industry’s changes to its ID
processes to check that it delivers a more proportionate outcome.

Islamic banking and Sharia-compliant products

15. Last year we authorised the first purely Islamic bank in Europe, the Islamic Bank of Britain (IBB).
It gives those who had previously felt unable to transact with a conventional bank the opportunity to do so
with a bank whose products and operations have been endorsed by their Sharia board.

16. We worked with IBB on issues such as the treatment of Islamic deposits, the role of the Sharia Board,
promotional materials and corporate governance to ensure that depositors had the same protection as with
other banks. We are aware that other banks may follow.

17. Similarly, we are working with the providers and consumers of Ijara house purchase products, which
provide a Sharia-compliant alternative to mortgages, so that we can put in place an appropriate regulatory
regime which is consistent with Sharia principles and aVords appropriate consumer protection. We will
consult on this during 2006.

2. Access to aVordable credit

18. We have taken initiatives in the following areas to improve access to aVordable credit:

— developing and implementing a proportionate regime for credit unions; and

— facilitating the development of Community Development Finance Institutions and Community
Banking Partnerships.

Credit Unions

19. Our regulatory regime for Credit Unions is proportionate, requiring suitable standards while
recognising their role in reducing financial exclusion. While there has been some consolidation in the
industry, total membership and total assets have continued to rise. Leaders of the credit union trade bodies
agree that the drive for higher standards together with the safety net of compensation coverage has been
beneficial.

20. We provide significant regulatory assistance for those involved in running credit unions, for example
through a dedicated section of our website and through a regular newsletter keeping credit unions up to date
on matters that aVect them. We have also started to run “surgeries” for credit unions, inviting all those in
a specific geographic area to discuss any regulatory issues or concerns with our supervisors. To date we have
met with 17 credit unions in Birmingham, 27 in Liverpool and 33 (including one development agency) in
Scotland. Overall we have to date invited almost 50% of all credit unions in the UK to these surgeries.
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Community Development Finance Institutions/Community Banking Partnerships

21. We have been closely involved in the development of Community Development Finance Institution
(CDFIs). CDFIs provide personal and small business loans at competitive rates in disadvantaged
communities, and those which invite retail investment are registered (but not regulated) by us under the
Industrial and Provident Societies Act, subject to meeting certain protection requirements. We fully
acknowledge the important role that CDFIs have to play in combating financial exclusion. We have been
concerned that regulation of those inviting retail investment would add unreasonable costs to the sector
while it is still in an early stage of development. We have been closely involved in recent discussions on
proposals for the development of a Code of Practice for CDFIs as an alternative to regulation (and we have
been mentoring the Community Development Finance Association on its development). We have been
aware of uncertainties caused by the lack of assured funding after March 2006, which may have proved an
obstacle to eVective self-regulation, but these have now been resolved, at least for the next two years.

22. We have also been closely involved in the Community Banking Partnership pilot in Birmingham,
which is aimed at bringing together on one site credit unions, the community finance sector, banks and
building societies and money advice agencies to provide a co-ordinated approach oVering services to the
financially excluded. We have oVered advice to the participants in the pilot, particularly on its potential
regulatory implications (failure to address these properly could lead to consumers losing protection, for
example compensation in the event of a failure) and we have made clear to the pilot that we stand ready to
do more on request to facilitate its future development.

23. By intention, any regulatory system acts to some degree as a barrier to entry in order to protect
consumers. We believe that the examples of credit unions and the Islamic Bank of Britain shows that
authorisation and compliance costs are not significant obstacles for smaller or diVerent business models.
We note the conclusion of the OFT’s Competition Review of the Financial Services and Markets Act 2000
(November 2004) that our actions are unlikely to have any overall negative impact on the structure of
markets.

3. Financial education and access to financial advice

National Strategy for Financial Capability

24. Since November 2003, we have been leading and co-ordinating the National Strategy for Financial
Capability. Each of the original seven workstreams established under the Strategy’s Steering Group was
required “specifically to take account of the needs of the financially excluded”. The Steering Group decided
in October 2005 to take forward into implementation a set of priority projects: schools; higher education;
the workplace; maternity/paternity leaver resources; FSA information campaigns; development and
roll-out of the Debt Test; and further work on whether there is a commercial case for the wider delivery of
generic advice. These priority workstreams should make a positive contribution to financial inclusion. Brief
details on each are set out below.

(i) Schools

The Schools project involves the development of a planned programme of personal finance education.
The Chancellor, in his pre-Budget Report on 5 December, made clear the Government’s commitment to
enhancing the role of personal finance education in the education system. This includes addressing financial
education through the functional mathematics parts of GCSE maths. This provides an important
opportunity to embed personal finance education in schools. The Schools project will also build on the good
work done over recent years by the Personal Finance Education Group.

(ii) Higher education and other young adults

The FSA Young Adults Working Group has undertaken a Higher Education pilot at Roehampton
University to deliver financial capability education aimed at young adults who are becoming financially
independent and actively participating in financial services market (to varying degrees) for the first time.

In addition, the Steering Group has agreed to consider the wider roll-out of initiatives to provide support
for young adults not in education, employment or training. This is subject to the findings of two pilots (a
Citizens Advice pilot training frontline youth workers and Fairbridge West, a national charity that works
with young severely disadvantaged people) and an examination of the associated business case. The young
people covered by these pilots all have a range of financial capability and awareness challenges and many
will lack access to bank accounts or formal credit facilities.

(iii) Workplace

In 2005 the Workplace Group tested the delivery of workplace financial education through eight
organisations across the country ranging from multi-nationals to family-run firms. The aim for 2006–07 and
beyond is to reach a greater number of people, including those working part-time or on the minimum wage.
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(iv) Maternity/paternity leaver resources

We are funding a pilot in 2006 which is initially looking at distributing financial information and resources
to maternity/paternity leavers through employers. This will be done through a range of health-care workers,
government departments and other agencies.

(v) The Debt Test

The Borrowing Group has developed a tool to help prevent people becoming over-indebted. In
developing the tool (currently known as the “Debt Test”) the group liaised with HM Treasury and the
Financial Inclusion Taskforce to produce a set of questions which specifically cater for the financially
excluded. The Debt Test has been piloted on the financially excluded to ensure that it meets their needs. The
Debt Test will initially be launched on both the BBC and FSA websites in January 2006 and further
promotion and distribution will follow later in the year.

(vi) Generic Advice

As part of our work on generic financial advice, we are working with the Resolution Foundation, a policy
and research organisation which is examining how generic financial advice could be oVered to people who
do not depend wholly on State benefits, but who have below-average incomes and are unlikely to be targeted
by conventional providers of financial products and advice. The Foundation plans to develop fully-costed
proposals for a national generic advice resource aimed at this group. The income range the Foundation has
initially assumed for this group is approximately £10,000 to £22,000 pa. We welcome this initiative.

25. Other initiatives which we are taking as part of our financial capability work include:

(i) The Financial Capability Innovation Fund

We have also established an Innovation Fund. This supports new and innovative financial capability
projects run by voluntary and community organisations. We will provide £200,000 to fund projects running
until March 2007. Award winners were announced in December 2005. Many of the projects which have been
chosen will reach people who are financially excluded, for example the British Refugee Council, which
provides financial capability courses aimed at women with families and the unemployed.

A key part of the selection criteria is that projects should be sustainable beyond the period of FSA funding
and that they should be easily replicated. Once the projects have been concluded, it is our intention to publish
the lessons learned from them and share these with other financial capability projects and partners.

(ii) The Baseline Survey

Supporting all these initiatives, the Baseline Survey will describe and measure the state of financial
capability in the UK, including consumers’ knowledge and understanding, skills and confidence and
attitudes. It also includes variables on the quality of the neighbourhood that people live in. This will allow
us to compare diVerences between those who live in deprived and non-deprived areas. We plan to publish
the results of the Baseline Survey in the first quarter of 2006.

The survey has been designed to take account of the whole UK population, including those on low
incomes. The survey will include coverage of unbanked consumers—8% of the sample of 5,300 do not have
bank accounts.

26. We also oVer a number of other factsheets and other tools which are aimed at consumers. These
include:

— Factsheets on mortgage aVordability and on managing arrears;

— Our website-based Financial Healthcheck provides tips on basic financial planning; and

— The website also provides information on credit and debt, and oVers basic information on opening
and using a current account.

As part of improving our overall communication and distribution strategy, we have a programme in place
which supports the distribution and promotion of these tools.

4. Incentives and barriers to saving for people on below average incomes

27. We have responded to the evidence that some firms were reluctant to give advice to consumers making
low-value transactions because firms could not be sure of recovering costs (and also that fee-based advice
can be an unattractive option for low-income customers). We put in place in April 2005 a streamlined and
proportionate regime for the regulation of advice on the sale of the Government suite of “stakeholder”
savings and investment products which is designed to support firms’ ability to sell stakeholder products to
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lower-income consumers more cost eVectively. To date 23 firms have registered with us to oVer this advisory
process.116 Many others are exploring how they could develop Basic Advice alongside existing distribution
channels.

28. We are also aware of the importance of consumers understanding the level of service, and type of
advice, that they can obtain. We therefore produce the “Consumer Guide to Financial Advice” to help all
consumers make an informed decision. This document is widely distributed, as well as being available on
our website or via our Consumer Contact Centre. Stakeholder products are clearly branded as low-cost so
that consumers are not discouraged from considering them because of the perceived cost.

29. We have already begun to undertake a post-implementation review of Basic Advice to better
understand how the market is developing, and will make an announcement in April 2006 outlining our
findings. Broadly, the feedback we have had from the industry has indicated that we have created a regime
that is proportionate to the products being sold. We will continue to monitor the situation as the market
develops.

D. The Role of FSA: A New Objective or Principle?

30. As set out above, we aim to play a positive role within the framework of our existing statutory
objectives. Given this, we have considered whether it might be appropriate for us to be given an additional
statutory objective or an additional “have regard to” principle on financial inclusion.

31. Giving the FSA a statutory objective on financial inclusion was suggested by the National Consumer
Council in 1999 during the passage of the Financial Services and Markets Bill. This was rejected by the Joint
Committee on Financial Services and Markets chaired by Lord Burns and by the Government, on the basis
that an additional objective would make life unnecessarily diYcult for a regulator responsible for prudential
supervision and would damage lines of accountability. The Joint Committee said that if the Government
wished to impose social obligations on financial services businesses it should do so directly, perhaps asking
us to monitor these.

32. We believe that the reasons for rejecting a statutory objective on financial inclusion continue to hold
good. We also believe that a new “have regard to” principle of financial inclusion would make little material
diVerence to how we operate, since we already take financial inclusion into account in our work.

April 2006

Supplementary memorandum submitted by the Financial Services Authority

1. Since we submitted our initial memorandum to the Committee, there have been further developments
in our work, particularly in relation to the National Strategy for Financial Capability. We hope the
Committee will find it helpful to have this supplementary memorandum ahead of our oral evidence session
on 16 May.

2. This supplementary note provides an update on:

— the National Strategy for Financial Capability; and

— the Financial Capability Survey.

A. The National Strategy for Financial Capability

3. As set out in our earlier memorandum, since November 2003 we have been leading and co-ordinating
the National Strategy for Financial Capability, working with a range of partners from across Government
and the commercial and voluntary sectors. In January, the National Strategy’s Steering Group, chaired by
John Tiner, agreed a programme of seven priority projects. This is designed to: improve financial capability
among children and young adults, to lay strong foundations for the future; provide employees with ready
access to information in their place of work; target resources to people at crucial life stages, for example
starting a family; and provide more generally relevant, user-friendly and accessible information and money
advice, to help with planning and choosing products.

4. The programme represents a move from the planning and piloting stage to implementation of the
Strategy, so that we can begin to deliver the required step change in financial capability in the UK.
Throughout the development of this work, we and our partners have considered financial inclusion as
integral to the National Strategy. We consider both the need and our responsibility for financial capability
as being for financial services more broadly, and not restricted to the boundaries of our regulatory remit.

116 Corrected figure as at 11 January 2006. As at 11 April 2006, 40 firms were registered with the FSA to oVer Basic Advice.
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5. We formally launched this implementation stage of the Strategy on 28 March in our publication
Financial Capability in the UK: Delivering Change. This seven-point programme will, over time, raise
financial capability across the UK population, and is outlined below with reference to the impact these
initiatives will have on financial exclusion.

(i) Learning Money Matters

This involves embedding Personal Finance Education in the revised National Curriculum that will be
implemented in 2008. Work has already begun to maximise the eVectiveness of these curriculum changes
through the provision of support for teachers by oVering a range of materials, tools and training. On
28 June, Ministers and the FSA will host a seminar at 11 Downing Street to raise the profile of this
workstream among those in industry and the education sector.

Through this work in schools, all pupils will benefit from Personal Finance Education in the revised
National Curriculum. This will further our aim of helping to reduce the number of children from all
backgrounds who become financially excluded in later life.

(ii) Helping Young Adults Make Sense of Money

For young adults, we have launched initiatives both for those in higher education and for those who are
Not in Education, Employment or Training (NEET). We are working with universities, government
agencies and voluntary organisations to provide the training and tools to deliver targeted and appropriate
information to this group. On 8 March, we held a Young Adults Showcase Event to publish findings and
recommendations of the pilots in this area and to set out our future strategy for this workstream
(summarised in our publication Helping Young Adults Make Sense of Money: findings and recommendations
on financial capability from the Young Adults Working Group).

The Young Adults workstream aims to enhance the ability of students, and prospective students, to
manage their finances. This should be of particular benefit to the less well-oV. This work aims to engage
students in money matters as well as develop supporting infrastructure such as training capacity, local
networks including the financial sector and, potentially, a national telephone and web service to help young
people manage their money. The work with those Not in Education, Employment or Training is specifically
targeted at a group many of whom are likely to be financially excluded.

(iii) Financial education in the workplace

Our Making the Most of Your Money programme involves delivering seminars to employees on issues of
general concern, such as managing debt and pensions, and makes available opportunities for a regulated
consultation with a financial adviser. Employees will also receive a financial information pack covering the
same ground as the seminars. This programme will expand during 2006–07 to deliver materials to 200,000
employees, with 15,000 subsequently attending seminars. Over the next five years we aim to deliver
information packs to four million employees, with half a million of them then attending a seminar. The
workplace initiative will include many low-paid workers who are unlikely to have received any form of
financial capability assistance in the past.

(iv) Consumer communications

We are developing a new consumer communications strategy with the aim of positioning the FSA as the
place to turn for impartial, general information on financial planning and products. We will build on the
success of our recent campaigns, including “Mortgages Laid Bare”, “Money Laid Bare” and “Pensions
Made Clear”. In developing this strategy, we will consider the needs of the financially excluded, including
working with relevant groups to get the right materials in the right hands at the right time.

(v) Online tools

There is a clear need for simple, accessible online tools to help consumers and those who advise them. The
Financial Healthcheck and Debt Test are available to all through the FSA and BBC websites, and we are
currently exploring plans to broaden distribution further, including via groups who help the more
vulnerable in society. This includes targeted content and signposts to organisations that support the
financially excluded. For example, we are talking to Citizens Advice about the possibility of making FSA
toolkits available to their clients.

(vi) Money Box

For new and prospective parents, we are developing a Money Box to provide a single, comprehensive and
accessible source of information on a range of subjects, such as Child Trust Funds, tax credit entitlements
and other forms of assistance. We intend to reach 1.5 million new parents over the next five years. The
distribution channels for new and prospective parents, such as through employers to their staV or through
maternity-related health services, will include those likely to reach the financially excluded.
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(vii) Money advice

We are working with our partners to consider how best to provide general financial advice to more
vulnerable groups, which tend to include disproportionate numbers of the financially excluded. One of our
areas of focus is making more eVective use of existing resources, including many specifically aimed at, and
used by, the financially excluded, such as specialist debt advisory agencies.

B. The Financial Capability Survey

6. To support and guide our priorities on financial capability we have carried out a comprehensive survey
of financial capability in the UK. This Survey, the largest of its kind ever carried out, provides greater insight
than ever previously available into where action might be targeted. We published the results on 28 March
in Financial Capability in the UK: Establishing a Baseline. The survey gives us an accurate assessment of
where the population stands today so that we can ensure the steps we are taking are targeted at the right
audiences, and so that we are able to measure the diVerence these initiatives are making. We plan to repeat
the survey every 4–5 years.

7. The survey measured financial capability in terms of how well people: make ends meet; keep track of
their finances; plan ahead; choose financial products; and stay informed about financial matters. It found
that:

— Large numbers of people, from all sections of society, are not taking basic steps to plan ahead.

— Over-indebtedness does not aVect a large proportion of the population—however, when it does
occur it is often severe.

— People do not take adequate steps to choose products to meet their needs.

— The under-40s are typically much less financially capable that their elders.

— Unless steps are taken to improve levels of financial capability, we are storing up problems for
the future.

8. As part of taking forward the seven point programme, we will be working with the relevant agencies
to help improve the capability of groups which the survey suggests are particularly vulnerable. This includes
agencies working with people over 70, lone parents and people living in social housing.

9. As well as influencing the priorities of the strategy, the survey results will help inform our wider
regulatory work to help retail consumers achieve a fair deal. They will be especially useful in our work to
develop more capable and confident consumers and to produce clear, simple and understandable
information for consumers to use.

C. Concluding Remarks

10. In addition to our work on financial capability, we believe that our day-to-day regulatory activity will
continue to address existing barriers to accessing financial services for those who may be excluded. Our
earlier memorandum to the Committee set out, in detail, our work on this. This includes work with the credit
union movement and Community Development Finance Institutions, publicising basic bank accounts,
developing a more proportionate approach to identification requirements and working to introduce Islamic
banking and Sharia-compliant products. We strongly believe that by working with others, such as the
Financial Inclusion Taskforce, Government departments and agencies, voluntary organisations and the
financial services industry, we can make a positive contribution to addressing financial exclusion in the UK.

May 2006

Supplementary memorandum by the Financial Services Authority (FSA)

FOLLOW-UP TO EVIDENCE SESSION ON 16 MAY 2006117

When we gave evidence to the Treasury Committee on Financial Inclusion on 16 May we said that we
would update you on the FSA Board’s decision on the future of RU64. The Board has decided to delay its
decision in the light of the uncertainty over transitional arrangements for the proposed new national pension
scheme. We have published the following statement on our website today.

117 Ev 109–126
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“The FSA Board decided today to delay its decision on the future of the RU64 rule, on which the
FSA consulted last year. This follows publication of the Government’s White Paper on pension
reform, which states that transitional arrangements for the new pension scheme will be announced
later this year.
In light of this uncertainty the Board felt it would be sensible to delay the decision on the future
of the RU64 rule until the position is clearer. The Board will then consider what, if any, regulatory
interventions will be necessary during the transition period.”

When the Board does consider this issue we will inform you of its decision.

May 2006

Supplementary memorandum by the Financial Services Authority

FOLLOW-UP TO EVIDENCE SESSION ON 16 MAY 2006

A. Introduction

1. When we gave evidence to the Committee on 16 May,119 we undertook to provide further
information on:

— the compatibility of student loans with Sharia law and the impact this has on prospective Muslim
students; and

— international remittances.

B. Muslim Students and Student Finance (Q 728)120

2. The Committee were interested to know the extent of concern among prospective Muslim students
over the compatibility of student loans with Sharia law, and what the Department for Education and Skills
(DfES) and others are doing to address this issue.

Background

3. According to UNIAID (a registered charity that helps students cope with the financial barriers to
higher education) there are 1.6 million Muslims in the UK, comprising 2.8% of the population. One-third
of these are under the age of 16 and 50% were born in the UK. Young Muslims represent an increasing
proportion of the UK population and represent the largest minority group in higher education. With 35%
of students in higher education from minority groups, there is a greater concentration of individuals from
such groups within higher education than in other areas.

4. Sharia law prohibits the gaining of interest or “free money”. However, loans are regarded as a way of
helping others to achieve their objectives. The approach, therefore, must be pragmatic. No profitable return
is permitted. Any part of the transaction which generates profits associated with a loan, such as charges,
profits, fees and commissions, contradicts this principle.

The current situation

5. In 2002–03 the DfES commissioned the Institute of Employment Studies to look at the influences on
participation in higher education of minority ethnic students, including financial barriers. Their findings
suggest that student attitudes towards taking on debt are aVected by cultural diVerences, and specifically
highlight the diVerent attitudes to debt of religious groups, notably Muslims. However, when this was
examined closely, diVerences were seen to be relatively small: Muslims were the least likely to report having
a student loan, nevertheless, almost two thirds (64%) did so. This is only slightly lower than the figures for
Hindus or Sikhs (66%), Christians (69%) and those of no faith (68%). In addition, Muslims were much less
likely than other groups to have another kind of loan or overdraft (but almost one-fifth did).

The FSA’s role

6. We are currently working with around 20 universities and colleges across the UK to develop a
comprehensive toolkit of ways of delivering financial capability to those in higher education, building on
the outcomes of a pilot at Roehampton University in 2005. These “early developer” institutions have been
selected to carry out “second stage piloting” before a wider national roll-out, and will combine their own
experience and expertise with the Roehampton “Money Doctors” toolkit, which provides new and proactive

119 Ev 109–126
120 Ev 120
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approaches to encouraging students to take control of their own finances before they face diYculties and to
confront debt problems. This comprehensive guide, which also includes “how to do it” practical steps to
setting up a financial advice programme within a university, as well as sample business cases, was developed
as a result of the pilot at Roehampton University, which was supported by FSA funding. The early
developers represent a range of higher education institutions, in terms of location, size and diVerent ways
of delivering financial advice, and each will run elements of the Money Doctors programme as well as
contributing new ideas and materials during the academic year 2006–07. The combined early developers’
experience will result in a revised and expanded toolkit which will be available in a national roll-out to all
higher education institutions in the UK during the academic year 2007–08.

7. As part of our work with the early developer institutions in 2006–07, we will encourage a number of
universities to consider piloting a module that provides information on student finance of particular
relevance to Muslim students. This is with a view to inclusion in the expanded toolkit in the academic
year 2007–08.

The DFES’ role

8. We understand that oYcials within the department liaise closely with the Federation of Student Islamic
Societies and other organisations to discuss concerns such as this and to consider how best to meet their
needs.

9. The DfES also makes these organisations aware of other alternatives, such as the Islamic Bank of
Britain who oVer Sharia-compliant financial products, including loans.

10. The Department continues to develop plans to monitor and review the impact of student finance
policy on participation in higher education of minority ethnic students, through the departmental Race
Equality Scheme and Higher Education Race Equality Impact Assessment arrangements, which enable the
Department systematically and thoroughly to assess, and consult on, the eVects that a proposed policy is
likely to have on people, depending on their racial group.

11. The DfES believes that current student loans arrangements do not discriminate, within the meaning
of current Race Relations legislation, against Muslim students. However, the Equality Act 2006, which
received Royal Assent earlier this year, makes it unlawful to discriminate on the grounds of religion and
belief in the provision of goods, facilities, services, premises, education and the exercise of public functions.
The relevant provisions of the Equality Act 2006 are still to come into force but the Department will in due
course ensure that the student loans arrangements are consistent with its obligations under the Act. In the
meantime, the DfES will continue to monitor the position.

The role of other bodies

The National Union of Students (NUS)

12. The NUS is aware of the issues, and raises concerns with the DfES where appropriate. However, they
agree with the DfES that this issue does not appear to have a significant impact on the numbers of Muslim
students taking out loans. This is partly because opinions diVer in the Muslim community as to whether the
DfES is correct in taking the position that the loan does not break Sharia law as the interest charged only
maintains the value of the loan.

The wider Higher Education sector

13. Higher education institutions acknowledge that there is a strong divergence of views among Muslim
students on this issue, depending on their interpretation of the law and that it is therefore diYcult to predict
how many Muslim students are aVected by this.

14. Some institutions amend the information they provide to students to explain that the amount added
to the loan is not interest in the commercial sense.

C. International Remittances (Q 735)121

15. The Committee, based on evidence from the Money Transmitters Association, were concerned that
due to problems experienced by money transmitters in obtaining banking facilities, these agents would leave
the formal sector and enter the black market, with implications for financial crime.

121 Ev 121
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The importance of remittance flows to developing countries

16. Remittances constitute the second largest flow of resources to developing countries, after foreign
direct investment. The World Bank estimates that global remittance flows to developing countries totalled
US$167 billion in 2005. Remittances are projected to grow at a faster rate than other flows. In the case of
the UK, the Department for International Development (DFID) estimated that in 2005 outward remittance
flows to developing countries was £2.3 billion.

The role of the FSA

17. The Financial Services and Markets Act 2000 gives us four statutory objectives, one of which is to
reduce the vulnerability of authorised financial institutions to being used for financial crime. We supervise
firms’ compliance with their regulatory obligations in relation to anti-money laundering and counter-
terrorist financing (AML/CTF). We expect firms to manage their money laundering and terrorist financing
risks eVectively in ways that are proportionate and do not unduly inconvenience law-abiding customers.
This expectation has for example driven the multi-agency “defusing the ID issue” initiative which we have
been leading since 2004. We have been aiming to streamline firms’ approach to identifying their customers,
so that they can verify identity eVectively without causing unnecessary inconvenience or cost to the customer
or themselves. The initiative has contributed to the substantial changes to practice on ID checks that are
recommended in the February 2006 edition of the Joint Money Laundering Steering Group’s Guidance,
which is the key resource used by firms in designing their ID processes. We expect firms’ management of
risks arising from any money remittance business to be consistent with this general regulatory expectation.

18. Remittance business raises issues about how best to manage the tension between the desirability of
promoting remittances to the developing world and the need to manage money laundering and terrorist
financing risks. We have worked closely with DFID, the Treasury and Her Majesty’s Revenue and Customs
(HMRC) on these issues where they aVect FSA-regulated firms. In particular, we advised the DFID-funded
working group that produced the report UK Remittance Market report (November 2005) on the AML/CTF
obligations of FSA-regulated firms providing remittance services.

The roles of other organisations

19. Increasing the flow of remittances from the UK to developing countries can contribute significantly
to international development. DFID are therefore seeking to remove barriers to the flow of money transfers,
lower their costs and make access to money transfer products easier for those on low incomes. Relevant
initiatives include:

UK Remittances Task Force

The Task Force’s members are drawn from the private sector, and its activities are part-funded by DFID.
The Task Force will be taking forward various recommendations of the UK Remittance Market report,
mentioned above.

“Send Money Home”

DFID sponsor a website—www.sendmoneyhome.org—which aims to help the diaspora in the UK
choose the best option for sending remittances, and to stimulate competition and transparency in the
market. Over half a million country-specific leaflets, in various languages, have also been distributed
through ethnic media, religious and community organisations and other channels.

Household surveys

These are sponsored by DFID. UK surveys provide a better picture of the remittances market and
stimulate competition in the private sector to provide more appropriate remittance services to the diaspora.
Household surveys are also being conducted in key remittance-receiving countries.

Access for remittance recipients

DFID have various financial sector programmes in place in developing countries to improve access to
financial services.

20. The Treasury, as part of their financial inclusion agenda, also seek to promote remittance flows by
facilitating access to banking services for those sending remittances.

21. International standards and UK regulatory requirements recognise the need to manage the risk of
financial abuse in the money service business sector in an eVective and proportionate way. For example, the
Financial Action Task Force’s 2005 report into money services outside the formal banking system found
that “alternative remittance systems continue to be the source of concern as far as their vulnerability to
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misuse for money laundering or terrorist financing purposes; however, increasingly other considerations
have also become more evident, such as balancing the prevention of misuse with the need to ensure that
flows of legitimate funds are not unnecessarily interrupted or pushed underground”.

22. Around 2,000 firms, which account for the vast majority of the remittance provider community, have
been regulated for AML/CTF compliance by HM Customs and Excise (now HM Revenue and Customs)
since June 2002. We regulate the remainder for AML/CTF compliance because such firms are conducting
other business that requires FSA regulation—for example, banks that are regulated in relation to their
deposit-taking.

23. When the Treasury set up this regulatory regime for remittance providers and other money service
businesses, they undertook to conduct a review of eVectiveness once the arrangements had “bedded down”.
This exercise is now under way and aims to ensure that the supervisory regime continues to support the needs
of a dynamic and flexible money service business sector that is properly protected from the risk of money
laundering and terrorist financing. As part of this exercise, the Treasury will issue a public consultation
document shortly to seek industry views on how best to strike this balance.

Remitters’ Access to Bank Accounts

24. The Treasury view is that fundamentally the money service business sector is highly competitive with
low barriers to entry. However, representatives of the remittance industry have raised concerns about banks
being unwilling to provide banking services to remittance providers. Whilst the decision on whether or not
to provide services to any potential customer is ultimately a commercial decision for individual banks, the
Treasury have established a dialogue with a number of major banks to explore their approach to money
service business customers and consider where change might be necessary.

June 2006

Memorandum submitted by the Financial Services Compensation Scheme (FSCS)

Introduction

The creation of the Financial Services Compensation Scheme (FSCS) marked an important step in the
promotion of financial inclusion.122 By rationalising compensation arrangements, and designing a scheme
which aims to protect those least able to sustain financial losses, FSCS contributes to building confidence
for those most vulnerable to financial exclusion. We anticipate this will result in greater take up of financial
products generally, including low cost credit.

Executive Summary

FSCS promotes financial inclusion through:

1. Safeguarding vulnerable consumers from financial loss.

2. Increasing confidence in financial products amongst disadvantaged groups.

3. Helping providers to supply low cost products.

4. Providing accessible information.

1. Safeguarding Vulnerable Consumers

Our core function is to protect consumers who would otherwise have nowhere to turn in the event of the
default of a financial services firm.

— Since FSCS became operational, on 1 December 2001, we have paid out in excess of £600 million
in compensation.

— Compensation payments have been made in many key areas of the financial services sector,
including—to policyholders of Independent Insurance Ltd, which became insolvent in 2001;
investors who were wrongly advised to transfer from an occupational pension to a personal one

122 The Financial Services Compensation Scheme (FSCS) is the UK’s statutory fund of last resort for customers of financial
services firms. FSCS provides protection if an authorised firm is unable, or likely to be unable, to pay claims against it. FSCS
was created under the Financial Services and Markets Act 2000 (FSMA) and became operational on 1 December 2001. FSCS
is an independent organisation, funded by levies on authorised firms.
FSCS replaced previous compensation schemes from midnight on 30 November 2001, when the Financial Services and
Markets Act came into force, including: the Investors Compensation Scheme, Deposit Protection Scheme, Building Societies
Investor Protection Scheme, the Friendly Societies Protection Scheme, Policyholders Protection Scheme, the PIA Indemnity,
the Section 43 Scheme, and the ABI voluntary arrangement for widows, widowers and dependents of deceased persons
(under the pensions review).
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and were worse oV financially as a result; consumers who were mis-sold investment products such
as “precipice” bonds and endowment policies; and members of credit unions—often the most
vulnerable of our claimants—who face the loss of possibly their entire life savings when a credit
union becomes insolvent.

1.1 The number of consumers coming to FSCS for help is increasing sharply. For example, FSCS dealt
with 1,500 investment claims in 2002–03. This year (2005–06) we are forecasting that over 25,000 such claims
will be received. This is a challenge for FSCS in terms of how we manage such dramatic increases in claims,
but it also highlights the importance of the scheme to consumers who could otherwise face financial loss and
hardship.

1.2 Compensation limits vary according to the type of claim, and there are limits to the compensation
FSCS can pay. However, the scheme aims primarily to protect those who are least able to sustain financial
loss; therefore compensation covers losses in full to a certain minimum level for each type of claim. For
details of compensation limits, please see Appendix 2.

2. Increasing Confidence in the Sector

The availability of compensation is a key condition for allowing more people to feel more confident when
investing in financial products. A MORI poll conducted by FSCS just before it became operational in 2001
showed that the safety and security of their money is one of the most important factors for consumers when
taking out investments, insurance or placing deposits.

2.1 Simplifying the system so that investors have a single point of contact to access compensation when
financial firms can’t meet claims made against them, helps to provide a greater degree of confidence amongst
consumers and increases awareness of the protection available. FSCS undertakes a number of activities to
increase awareness of its role in the sector, for example by working with consumer advice bodies, trade
bodies, financial services firms and journalists.

3. Helping Providers to Supply Low Cost Products

Confidence in the market is an essential pre-requisite of the availability of low cost products, which are
needed to allow greater access to services. The existence of FSCS promotes financial stability by lessening
the risk of a single failure triggering a wider loss of confidence in that sector, or the market generally.

3.1 Since July 2002, credit unions have been eligible for protection through FSCS. Credit unions are
community-based financial cooperatives which are owned and run by their members. They allow members
to save and borrow with them at reasonable rates of interest, crucially giving people on lower incomes access
to low-cost credit.

3.2 To date, in this sector FSCS has:

— declared 16 credit unions in default;

— helped 1,331 credit union members; and

— paid out over £700,000 in compensation to credit union members.

3.3 Money deposited with a credit union now has the same “last resort” protection as savings in banks
and building societies.

4. Accessible Information

An important aim of the scheme is to provide information to consumers in an accessible way, thereby
making them more aware of the protection available.

Our publications are accredited by the Plain Language Commission and available in 11 diVerent
languages. Our consumer guides are distributed through libraries, financial services firms and Citizens
Advice Bureaux, and available from our website. Our website is continually developed and updated, and a
new interactive service for potential mortgage endowment claimants is due to be launched during 2005–06.

4.1 We issue regular press releases targeted at local communities to let consumers know of firms in their
area that we have declared “in default”, which opens the way for consumers to claim compensation from us.

4.2 We have a dedicated Customer Services Team who deal with thousands of enquiries from consumers
each week. For example, during the financial year 2004–05 over 78,000 consumers contacted FSCS for
advice on how to make a claim.
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Conclusion

The existence of FSCS is an essential element in the protection of consumers, thereby reducing the risk
of financial diYculties and resultant social and financial exclusion.

January 2006

APPENDIX 1

Case Study

We provide below a case study of how FSCS has helped a typical claimant.

Mr and Mrs X wanted to invest some money to cover an interest-only loan they had in order to clear their
remaining mortgage.

Mr X had been on an investment advice firm’s mailing list for some years and regularly received
information from them about investment products.

In October 2000 Mr and Mrs X were advised by an investment firm to invest £32,000 in an income or
growth plan. However, the Xs were not told about the risks associated with this type of product, and Mr X
had previously stated that he wished to follow a low to medium risk approach when investing.

When Mr and Mrs X realised that the investment advice they had received was unsuitable for them, and
they had lost money as a result, they contacted the firm, but it had recently become insolvent and was unable
to consider their claim. They contacted FSCS for help. “I was very impressed with the help your staV gave
me,” says Mrs X. “With their help, I managed to get my claim application in.”

FSCS investigated the X’s claim and were able to pay them compensation for the losses they suVered as
a result of the bad advice they received.

“I was over the moon when I received the oVer of compensation from FSCS,” says Mrs X. “It’s made a
world of diVerence to me. It has enabled me to finish my life with a degree of dignity, and security.”

APPENDIX 2

FSCS Key Facts

FSCS is the UK’s statutory fund of last resort for customers of authorised finance sector firms, created
under the Financial Services and Markets Act 2000 (FSMA). FSCS can provide compensation to consumers
who have claims against firms that are unable to pay them. The Scheme covers business conducted by firms
regulated by the Financial Services Authority (FSA), the watchdog set up to regulate financial services in
the UK and protect the rights of consumers.

FSCS became operational on 1 December 2001 and protects deposits, investment business and insurance
contracts. From 31 October 2004 the scheme was extended to include mortgage advice and arranging, and,
from 14 January 2005, business conducted by general insurance brokers. It was set up mainly to assist private
individuals, although some smaller businesses are also protected.

Compensation Limits

There are limits to the amounts of compensation (per person) the Scheme can pay:

— For deposit claims (for example if a bank, building society or credit union were to become
insolvent), the scheme can pay up to £31,700. This is made up of 100% of the first £2,000 and 90%
of the remainder of the loss.

— For insurance contracts, if an insurance company becomes insolvent the scheme protects 100% of
the first £2,000 of a claim or policy, plus 90% of the remainder, with no upper limit. Compulsory
insurance contracts (for example third party motor insurance) are protected in full. These limits
also apply to business conducted on or after 14 January 2005 by insurance brokers.

— For investment claims the maximum amount the scheme can pay is £48,000 (100% of the first
£30,000 and 90% of the next £20,000). It can pay compensation for financial loss arising from, for
example, bad advice, negligent investment management, misrepresentation and fraud. From 31
October 2004 advice given on all long-term care products is also covered.

— The scheme can pay up to £48,000 (100% of the first £30,000 and 90% of the next £20,000) for
claims against authorised mortgage advisers for business conducted on or after 31 October 2004.
FSCS may be able to pay compensation, for example, if consumers lose money after being advised
to enter into a mortgage agreement that was unsuitable for them, or if a mortgage adviser goes
bust and owes money to its customers.
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Where FSCS Fits In

To carry out regulated financial business in the UK firms must be authorised by the FSA.

For complaints or claims against a firm that is still trading, consumers should contact the Financial
Ombudsman Service.

If consumers have claims against a firm that has insuYcient assets to pay them, for example because it is
insolvent or has stopped trading, (described by us as being “in default”), they can contact FSCS.

January 2006

Memorandum submitted by the Financial Services Consumer Panel

Executive Summary

The Panel is pleased to have this opportunity to inform the Select Committee about its views on some of
the issues of financial inclusion. The Panel sees the solution to financial exclusion being achieved through
the combined eVorts of Government, the financial services sector itself, the Financial Services Authority,
other consumer bodies and advice groups and through the timely provision of appropriate advice and
education.

Access to Bank Accounts and AVordable Credit

The Panel feels that although significant improvements in the provision of basic banking facilities have
occurred recently, more work needs to be done by the banks in order to improve accessibility to these
services. Access to aVordable credit can be addressed by certain specialised sectors of the market, but some
consumers—particularly those on benefits—are unlikely to have their needs met entirely by the market on
its own initiative. Government must take a central role in putting forward solutions to exclusion.

Financial education

The Panel fully supports the Financial Capability initiative. It believes the best way of achieving the
objectives set are to adopt a multi-pronged approach to financial education, by providing financial
education when it is needed, and at diVerent key stages.

Generic financial advice

The Panel has been campaigning for the provision of generic financial advice, completely separated from
the sales process, for some time. Despite agreement from both industry commentators and consumer bodies
alike that this service is needed, it is still some way from being implemented—the biggest barrier to its
implementation being funding. The Panel urges the Government to help identify a suitable source of funding
for this initiative.

The role of Government and other bodies

The Panel believes that the best way to address issues of financial exclusion is for all parties to work
together towards a solution. However the role of certain parties, for example, the Financial Services
Authority, will be limited and the market is unlikely to initiate solutions independently. It is therefore up
to Government to take a lead role in developing the solutions needed.

Access to bank accounts and affordable credit

1. The Panel is pleased with the progress being made by the industry as evidenced by the results of a recent
mystery shopping exercise conducted by the Banking Code Standards Board.123 This survey is the fourth to
be conducted. Although the results show that there has been considerable improvement in the availability
of basic banking facilities, more needs to be done to make these accounts easily accessible to the people who
need them most. The specific areas the Panel feels need to be concentrated on are;

— Availability of literature. The report highlights that literature covering basic bank accounts is still
not easily accessible in branches. A disappointing number of banks appear to be holding such
literature behind the counter. This needs to be addressed in order that financially unsophisticated
consumers have easy access to information tailored to their needs.

123 Survey of Subscribers Providing Basic Bank Accounts, Banking Code Standards Board, November 2005.
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— StaV awareness. The Panel remains concerned that some branch staV appear to have little
knowledge of the basic bank account, or alternatively little incentive for selling such accounts. StaV
training needs to be improved, and incentive schemes operated by banks should incentivise staV
to try to sell the bank account best suited to the consumers needs, rather than sell higher value
more complex products which the consumer may not need.

— Money laundering. Consumers still appear to face some diYculty with identification and
verification checks. The Panel understands that work continues to address this issue and that
progress is being made in this area.

— The uneven picture across the banking industry also gives rise to some concern. The report
highlights that some banks may not be meeting their commitments under the Banking Code and
need to address issues of staV awareness and accessibility of the account, and the availability of
help should consumers need it.

2. A recent FSA publication124 illustrates that a number of banks are oVering the basic bank account to
consumers, including to those with undischarged bankruptcy petitions. This is borne out by the experience
of some Panel members.

3. Access to aVordable credit for consumers unable to obtain credit facilities from main stream lenders is
an important issue and the Panel is pleased that there are a number of initiatives which could help vulnerable
consumers in need of such facilities. The Panel understands that the Financial Services Authority continues
to work closely with Credit Unions to improve access to aVordable credit. The Panel believes these firms
can make a real contribution to the availability of credit to consumers excluded from mainstream sources
of credit. But on their own, Credit Unions cannot solve the problem. Indeed, for those on very low incomes,
the market itself is unlikely to be able to provide the solution, as such lending may not be commercially viable
for lenders. What is needed is direct Government action to address the problems of those financially
excluded probably by virtue of the fact that they are receiving state benefits.

4. The Panel is also pleased that the rules covering extortionate credit in the Consumer Credit Act are to
be tightened making it easier for consumers who have been unfairly treated by a lender, to seek redress. The
Panel would also like to see the FSA use its powers, and address issues with unfair terms which the Panel
believes may still be prevalent in some sectors of the market.

Financial Education

5. The Panel is supportive of the Financial Capability work being undertaken through a collaborative
eVort from a number of organisations. However, the real benefit of any strategy implemented as a result is
unlikely to be felt for some time in some areas. The Panel has long held the view that the best way of ensuring
the success of the project is for Government, the FSA, the financial services sector and the voluntary sector
to work together to develop the most eVective strategy. It is therefore pleased to see there is still a great deal
of cooperation across a number of diVerent organisations. The Panel is also pleased that with the creation
of the Resolution Foundation real impetus has been added to this project.

6. Without the basic skills to interpret information placed before them about financial services products,
consumers will never fully understand how the product operates, and of course there is the danger that
inappropriate purchases can be made, or that mis-selling scandals will continue to hit the headlines. Giving
consumers these skills must be a priority. Consumer education should be given at the time it is needed rather
than when it is available. This is not to say that foundation level training, designed to equip consumers with
basic skills is not appropriate. The Panel is therefore pleased that the Financial Capability Project is looking
at the provision of education at a number of key stages—for example in schools, and in the workplace. This
multi-pronged approach will achieve better results.

Generic Advice

7. The Panel has been campaigning for the provision of generic advice for some time. There is a need for
the provision of advice about general financial needs which is completely separate from the sales process. It
should be easily accessible and aVordable. The Turner Report and recommendations for pension provision
will in the long run increase the need for a basic level of financial advice separated from sales processes. The
need for generic advice becomes ever more urgent as financial planning and risks get passed down to the
individual, whether as student, taxpayer, home-owner, employee or pensioner. Consumers are frequently
urged by the relevant authorities to seek advice. But this is, in some cases, a hollow suggestion because for
many there is nowhere obvious to turn.

8. The Panel stated in its last annual report that the FSA should help set up a framework for the diVerent
services that could deliver such advice. It is disappointing to note that despite the agreement of the need for
generic advice from all quarters, there is still no such service available.

124 Basic Bank Accounts—your questions answered, Financial Services Authority, October 2005.
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9. The Panel sees a real need for clear branding of generic advice and for there to be a body to set and
police appropriate standards. Coupled with this clear branding issue there is also a need for a sharper
definition of what makes generic advice distinctive. This should help encourage supply, whether by publicly
supported agencies or the private sector. The Panel was therefore very pleased at the publication by the
Financial Services Skills Council of the recent consultation on standards for the generic advice itself. The
Panel feels this will add credibility to the provision of generic advice. It may also allay the fears of some who
feel there is a danger in straying into regulated advice territory. It should also be noted that the Resolution
Foundation initiative does not necessarily pose the full and final solution to the issue of generic advice. In
particular the hand-oV from generic advice to product specific advice needs more consideration and debate.

10. These issues must be resolved if generic advice provision is to achieve the best possible outcomes. The
Panel is also pleased that the financial healthcheck available on the BBC website is being updated and that
“the debt test” has now been launched—again hosted on the BBC website.

11. However, the biggest issue with the provision of generic financial advice is funding. Thus far no real
solution has been proposed as to how such a scheme will be funded, and without this, the initiative is unlikely
to be implemented.

The Role of Government and Other Bodies

12. The role of the FSA does not specifically include any remit towards the financially excluded.
Therefore, the Government must take a lead role in ensuring that financial inclusion issues are addressed.
And these issues should not be considered merely a central Government responsibility. There is a general
requirement placed on other public agencies expressly to consider and cater for the needs of financially
excluded groups in all their relevant activities.

13. The FSA can, through its regulatory activities make significant strides in ensuring that product
disclosure is clear, fair and not misleading and takes adequate account of the needs of the consumer groups
being targeted by firms. Similarly the Treating Customers Fairly initiative could well be used to address
issues surrounding financial inclusion. However, as regulator, there is only so much the FSA will be able to
achieve. The FSA does not regulate products themselves, and may not be in a position to act beyond
encouraging firms to ensure adequate provision of products and services which meet the needs of the
financially excluded.

14. The Panel believes the only real solutions to financial exclusion must be initiated by Government.
Many of the problems can only be addressed by implementing changes that the financial services sector will
not make of its own volition. The fact that the basic bank account is now available was largely as a result
of the change to the benefit structure which removed the ability to withdraw benefits in cash directly. Similar
initiatives may be needed before the problems associated with financial exclusion can be properly addressed.
The Financial Inclusion Task Force is the right place to begin to tackle these issues.

January 2006

Memorandum submitted by the Fuel Poverty Advisory Group

1. The Fuel Poverty Advisory Group was set up by the Government (in particular Defra and DTI) to
provide advice on the practical measures needed in England to meet its targets of eradicating fuel poverty.
The Group consists of representatives from a wide range of organisations, including NGOs and energy and
energy eYciency companies. A list of members and the terms of reference are attached.

2. Households are considered to be in fuel poverty if they have to spend 10% or more of their income on
meeting their energy needs. The extent of fuel poverty thus depends upon incomes, the prices paid for energy,
and energy eYciency. Financial inclusion is relevant to the prices paid for energy. Customers who are on
direct debit pay about 10% less for electricity and gas than those who pay by other means (cash, cheques)
or who have pre-payment meters. If, therefore, customers pay by direct debit they save about £70 per annum
on their energy bills. This is a sizeable sum and financial inclusion on energy alone would make a significant
contribution to the alleviation of fuel poverty and poverty more generally.

3. However, direct debits are currently unattractive for many low income customers. There are very high
charges if an account is overdrawn as a result of a direct debit; direct debits are usually taken monthly rather
than weekly and this is not suitable for many on low incomes; and the use of direct debits can leave the
customer uncertain how much he/she has available for other needs.

4. The direct debit system should, therefore, in our view be made more suitable for low income customers.
Ideally there should be automatic matching of credits and debits. In other words as soon as funds come into
a customer’s account the agreed amount should, with the customer’s consent, be deducted and sent to the
energy supplier (or other recipient). If the recipient cannot accept such payments weekly, then there could
be a holding account. This approach would ensure that the customer is never overdrawn as a result of a
direct debit and that all the money in his/her account would be available.
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5. We recognise that this system might not be suitable for all customers, especially for those with very
strongly fluctuating incomes.

6. There has been some discussion of this, but so far there has been no real drive to bring forward a
solution of this kind. It is FPAG’s view that it would be reasonable for the banks to make a contribution
to poverty and fuel poverty by providing better direct debit systems for low income customers, and hence
for them to help to promote financial inclusion. The six major companies supplying electricity and gas to
homes currently spend about £150 million per annum on fuel poverty programmes under statutory
obligations and another £100 million voluntarily (according to estimates from Ofgem, the electricity and
gas regulator). Banks and financial institutions should, in a similar way, make a contribution voluntarily by
securing a better direct debit system. If this voluntary approach proves not to be possible then there should
be statutory obligations.

7. Peter Lehmann the Chair of FPAG would be very happy to give oral evidence along with one or two
other members of the Group.

January 2006

Memorandum submitted by the General Consumer Council for Northern Ireland

About the Council

1. The General Consumer Council for Northern Ireland (Consumer Council) is a statutory
non-departmental public body established in 1985 with the general duty to promote and safeguard the
interests of all consumers in Northern Ireland. Its mission is to make the consumer voice heard and to make
it count by all those who make decisions that aVect consumers.

2. The Consumer Council has specific responsibilities for energy (including natural gas, electricity and
coal), passenger transport and food. In addition, the Consumer Council has been proposed by the
Government to take on the role of the consumer representative body for water and sewerage services in April
2006. In many ways the Consumer Council provides a utilities “one-stop shop” for Northern Ireland
consumers.

3. The Consumer Council performs its role in many diVerent ways including conducting research to
determine consumer issues and views, influencing policy and decision making, campaigning for the best
possible standards of service and protection, and handling complaints in line with its statutory duty. The
Consumer Council plays a key role in ensuring that consumers are informed and educated, and that they
gain the necessary skills and confidence to exercise their rights with responsibility in line with the Northern
Ireland Consumer Strategy.

About This Submission

4. The financially excluded of Northern Ireland face many of the same situations as vulnerable consumers
throughout the rest of the UK. In this submission we seek to present information that relates specifically to
Northern Ireland.

About Northern Ireland

5. The consumer is big business for the growing Northern Ireland economy. In 2004 to 2005 the consumer
spend was estimated at £14 billion. In terms of everyday essentials the 1.7 million people in Northern Ireland
spend around £1 billion per year on passenger transport, £598 million on energy and the food industry has
a turnover of £2.2 billion.

6. Although consumers here have more disposable income it is also apparent that the level of consumer
detriment is also very high. The OYce of Fair Trading research shows that the overall level of consumer
detriment in Northern Ireland is likely to be some £® billion per year, or £358 per household per year.

7. In order to get the best deal for their money it is important that consumers understand their rights and
responsibilities, and have the skills and confidence necessary to ensure they receive the best quality services
and value for money. However, only 40% of consumers here feel they understand their rights compared to
around 70% of consumers in Great Britain.
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Fact Box
— Northern Ireland consumers have 12% higher household expenditure costs, as a proportion of

income, than the rest of the United Kingdom.125

— On average in Northern Ireland, 19% of household income comes from benefits compared to 12%
in the UK as a whole.126

— 18% of households in NI are in receipt of housing benefit compared to a UK average of 15%.127

— 1 in 3 homes in fuel poverty.128

— 17% of adults here have a disability compared to 14% in Britain.129

— 1 in 5 households with no personal current account—81% of NI households have a current account
compared to 89% in the UK.130

— 13% of households in Northern Ireland have no savings or bank account, compared to the UK
average of 6%.131

— The average individual debt in Northern Ireland is £2,300.132

8. NI has higher poverty rates than both Great Britain and the Republic of Ireland with more than
185,000 households ((500,000 people) in NI deemed to be poor.133

9. The OYce of First Minister and Deputy First Minister (OFMDFM) are currently developing, and still
consulting on, an Anti-Poverty Strategy that includes:

a new priority focus on Financial Hardship reinforcing the importance of measures to increase the
uptake of financial entitlements and reduce indebtedness and financial hardship.134

Access to Banking Services

10. It is a matter of great concern to the Consumer Council that 19% of households in Northern Ireland
do not have a current account compared with 11% in the UK as a whole.135

11. It is our view that this figure may reflect the poor deal oVered to customers of the big four banks in
Northern Ireland. In November 2004 the Consumer Council and Which? made a super-complaint against
the big four banks to the OYce of Fair Trading (OFT). It was our assessment that the big four banks:

— pay consumers considerably less interest on credit balances;

— charge significant sums for activities that other banks do not charge for at all;

— make charges that often lack transparency; and

— display a striking degree of similarity in terms of what they charge for and the amount they charge.

12. In May 2005 the OFT referred the PCA market to the Competition Commission because it found
evidence of behaviour among the four largest banks leading to, or demonstrating, weak competition
between them.

13. This is an ongoing investigation but the Competition Commission intends to publish its emerging
thinking in February or March of this year.

14. The Consumer Council believes that the lack of competition amongst the big four banks discourages
product innovation and that the high charges, particularly the penalty charges, discourages some of the
more vulnerable consumers from holding a current account.

The Role of the Financial Services Authority

15. The Consumer Council welcomes the work carried out by the Financial Services Authority (FSA) in
Building Financial Capability and has been pleased to represent Northern Ireland in the Schools Working
Group. However, our concern is that whilst the strategy will be well co-ordinated in Great Britain the impact
and co-ordination ability of the FSA is limited in Northern Ireland because they do not have a local oYce.
We regret that because the FSA does not have representation in Northern Ireland financial consumers here
are often overlooked.

125 Family Spending: A Report on the 2003–2004 Expenditure and Food Survey, National Statistics, June 2005.
126 as above.
127 Family Resources Survey 2003–04, National Statistics, April 05.
128 News release—Hanson Underlines his commitment to beat Fuel Poverty, 2 June 2005, Fuel Poverty the State of the Nations

Feb 2004, Department for Social Development.
129 Investing for Health, DHSSPS, March 2002.
130 Family Resources Survey 2003–04 National Statistics, April 05.
131 as above.
132 Taking the Credit, The Consumer Council, 2004.
133 Bare Necessities, OFMDFM, nTSN Research, Democratic Dialogue 2003.
134 New TSN—The Way Forward towards an Anti Poverty Strategy, A Consultation Document, Phase 2, June 2005,

www.newtsnni.gov.uk/phasetwo.pdf
135 Family Resources Survey 2003–04 National Statistics, April 05.
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Additional Information

16. Please find attached a copy of the Consumer Council’s publication The Price of Being Poor: Short
Changed.136

January 2006

Memorandum submitted by HBOS

1. Introduction

1.1 HBOS is pleased to contribute to the Treasury Select Committee’s Inquiry into financial inclusion.

This submission gives an overview of the ways in which we contribute to this important agenda.

1.2 There are five central objectives that drive our financial inclusion strategy.

— To maintain and develop our leading market share in the provision of social bank accounts.

— To encourage the provision of bespoke credit schemes for those on low incomes by oVering
funding and administrative support to expert organisations eg East Lancashire Moneyline.

— To encourage people on low incomes to save through schemes like the Savings Gateway. Halifax
is the only financial institution piloting this project on behalf of the Treasury.

— To actively support the provision of financial advice and education by working with specialists in
the not for profit sector.

— To extend our presence in local communities, oVering employment opportunities and support for
local projects through financial donations and colleague volunteering.

1.3 Access to financial services has improved dramatically over the last two decades. According to the
British Bankers Association, 25 years ago only 38% of the population had current accounts and a third of
all adults had no account of any type. Now 94% of all households have an account of some sort.

With 56% of the stock of social bank accounts in the UK, HBOS has the largest share of this market by
some distance. The Group’s social banking market share is more than five times its share of the current
account market (11%).

We welcomed the commitment in the revised Banking Code, which came into eVect on 1 March 2005, for
banks to oVer a social bank account to anyone who wants one. In common with the rest of the industry,
HBOS is committed to working with the Government to achieve the target, set in December 2004, to halve
the 2.8 million unbanked households within two years. Latest British Bankers Association data (September
2005) suggests that 625,000 post oYce accessible accounts have been opened since December 2004.

The Government’s work in this sector is welcome. We are working with both the FSA on their financial
capability strategy and the Financial Inclusion Taskforce.

2. Access to Banking Services

2.1 Social Banking

HBOS is committed to its market leading social banking programme. With 3.3 million social banking
customers, the Group’s market share is more than twice that of our nearest competitor.

Our disproportionately large share of the social banking market reflects our longstanding commitment
to financial inclusion. Halifax’s Cardcash account was launched in 1983 and Bank of Scotland’s Easycash
account in 1991. Both accounts give those on low incomes access to essential money transmission services.

The mechanics of our social banking products provide a great deal of financial functionality. For
example, our Easycash account oVers an ATM card, direct debit and standing order facilities. Customers
can access their accounts via the telephone and internet as well as the Post OYce and branches. Customers
have a cashpoint card which they can use free of charge in any of HBOS’s 2,700 ATMs and in the LINK
network which has approximately 33,000 free machines. They also have access to our 1,500 retail outlets.

2.2. Our social banking customers are typically younger in profile than our current account customers.
For all our social banking customers, these accounts are an important first step on to the financial
services ladder.

136 Not printed.
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Customer circumstances change. Our social banking customer base is a dynamic one. A number of our
customers move to mainstream current accounts, ie accounts oVering an overdraft, over a period of time.
The British Bankers Association reports that, across the industry, 125,000 social bank accounts accessible
at the post oYce have been upgraded to fuller-featured accounts since April 2003. Over the same period,
HBOS has upgraded 87,000 accounts.

2.3 The socio-economic profile of our social banking customer base underlines our commitment to
tackling financial exclusion:

— 25% of our customers with a social bank account have an income of less than £4,500. We estimate
that HBOS accounts for a 21% share of this segment of the UK social banking market. These
customers are in the poorest 5–10% of households in the country.

— 31% of our social banking customers have incomes of between £5,000 and £9,499, roughly the
minimum wage. We believe the Group has 20% of this market segment.

— 22% of our social banking customers earn between £9,500 and £15,499—roughly half the average
household income. Our share of this market is about 22%.

It is again worth noting that the Group’s share of stock across all the main social banking market segments
is well ahead of the proportion of the mainstream banking market that it accounts for. HBOS punches well
above its weight in social banking.

3. Access to Affordable Credit

3.1 In common with many financial services advisors, we believe customers should build up their savings
before they consider accessing credit. For obvious reasons, saving is a particular challenge for low-income
groups. We are working closely with the Government to address this issue (see section 7—“Savings
Gateway”).

HBOS is one of the leading providers of stakeholder products, providing consumers with simple, low-cost
investment vehicles. We are also working with the OYce of the Deputy Prime Minister to provide shared
equity schemes to help first-time buyers onto the housing ladder and into asset ownership. For instance, we
are one of only three lenders to be working with the ODPM on their Open Market HomeBuy scheme.

3.2 As previously outlined, one of our key priorities is to work with specialist providers of bespoke credit
schemes for those on low incomes. Our Community Banking team has a particular focus on this area and
leads the Group’s eVorts. Through this team, HBOS provides funding and administrative support to a
number of specialist credit providers in the voluntary sector. These partnerships work well. We provide
facilities, administration, funding and advice to enable providers to oVer specially designed schemes for hard
to reach clients.

3.3 East Lancashire Moneyline (ELM) is a good example of our partnership approach. ELM provides
access to credit and debt advice for low-income individuals unable to access mainstream credit. A typical
ELM customer is somebody reliant on state benefits using small “home credit” loans to pay for day-to-day
living costs. ELM is, in eVect, operating a micro-credit scheme with our help.

The business model is as follows. Our Community Banking team provides the systems that allow ELM
to oVer its customers the opportunity to start saving. For example, a customer borrowing £250 over
52 weeks would have a weekly loan repayment of £5.37. By rounding up to £8.00, the customer would be
able to save £2.63 per week and build up over £136 in savings over the loan period.

ELM’s head oYce eVectively acts as a bank branch, supported by Bank of Scotland’s systems, knowledge
and experience. It is estimated that 500 accounts will be opened this year.

4. Our Retail Network

4.1 Halifax and Bank of Scotland are two of the best-known brands in the financial services industry. We
have a presence throughout the U.K and over 1,500 retail outlets; we are committed to developing this
network. Across the UK we have almost three times more retail outlets in the 50 most deprived local
authorities than in the fifty most aZuent.

4.2 HBOS has one of the largest ATM networks with 2,700 machines. We are committed to the operation
of this free network. In addition, HBOS operates over twice as many free ATMs in the fifty most deprived
areas compared to the least deprived.

Following the Committee’s inquiry into ATMs in 2005, we have been working to improve the signage on
machines. All our machines now feature green colour coded signs and clear wording. Customers can tell at
a glance that they will not be charged for cash withdrawals. We would like all ATM operators to adopt a
“traYc light” regime—green for free machines and red for surcharging machines. Unfortunately, a proposal
to this eVect that we tabled at the LINK Network Members Council meeting in December 2005 was not
supported by the majority of the LINK membership. We will continue to press for greater transparency
around ATM signage.
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5. Banking Channels

5.1 Branch networks are at the heart of financial services and will, in our view, remain so long into the
future. In addition, many of our customers use other channels like the telephone or internet to access our
services. These channels complement branch based banking.

Overall, we have 3.6 million customers who use internet banking and many more who use phone banking.
This is now a significant feature of the financial services market in the UK. Across the industry around 15
million customers use the internet to do their banking and around 16 million use the telephone.

Over 650 of our branches have “Click and Call” units in their banking halls oVering internet and telephone
access for customers. We are the biggest operator of such units in the UK. They are specifically designed to
reduce “digital exclusion” amongst customers unfamiliar with the internet or who do not have access to it
at home.

6. Increasing Financial Literacy

6.1 Another strategic objective for the Group is to actively support, through financial contributions and
other means, the delivery of financial literacy programmes across the UK. The Group does so through the
HBOS Foundation, an independent registered charity.

The HBOS Foundation supports a range of projects that address the financial literacy needs of a number
of groups across society eg deprived communities, young adults, refugees and homeless people. As well as
multi-year grants, the Foundation also arranges for HBOS colleagues to volunteer with these charities.

The Foundation frames its financial literacy work around the FSA’s national strategy for financial
capability. This was launched in May 2004 and focuses on seven priority areas; schools, young adults
(16–25), work, families, borrowing, retirement and advice. The table below demonstrates how our work fits
with this national strategy:

FSA Priority Areas HBOS Foundation Projects

Schools: Laying the foundations U.K. Youth
Young Adults: New responsibilities NCH, NACRO
Work: Reaching people through the workplace Refugee Council, Big Issue Foundation
Families: Being a Parent Refuge, Gingerbread
Retirement: Planning Ahead Age Concern, First Fruit
Borrowing: Making informed decisions Centrepoint
Advice: The role of generic advice National Debtline and the CAB

Details about these projects are available on request.

6.2 Alongside the HBOS Foundation’s financial literacy programme, the Group has a number of active
financial inclusion initiatives. For instance, an HBOS and A4e’s “MoneyHelp” initiative provides training
and coaching for the long-term unemployed so they can re-enter the labour market. This project receives
financial support from HBOS. In addition, the Group is committed to providing social bank accounts to
scheme participants.

There are workshops and interactive sessions being run by A4e in the pilot areas of Edinburgh and
Calderdale (West Yorkshire).

6.3 HBOS works in partnership with the Home OYce and Unlock, the national association of
ex-oVenders, to provide category C and D prisoners with a social bank account shortly before they leave
prison and re-enter society. Clearly, having a bank account is a very important step. It should help former
oVenders to successfully manage the diYcult transition from prison back into the community.

The Home OYce believes that the Unlock scheme will potentially reduce the risk of re-oVending. Once
released, the Home OYce will track the level of re-oVending amongst prisoners assisted by the Unlock pilot.
The pilot is operating in Cockham Wood Women’s Prison and Coldingley Prison in the south east.

7. Savings Gateway

7.1 Encouraging people on low incomes to save is another key element underpinning the Group’s
financial inclusion strategy. As a result, the Halifax is the only financial provider working with the
Government on the “Saving’s Gateway” scheme. This pilot aims to encourage saving by those on low
incomes through providing matched funding from the Treasury.
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The pilot was run at 64 of our branches in the following areas: Manchester, East London, Cumbria and
North Lancashire, East Yorkshire, South Yorkshire and Cambridgeshire (including parts of Lincolnshire
and Norwich). The second phase of the pilot ended in June 2005 by which point Halifax had opened 22,000
Gateway accounts.

7.2 A Treasury report published in March 2005 found that the Savings Gateway has encouraged
genuinely new savings amongst participants.

— When asked at maturity, 40% of Saving Gateway participants said that they intended to continue
to save regularly, whilst another 47% said they would save as and when they could.

— When asked why they had opened a Saving Gateway account, almost everyone cited the financial
incentive—a pound for every pound saved.

— 78% of all participants said that it was important to be able to open a Saving Gateway account
through a local organisation.

7.3 We believe that the Savings Gateway demonstrates that matched funding is a very eVective way to
encourage those on low incomes to save.

In addition, it has allowed our branch staV to learn about the needs of these customers. For example,
Halifax branch staV provide Savings Gateway customers with details of local financial literacy programmes
if required.

The Government is currently undertaking a review of savings incentives and the Saving Gateway is a key
component of this review.

9. Conclusion

9.1 HBOS has a long history of providing social bank accounts. With a 56% market share, we are the
biggest player in this important product area. However, we are not complacent. There is more that we and
the industry can do to help tackle financial exclusion. We look forward to continuing to work with the
Government, the FSA and the Financial Inclusion Taskforce to do just that.

January 2006

Supplementary memorandum by HBOS

Basic Bank Accounts

As you know, we have been working with the British Bankers Association to make sure the Committee
and the Financial Inclusion Taskforce have accurate and up to date figures on social banking.

I am now writing with some more detail around the figures that we sent to you in January of this year.

At the end of Q1 2006 we had over three million social bank accounts. We estimate this gives us a market
share of 56%. HBOS is the largest player in this market by some margin.

Our Commitment to Social Banking

HBOS operated two social banking accounts, Cardcash and Easycash, for many years before others in
the industry joined the market and long before the Government announced its target. The total number of
social bank accounts, Easycash and Cardcash, that we have opened from April 2003 to April 2006 is 693,862.
Below is the table that shows these openings on a quarterly basis, including Q1 2006.

HBOS social bank
accounts opened

Q2 2003 76,838
Q3 2003 110,901
Q4 2003 93,637
Q1 2004 99,259
Q2 2004 89,848
Q3 2004 98,199
Q4 2004 67,256
Q1 2005 16,337
Q2 2005 8,438
Q3 2005 7,238
Q4 2005 10,195
Q1 2006 15,716
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Our Easycash account is Post OYce accessible. The table below shows the number of Easycash accounts
we have opened in each quarter since 2003—122,407 accounts.

Easycash Openings

Q2 2003 1,634
Q3 2003 4,300
Q4 2003 4,018
Q1 2004 8,579
Q2 2004 12,081
Q3 2004 16,927
Q4 2004 16,944
Q1 2005 16,337
Q2 2005 8,438
Q3 2005 7,238
Q4 2005 10,195
Q1 2006 15,716

In 2005 we simplified and consolidated our social banking product range and now concentrate on
Easycash sales with Post OYce access. Unfortunately, the transition to Easycash did not go as smoothly as
we would have liked and our social banking sales declined from Q1 2005. We were not happy about this and
took steps to increase our sales.

As you can see from the table above, we increased our sales in the first quarter of 2006 and achieved an
estimated market share of 11%, in line with our share of the current account market. We aim to maintain
this share throughout 2006.

Going forward, we will be focussing on our Easycash sales. However, we firmly believe that the
combination of our Cardcash and Easycash sales over the last 20 years represent a substantial contribution
to the social banking market.

Banking Code Standards Board Mystery Shopping Exercise on Basic Bank Accounts

Banking Code Standards Board Report

We welcomed the findings of the Banking Code Standard Board’s mystery shopping exercise in basic bank
accounts and received a green audit. I have set out below how we are addressing the four potential obstacles
to opening social bank accounts that the BSCB identified in the report that they published on basic bank
accounts in November 2005. A number of these issues will be in the new banking code guidance which will
be eVective in October 2006.

1. Availability of Account Literature

Information on our social bank account, “Easycash”, is given the same prominence as that for other
accounts. All branches display our Easycash brochure and application pack. There is also a section about
Easycash in our current account leaflet which is displayed in branches. In addition, our website has a page
dedicated to Easycash.

The requirement for equal prominence of basic bank account literature will be in the new banking code
guidance.

2. ID Requirements

Our application pack clearly sets out the ID requirements. Accepted documents range from a passport
to a local council tenancy agreement.

Because we have a central team who handle Easycash applications, we have been able to swiftly reduce
our ID requirements for Easycash applicants in line with new money laundering guidelines. Social banking
customers are the first customers to benefit from these changes which will be rolled out to other customers
this year. One photocopy of a passport, a travel document issued by the Home OYce or an ID card (for
non-UK nationals) is suYcient.

If an applicant sends insuYcient ID, our central team refers them to a branch where they can have their
ID verified and photocopies can then be sent to the team.
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3. Account Opening Timescales

The average time for opening our Easycash account is 7 days, the same as a full current account.
A standard 10-day timeframe for basic bank account openings will be in the new banking code guidance.

4. Credit Searches

We only decline social banking applicants if they have a fraud conviction or are an undischarged
bankrupt. We carry out credit searches to check this information but we do not use credit scores as part of
our application process.

We are currently in the process of changing the type of search we do so that we do not leave a “footprint”
on an applicant’s credit file. This will be complete by the end of October 2006.

Our new financial inclusion initiative

HBOS is providing over £1 million of backing for financial and social inclusion specialists A4e. Following
successful pilots in Edinburgh and Halifax, this investment will help deliver two major programmes, one for
adults and one for 16 year olds. The programme focuses on workshops that educate participants on the
benefits of having a bank account and teach basic financial management such as budgeting.

The schemes will be rolled out from 1 June in areas chosen because of their high levels of financial and
social exclusion, as measured by the ODPM. These areas are Glasgow, Edinburgh, Newcastle, Leeds,
Halifax, SheYeld and Edmonton.

ATMs

As you know, we have been working to improve ATM transparency and will be working with the new
Working Group on issue. I am also please to tell you that will be adding an extra 300 cash machines to our
Halifax network over the next five years. All of these machines will allow free cash withdrawals.

May 2006

Memorandum submitted by Help the Aged

Introduction

The way older people deal with money is changing. The move to direct payments of benefits, the increased
use of credit and debt to manage cash-flow and the introduction of Chip and Pin technology are causing
real worry to some older people, a significant number of whom have little experience of banking.
Furthermore many older people are finding themselves left behind as the growth of internet banking and
eYcency savings result in the closures of bank branches.

The changes to the system of housing allowance138 and direct payments for care139 present similar
challenges. If the initiatives are to succeed, much more needs to be done to tackle financial exclusion and
raise the levels of financial capability.

It has been estimated that there are approximately 30,000 financial services products on the market
(including insurance for health and social care as well as pension planning) and whilst this extends choice
it also places a diYcult responsibility on those with limited financial capability.

138 Since November 2003, the Department for Work and Pensions has been piloting reforms to housing benefits, introducing a
flat rate Local Housing Allowance (LHA) and paying the benefit direct to the tenant rather than the landlord. At May 2005
there were 3.96 million recipients of Housing Benefit, of which 1.52 million were aged 60 and over (DWP Quarterly Statistical
Summary, 27 October 2005 http://www.dwp.gov.uk/asd/asd1/stats–summary/Stats–Summary–Oct–2005.pdf) so the
changes will impact on a significant number of older people. Recent research by Citizens Advice revealed that whilst the pilots
had gone relatively smoothly, the reforms had had little impact on extending choice for consumer, that some private
landlords have responded to their reforms by withdrawing from letting to housing benefit claimants and others had increased
their rent to the local housing allowance levels so they, rather than their tenants had benefited. In addition, Citizens advice
found that opening bank accounts for the receipt of LHA was a significant problem for some clients; the removal of claimant
choice of how LHA should be paid created the need for vulnerability assessments which introduce new levels of complexity
to the housing benefit scheme, and that the provision of money advice and support services has been key to the success of
the reforms.

139 November 2005, the Health Minister Liam Byrne MP announced thirteen pilot sites across England would receive a share
of £2.6 million to set up systems to test out individual budgets. These pilots were to be designed to help people take control
of their own social care budgets and manage their support and choose the services that suit them best.
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Demography

In 2002, there were 9.5 million people aged 65 and over in the UK. The number of older people in our
population has increased over the past few decades and is projected to continue to grow in the future. During
the 50 years from 1971 to 2021, the number of people in the UK aged 65 and over is expected to have
increased nearly 70%, from 7.3 million to 12.2 million. The section of the older population which has
increased most rapidly, both in actual size and in relation to the total population, is that of people over 75.
The proportion of people in this age-group is projected to increase from 4.5% in 1971 to 9% in 2021.

Incomes of older people

Pensioners are over-represented in the lower half of the income distribution and very many live on
relatively little: 65% pay no tax or tax only at the 10% level. In recent years the introduction of additional
pension benefits such as Minimum Income Guarantee (superseded by Pension Credit) has lifted the incomes
of the poorest pensioners, yet two million pensioners remain below the government’s poverty line.140

In 2003–04, 21% of older people were living in relative poverty (60% below median line) before
housing costs.

18% of pensioners were in persistent poverty before housing costs between 2000 and 2003.

For today’s pensioners, state pensions and benefits remain the most important source of income, making
up 51%141 of the average pensioner household’s income. Women pensioners, older pensioners, and those on
low-incomes are even more likely to be heavily reliant on state pensions and benefits. For instance, single
pensioners aged 75 and over receive 67%142 of their income from the state. For most people who have already
retired from paid employment the state is also the only hope for an improved income in the future—as
private pensions and savings can only remain static or be depleted. Only the Government has the power to
ensure today’s pensioners share in the growing wealth of the nation.

Relatively large numbers of older people have income levels around the conventional poverty line of 60%
of median household income, so small increases in income produce substantial reductions in “oYcial”
poverty. By the same token, people who get by on just above the 60% of the median line may have clambered
above “oYcial” poverty, but they are not dramatically better oV.

Financial exclusion and elder abuse

Whilst there is a clear need for further research, existing evidence shows that financial abuse is one of the
most prevalent forms of elder abuse.143

Mrs X is a Somali woman. She doesn’t speak English well and struggles to understand the benefit
system. With the move towards Direct Payments, her benefits were paid automatically into her new
Post OYce Card Account. However, she didn’t know how to use the account and her son now
takes her POCA card and withdraws cash for her. He, in eVect, now manages her money and she
now doesn’t see all of the money she is entitled to.

“Hidden Voices, Older People’s Experience of Abuse”, written by Action on Elder Abuse and published
by Help the Aged in September 2004, revealed that 20% of calls to the Action on Elder Abuse Helpline were
in relation to financial abuse. This was the second most frequent category of abuse after psychological abuse.
Financial exclusion and low levels of financial capability amongst older people can mean that older people
become dependent upon others to manage their finances or to access their income or savings. Whilst in the
majority of cases, family, friends and professionals are trustworthy, calls to Action on Elder Abuse’s helpline
show that the vulnerability of some older people, or their reliance on others for assistance, can be abused.
To date, recognition and tackling of elder abuse by government has in the main been within the spectrums
of health and social care. It will be essential that the DWP and financial agencies work with other
departments and bodies to take urgent action to increase the financial capability of older people if financial
abuse of older people is to be tackled eVectively.

140 Defined as below 60% median income after housing costs.
141 The Pensioners’ Income Series 2001–02, The Department for Work and Pensions, 2003.
142 The Pensioners’ Income Series 2003–04, The Department for Work and Pensions, 2003.
143 “Hidden Voices: Older People’s Experiences of Abuse”, p18, Action on Elder Abuse, published by Help the Aged, 2004.



3379423056 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 330 Treasury Committee: Evidence

Help the Aged Activities

Information Resources

Help the Aged produces a range of free advice leaflets and information sheets on money issues including
the leaflets:

Thinking about Money—A money management guide, including advice on household budgeting,
debt and savings.

Can You Claim it?—A step by step guide to claiming Pension Credit, Council Tax Benefit, Housing
Benefit and Social Fund Payments.

Claiming Disability Benefits—Covers benefits for sick and disabled people.

Check Your Tax—Explains how to work out income tax for the over 60s.

Questions on Pensions—Aims to answer some of the most common questions about how the State
Retirement Pension system works.

We distribute about 700,000 financial advice leaflets to older people each year. All of our information
resources can also be downloaded from the Help the Aged website.

Seniorline

Our national freephone telephone helpline, Seniorline, answers over 80,000 calls every year, of which
around one third are related to financial matters, including benefit checks. Despite being a small team, last
year Seniorline managed to help older people claim over £1.5 million in previously unclaimed benefits.

“Financial Futures”—Barclays and Help the Aged Partnership

Barclays and Help the Aged are working together to improve the skills, confidence and financial situation
of older people by providing basic money management and debt advice. Often as people become older, they
can face changes in their circumstances which can impact on their financial situation and ability to manage
their money. The UK wide programme aims to support over 30,000 older people and their carers to better
manage their finances. Barclays staV will be actively involved, helping older people to manage their finances
in times of change and plan for their futures. The programme will not only meet the needs of those in debt
now, but also help to prevent future debt and disadvantage.

Summary

“Old age is today still regarded in a very negative light. What concerns us is the pervasive but often
unrecognized ageist attitude of the public and the media towards diseases prevalent in old age, and
the ageist approach of industry to older people as consumers.”144

Older people are not getting the financial services or advice they need. Further initiatives to promote
financial literacy amongst older people are required and the financial services industry must better recognise
the needs of this growing sector of the economy. Action is needed by Government and by the financial
services industry to reduce the problems older people have accessing financial services.

A common theme throughout this response is age discrimination. Direct discrimination—ie. upper age
limits for financial service products—and indirect discrimination—ie services which are inaccessible by
design to many older people—remain rife in the industry, despite the huge potential market older people
represent. Help the Aged believes that legislation to tackle such age discrimination will be a necessary to
make progress in addressing financial exclusion..

Recommendation

— The Treasury Committee should urge the Government to develop and implement Age
Discrimination legislation which covers the provision of goods and services.

Access to Banking Services

Access to Banking by Age

Around 6% of UK households do not have a bank account. This figure increases with age so whilst 7%
of 50–59 year olds do not have access to an account, this increases to 12% of over 85s.

144 House of Lords Science and Technology Committee—Ageing: Scientific Aspects July 2005 Volume 1 Paras. 2.4–2.5.
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Households in the UK without an account 2003–04145

Total (Whole population)—6%
50–59 60–64 65–74 75–84 85!

UK—percentages 7% 8% 8% 10% 12%

Direct Payments

Over the past two years, the Government has used the move to direct payments for benefits payments to,
in eVect, force older people into banking. Whilst Help the Aged recognises that there is real value in
encouraging older people to open bank accounts, the Government’s approach has and continues to be one
of coercion rather than encouragement.

The main motivation for delivering direct payments was not financial inclusion but a desire to reduce the
administrative costs of delivering benefits for older people. As such, in introducing direct payments, the
Government failed to adequately inform older people about the alternatives if they could not deal with a
bank or Post OYce Card account. Over the past two years Help the Aged have been contacted by many
older people who feel they have been bullied onto direct payments. This has left many older people with
a bank account or POCA which they struggle to understand threatening their independence and thereby
increasing the risks of theft and abuse by others.

Most recently the Pension Service have written to those who have still not transferred onto direct
payments. The letters inform people that they will be automatically moved onto direct payments unless they
write back to request otherwise. Many of those who remain on cheque payments are those who have
particular reasons for not taking up direct payments, for instance they may suVer from visual impairments
or dementia making it diYcult for them to deal with a bank account. These same people may also have
trouble in reading their post in time to reply to an ultimatum such as this. It is important that the Pension
Service is understanding of these people’s financial needs. They need to develop the capability to keep lists
of those who are on their exceptions service for health related reasons so that these people are not
bombarded by pressure every year to change onto bank accounts which they are unable to manage.

Bank Closures

Local banking facilities are vital for tackling the financial exclusion of older people. Whilst there have
been some 5,000 branch closures since 1989 (40% of the network), independent academic analysis,
highlighted by the Campaign for Community Banking Services, has revealed that “rates of closure were
higher in areas of high population characterised by poverty and deprivation” (1989–95) and that there has
been “a strong correlation between branch closure and areas that were socially and economically
disadvantaged and characterised by above average concentrations of ethnic minority groups.” (1995–2003).

The risk of further closures has not diminished. Research in 2004 by the Campaign for Community
Banking Services highlighted bank branches at risk of closure, and showed how the banks’ pledge to keep
their branches open when they are the “last bank” in the community, was undermined by decision to define
the “last bank” as one with “no other bank within a five mile radius”. Although modified slightly in 2005,
many hundreds of “last banks” are now without protection”. With banking services increasingly moving
online there are potential problems for older people, only one in five of whom have ever used the internet.
The move towards internet banking alongside other eYciency reviews may lead to yet more bank closures.

Help the Aged remains an active member of the Campaign for Community Banking Services and shares
its view that shared banking could provide a flexible alternative to branch closure exists. It could prove
useful in areas of high deprivation (inner cities and estates) as well as in suburban areas and smaller rural
communities, whilst also serving the needs of older people. Help the Aged believes that this “shared
branching” or “white label branch” alternative, which has been academically validated in the UK as
“operationally feasible and financially viable” and is proven in operation in the United States, would
uniquely benefit from economies of scale in development and operation.

Fee Charging ATMs

In addition to bank closures, over recent years, there has also been an increasing trend away from free
ATM access to fee charging cash machines. The Treasury Committee Inquiry (2005) into Cash Machine
Charges highlighted that customers are being charged £140 million a year to access their own money at
ATMs. The Committee members expressed serious concerns about the trend towards replacing free cash
machines with ones that charge.

145 Source: Family Resource Survey UK 2003–04.
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Recommendations

— The Treasury Committee should revisit the issue of shared banking and consider its potential for
tackling financial exclusion and raising financial capability

— The Treasury Committee should consider how the Government can urge the financial services
industry to work together to provide at least one free ATM in areas where all banks have been
closed.

Basic Bank Accounts and Post OYce Card Accounts

There are now around 6 million Basic Bank Accounts146 and, of these 1.38 million are Post OYce
accessible accounts opened since benefits changes in April 2003. Whilst Basic Bank Accounts oVer a
potential way in to banking for vulnerable groups, unfortunately there is little incentive for branch staV to
sell Basic Bank Accounts to individuals due to the nature of sales targets. A “mystery shopper” survey
published recently by the Banking Code Standards Board highlighted that 62% of bank branches visited did
not display information about basic accounts.147

The Banking Code now requires participating banks to oVer this type of account if it is suitable for a
customer’s needs or if an applicant specifically requests one. However the mystery shopper survey revealed
that about 30% of assessors had diYculty in getting literature and in some cases it was not available at all.
In about 20% of mystery shops, attempts were made by Bank and Building Society staV to sell a more
complex product than the Basic Bank Account, which would often have been inappropriate for the
consumer.

An increasing number of Basic Bank Accounts charge customers for overdrawing when direct debit
payments are taken. For vulnerable consumers using such accounts this is very worrying and can be very
costly.

On a more positive note, a host of building societies and one high street bank have recently opened instant
access bank accounts specifically aimed at pensioners and oVering impressive rates of interest at around the
Bank of England base rate and which match those on oVer via the internet. Two of these, in particular, are
available free of charge and with only £1 and £10 starting deposits required, the only condition is that the
pension must be paid into them. The government should encourage the major banks to follow this trend.

As a result of the move towards direct payments, over four million people are now using a Post OYce
Card Account (POCA) to receive their benefit. However the POCA oVers extremely limited functionality
and does not, for example, permit any direct debit payments. If the Government had intended the move
towards POCA to provide a tool to deliver banking services to vulnerable groups then it has clearly failed
as a result of its limited functionality.

Recommendations

— The Treasury Committee should consider what should be done by the financial services industry
to ensure better promotion of the availability of Basic Bank Accounts to vulnerable consumers.

— The Treasury Committee should consider the case for a universal service obligation to be placed
on the banks for the provision of transactional banking services

— The Treasury Committee should review whether the functionality of the POCA can be extended
in order to make it a genuinely useful account as a stepping stone towards a full bank account.

Internet Banking

Whilst Internet banking is a convenient and useful way for many people to undertake banking, the
development threatens the sustainability of many oV-line financial products and services. Only around one
in five older people have ever used the internet and the statistics are not increasing significantly with time.

At the same time, the financial services world is continuing to fail older and disabled people in terms of
the accessibility of their websites. A survey by Ability-net in February 2004 revealed that only one of nine
online banks reached a minimum standard for accessibility148.

A cursory glance at available savings accounts shows that many of those with the highest rates of interest
are available exclusively online. In December 2005149 five of the top six interest drawing accounts were
internet only. Those older people who do not use the internet do not therefore have access to the highest
rates of interest and are therefore indirectly discriminated against.

146 Or with similar characteristics to basic bank accounts.
147 “Basic Bank Accounts—Substantial progress but room for improvement remains”—Banking Code Standards Board Press

Release. 17 November 2005.
148 http://www.abilitynet.org.uk/content/oneoVs/e-nation3.htm
149 Research conducted on the Motley Fool Website, December 2005.
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Recommendations

— The Treasury Committee should urge the financial services industry to significantly improve its
performance in terms of website accessibility.

— The Treasury Committee should urge the Government to develop and implement Age
Discrimination legislation which covers the provision of goods and services.

Premium Bank Accounts

Many banks sell premium accounts for which people pay a small monthly sum. There are often a number
of benefits including worldwide family multi-trip travel insurance. Help the Aged receives complaints from
individuals who have had such accounts and found at the age of 65 or 70 that they are no longer eligible for
the insurance related benefits.

I’m a customer of banking services of Bank of Scotland and Alliance & Leicester. Both have
introduced new accounts with additional benefits, including travel insurance. Both exclude people
65!. I have written letters of outrage, as you would suppose. Both have said this condition is
imposed by the (diVerent) underwriters and have informed me of my right to refer the issue to the
Financial Services Ombudsman.

This practice causes much bad feeling amongst older bank account holders and Help the Aged believes
that Age Discrimination legislation is needed to make this practice unlawful

Know your customer

In 2003, the FSA launched new “Know Your Customer” controls which aim to help combat money
laundering, crime and terrorism by forcing regulated financial service companies to obtain evidence of their
customers’ identity. The FSA rules have caused problems for the banks with one high street bank described
in a media article as “treating older people like criminals” through the way in which the rules have been
implemented. To open an account many banks will require forms of identification which some older people
may not have. Some banks have adopted strict rules around the identification required when withdrawing
cash at branches whilst others have not.

For older people, problems are also created due to the fact that the longer you have had a bank account
the larger the problems you may have in proving your identity. If an account was opened 10 or more years
ago you would not have gone through any of the strict procedures which are currently required. There have
been examples of people who have had accounts for 40 years being required to prove who they are when,
for example, needing to open an investment account with house sale proceeds on going into a care home.
Such requirements can be diYcult to comply with and destabilising at an emotional time.

The recent mystery shopping exercise by the BCSB noted that this was still very much a live issues and
that the Anti-Money Laundering checks still create diYculties. They note “Many benefit recipients do not
have documents such as driving licences or passports. Some bank staV need to be more aware of alternative
forms of identification: greater flexibility is needed at branch level. Anti-money laundering rules have
remained a bar to many applicants getting accounts”.

Chip and Pin

In an attempt to reduce fraud, the banking sector has moved towards a “Chip and Pin” system for credit
and debit cards. Verification for credit and debit cards will in the future be made by a four digit pin number
rather than a signature.

Research has highlighted that those with even low levels of dementia will struggle to remember pin
numbers. There is an alternative for those who cannot use pin numbers (chip and signature) but the banking
sector is not well promoting this alternative and the process for obtaining chip and signature cards has not
proved to be very accessible with only 30,000 chip and signature cards issued as of October 2005. Help the
Aged are also concerned that some retailers are not equipped to deal in a flexible and supportive way with
those who are struggling with pin numbers.

In addition, from February 2006 retailers will be allowed to only accept pin numbers from people who
have chip and pin cards. As chip and pin cards are practically indistinguishable from chip and signature
cards many older people are likely to be unaware that their signatures may be refused. Help the Aged hopes
that retailers will use sensitivity by allowing vulnerable older people to continue signing for goods if they
do not know their pin numbers. Help the Aged has also called for an amendment to the banking code so
that the financial service industry is forced to both promote and oVer Chip and Signature cards. This oVers
a further vehicle for older people maintain financial independence, avoiding reliance on others and the risks
that this may incur.
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Recommendations

— The Treasury Committee should urge the financial services industry to amend the banking code
so that banks are forced to promote and provide alternatives to chip and pin for those who cannot
use pin numbers.

Access to Affordable Credit

The Bank of England has revealed that households in Britain now owe over £1,000 billion. With credit
being made more available and acceptable, it is likely that older people will be increasingly impacted by this
“debt mountain”. Some people in their 40s and 50s will currently have problems with debt and will need to
be considering how they deal with that debt as they move towards retirement. Equally some older people
may, for the first time, be beginning to find themselves with debt problems. There is much interest in debt
issues but little work focusing on the impact on older people and considering what will happen to them over
the next 15 or 20 years.

Recommendation

— The Treasury Committee should urge the DWP and DTI to commission research to consider the
implications of any changing attitudes towards debt amongst older people.

Age discrimination

Age Discrimination can still be a factor for some people when attempting to secure aVordable credit.
Upper age limits are discriminatory and prevent older people accessing loans or other forms of credit.

Mr X visited a high street electrical store and asked to take advantage of a 6 month interest free
oVer. This would have allowed him to buy a washing machine over 6 months rather than all at
once. Mr X was told that he couldn’t benefit from the interest free oVer because he was over the
age of 75.

Social Fund

The Social Fund is meant to provide credit via interest free loans or grants to the poorest and most
vulnerable members of society for whom conventional financial products are out of reach. The Social Fund
provides three types of credit to people: Community Care Grants, Budgeting Loans and Crisis Loans.
However, the whole system seems stacked in favour of refusing people help. In addition, compared to the
£49 billion owed on credit cards in the UK, the Fund’s budget of £560 million seems woefully low. Indeed,
in 2001 the Select Committee for Social Security concluded that:

The scheme in its present format needs urgent overhaul and an injection of funds. Without such
action, there is a strong possibility that the wider social policy objectives of the Government will
be endangered.150

The Community Care Grant is cited on the DWP website as aiming to help people to live independently.
However, what the blurb does not make clear is that the grant will not provide help with housing related
costs or medical costs, nor will it help you unless you are currently lacking settled accommodation (known
as Direction 4). In 2004–05, of those pensioners refused the grant, 50% were turned away because they
lacked settled accommodation. A further 25% were turned away because they were insuYcient priority.

The Budgeting Loan, supposed to help people on very low incomes with costs such as home repairs,
clothing and existing unmanageable debts, actually refuses applicants who are deemed to have too much
debt already—this was the reason for over 70% of the refusals to pensioners in 2004–05.151

It is perhaps unsurprising that many people choose to turn to doorstep lenders and credit cards to help
them manage, rather than applying to the Social Fund. Help the Aged believes that the Government needs
to radically overhaul the way in which Social Fund assistance is provided so that it becomes a clear and
supportive process for those who require help. Some small steps are currently being taken, such as increasing
the amounts people can borrow and extending the time in which people can repay, but many issues remain.
For instance, in order to be eligible for a Budgeting Loan a person can have no more than £1,000 in savings.
This is far too low and prevents many older people on low fixed incomes from receiving any help.

Aside from the problems of its operation, the Social Fund also suVers from a lack of public awareness
that it exists. Survey work carried out by organisations such as CAB and Leonard Cheshire has shown that
people are far more likely to hold debts to doorstep providers, catalogue companies and credit card
providers than to the Social Fund152. Although there are no specific figures on take-up amongst older people,
payouts to pensioners account for only 5% of Budgeting Loans, 12% of Community Care Grants and 1%

150 Social Security Committee (2001) Social Security Third Report. London: Social Security Committee.
151 Annual Report by the Secretary of State for Work and Pensions on the Social Fund 2004–05—DWP July 2005.
152 In the balance: disabled people’s experiences of debt. Claire Kober, Leonard Cheshire 2005.
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of Crisis Loans153. Many older people are in desperate need of aVordable credit to allow them to remain in
their own homes or just to manage some of the everyday costs many people take for granted. Help the Aged
believes that the Government must ensure that the Social Fund works for older people and raise awareness
of its existence.

Recommendation

— The Treasury Committee should ask the Government to consider radically overhauling the Social
Fund so that it meets the needs of the poorest pensioners along with raising awareness of its
existence.

Financial Education and Access to Financial Advice

Current regulations assume a model consumer who is well informed and able to analyse cost and
performance in order to discriminate between diVerent financial products or the benefits of switching to
other providers. However, many people are not well informed about financial services and have low levels
of financial capability. In a recent speech, Callum McCarthy, the Chair of the Financial Service Authority
noted that

Among the adult population in the UK 23%, if pressed with the Yellow Pages and asked to name
a plumber, cannot do so. More than 20%, if asked to choose between receiving £30 or 10%
of £350 choose the lower. Put in another way, more than one in five adults would not have
understood either of the last two sentences.154

Back in 2000 the DFES Adult Financial Literacy Advisory Group (Adflag) noted that there has been
limited research carried out to address the financial literacy education needs of consumers and that whilst
there is a vast range of initiatives with either a primary or secondary objective to deliver financial literacy,
there needs to be a systematic approach to content, delivery, co-ordinating activity and spreading good
practice. They also noted that there is a close link between the levels of basic skills and the use of financial
products and services.

In addition to the lack of research about how to address the financial literacy education needs of older
people, there also remains no benchmarking of the levels of financial capability. The FSA have
commissioned some work in this area but it is unlikely to comprehensively cover the financial capability
levels amongst older people. This makes it diYcult to target financial education and capability support.

One significant development since 2000 has been the development of a schools curriculum by the Personal
Finance Education Group and a curriculum for older people by the National Institute of Adult and
Continuing Education.

Around one in five over 80s suVer from some form of dementia. In many individual cases, cognitive ability
will be declining as part of the ageing process, making money issues more diYcult for some to understand.

The Financial Services Authority, who have a legal responsibility to promote financial education and
literacy, has been working on a strategy. The strategy is being developed through a series of working group,
but unfortunately the financial literacy of older people has not been chosen as a topic for these groups. We
are concerned that this will lead to older people being missed out of this strategy.

Financial Advice

One of the FSA’s seven priorities for delivering its financial capability strategy was to establish what role
generic advice had to play in financial capability.

The experience of non-financial advice services (Community Legal Service Direct, Connexions,
Consumer Direct and NHS Direct) suggests that once consumers are aware there is a good source of
impartial and trusted advice, this acts as a prompt to seek advice—especially if accessing such advice is
made easy.155

Therefore making advice available is a first step, but not on its own enough to attract people—especially
older people

Many older people struggle to obtain good and independent financial advice. This is partly because they
have diVerent needs to the rest of the population in terms of what they need their money to do for them. In
the main, older people will need advice as to how to best use their financial resources to ensure a good and
consistent income rather than for saving for the long term. This is not a particularly profitable type of
business for independent financial advisors who would prefer to be selling long term savings/investment

153 Annual Report by the Secretary of State for Work and Pensions on the Social Fund 2004–05—DWP July 2005.
154 Speech at SAFE conference on 27 June 2005. Callum McCarthy, Chair , FSA, London Chamber of Commerce and Industry.
155 Advice and the best way of delivering it. August 2005. Virginia Wallis for the Financial Services Authority.
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products. For this reason, a fee based approach to financial advice is sometimes better than a commission
approach for older people. However, for low income consumers, a fee based approach is unlikely to be of
benefit.

Older people’s lack of knowledge of the benefits system is linked to their reluctance to use advice services.
A CAB report on debt revealed that the over 55s make up 13% of their debt clients, 20% of all clients but 33%
of the population as a whole. Similarly, Banking the Unbanked, published by Services Against Financial
Exclusion in November 2005, noted that just 1 or 2% of their clients were over the age of 65 and only around
7% were aged over 51.156

Older people often rely mainly on informal advice from family, friends or frontline staV, but these sources
may not be well-informed or impartial, especially about complex benefits issues and the interaction of
benefits with other financial products. Older people generally think of all-age services as being for younger
people unless special measures are taken to promote the service. They are less likely to attend oYce
appointments or use the web than younger people (Pannell and Blood 2002 and 2003, Pannell 2003).

FSA research highlighted that there are life stages at which consumers are likely to need support or
interventions in the form of financial advice, such as when personal circumstances change; when people
reach milestone ages (eg 30, 40 or 50); or when people leave employment. Financial planning at or around
the point of retirement is critical as decisions made at this point may aVect income/quality of life etc.157

Tackling barriers to takeup of advice and other services by older people

One problem faced by public, voluntary and private sector bodies interested in providing financial advice
for older people is the complexity of the services many older people have to access. Help the Aged has been
working with the Social Exclusion Unit and the DWP to develop the concept of a holistic and fully joined
up service for older people based on the SureStart model, which would provide a single point of access for
older people to information and advice. Help the Aged has is keen to see financial advice included within
future pilots of the SureStart model for older people.

Forthcoming research by Help the Aged158 will set out some of the reasons why services remain
inaccessible to older people. Whilst these apply to all services, they are very relevant to financial advice and
they include:

The failure of services to fit with older people’s priorities and needs:

— lack of choice and flexibility as to what is on oVer;

— failure to meet personal and cultural beliefs, interests and priorities.;

— conflicts between the value base of old and young, professional and layperson; and

— services viewed as patronising or ageist.

Inaccessible services:

— accessibility of services due to sensory and mobility impairments, for example reading small text,
listening to recorded messages and accessing e-services;

— practical barriers such as lack of transport; lack of public toilets; fear of crime etc;

— bureaucracy and access criteria; and

— poor quality of services or anticipated poor quality of services

Psychological issues:

— lack of awareness of their own needs by older people themselves;

— lack of trust some older people have of formal services;

— concerns regarding revealing weakness or being associated with negative stereotypes; and

— the fear that one may be considered frail or elderly as a key barrier to engaging with the outside
world.

Recommendation

— The Treasury Committee should consider how Government and service providers can do more to
tackle overcome the barriers older people face when attempting to access services.

The barriers have been backed up by Help the Aged’s Benefit’s Advice programme which has identified
the specific issues below which need to be addressed to enable wider access to financial advice and
mainstream financial services.

156 Banking the Unbanked—A Snapshot. November 2005. SAFE.
157 Advice and the best way of delivering it. August 2005. Virginia Wallis for the Financial Services Authority.
158 “Provisionally entitled—Why do older people refuse to access services? Practical suggestions for making services more

accessible.
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— Older home owners and private tenants are less likely to be in touch with other services which
might refer them on for benefits advice.

— Older people from minority communities often face language or cultural barriers (especially
women).

— Older people from minority communities or with learning disabilities sometimes suVer from low
levels of literacy.

— The lack of transport creates barriers to obtaining financial advice, especially for older people in
rural areas and for those with disabilities.

— The lack of funding to support financial capability initiatives (particularly face to face advice)
remains a significant problem for small community groups.

— Age Discrimination results in certain products and services being inaccessible to the older
population.

— The lack of understanding of age issues by the financial services industry.

— The limited incentives for the financial services industry to provide advice for an older population
who may not be interested in buying long term investment products.

— The need for action to raise general education levels of older people. The education levels of older
people remain lower than those of younger people. A recent Learndirect report for the Campaign
for Learning described the over-50s as a lost generation of learners. However, at the same time,
funding for adult education is under threat because priority is being given to the 16–19 age groups.

All of these factors serve as risks to older people’s financial independence and capability, increasing the
likelihood of dependence upon others for financial management and access. For vulnerable older people
with limited access to people whom they can trust, this may increase risks of their being abused financially.

Face to face advice

Help the Aged’s benefits advice programme has demonstrated that face to face advice (sometimes
delivered through peers or community groups) is vital for many excluded older people. Making good quality
face to face advice and guidance available will be key to raising financial capability amongst older people.

Complexity of benefits

“Many pensioners and those that advise them consider the systems and administrative procedures
for claiming benefits to be too complex. In all there are 23 potential entitlements for pensioners,
with 36 linkages between 16 of them.“159—National Audit OYce

“Both the behavioural barriers to savings and the costs of provision have been made worse by the
bewildering complexity of the UK pensions system, state and private combined. This complexity
reflects the impact of multiple decisions made over the last several decades, each of which appeared
to make sense at the time, but the culminative eVect of which has been to create confusion and
mistrust. Means-testing within the state system both increases complexity and reduces, and in
some cases reverses, the incentives to save which the tax system creates. The scope of this means-
testing would grow over time if current indexation approaches were continued indefinitely.”—
Pensions Commission Interim Report. October 2004.

Many pensioners find the process of navigating the benefits system a less that pleasant one. Although the
Pension Service has made eVorts over the past few years to improve and simplify the service it provides many
problems still exist. This can be seen by the fact that over one million pensioner households still fail to claim
pension credit. Pensioners are now encouraged to claim via a call centre which, by taking them through the
process, helps to disguise the complexity of the underlying benefits.

Help the Aged believes that it is essential that DWP continue and amplify their eVorts towards simplifying
the benefits system. The NAO in its recent report “Dealing with the complexity of the benefits system”
(18 Nov 2005)’ highlighted many of the barriers to simplification. A few examples; the DWP has 14 ways
of describing a payment, 300 separate brands, products, and services associated with the department, 230
leaflets along with 35 major IT systems.

The interaction of benefits with other financial products makes it hard for advisers to advise older people
as they find it diYcult to help them with questions about whether it will aVect Pension Credit/Council Tax
Benefit etc.

159 Public Accounts Committee. “Tackling pensioner poverty: encouraging take-up of entitlements”. April 2003.
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Recommendation

— Government should tackle the complexity of its own benefits system.

Inappropriate design of information for older people: Research by Exeter Council for Voluntary
Service160 assessed the materials which were available to help raise the levels of financial capability of older
people. They concluded that “much of the material trialled was inappropriate. In some cases it was thought
to have been designed for younger people or for ‘people of low intelligence’ (rather than people with skills
gaps)”. This highlights yet another example of age discrimination.

Recommendation

— The Treasury Committee should encourage the Government, the Private Sector and the voluntary
sector to ensure that their information provision meets the needs of older people and that older
people are consulted in their design.

The Role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion

There are a wide range of Government, private and voluntary organisations with an interest in financial
inclusion. It remains the case however, that the organisations continue to fail to work together to address
areas of common concern.

The Financial Inclusion Task Force, working with the DWP, has a key role in raising the profile of
financial capability issues for older people across Government. At the same time DfES, DFT, the FSA and
the OFT also have a significant interest in this work.

Sustainability of Funding

Problems with the sustainability of funding remains a key issue for financial inclusion work, There is a role
for the Government to identify how financial capability work can be sustainably funded for the long term

Research Gaps

There remains little research explicitly looking at the issues facing older people in relation to financial
exclusion and financial capability. There is a strong role for a coordinating body to both commission and
collate research in relation to financial inclusion.

Recommendation

— The Treasury Committee should recommend a mechanism for joint working across Government
departments, the private sector and the voluntary sector.

The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment

There are a wide range of benefits of financial inclusion in relation to older people. Tackling financial
exclusion and raising the levels of financial capability amongst older people could, for example have a very
positive impact in terms of helping older people claim the benefits they are entitled to, as well as helping
address financial abuse and reduce the likelihood of older people falling victim to financial scams.

A benefits system that is truly inclusive is one in which all older people are getting the incomes they are
entitled to. This would not only have many positive eVects in preventing poverty and exclusion, but also in
promoting older people’s ability to play active roles in their communities and to remain healthy for longer.

Also essential is improving access to the financial products which allow older people to manage their
finances. Many of the poorest pensioners are extremely adept at making ends meet. However, fixed incomes
mean that when they do face one oV costs or high bills, they can struggle to cope. The Social Fund must be
thoroughly overhauled so that it serves the needs of the poorest pensioners to prevent crisis. In addition,
making it easier and more appealing for older people to use direct debits could help reduce levels of fuel
poverty and prevent people from falling into arrears. Companies have a duty to make sure that the good
prices and rates aren’t just available over the internet or when you pay ahead.

Older people are now one of the most important consumer groups in the UK. The “grey pound” is
increasingly being recognised as the force that it is and one which is set to increase with an ageing population.
Private companies and retailers must make eVorts to reach out and include the older population in the way

160 Financial Literacy with older people, April 2004. Exeter Council for Voluntary Service.
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they operate. There are substantial rewards for those that do, for example an estimated £1.7 billion161 has
flooded into the new pensioner savings accounts which have been opened by building societies and one high
street bank. The Government must take the lead by promoting older consumers as one of the positive spin-
oVs of the demographic changes the country is experiencing.

Other Issues

Age Discrimination in Insurance

Help the Aged receive a large number of complaints from older people about general insurance, the vast
majority of which relate to age discrimination in travel and motor insurance and in car hire. Typically, older
people report being unable to hire a car, change motor insurance or buy travel insurance once they reach a
certain age. Older people complain that insurance discriminates on the basis of age in two main ways; firstly
in terms of cost and secondly in terms of access. They frequently complain that premiums have increased,
sometimes significantly, simply because they have gone over an arbitrary age limit. Help the Aged’s own
research has shown that around 90% of annual travel policies have upper age limits.

In 2005, the Government published Opportunity Age, highlighting its strategy for “meeting the challenges
of ageing in the 21st century” and its commitment to explore ageism in insurance:

“Some individuals and organisations feel that there is a problem with discrimination in pricing of
and access to general insurance for older people. However, insurance companies use a variety of
sources of information to assess risk, and, in many cases, premiums will vary according to actuarial
data. The Government will consider with the industry whether there are cases where the criticisms
made in relation to discrimination are justified”.

Recommendation

— That the Treasury Committee ask that the DWP follow up on this commitment to consider the
extent to which criticisms of age discrimination in insurance are justified

Third Party Deductions

The Department for Work and Pensions operates a direct payment system that allows deductions to be
made from benefit and paid to a creditor, known as third party direct deductions. It allows particular
creditors to make an application to recover certain debts from income-based benefits. This system of debt
recovery is limited to creditors that provide specific services and includes local authorities and utility
suppliers. Water and sewerage charges and fuel bills are included in the scheme. The scheme has consistently
been welcomed by consumers as providing assistance and support in budgeting.

Innovation within the third party direct deductions scheme could enable individual claimants to make
choices about payment methods based on their financial circumstances, rather than those presented by
Government. A more flexible approach is required which is consistent with financial inclusion.

Recommendation

— That the Treasury Committee recommends flexibility in the operation of the third party deduction
scheme by the Department for Work and Pensions as a way to strengthen financial inclusion.

January 2006

Supplementary memorandum by Help the Aged

I note that in the course of your Committee’s inquiry into Financial Inclusion you will be meeting the
chief executives of the clearing banks. I write to urge you to use the meeting as an opportunity to re-open
the issue of shared branches—as a mechanism to stem the tide of bank branch closures, and to retain an
important financial service in local communities.

It is perfectly understandable that the retail banking sector has a diminishing appetite for maintaining
an infrastructure of branches, as new platforms for financial transactions are developed and the financial
behaviour of the population changes. But if the end result is the closure of all bank branches, the
consequences for communities and individual citizens would be dramatic. People need a locally accessible
point of financial information and advice: their community organisations and the small businesses which
service their needs require a locus from which to organise their business aVairs.

161 thisismoney.co.uk—14 Dec 2005.



3379423057 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 340 Treasury Committee: Evidence

The parallel problems confronting the Post OYce are part of this debate, because for its own commercial
reasons, the Post OYce is increasingly fighting for a share of the services side of retail banking, whilst
obviously without the capacity to provide financial advice and assistance.

These strands all come together under the banner of financial inclusion. The perfectly laudable ambition
of the Government, to build a framework in which people both take the greater freedom and responsibility
to organise their own financial aVairs, still requires a catalyst. It is simply unrealistic to presume that
everybody has the time, flair and capacity to organise all aspects of their complicated lives from within their
own resources.

So this brings me back to bank branches as a resource. Individually, the independent retail banks,
responsible to their shareholders, have no reason to factor into their thinking the consequences of their
trading decisions for local communities. But a resource of financial advice in the local community is
necessary. Shared branches have been mooted as a solution, and your Committee explored this issue in your
July 2002 report, “Banking, Consumers and Small Businesses”. That report noted that the idea deserved
further attention, but the only attention it has received was a rather imperfect pilot run in six rural and
unrepresentative locations. The clearing banks have consistently rejected any further work to test the idea.

Older people are amongst those with the least capacity to use the new platforms. Yet the Pensions Service
is pushing them towards a wider use of bank accounts, and the Department of Health is encouraging them
to organise more of their care needs for themselves with direct payments. The Post OYce network is
shrinking, and being deserted by Government agencies such as DVLC, TV Licensing and the Passport
OYce. The energy suppliers and local Councils (in respect of Council Tax collections) are seeking a wider
use of direct debit payments. The banks are under whelmed by meeting the needs of these customers with
relatively modest demands, but their needs must be addressed by some, easily accessible, mechanism. As
must be the needs of the local small business community whose services sustain the ideal of an older
population with the opportunity of living successful and independent lives in their own homes.

May 2006

Memorandum submitted by HM Treasury

Introduction

1. The broad nature of the problems associated with exclusion from mainstream financial services is such
that it has implications for a range of government policy. HM Treasury has overall responsibility for policy
towards savings, banking, access to credit and financial education and advice including for the financially
excluded. The Committee has received evidence from the Department for Work and Pensions (DWP) and
the Financial Services Authority (FSA), amongst others, covering their specific interests.

Background

2. Lacking access to a range of financial services can have a significant impact on individuals both in the
short and longer term, including imposing additional costs on those who can least aVord them. Costs
associated with exclusion include:

— higher charges for basic financial transactions such as cashing a cheque or paying a utility bill;

— lack of access to products and services, for example contract mobile telephones;

— lack of security in holding or storing money; and

— lack of opportunity to build up a stock of savings or assets to fall back on in times of hardship or
to supplement retirement income.

3. Apart from these financial costs, the broader implications of financial exclusion can include:

— acting as a barrier to employment as a bank account for the receipt of wages is a basic requirement
for most employers;

— exacerbating the harm caused by child poverty as a result of paying more for financial services and
the impact of debt on family life;162 and

— contributing to social exclusion as individuals and neighbourhoods become disengaged from
mainstream society.

4. In recognition of this, steps have been taken by HM Treasury and others over recent years to address
the causes and consequences of this exclusion. Whilst the Government recognises that exclusion from
financial services can occur across the income scale for a range of reasons, the focus here is on those most
vulnerable to the consequences of exclusion, at the bottom end of the income scale.

5. The Government’s strategy for tackling exclusion from the range of financial services has four
objectives:

162 Child Poverty Review, HM Treasury, July 2004
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— to remove unnecessary barriers to accessing mainstream financial services products;

— to facilitate appropriate and innovative solutions where mainstream provision fails to meet the
needs of excluded groups;

— to address lack of demand for appropriate financial services products for reasons of financial
capability or perception; and

— to provide more help for those who need it most.

6. In this context, the Government has put in place a series of measures to tackle financial exclusion,
including:

— piloting the Saving Gateway to explore how Government matching can help to promote saving
amongst those who do not normally save;

— providing additional Child Trust Fund provides payments to children in lower income families to
ensure that at age 18 every child regardless of background will have access to a financial asset; and

— promoting access to banking, aVordable credit and free face-to-face money advice through
measures set out in “Promoting financial inclusion”.163

7. “Promoting financial inclusion” announced the intention to establish a Financial Inclusion Taskforce,
under the chairmanship of Brian Pomeroy to oversee progress and report to HM Treasury on what more
needs to be done. It also announced a Financial Inclusion Fund of £120 million over three years to support
initiatives to tackle financial exclusion, the distribution of the Fund will have regard to areas of high financial
exclusion.

8. These measures are designed to increase the availability of financial services products and provide
incentives to encourage their uptake. The Government recognises that whilst availability of products is an
essential element of the solution, ensuring consumers have the confidence and capability to access them is
also essential to success.

9. Government announcements over recent years have reinvigorated activity in this policy area amongst
the banks, other financial services providers, consumer bodies and others.

Access to Banking Services

10. Lack of access to banking services imposes higher costs on individuals who can least aVord it. Since
the publication of PAT14 in 1999 the Government has been working with the banks to improve access to
bank accounts. This work led to the establishment of the basic bank account, which was specifically designed
with the needs of the financially excluded in mind.

11. Between April 2003 and March 2005 the DWP completed the move to electronic payment of benefits.
Recipients were asked to nominate an existing bank account to receive payments. Those without existing
bank accounts were encouraged to open a basic bank account or Post OYce Card Account. The Post OYce
Card Account (POCA) provides a useful stepping-stone into banking for individuals who have not managed
their money electronically before. The banks have made access to all basic bank accounts possible over the
Post OYce counter. The DWP has provided more detail on this to the Committee in its memorandum.

12. Despite progress in tackling exclusion from banking services, a clear challenge remains. In December
2004, the banks and the Government agreed to work towards the goal to halve the number of adults in
households with no account of any kind and to have made significant progress in that direction within two
years. This goal was set with reference to the best information available at that time, namely the Family
Resources Survey data from 2002–03 indicating 1.9 million households, containing around 2.8 million
adults, lacked access to an account of any kind. The Financial Inclusion Taskforce has been asked to report
to the Government and the banks on progress towards this goal.

13. The Government considers that, although account holding is a useful measure of success in tackling
financial exclusion, the way individuals use their accounts is also important. In recognition of this, the
Financial Inclusion Taskforce has also been asked to monitor the services and facilities available to basic
bank account holders, including access to accounts, and to report to the banks and HM Treasury on
findings. The Taskforce has commissioned survey work to explore how the financially excluded access their
cash and transmit money, including the extent to which fee charging ATMs are used by the financially
excluded. As reported to the Committee in the response to the Committee’s enquiry into fee charging ATMs
in June 2005, the Government agrees with the Committee that vulnerable and low-income consumers should
not be subject to disproportionate costs as a result of ATM charges and would be concerned if they were.
The Government does not believe that this is the case on the basis of existing evidence, but the research
commissioned by the Taskforce should enable firmer conclusions to be drawn.

163 Promoting financial inclusion, HM Treasury, December 2004.
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14. In addition to access to cash through ATMs, HM Treasury is aware of recent moves by some of the
banks to restrict over-the-counter access to basic bank accounts. The Government would be concerned if
changes to the terms and conditions of basic bank accounts were such that the benefits of holding an account
were eroded. The Financial Inclusion Taskforce has included more detail on the arrangements it has in place
to monitor these issues of access in its memorandum to the Committee.

15. Whilst the banks hold the key to facilitating the supply of banking services, there is also a challenge
to be addressed in ensuring those currently operating without a bank account are aware of the benefits of
account holding and have access to the information and assistance needed to open one if appropriate. HM
Treasury fully supports the Financial Inclusion Taskforce in its identification of the importance of work to
increase demand for bank accounts and looks forward to the Taskforce’s recommendations in this area.

Access to Affordable Credit

16. In addition to the costs of operating without a bank account outlined above, households without
access to banking find it diYcult to access mainstream sources of credit. People on low incomes typically
want credit arrangements that oVer low value cash loans over short periods, straightforward application
processes, aVordable weekly repayments, and a flexible approach to repayments and rescheduling164. The
need for credit amongst low-income households also diVers from those on higher incomes. Research165

suggests the main reasons for credit need are:

— to buy essentials such as household appliances, furniture or clothing;

— to pay bills; and

— to meet the costs of smaller discretionary items such as Christmas gifts or to finance family events.

17. Lack of access to mainstream sources of credit means many low income households rely on the
alternative credit market where typical products have Annual Percentage Rates of over 100%, many times
the APRs of standard mainstream personal loans, overdrafts and credit cards.

18. “Promoting Financial Inclusion” contained a series of measures designed to increase access to
aVordable forms of credit for households currently excluded from mainstream sources. These measures
predominantly focus on the provision of credit through third sector lenders such as credit unions and
community development finance institutions.

19. The focus on third sector credit provision recognises that third sector lenders are uniquely placed to
address the needs of excluded communities. Third sector lenders:

— are often geographically targeted in nature and so can provide aVordable credit in areas of high
financial exclusion;

— are often small in size and so can target those encountering exclusion and can develop more
innovative and suitable methods of loan delivery;

— often help clients obtain money advice in the course of providing a loan, and connect people to
more mainstream financial opportunities; and

— oVer rates of interest well below those in the alternative credit market (typically between 12 and
30%).

20. However, the coverage of these types of organisation is at present limited and a number of barriers
to further growth remain. The measures announced in December 2004 are designed to increase the coverage,
capacity and sustainability of third sector lenders.

Growth Fund for third sector lenders

21. £36 million of the Financial Inclusion Fund has been allocated to a Growth Fund166 for third sector
lenders. The objective of the Fund is to increase the availability of aVordable credit from third sector sources
by providing both capital for on-lending to low income individuals in areas of high financial exclusion, and
revenue support to cover the administrative costs relating to the additional lending. The fund is being
administered by the DWP which has provided details of the fund in its memorandum to the Committee. It
is anticipated that the first contracts will be awarded in June 2006 and that final payments from the fund
will be made by March 2008. The Financial Inclusion Taskforce has been asked to monitor the increase in
provision of aVordable credit to evaluate the impact of the Growth Fund.

164 AVordable credit: the way forward, Joseph Rowntree Foundation, February 2005.
165 Life on a low income: An overview of research on budgeting, credit and debt among the ‘financially excluded’, Elaine Kempson,

1996 in How People on low incomes manage their finances, Economic and Social Research Council, 2002.
166 More information on the Growth Fund is available at www.dwp.gov.uk/advisers/growthfund
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Mapping of credit unions and CDFIs

22. The Government has developed a series of maps showing the location of credit unions and CDFIs
against Indices of Multiple Deprivation and against population density. These maps will be used, in
conjunction with other sources of evidence, to identify gaps in the coverage of aVordable sources of credit
and to inform future policy development. The maps were published alongside the 2005 Pre-Budget
Report.167

Credit Union Interest Rate Cap

23. The Government announced, in the 2005 Pre-Budget Report, that following consultation,168 it
intended to increase the maximum rate of interest that credit unions can charge on loans from 1% a month
to 2% a month. This move will provide credit unions with the flexibility to better serve low-income groups.
It is intended that the change will be implemented by April 2006.

Capacity and Skills of Third Sector StaV

24. In recognition of the key role played by the volunteers and staV of third sector lenders in the provision
of aVordable credit, the Financial Inclusion Taskforce has been asked to consider ways in which the capacity
and skills of volunteers and staV can be enhanced. This work is likely to include the role of formal training
as well as what role the banking sector may be able to play.

Community investment tax relief (CITR)

25. In June 2005, the Government published a consultation document seeking views on the case for, and
practicalities of, extending a community investment tax relief scheme to the personal lending activities of
CDFIs.169 The consultation closed in September. As announced in the 2005 Pre-Budget Report, the
consultation indicated support for an extension, and also highlighted a range of issues that need addressing.
Further work is now being undertaken to assess the case for, and practicalities of, this extension.

The AVordable Credit Scheme

26. The objective of the aVordable credit scheme is to reduce the cost of credit to the financially excluded
by reducing the risks associated with lending to this group. As announced in Budget 2005, the Government
is working towards providing private and third sector lenders with the opportunity to be able to apply for
repayment to be made by deduction from benefit, where normal repayment arrangements have broken down
and provided they meet approved responsible lending criteria. For repayment to be triggered, lenders will
also have to demonstrate that they have tried other reasonable means to collect repayments. Repayment
terms will be subject to constraints to avoid hardship to the benefit customer meaning the total amount of
deduction allowable will not increase from its current level as a result of this scheme, deductions for
aVordable loans will be last in the priority order for third party deductions.

27. The scheme will be administered by the DWP which has covered the details in its memorandum to
the Committee. The costs of setting up and implementing the scheme over the period from 2005–06 to
2007–08 will be met from an allocation of £10 million from the Financial Inclusion Fund. The Financial
Inclusion Taskforce has been asked to monitor this scheme and to make recommendations to HM Treasury
and the DWP following evaluation.

Other sources of credit

28. In addition to measures to enhance the ability of the third sector to provide credit to the financially
excluded, mainstream sources of credit should also be considered as part of the range of options open to
people. The Financial Inclusion Taskforce has been asked to make recommendations to HM Treasury on
areas not covered by the measures outlined in Promoting financial inclusion. In this context, the Taskforce
is exploring the role of the mainstream banks in providing aVordable credit to the financially excluded and
the Government looks forward to its recommendations in this area.

29. Social Fund loans provide support for the vulnerable in smoothing expenditure. The loans can
provide an important source of aVordable credit for people who might otherwise need to turn to high cost
lenders. Unlike credit from other sources such as third sector lenders or mainstream providers, Social Fund
loans do not incur any interest and eligibility is restricted to individuals in receipt of income-related benefits.

167 The maps can be accessed at http://www.hm-treasury.gov.uk/documents/financial–services/financial–inclusion/
financial–credit–union.cfm

168 The consultation document can be found at http://www.hm-treasury.gov.uk/budget/budget–05/other–documents/
bud–bud05–odcredit.cfm

169 http://www.hm-treasury.gov.uk/consultations–and–legislation/community–investment–tax–relief/
consult–community–investment–index.cfm
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The loans have an important role to play but do not in themselves encourage borrowers to move towards
more mainstream products. The DWP is responsible for the Social Fund and has covered its role in more
detail in its memorandum. HM Treasury is committed to supporting the Department for Work and Pensions
in administering Social Fund loans as eVectively and eYciently as possible.

30. In addition to ensuring there are options available to the financially excluded who wish to borrow,
it is also essential to ensure that the credit arrangements on oVer are appropriate.

31. The Consumer Credit Bill, currently before Parliament, aims to:

— enhance consumer rights and introduce more eVective dispute resolution;

— improve the regulation of consumer credit businesses; and

— make regulation more appropriate for diVerent types of consumer credit transaction.

Amongst other things, the Bill introduces a new unfair credit relationships test that provides consumers
with broad rights to challenge unfair conduct.

32. Home credit companies oVer products that are typically used by low-income households. The
Competition Commission is currently conducting an inquiry into the home credit industry, following
referral of the National Consumer Council’s (NCC) super complaint by the OYce of Fair Trading (OFT).
The Competition Commission will publish provisional findings in March/April 2006, and the Government
will then consider what further action may be necessary.

Incentives and Barriers to Saving for People on Below Average Incomes

33. Lacking access to mainstream financial services over the long term has three key implications for an
individual’s ability to save for the future:

— income is diverted to covering the costs associated with exclusion such as the costs of credit or basic
financial transactions meaning less income is available both to cover immediate spending
pressures, but also to save;

— access to a bank account can be a pre-requisite to access to savings products because many require
deposits to be made from another financial services product; and

— individuals lacking access to formal savings products are likely to benefit less from saving than
those who do.

34. Saving and asset ownership have a critical role to play in providing people with financial security and
independence:

— a buVer of savings to fall back on can help people manage during hard times without having to
resort to expensive credit;

— saving and asset ownership opens up opportunities to people which can change the way they think
about and plan for the future; and

— saving allows people to manage their finances both day-to-day, over the medium term and in
preparation for retirement.

35. Decisions on saving are influenced by many factors. Economic theory and some empirical evidence170

suggest that the consumer’s decision to save, borrow, or spend all of their current income is influenced by
cost, individual needs, circumstances, attitudes and confidence in those who advise and sell saving products.
Targeted support by the Government through state benefits and Pension Credit can also be important in
influencing the decision on whether and how much to save.

36. The Government is committed to ensure the state benefit system encourages lower income households
to save appropriately. Eligibility for Income Support, Jobseeker’s Allowance, Housing Benefit and Council
Tax Benefit is partly conditional on a household’s savings. As announced in Budget 2004, from April 2006
the thresholds above which savings begin to reduce eligibility for these benefits will be raised from £3,000
to £6,000. In addition Budget 2005 announced that the upper capital thresholds (above which benefits are
withdrawn) for Income Support and Jobseeker’s Allowance will from April 2006 be raised from £8,000 to
£16,000.

37. Savings Credit and Pension Credit arrangements are also designed to encourage households to save
appropriately. Savings Credit rewards single pensioners over 65 years old with up to £16.44 per week and
pensioner couples over 65 years old with up to £21.51 per week. For those on the Savings Credit, withdrawal
is at 40%, ending the absolute penalty on savings.

38. At the same time, the Government’s 2003 Pension Credit reforms increased the level of state support
for the poorest pensioners and those with modest savings. Under the reforms marginal deduction rates
(MDRs) of 100% have been removed for 1.3 million pensioner households. With Pension Credit those who
provide additional income for their retirement are better oV than those who do not.

170 Results from the first Saving Gateway pilot.
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39. The Government encourages short, medium and long term saving by individuals through a range of
support including the Child Trust Fund, Saving Gateway pilot and tax advantaged Individual Saving
Accounts (ISAs). The Child Trust Fund provides £250 to all children with an additional £250 to children
in low-income families. The Government is currently consulting on a further £250 universal payment with
£500 for children in lower income families at age seven.

40. Saving decisions for those on low incomes are driven by diVerent priorities than those further up the
income scale, for example saving small amounts to cover the costs of school uniforms or Christmas presents
may take priority over long term saving for retirement. In recognition of this the Government has sought
to develop measures to promote saving targeted at low-income individuals.

Saving Gateway

41. The Saving Gateway is a Government research pilot exploring how Government matching and the
provision of financial information can help promote saving among those who do not usually save. Every
time a participant saves the Government matches their contribution at a certain ratio up to a set monthly
limit. Matching, as an alternative to tax relief, provides a more understandable, transparent and eVective
framework of support for savers, and it provides greater incentives for those on low incomes who often
cannot benefit from tax relief. Evidence gathered through the pilots will be used to evaluate how best to
target saving incentives and the future role matching could play in Government support for savings, both
for those on low incomes and more generally. The Saving Gateway is currently in its second pilot stage. The
Saving Gateway fits within the Government’s overall saving strategy by providing simple and clear
incentives for people to save and building in the provision of financial education, as well as targeting
additional help towards lower-income households who need it most.

42. The details of the Saving Gateway pilots can be found at annex 1. The evaluation of the first pilot
confirmed that matching can double the amount of money saved by low-income groups and encourage
genuinely new savers and new saving. Involvement in the pilot also led individuals to become more self
reliant and financially aware.

43. The second Saving Gateway pilot announced at Pre-Budget Report 2004 is a much larger, £15 million
pilot. The second pilot is testing a variety of incentive structures including alternative match rates (£1: £1,
£1: £2 and £1: £5), monthly saving limits (£25, £50 and £125) and kick-starting accounts with an opening
endowment of £50. A variety of community financial education support is also available for participants to
help them develop their money management skills.

44. MORI and the Institute for Fiscal Studies are conducting a full quantitative and qualitative
evaluation of the second pilot on behalf of HM Treasury. As reported in Pre-Budget Report 2005
preliminary indications suggest that participants are very positive about the scheme and are saving into their
accounts in all pilot areas, with many obtaining the full match each month. The interim evaluation report
expected in Spring 2006 will provide detail on the first six months of the pilot and the final evaluation is
expected in Spring 2007 once all the accounts are closed.

Stakeholder products

45. The Stakeholder initiative is a means of encouraging the development of simple, low-cost and easy
to understand savings and pensions products. It is the Government’s response to one of the principal
recommendations of the Sandler review of medium and long-term retail savings in the UK.

46. HM Treasury consulted on the product specifications’ for the Sandler Product Range, and decided
in July 2003 that the “Stakeholder Suite would include:

— a deposit account;

— a medium term investment product;

— a modified Stakeholder Pension; and

— the Child Trust Fund.

47. The product specifications include charge caps and risk controls. The products became available on
6 April 2005.

48. The Basic Advice regime was introduced by the FSA on 6 April 2005. It is one method by which
stakeholder savings and investment products can be sold to retail consumers. The FSA regulates the basic
advice process for stakeholder products.

49. The Basic Advice regime is intended to make available a simpler, quicker and lower-cost form of
advice to consumers than is available through Full Advice. It provides firms with the opportunity to make
available a new option to consumers who may not want, or cannot obtain full financial planning advice, and
do not wish to buy without help. Consequently, it does not feature, for example, financial planning advice or
advice on switching between investment products.



3379423058 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 346 Treasury Committee: Evidence

50. The principal characteristics of Basic Advice are that:

— it is restricted to the stakeholder range of products, except the stakeholder smoothed investment
product;

— it is tightly scripted: staV need not hold financial qualifications;

— product suitability is limited to establishing the customer’s position on broad issues such as risk,
savings objectives, significant financial priorities and obvious counter-indications;

— only information provided during the process need be considered in the product suitability
assessment; and

— interviews may take as little as 30 minutes.

51. The FSA has confirmed that 10 firms have applied for authority to oVer Basic Advice—mostly
insurance companies and intermediaries. While more firms are considering how to add Basic Advice to their
existing systems, some say it is expensive and diYcult to integrate, and that it may not be suitable for
worksite sales. No retail banks have taken it up. Several firms are experimenting with using it as a telephone-
sales rather than a face-to-face process. The industry has a long lead time for making systems changes. We
understand that Basic Advice may take several years to become embedded.

Financial education and access to financial advice

52. The Government recognises that in addition to ensuring products are available, eVective engagement
with financial services requires financial capability. Financial education in school will ensure that young
people have the knowledge and skills they need to avoid financial exclusion in the future. Building the
capability of today’s adults is also essential in ensuring individuals are able to make the most appropriate
decisions for their own circumstances.

Financial education and capability

53. In the 2005 PBR the Government announced that from 2008 financial capability will be embedded
more explicitly in the national curriculum, when it is included in the new functional mathematics component
of GCSE maths.

54. The Government also intends to harness the opportunity aVorded by the Child Trust Fund (CTF) to
provide families with financial information and education. Parents receive a Government information pack,
which includes a list of account providers to help them choose the sort of account they want and there is
also a dedicated CTF website.

55. From 2007 onwards, children with a CTF account will begin starting at school. There are
opportunities for teaching and learning about topics related to the CTF such as saving and investing, risk
and return, financial decision-making, the role of the financial services industry and how the economy
functions in the school curriculum across the UK. CTF financial education will build on what is already
being done across the curriculum. CTF will reinforce and support the delivery of financial education in
schools by ensuring that every young person has access to a financial asset, increasing the relevance of
financial education for all and helping young people understand the advantages of saving.

56. The Government is also encouraging a range of options that will help adults gain the necessary skills
to manage their financial aVairs, including the provision of financial education to adults through the Skills
for Life strategy. It is also encouraging local authorities to provide more financial education to parents
through Sure Start Children’s Centres, which will reach some of the most vulnerable families in England.
The Government will also ensure that applicants for Social Fund Budgeting loans, who are often lone
parents, are made aware of opportunities for financial education.

57. In 2003 the Financial Services Authority (FSA), working in partnership with the Government, the
financial services industry and other stakeholders set up the National Strategy for Financial Capability. As
part of the strategy, the FSA is working with the Resolution Foundation on models for the provision of
generic advice. The FSA has provided the detail in its memorandum to the Committee. The Economic
Secretary to the Treasury is a member of the Steering Group that oversees the Strategy’s implementation.

58. The UK is also taking part in the OECD’s Financial Education Project, which is researching what
national governments can do to help consumers deal with increasingly complex financial decisions. The
OECD has also recognised the importance of financial education initiatives in providing a solution to those
who are financially excluded, the unbanked or underserved.
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Face-to-face money advice

59. The Government has recognised that building financial capability empowers individuals to make
well-informed decisions about their financial aVairs. However, there will inevitably be some whose
circumstances lead them into over-indebtedness. Evidence suggests that those at the lower end of the income
distribution are more likely to be in arrears, suggesting that individuals facing the costs and challenges of
financial exclusion also have a greater likelihood of becoming over-indebted171.

60. The supply of free face-to-face money advice for these individuals falls far short of demand. In
December 2004 the Money Advice Trust estimated a shortage in the provision of money advice of at least
250,000 places a year, through both telephone and face-to-face channels.172 Promoting Financial Inclusion
identified free face-to-face provision as being the most eVective means of providing advice to financially
excluded individuals.

61. In order to support a significant increase in supply of free face-to-face money advice, £45 million of
the Financial Inclusion Fund has been allocated to the Department for Trade and Industry to fund free face-
to-face debt advice in areas of high financial exclusion and to social groups vulnerable to financial exclusion.
The £45 million will be administered by DTI through a funding competition. Bids were invited in September
2005 and the deadline for final bids was 20 January. DTI plan to announce grant awards from April 2006.

62. In addition, £6 million of the Financial Inclusion Fund has been allocated to the Department of
Constitutional AVairs, to be administered by the Legal Services Commission, to pilot models of money
advice outreach aimed at those who do not normally present themselves to advisers. The LSC have run a
competition to fund outreach pilots and are currently in contract negotiations with successful bidders. The
pilots will come into service from February 2006. The Financial Inclusion Taskforce has a specific remit to
monitor the progress of the DTI and LSC schemes, and to consider the outcomes of the project evaluations.

Conclusion

63. The Government has put in place a series of measures to tackle the problem of financial exclusion,
by removing barriers to access, facilitating provision of appropriate products, stimulating demand and
ensuring more help is available to those who need it most. Looked at together these measures address
exclusion across the piece, from access to banking to avoid higher transaction costs, access to aVordable
credit to manage unexpected shocks in expenditure and access to savings to smooth expenditure and if
possible, to provide independence in the future.

64. Some of the measures covered in this memorandum are exploratory in nature and it will be essential
to learn from the experience of measures currently in place, in particular the Saving Gateway pilots, the
growth fund for third sector lenders and the face to face debt advice project, in developing the way forward.

9 February 2006

Annex 1

The Saving Gateway: Further Detail on the Pilots

The final independent evaluation report of the first Saving Gateway pilot produced by Bristol University
was published alongside Budget 2005. The report showed some very positive findings on saving
characteristics of low-income participants. Account holders saved a total of around £475,000 with half of
participants (52%) achieving the maximum amount of £375, and 70% managing to save over £300.

The final evaluation confirmed matching in particular can double saving among low-income groups
(average individual net saving increased from £150 to £300 over 18 months) and encourage genuinely new
savers and new saving. Before the pilot, 56% had no money saved in a savings account and 25% did not have
a current account at all. 75% said they aimed to save the maximum, and 91% of participants said they would
find the money from their regular income. Importantly participants did not divert income that was always
going to be saved; only 5% transferred or substituted money from existing savings and only ONE person
said they would take out a loan. Saving in the first pilot was regular. One-third of participants paid money
in regularly by standing order or direct debit, a further third regularly by cash or cheque. Two-thirds of
participants intended after the pilot to save some or all of the money in their accounts with nearly half of
all participants intending to keep at least some of the money saved for a “rainy day”.

171 Tackling Over-indebtedness—Action Plan 2004, DTI and DWP, July 2004.
172 Promoting financial inclusion.
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Saving Gateway also had behavioural impact. Most of the people who felt more “in control” or
“financially secure” after the Saving Gateway had not been regular savers before opening their account.

It’s made me feel more self-reliant . . . It has opened my eyes to the fact that I’ve got to try to help
myself save a little bit.173

One-third of all participants said that they were more likely to plan for their retirement as a result of
participating in the Saving Gateway.

It’s given me encouragement to save for my future because I never used to. Now I know I’ve got
that little bit extra each month that I’m putting away that I know that I’m going to alright when
I get older.

The second Saving Gateway pilot announced at Pre-Budget Report 2004 is a much larger, £15 million
pilot. Account opening began in March 2005 and by summer 2005 all 22,000 accounts were opened.
Accounts will again operate for 18 months and Halifax is providing the banking facilities in six areas—
Cambridgeshire, Cumbria and North Lancashire, East London, East Yorkshire, Manchester and South
Yorkshire.

The second pilot is testing a variety of diVerent incentive structures. As with the first pilot funds only
become available at the end of the 18-month account. Participants receive regular statements of their
accounts through the 18-months from Halifax detailing the match levels they are entitled to based on their
contributions.

The six areas are testing the following incentives:

Match Rate* Monthly Maximum Maximum
savings limit Match Savings

Manchester £1 : £1 £25 £400 £400

South Yorkshire £1 : £2 £25 £200 £400

East Yorkshire** £1 : £2 £25 £250 £400

Cumbria £1 : £2 £50 £400 £800

East London £1 : £5 £50 £160 £800

Cambridgeshire £1 : £5 £125 £400 £2,000

(* Match Rates are £ Government Match : £ Participant’s saving)

(** £50 initial endowment)

Note: All pilots allow savings in 16 out of 18 months.

Participants were invited to take part in the second pilot according to the following eligibility criteria.
People of working age (between 16 and 65 years old) and receiving a main out of work qualifying benefit
(Income Support, Jobseeker’s Allowance, Incapacity Benefit or Severe Disablement Allowance);or with
individual earnings below £25,000.174 All participants from the first pilot were invited into the second pilot.

Working with DfES, the second pilot is also using the support of a range of community financial
education bodies providing free financial literacy courses and material.

March 2006

Supplementary memorandum by HM Treasury

Follow-up to evidence session on 2 May 2006

Remittances (Q 983)175

The importance of remittance flows to developing countries

Remittances are an increasingly important source of finance to developing countries, particularly to low-
income countries176. World Bank estimates put the total value of worldwide remittances in 2005 at over US
$230 billion. Of this, US $167 billion was to developing countries, with low-income countries receiving
remittance flows totaling US $45 billion. This presents a 73% increase of remittances flows to developing

173 Incentives to save: Encouraging saving among low-income households. Final report on the Saving Gateway pilot project,
University of Bristol, March 2005.

174 and household earnings below £50,000.
175 Ev 157
176 According to World Bank classifications, low-income countries are those with a Gross National Income (GNI) per capita

of less than US $825 or less (based on 2004 figures).
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countries since 2001. According to the World Bank, remittance flows account for about one-third of global
external finance, second in volume after foreign direct investment. The Department for International
Development (DFID) estimates that remittances from the UK to developing countries totaled around
£2.3 billion in 2005.

UK initiatives to facilitate remittance flows

2. The UK Government is undertaking several initiatives to support remittance flows. These include:
developing remittances partnerships with selected countries; working with recipient countries on financial
sector development; establishing an information portal (www.sendmoneyhome.org) on costs, transparency,
access and choice of remittance transfers; engaging with the private-sector led UK Remittances Task Force;
working to increase domestic financial inclusion; and studying the relationship between anti-money
laundering regulations and access to money remittance services.

3. Additionally, the UK actively supports the work that is being taken forward as a result of the G8
Action plan agreed at the Sea Island Summit in 2004. This includes a joint World Bank-Bank of
International Settlement (BIS) working group to develop international guidelines for payment systems
access and oversight for remittance service providers.

The role of HM Treasury

4. HM Treasury is concerned that the remittance services market in the UK should be competitive,
eYcient and sound, and that new opportunities for money remitters are introduced to enable them to enter
and compete fairly in other EU markets. HM Treasury oYcials have met with the Chairman of the DFID-
funded UK Remittances Task Force in order to discuss its ongoing programme of work.

Money remitters’ access to bank accounts

5. Many remittance service providers rely on bank accounts to send payments cross-border to settle with
their ‘pay-out’ counterparts overseas. However, representatives of the money transfer industry have raised
concerns that banks are unwilling to oVer account services to new remittance service providers and/or are
refusing access to existing bank accounts held by money remitters.

6. HM Treasury oYcials are currently investigating this matter and taking into account the evidence
submitted by the UK Money Transmitters Association (UKMTA). The Economic Secretary to the Treasury
is scheduled to meet representatives of two key industry bodies (the UKMTA and the International
Association of Money Transfer Networks, IAMTN) at the end of June, in order to hear their views on this
matter. The Treasury is taking forward a dialogue with a number of major banks in order to explore their
approach to the money transfer sector.

The regulatory regime for remittance services

7. The UK Government is also seeking to ensure that the regulatory regime for remittance providers and
other ‘money service businesses’ (MSBs) is proportionate and risk-based. This involves striking a balance
between preventing the misuse of money remittance corridors for money laundering or terrorist financing
purposes against the need to minimise regulatory burdens on the MSB industry, managing the risk of driving
business underground and improving access to remittances services by honest users.

Money Service Businesses (MSB) Review

8. Like any gateway to the international financial system, MSBs present a risk of money laundering that
must be managed in an eVective and proportionate way.
For example, the Joint Money Laundering Steering Group, an industry body, cites MSBs as being amongst
a diverse ‘higher risk’ group of customers with whom other financial institutions “will need to consider
making more penetrating initial enquiries” when establishing a business relationship.

9. The UK’s anti-money laundering regime has applied to MSBs since 2001. At the time of the regime’s
introduction, the government undertook to conduct a review of eVectiveness once the arrangements had
‘bedded down’.

10. This review is now underway and aims to ensure that the supervisory regime continues to support the
needs of a dynamic and flexible MSB sector that is properly protected from the risk of money laundering and
terrorist financing. As part of this exercise, the Treasury will issue a public consultation document shortly to
seek industry views on how best to strike this balance. This document will also set out key areas to be
addressed by HM Treasury in deciding how the MSB regime under review can account for recent legislative
developments, such as the EC Third Money Laundering Directive.
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Payment Services Directive

11. The European Commission’s proposed Payment Services Directive aims to open up EU payments
service markets to non-bank payment service providers in order to improve competitiveness and
consumer choice.

12. During the negotiations, the UK Government has been seeking to ensure that the proposed new
regime is proportionate to the risks involved in providing payment services. The UK Government is also
pushing for the inclusion of a waiver clause to allow us to exempt small players, such as small money
transmitters, from the new regulatory requirements. HM Treasury has already engaged in intensive informal
consultation with all stakeholders and will continue this process as negotiations progress during 2006.

June 2006

Memorandum submitted by the Housing Corporation

Executive Summary

1. This submission sets out:

— the role of the Housing Corporation in registering, supervising and investing in social housing
providers;

— why we are concerned with their dealing with financial inclusion, as they house many of the most
vulnerable in society, including 60% of those who are financially excluded;

— the key roles that social housing providers can play in providing access to the those at risk of
financial exclusion, in providing services directly to their residents and communities, and in
working in partnerships with other organisations to support financial inclusion initiatives;

— our support for a range of financial inclusion initiatives over the last few years;

— our current Money Access Programme to promote more activity by housing organisations,
including further publications; and

— what we intend to do to ensure that momentum is continued for housing organisations to promote
the financial inclusion of their residents.

Introduction

2. The Housing Corporation is a non-departmental public body sponsored by the ODPM. The
Corporation supports communities across England by investing in the supply and regulating the quality of
aVordable homes and associated services for people whose circumstances make it diYcult for them to meet
their housing needs in the open market. These include homeless people, low income families, key workers
and those in need of supported accommodation. We also have the statutory duty to register social landlords
and to supervise them, with the aim of ensuring that they are viable organisations, properly governed and
managed, and providing eVective services to their residents.

3. We welcome the opportunity to provide information to this inquiry. Our response does not try to
respond to the questions, but rather sets out our aim of getting more housing organisations involved in
promoting financial inclusion amongst residents and their wider communities.

Why We are Concerned with Financial Inclusion

4. Housing associations provide 2 million homes for some 5 million people including some of the most
vulnerable in society in some of our most disadvantaged communities. The Treasury report of December
2004 estimated that 60% of the people who are financially excluded live in social housing. Lack of access to
mainstream financial services can also encourage doorstep money lending, which can exacerbate poverty
and has been associated with criminality and anti-social behaviour. We believe that social housing providers
have significant potential to act as key intermediaries in accessing and providing support to those at most
risk of financial exclusion.

5. Housing associations have a direct interest in maintaining the wellbeing of their communities. They
have an interest in ensuring that the residents are able to pay for their homes easily. They also want to meet
their organisations’ social objectives by helping to tackle poverty and deprivation, and by providing services
that enable residents to be fully part of an inclusive society.

6. Housing associations are well placed to meet this challenge. As well as providing homes, associations
often deliver a range of services to residents, from help with childcare to skills training. A significant number
have contributed to the promotion of better access to financial services for some of the most financially
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excluded including supporting local credit unions and Moneylines—a number of these are highlighted in
the recent report for the Housing Corporation by the University of Salford Community Access to Money
referred to in paragraph 10.

7. Over recent years, we have supported a range of initiatives and publications on financial inclusion for
housing organisations, including presenting the business cases for active involvement, their potential roles
in working with other organisation in signposting residents to sources of advice and financial literacy,
supporting such bodies as credit unions and Community Development Finance Initiatives, and developing
aVordable repair and improvement loans for owner-occupiers. A further initiative that we supported was
carried out by the Places for People Group of housing associations and other organisations that developed
a strategic approach to meet the needs of their diVerent communities across many parts of the country,
primarily by utilising the facilities and services already available.

Our Current Initiative

8. The Housing Corporation recently launched a six month communications initiative under the
umbrella title “Money Access Programme”. This initiative focuses on the promoting and developing the role
that social housing providers are playing—and can play in the future—in tackling financial exclusion.

Our Aims

9. We have set our aims as:

— To highlight the problem of financial exclusion for individuals, communities and society;

— To demonstrate the opportunities that housing organisations can have in creating new, innovative
and eVective ways of delivering financial inclusion;

— To publicise the work that housing associations have already undertaken in this key area of
neighbourhood sustainability to external audiences such as Central Government, people who
influence thinking and policy, consumers, and to the sector itself;

— To encourage the development of further initiatives to promote financial inclusion;

— To disseminate good practice;

— To stress the business case of financial inclusion work;

— To promote the availability of additional funding for housing organisation initiatives, whether
from the Treasury’s Financial Inclusion Task Force or from the banking and finance sectors.

What We Have Done So Far

10. In order to achieve these aims:

— We commissioned original consumer research through household survey questions, getting the key
information that 70% of the general public believe that banking services are now more important
than in the past; that 22% know someone who has been financially excluded; and that one in twelve
people have themselves been financially excluded at some time;

— In November 2005, we published a booklet of case studies of good practice brought together by
University of Salford “Community Access to Money: housing associations leading on financial
inclusion” by Bob Paterson, Karl Dayson and Bill Randall, a copy is included with this submission;

— We have sent a copy of this case studies booklet with a promotional letter to the largest 500 housing
associations to remind them of the opportunities for their residents to access financial services.

— In November 2005 we launched the “Money Access Programme” with press releases and we were
able to get significant national and local media coverage. This was followed by a further press
release in late December 2005 which got further coverage.

Forthcoming Activity

11. To continue to promote housing organisations’ involvement:

— We have commissioned the Chartered Institute of Housing to update their 2003 publication
“Breaking Free: financial awareness and the role of social landlords”; the aim is to have it published
early in 2006. It will contain some further survey information on the level of involvement in
financial inclusion initiatives by responding associations, including that some are involved in four
or more initiatives, and that some have been active on the issue for nearly ten years;
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— We have commissioned Community Finance Solutions of the University of Salford to develop a
financial inclusion toolkit aimed initially at housing organisations, but also to be adaptable for
other organisations. The toolkit will both enable the management in organisations to decide what
their roles should be in the area, and also to enable front line staV to implement initiatives
eVectively. We are aiming to have the toolkit available by May 2006;

— We will be leading a workshop at the Local Government Association’s Delivering Sustainable
Communities conference in February 2006.

— We will be commissioning a series of events aimed at housing organisations to continue to promote
their roles and to develop further initiatives.

Medium Term Aim

12. Our intention is that significantly more housing associations contribute to financial inclusion
initiatives and that they establish them as a key component of their work with and for communities. The
promotion of financial inclusion is a significant aspect of the National Housing Federation’s ‘In Business
for Neighbourhoods’ agenda which focuses on housing associations’ contributions to communities and
neighbourhoods. We will work with the National Housing Federation to ensure that the aims of our Money
Access Programme are taken forward as part of their agenda.

13. Conclusion

We trust that this information will complement other submissions to demonstrate the solutions that
housing organisations, in partnerships with other bodies, can bring to promoting financial inclusion thereby
empowering people to have more control of their individual lives and be more involved in their communities.

January 2006

Memorandum submitted by HSBC

Access to Banking Services

HSBC recognises that access to banking services forms an important part of social inclusion in a wider
sense. For many the Basic Bank Account is the first step in accessing mainstream financial services. HSBC
Basic Bank Account customers:

— enjoy free banking and can access their money at HSBC branches, through the LINK network of
over 56,000 ATMs and at Post OYce counters;

— are able to withdraw cash of up to £200 per day;

— benefit from a free £10 buVer zone to cope with small inadvertent overdrafts—no interest or
charges apply; and

— are not charged for returned direct debits or standing orders.

We have been working with the Government and the Financial Inclusion Task Force towards the shared
goal of halving the number of adults in households without a bank account, and of demonstrating significant
progress by 2007. Our progress has been good. We currently have over 325,000 Basic Bank Accounts and
the latest figures show that our market share of net openings for basic bank accounts during 2005 stands at
over 19.5%—above our market “footprint” of 15%. Indications are that the industry as a whole is on track
to meet the shared goal. Nevertheless we are mindful that, as the number of people without a bank account
is reduced, the task of reaching the remainder becomes more challenging.

Indeed, there appears to be a significant number of people who are not interested in having a bank
account. Research commissioned by the National Consumer Council177 showed that 64% of the unbanked
“had no diYculties operating without an account”, 50% felt “they do not really need an account” and “a
similar proportion of basic bank account holders prefer to withdraw all their income and manage it as cash.”
This clearly poses challenges for both the industry and Government in meeting the shared goal.

In addition, over 4.7 million Post OYce Card Accounts (POCAs) are currently not included in the figures
for basic banking products. HSBC is providing £30 million over five years to fund POCAs, which satisfy
the needs of many consumers. Where this is the case it is diYcult to move them to a Basic Bank Account
product. As a result there is in our view a strong case for adding functionality to POCAs so that they mirror
the Basic Bank Account.

Surveys have been undertaken into the operation and use of Basic Bank Accounts to explore current
practices and customer perceptions of the product:

177 “Basic Banking” factsheet, published by National Consumer Council, based on research commissioned by NCC from Policis
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— The Banking Code Standards Board (BCSB) has regularly undertaken mystery shopping to
establish whether banks are fulfilling their responsibilities under the Banking Code. While survey
results for individual banks are not disclosed, HSBC is satisfied with its performance.

— Research by Millward Brown178 for the British Bankers’ Association looked at customers’ views
of Basic Bank Accounts and the account opening process. It found:

— 59% of customers were unbanked prior to opening a Basic Bank Account, demonstrating the
progress that the industry has made toward reducing the numbers of unbanked;

— advice from bank staV is by far the largest driver of awareness of Basic Bank Account
products, followed by recommendation from others and then leaflets in branches;

— 91% are satisfied with how their account has been handled;

— 92% agreed that it was simple and straightforward to open their account;

— 92% of customers agree that it is good that the accounts do not allow the them to get into debt;

— 91% believe the account meets most of their needs, reflected in the fact that only 1% were
considering closing their account.

In order to ensure that our staV are more easily able to properly identify and deal with customers for
whom a Basic Bank Account is the most suitable product we developed and implemented a modular training
programme across our network. The launch of the training was accompanied by visible, high profile support
from our Chief Executive. HSBC staV are also incentivised to provide Basic Bank Accounts in the same way
as for other current accounts and, to help customers for whom English is not their first language, we are
currently developing a multi-lingual guide to the account opening process.

For many people one of the greatest potential barriers to opening an account is providing the required
identification and address verification (ID & VA). HSBC’s ID & VA requirements are based on the industry
recommendations in the money laundering guidance notes. We require one form of identification and one
form of address verification. Acceptable identification documents include:

— Current Passport

— Current National Identity Card

— IND Application Registration Card

— Recent Benefits Agency Letter confirming a right to benefits

Acceptable address verification documents include:

— Council Tax bill (valid for the current year)

— Utility bill (dated within the last 4 months)

— Telephone bill (dated within the last 4 months)

— Tenancy Agreement (from a council or reputable letting agency)

— Letter from a reputable employer confirming recently arrived Foreign nationals address

— Letter from a reputable university, college, language school confirming recently arrived Foreign
nationals identity

We expect the Joint Money Laundering Steering Group to introduce further changes to ID & VA
requirements to make opening an account easier, particularly by recognising that the standard level of
identification for individuals is capable of being met, at least in face to face situations, by a single document.

Access to Affordable Credit

The Government has stated that it wishes to see greater access to what it describes as “aVordable credit”.
All of our personal lending products are available to both new and existing customers, subject only to
eligibility criteria and credit risk assessment being met. When customers or prospective customers apply for
credit we use predictive scorecards to assess their eligibility. This is a system-driven mechanism which uses a
number of criteria in reaching a decision, based upon an assessment of the behaviour of any existing account
relationship, a search of the credit register and an evaluation of the information provided within the
customer’s application form. Its sole objective is to ensure that defaults and bad debts are minimised as far
as possible in the interests of both HSBC and our customers.

In terms of the supply of small sum credit the Competition Commission is currently engaged in an inquiry
into the home credit market and will establish remedies to improve competition in that sector should it be
required. For HSBC, provision of the short-term, very low value micro-credit typically required by these
customers is simply not deliverable in a cost-eVective manner. To cover our operating costs alone would
require charging a disproportionately high APR relative to our other lending products and this is not a
position we would wish to adopt.

178 Millward Brown, November 2005.
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The Government has identified Credit Unions and Community Development Finance Initiatives (CDFIs)
as playing a key role in providing small sum credit to those on low incomes. We support the proposal to
extend the Community Investment Tax Relief scheme to investments in CDFIs’ personal lending activities.
The Government has also taken other measures with the objective of improving access to credit, including:

— abolishing the “double debt” rule for Social Fund Budgeting Loans;

— consideration of direct deduction from benefits when normal repayment arrangements have
broken down;

— doubling the capital limits for Budgeting Loans, Crisis Loans and Community Care Grants;

— doubling the monthly interest rate that Credit Unions will be able to charge;

— establishing a £36 million “growth fund” to support third sector lenders providing aVordable
credit.

Whilst the expansion of the Credit Union movement, the development of personal sector CDFIs and
proposed reforms to the Social Fund will take some time, they have the potential to make a significant
impact in the market for small sum credit.

Financial Education and Access to Financial Advice

HSBC believes that education is a key driver towards achieving a fully inclusive society. HSBC Group
policy is to focus our eVorts on the education of disadvantaged young people, together with environmental
projects. A society which is well informed, confident and empowered is clearly advantageous to all. In terms
of financial education we would support a decision to make it a compulsory component of the national
curriculum. As a company we are actively engaged with the work of the FSA on developing a national
financial capability strategy, both through our membership of the British Bankers’ Association and HSBC’s
involvement in the FSA Generic Advice Working Group. In addition we provide £530,000 per annum to
support the work of the Money Advice Trust in improving the quality and availability of money advice
within the UK.

HSBC has a tradition of supporting the communities in which we operate, both through the involvement
of our employees and through philanthropic donations. In 2005 these commitments amounted to nearly £6.5
million in the UK. We are involved in a wide range of projects and initiatives to help raise the academic
achievement of young people and improve their vocational skills through formal and informal learning,
including:

The HSBC Education Trust

The HSBC Education Trust was established in January 2001 to open doors of opportunity for children
by helping to raise educational standards. The Trust gives priority to:

— primary and secondary education;

— financial education;

— disadvantaged children;

— projects to promote international understanding among young people;

— teaching of languages.

Examples of supported projects include a programme launched in May 2005 to improve financial literacy
with an emphasis on young people and women entrepreneurs, and supporting the development of a set of
online course materials in GSCE mathematics which aims, in a creative way, to generate an understanding
of how maths can be put into practice.

Young Enterprise

For over 40 years Young Enterprise has been giving young people the chance to run their own business
while still at school. More than 167,000 students take up the challenge each year. They are helped by around
700 HSBC Bank staV, who act as advisers to the companies. Students allocate directorships, market a
product or service, raise share capital and present a report and accounts. Regional competitions culminate
in annual national HSBC Young Enterprise Innovation awards. HSBC has supported the programme for
23 years. Our Chief Executive Michael Geoghegan is Chairman of the organisation.
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pfeg

Personal Finance Education Group (pfeg) works strategically with the government, education and
finance sector, with the aim of ensuring that young people can leave school with the skills and knowledge
they need in financial matters so that they can participate fully in society. HSBC has supported pfeg in the
delivery of Excellence and Access, working with some 400 schools over a four-year period to provide
teachers with the skills, confidence and resources to teach personal finance in the classroom. HSBC also sits
on pfeg’s advisory Forum.

January 2006

Supplementary memorandum by HSBC

Basic Bank Accounts

Provision of data to the Committee

I am happy to provide the Committee with the information requested. The quarterly figures for HSBC
held by the British Bankers’ Association as part of their industry aggregate figures appear below for your
convenience. All of our Basic Bank Accounts are accessible through the Post OYce. Our average share of
net openings since 2003 is 15.5%, and for 2005 where figures are available 19.8%, compared to our market
footprint in current accounts generally of 15%

HSBC Basic Bank Account—net new openings

June-03 Sep-03 Dec-03 Mar-04 Jun-04 Sep-04 Dec-04 Mar-05 Jun-05 Sep-05

13,000 18,000 20,000 20,000 21,000 30,000 26,000 33,000 32,000 24,000

HSBC Basic Bank Account—number at reporting date

June-03 Sep-03 Dec-03 Mar-04 Jun-04 Sep-04 Dec-04 Mar-05 Jun-05 Sep-05

96,000 114,000 134,000 154,000 175,000 205,000 231,000 264,000 296,000 320,000

Access to Cash Withdrawals at Post Office Counters

Views on allowing Post OYce to join LINK, remaining banks signing bilateral agreements to allow access, or
setting up a free-standing scheme operating alongside the LINK card scheme.

All HSBC Basic Bank Account holders can withdraw cash with no charge at Post OYce counters and
have unrestricted access to over 56,000 ATMs. We continue to discuss with the Post OYce the possibility
of extending the cash withdrawal service for Basic Bank Account holders to all of our customers. At this
stage the Post OYce has not oVered a price that is acceptable to us.

LINK is a scheme based on ATMs, whereas the Post OYce is seeking to provide manned counter
withdrawals. This does not fall within the LINK scheme and we do not support the admission of the Post
OYce to the scheme in order to provide counter withdrawals. We would be supportive of the development
of a separate scheme for counter withdrawals, which we understand LINK would be willing to develop.
However, we do not believe that banks should be forced to join such a scheme. If the proposition is attractive
and aVordable, then banks may join in order to enhance their produce oVering if there is a business case to
do so.

With regard to bilateral agreements generally, we believe that this is a competitive issue which should be
left to market forces. If the withdrawing of funds at the Post OYce is an important service for a customer
then they will choose to bank where this service is oVered. We believe that our mix of delivery channels—
HSBC branches, 24-hr telephone banking, internet banking, ATMs—provide excellent access to cash and
information for all of our customers.
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Other Issues

While writing I thought I should outline two other initiatives recently undertaken by HSBC in relation
to credit cards that may be of interest to the Committee.

— A “budget calculator” has been included within our credit cards web-site. This helps consumers
to compare income with outgoings and complements our “Borrowing money” brochure, which was
launched in May last year and is freely available to all.

— A “repayment calculator” has been developed for our credit cards web-site and is due to be
launched in the first quarter of 2006. It is designed to provide an estimate of the length of time it
would take to repay a balance with a given range of repayments (eg minimum, £50 or £100). This
will help with consumer understanding of the cost of borrowing on our cards. We have also
implemented these illustrative scenarios in our marketing material.

I hope that this letter is helpful to the Committee in understanding how the issues raised have progressed
and HSBC’s role in the changes taking place.

January 2006

Memorandum submitted by ippr

Asset-Accumulation and Financial Inclusion

Summary

i. Assets and saving have an important role to play in widening financial inclusion, and financial inclusion
can in turn encourage saving and asset-accumulation. If people hold assets they are less likely to face a
situation where they need aVordable credit but have no access to it. Accumulating an asset itself imparts
knowledge about basic financial concepts. Government policies that encourage saving and asset
accumulation therefore need to play an important part in any eVort to combat financial exclusion. We
suggest three priorities for the Treasury Select Committee in tackling financial exclusion.

1. Rolling out a saving policy for those on low incomes

ii. The Saving Gateway needs to expand beyond a pilot in order to have a national impact. The exact
shape can be decided in the light of the evaluation of the current pilot, but there is a strong need for some
form of asset-building policy for those on low incomes. Asset accumulation can play an important role in
financial inclusion, and the Saving Gateway is an innovative and eVective way of helping people onto the
savings ladder.

2. Focusing policies where the need is greatest

iii. Political and other pressures risk diluting the progressive stance of financial inclusion and asset
policies. First, the Saving Gateway has seen its income eligibility greatly expanded, which could shift the
focus from of its core aim. Second, top-ups to the Child Trust Fund need to be targeted where they would
have the greatest impact. Refocusing top-ups at later ages, to give a bigger share to children from poorer
families, could make a significant diVerent to outcomes at 18 without extra cost to the government (see our
submission Maxwell and Sodha 2005).

3. Significant reform of the Social Fund

iv. The Social Fund, the government’s “lender of last resort”, is in urgent need of reform. It has
inadequate resources, leading it to turn down families in desperate circumstances. This is not simply a
concern for the Department for Work and Pensions: as well as causing immediate deprivation, the
inadequacy of the Social Fund has knock-on consequences for unsustainable debt and financial exclusion.

v. Eligibility for Social Fund loans is tied to the duration of benefit claims rather than being based on
income level. Only those who have been in receipt of Income Support, income-based Job Seeker’s Allowance
or Pension Credit for at least 26 weeks are eligible for Budgeting Loans. As a consequence, some in genuine
need of a loan have their applications automatically rejected.

vi. Reform of the Social Fund should move it beyond providing a short-term palliative, to playing a more
active role in reducing future need for aVordable credit amongst those it lends to. For example, social fund
loans could be linked to financial education.
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1. Introduction

1.1 In its 2004 Pre-Budget Report, the government announced its “ABC” priorities for tackling financial
inclusion: advice, banking and credit. These are all important in reducing financial exclusion. But the ‘ABC’
should not be focused on to the exclusion of other policies that might contribute to financial inclusion. These
include policies aimed at increasing saving and asset-accumulation amongst the financially excluded, and
the Committee is right to consider both together as part of this inquiry.

1.2 This submission highlights three priorities for the Committee’s inquiry:

1. Rolling out a savings policy, such as the Saving Gateway, for those on low incomes.

2. Focusing policies where the need is greatest.

3. Significant reform of the Social Fund.

2. About ippr

2.1 The Centre for Asset-Based Welfare at the Institute for Public Policy Research (ippr) is the foremost
UK research centre for the study of how savings and assets aVect welfare. Evidence suggests that holding
assets may improve life chances and provide a springboard out of poverty. The Centre’s aim is to undertake
and commission research into why and how this happens, and develop policies to bring the benefits of asset
ownership to all.

Recent publications

2.2 Relevant recent publications include:

The Citizen’s Stake (2006)

Can and should asset-based policies such as universal capital grants the basis for a more egalitarian form
of market economy? This book explores how universal asset policies could be developed and funded.

Top Tips for Top-Ups: Next Steps for the Child Trust Fund (2005)

Low-income parents will be able to contribute less to the Child Trust Funds of their children than those
on higher incomes. But it is precisely these children, who have less of a family asset base to draw upon on
reaching adulthood, who most need assets. Government top-ups to the Child Trust Fund need to be
increasingly progressive as children grow older to reflect this.

Child Trust Funds and Local Authorities: Challenges and Opportunities (2004)

This paper considers how local authorities might consider using Child Trust Funds to protect looked-
after children, promote active citizenship or combat financial exclusion. It recommends that local
authorities should £50 each year to the CTFs of children in their care.

Beyond Bank Accounts: Full Financial Inclusion (2003)

Many people’s opportunities are limited and their poverty deepened through their experience of financial
exclusion. This book suggests a second generation of financial inclusion policies.

Ownership For All (2000)

This report was the first to recommend asset accounts for children and a matched savings scheme for those
on low incomes, both of which were subsequently adopted by government.

Forthcoming research

2.3 Assets and Life Chances

It is argued that holding an asset improves life chances, allowing people to take productive risk. How
strong is this eVect, and how does it operate? We are working with the Centre for the Analysis of Social
Exclusion at the London School of Economics to track the eVects of asset ownership on life chances, with
new qualitative and quantitative research.
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Building the Assets Ladder

This project will link arguments in favour of asset-based welfare to previously unconnected frameworks
in behavioural economics and social policy, exploring the nature of poverty and how decisions are made.
It will consider the next steps for the Saving Gateway and Child Trust Fund

Risk and Resilience

Poverty brings an increased risk of income drops and unexpected expenses. The concentration of risk can
in turn deepen the persistence and severity of poverty. How does the state contribute to risk and how can
the negative impact of risk be reduced? We will look at labour market policies, benefit transitions and coping
mechanisms.

3. Maintaining the focus of assets and saving policies

3.1 By focusing saving policies on those on lower incomes and the financially excluded, these policies will
have the maximum impact on reducing financial exclusion. Financial inclusion can encourage saving and
asset-accumulation. But the relationship also works the other way. Savings have an important role to play
in widening financial inclusion. First, they provide a financial buVer and therefore reduce the need for
expensive credit. If people have savings they are less likely to face a situation in which they need aVordable
credit but have no access to it. Second, the process of accumulating savings itself draws people into banking
services and increases their familiarity with financial concepts.

The Saving Gateway

3.2 There still is not a nationwide savings policy that works for those on lower incomes. Currently,
government savings incentives in the UK mostly take the form of tax relief, through saving into ISAs and
pensions. As a result incentives disproportionately go to those on higher incomes, who pay more tax. Basic
rate tax payers who do not pay Capital Gains Tax do not benefit from the tax relief delivered through ISAs.

3.3 The Saving Gateway pilots are exploring how savings could be matched to encourage a savings habit.
It is now on its second pilot, but some of the changes between the first and second pilots suggest that without
close scrutiny it could lose its focus on those on low incomes. Eligibility for the first pilot was defined as the
receipt of key benefits (such as Income Support or Incapacity Benefit), or working at least 16 hours per week
and having a household income under £11,000, or £15,000 if the participant had children or a disability. In
the second pilot, this was extended upwards to an individual income under £25,000, or household income
under £50,000. The arguments in favour of a matched savings account are far weaker higher up the income
distribution.

3.4 Yet the evidence from the first pilot is that matched savings schemes targeted at those on low incomes
can be eVective (Kempson et al 2005). It found that matched incentives did encourage new saving by those
on low incomes. Deposits were made in 71% of months, with an average monthly deposit of £16. These
deposits mostly represented new saving: 94% of participants said they saved from their regular incomes, with
only 5% transferring money from other savings and 3% borrowing from other sources. The evaluation of
the second pilot will add to this evidence base. Significantly, it will allow us to draw conclusions about the
eVects of diVerent match rates on savings.

3.5 The Saving Gateway matched incentives need to be focused on those on the lowest incomes, who need
the incentives to save, and who do not qualify for the current tax-based incentives to save into ISAs and
pensions. .A potential national roll-out of the Saving Gateway raises the following questions:

1. What level of matching is required in order to eYciently encourage those on lower-incomes to save?
Evidence from the second pilot will allow us to compare the eVects of diVerent match rates on
saving.

2. What should the income threshold be? The scheme should be focused on those who need incentives
to save.

3. Should there be two or more rates of matching dependent on income level? There could, for example,
be a more generous match rate for those on the lowest incomes, and a less generous rate for those
who are better oV.

4. How should a national matched-saving scheme link into ISAs and the rest of the current UK saving
environment?



3379423063 Page Type [O] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Treasury Committee: Evidence Ev 359

The Child Trust Fund

3.6 Child Trust Funds could do much to combat financial and asset exclusion. But, like for the Saving
Gateway, further top-ups must be focused where they are needed most if they are to make the maximum
possible impact.

3.7 Recommending that later CTF deposits become more progressive would be an important and timely
contribution from the Committee: in a consultation launched at the Pre-Budget Report 2004, the
government suggested topping up the CTFs of children aged seven with £500 for the poorest 40%, and £250
for the rest. A consultation launched at the Budget 2005 asked for views on the size and progressivity of top-
ups during secondary school.

3.8 As children get older, the arguments for focusing top-ups on children in poor families get stronger.
An older child in poverty is more likely still to be in poverty at 18 than is a younger child. And, as children
get older, the purpose of top-ups shifts from encouraging parents to open an account and save money (which
could be done with flat-rate deposits), to providing an asset for early adulthood (which demands
progressivity).

3.9 More progressive payments are also required to combat the extremes of wealth inequality. Some
children will have access to considerably larger CTFs than others, as their parents will be able to save more.
At the limit, an account with the maximum £1,200 annual saving could have a value 14 times greater than
one that only receives the larger government top-ups: if only £250 is given in payments at each age, but the
parents save the maximum £1,200 per year, the account would be worth £31,570 at 18. Government deposits
of £500 at birth, seven and 12 would be worth £2,270. This assumes annual real growth of 3.5%.

3.10 The government’s planned top-ups to CTFs could be rebalanced to have a greater impact at the same
cost, and still ensure that all children receive some payment. Top Tips for Top-Ups (Maxwell and Sodha
2005) recommended that top-ups should be rebalanced as children get older in the following cost-neutral
way:

ippr recommendations for top-ups to Child Trust Funds

For children aged 7:

— Poorest 20%: £650 top-up

— Next 20%: £500 top-up

— Top 60%: £200 top-up

For children aged 11:

— Poorest 20%: £800 top-up

— Next 20%: £500 top-up

— Top 60%: £150 top-up

Source: Maxwell and Sodha (2005)

These would cost the same as giving £500 to children in the poorest 40% of families, and £250 to the rest.

The poorest 20% are in families with gross household income less than £17,600. The next 20% are in
families with gross household income between £17,600 and £26,800 per year. The rest have gross household
income above £26,800 per year. These figures have been provided by the Department of Work and Pensions,
based on the Family Resources Survey 2003–4. They have been uprated by 8.16% to take account of earnings
growth between 2003–4 and 2005–6, and include tax credits and other benefits.

3.11 In addition, local authorities should contribute £50 each year to the CTFs of children in their care
as part of their duty as corporate parents (Maxwell 2004). Such a policy would be low cost, but the potential
benefits it would deliver would be significant.

4. Social Fund reform

4.1 The Social Fund is in urgent need of major reform. One of the positive eVects of assets is to reduce
the need for aVordable credit. But there will always be those who have access to no assets at all, and who
need access to aVordable credit at certain points. For these, the Social Fund should play an important role
as a ‘lender of last resort’ through its Budgeting Loans. Currently the Social Fund is failing to fulfil this role.
Numerous studies have highlighted problems in the way that the Social Fund works (for example, Collard
and Kempson 2005; Regan and Paxton 2003; Barton 2002; Social Security Select Committee 2001).

4.2 Although the government has increased the amount of money available for grants and loans since
1997, the Social Fund still has inadequate resources to meet the need for aVordable credit. In 2003–04,
around a quarter of Budgeting Loan applications were turned down. Analysis has suggested that the extra
£90 million that will be injected into the Fund over the next three years would need to be doubled in order
to meet the needs of those in the lowest household income quintile with no full-time earnings (Collard and
Kempson 2005).
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4.3 Eligibility for the fund is linked to benefit eligibility rather than income level. Applicants must have
been in receipt of Income Support, income-based Jobseekers Allowance or Pension Credit for at least 26
weeks. Consequently, some of those on low incomes but who have not been in receipt of benefits for this
length of time have their applications automatically rejected.

4.4 An unreformed Social Fund also misses the chance to make a larger impact on financial exclusion.
When someone approaches the Social Fund, this is an instance in which the state comes into contact with
the financially excluded and the hard to reach, and each time turns them away empty-handed or with no
more than a short-term palliative. Reform could explore how this contact could be made more productive,
to make a longer-term diVerence to the capabilities and inclusion of users.

5. Conclusions

5.1 Policies that encourage saving and asset-accumulation have an important role to play in helping to
combat financial exclusion. We have highlighted three priorities for tackling financial inclusion:

1. Delivering a national policy that helps those on low incomes on to the savings ladder.

2. Focusing assets and saving policies on those on lower incomes. This means making sure that a
successor to the Saving Gateway programme is not hijacked for higher income groups, where the
rationale would be far less clear; and making more targeted top-ups for Child Trust Funds.

3. Improving access to aVordable credit through significant reform of the Social Fund.

6. Further information

6.1 Further information about our work is available in our publications, from our website
(www.ippr.org/assets).
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Memorandum submitted by ippr north

Summary

1. Introduction

Disparities in access to the mainstream financial system (financial exclusion) have become a concern for
both government and wider society in modern day Britain. However, rarely have the gendered consequences
of financial exclusion been considered and visibly incorporated within policy developments. This submission
highlights how women and their attendant household management roles and responsibilities, particularly
within low-income households, mean that women are not only more likely to be financially excluded but
has important implications for participative financial inclusion policy.
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i. Linking access to banking services to wider participation within the financial system.

Access to basic banking services, due to their wide-scale introduction through welfare support, is likely to
be feminised. This has particular implications for women’s situation at the lowest levels of financial inclusion
within the mainstream financial system and their potential vertical and horizontal movement, for example
access to other financial services that will benefit both women and those individuals whose welfare is
dependent of the women’s financial behaviour and access to financial products.

ii. Raising access to aVordable credit by women.

Women often take on debt commitments and these are often to meet immediate/short term needs, usually
related to their caring roles. Access to credit is a prerequisite for many households budgeting decisions,
aVordability based on repayment costs rather than interest rates, as choice of regulated aVordable credit
provider was rarely a feature of such decisions.

iii. Financial capability is more often possessed than resources.

Women, through long-standing and prevailing gender role expectations, possess considerable financial
knowledge and capabilities, which should be recognised. The “success” of their capabilities are hindered
often through a lack of financial resources/income rather that practical financial capability.

iv. Recognition of the gendered opportunities and incentives for saving.

Saving is important for future financial security. However, while this is recognised by many individuals
in low-income households or diYcult financial situations active saving is not feasible. In addition, savings
behaviour is often influenced by cultural expectations of what savings should provide, thus within
traditional communities the expectation for many women was that their savings would meet family and
household short-term needs rather than considering longer time horizons, which some felt was not relevant
to them and so placed emphasis on helping children. Thus, the rollout of savings gateway could help many
women and households in the short term but also longer time horizons may be considered in women’s
financial strategies. However, compulsion should be avoided in the savings gateway, as this could enhance
women’s poverty when many are faced with urgent spending priorities in the present.

1. Introduction to the submission: Promoting women’s financial inclusion

1.1 The female face of financial exclusion is illustrated by the following figures:

— Women are less likely than men to have a current bank account (79%, compared with 83%
(Graham and Warren, 2001).

— The gender diVerence is more pronounced when we consider women’s diversity. For example,
among Bangladeshis, women are twice as likely as men to access no financial products, 31%
compared with 14% (Graham and Warren, 2001).

— Financial exclusion is most likely in households headed by a person in a full time caring role.
Research has shown that only 22% of lone parents save regularly, in comparison to 47% of couples
with children (Barnes et al., 2004). Moreover, 55% of lone parents have no savings at all, compared
to only 20% of couple families (Middleton, 2002).

— In addition, women and men prioritise diVerently how and why they save and spend their money.
For example, it has been found that women are more likely to spend money on their children than
men (Rosenblatt and Rake, 2003).

1.2 About the submission

The submission is based on original research undertaken by Dr Jane Midgley during 2000–03, involving
an analysis of intra-household financial behaviour drawn from the British Household Panel Survey
(1990–2000) and interviews conducted with women possessing varied demographic and socio-economic
circumstances and backgrounds within the Northumberland Rural Coalfield (Midgley, 2004), and
subsequent research and analysis on the topic of financial inclusion.

This submission highlights four priorities for the Committee’s inquiry:

i. Linking access to banking services to wider participation within the financial system.

ii. Raising access to aVordable credit by women.

iii. Financial capability is more often possessed than resources.

iv. Recognition of the gendered opportunities and incentives for saving.
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2. Linking access to banking services to wider participation within the financial system

2.1 The introduction of basic bank accounts has been an important mechanism for bringing individuals
into the financial mainstream. However, the operation of basic bank accounts and wider participation
within the financial system needs further policy attention, particularly with regard to gender and within
household behaviour.

2.2 The use of basic bank accounts is likely to be feminised, even though no data is in the public domain,
it is likely that the majority of basic bank account owners will be female based on the numbers of women
in vulnerable financial positions, whether through reliance on welfare payments (such as the elderly or lone
parents) due to care responsibilities and current or historic formal labour market disengagement, the recent
recruitment of individuals to basic bank accounts following welfare payment modernisation, or requiring
banking products following relationship breakdown when access to financial services may have been secured
through joint product ownership which is no longer tenable (Midgley 2004).

2.3 Increased access to banking services for women provided by basic banking products is important and
should be recognised. However, the potentially gendered nature of basic banking product ownership and
the implications for women’s vertical and horizontal progression within the financial system should receive
greater policy attention.

2.3.i The possible long-term nature of basic bank account ownership and the limited likelihood of
‘migration’ to more inclusive banking holds important consequences for access to, and use of, other
mainstream financial products, as current account ownership is recognised as the gateway to inclusion
(OYce of Fair Trading, 1999). Many women who possess basic bank accounts and who due to caring
responsibilities may not be formally engaged in the labour market or may work part-time, in insecure
positions for the minimum wage subject to what benefit guidelines permit, may lack attributes required to
progress to more inclusive banking products.

2.3.ii The gendered nature of basic bank account ownership and the opportunity to progress to more fully
featured banking products or wider financial products is important given the traditional and highly
gendered responsibility for household budget management normally lies with women, particularly within
low-income households, whether single adult or couple households (Goode et al., 1998; Midgley 2004). As
such the ability to access other financial products, such as aVordable credit, even on a basic level, is
important for the welfare of other household members.

Recommendation:

That consideration to increase women’s access to a wider suite of financial products to assist their
participation and inclusion within the financial mainstream.

3. Raising access to affordable credit by women

3.1 The research revealed that regardless of household type most debt commitments were undertaken on
a sole basis, with higher proportions of women taking on debt commitments.

3.1.i Women in more vulnerable financial positions, including those within couple households, frequently
used more informal and costly forms of credit (such as, catalogues, door to door credit) to meet what were
often short-term needs. This continued traditional gender roles and patterns of women’s household
budgeting and short-term credit use, particularly in areas such as rural coalfields where incomes had been
historically variable.

3.1.ii The decision to use credit was made on the availability of credit, particularly the convenience of
door to door sources, and the cost to their budgeting cycle for the household. Knowledge of the “cost”
involved in using the more informal credit sources was highly evident, yet women did not have

Recommendation:

Consideration be given to enable aVordable and regulated credit to be oVered on a “basic” level by or
through mainstream financial institutions for small short-term loans.

4. Financial capability is more often possessed than resources

4.1 Many women in low-income households with responsibility for household budgeting exhibited great
capacity for budgeting, utilising a small and finite amount of money to provide the basic necessities for
themselves and others. Skills and practices are frequently picked up from observation, if not from direct
introduction, from mothers’ behaviour and expectation of female responsibility for household budgeting
within low-income households where traditional gender roles prevail.
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4.2 Due to the dependence placed on women’s budgeting skills women are often ready to recognise
financial diYculty and take actions to remedy this, for example approaching creditors to develop a debt
repayment schedule rather than risk losing that credit source. Thus, knowledge of providers and availability
of financial advice, whether debt management or greater familiarity with mainstream services providers is
of continuing importance.

4.3 In many cases it is not limited financial capacity or budgeting skills that aVects women’s financial
inclusion but rather the limited financial resources that they possess in order for “successful” budgeting, the
level of state support being a diVerent but still related matter. As a consequence policy developments aimed
at engaging with individuals responsible for meeting their household’s needs should recognise the capacities
of those financially marginalized rather than assuming limited financial inclusion equates to limited financial
capacity.

Recommendation:

That the government, FSA and other institutions recognise the in many instances it is the limited resources
of women that aVect their financial marginalisation and in turn their capacity to participate more inclusively
within the financial system, rather than lack of financial capability.

5. Recognition of the gendered opportunities and incentives for saving

5.1 The research revealed that most individuals, regardless of level of financial inclusion, did not actively
save, even though savings accounts may have been possessed.

5.2 Individuals who were in diYcult or vulnerable financial situations did not save.

5.3 Limited incentives for saving were found based on the current structure of means tested welfare
support.

5.4 A gendered variation in savings behaviour was observed which holds potential implications for
individual’s financial strategies.

5.4.i Many women did not actively save from their current income. Moreover, those women that
possessed saving accounts (regardless of whether they were actively saving or not, or their household type)
did not save with a long-term strategy or time horizon in mind, instead they were more concerned with
saving for shorter-term needs, often family or household related. This holds important consequences for a
general inequality between women and men with regard to long-term financial security based on their saving
motivations but also the reproduction of perceived financial responsibilities, which limits women’s role to
spending on children/immediate household needs (as mentioned above).

5.4.ii The short-term saving focus was often more extreme in the instances of women who were lone-
parents and possessing low-incomes. Despite aspirations for themselves, they also stated that their futures
were limited and so focused their financial strategies to benefit their children.

5.4.iii The foregoing suggests the potential that a national rollout of the savings gateway may have for
both enabling longer term financial strategies to be contemplated and encouraged, however appropriate
levels will have to be set to encourage active savings behaviour so returns can be anticipated.

5.5 However, we urge government to refrain from having compulsion on low-income earners to save for
the future, when they have urgent spending priorities in the present.

Recommendation:

That the government recognise a desire to save but that in many instances women, and particularly those
on low-incomes, face competing pressures for the use of limited resources, often based on short-term welfare
decisions of the household.

6. Conclusion:

The importance of recognising and emphasising women’s financial inclusion has been highlighted.
Greater attention should be paid to encouraging greater participation of women in the financial mainstream:
horizontally through greater access to aVordable credit and other products and vertically through
encouraging individual transitions to more inclusive current accounts and encouraging financial institutions
to assist in making these transitions possible. This has important implications for the wider welfare of those
who are dependent on women’s financial responsibilities and actions.
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Memorandum submitted by Leonard Cheshire

Introduction and Summary

Leonard Cheshire (www.leonard-cheshire.org) is the UK’s leading voluntary sector provider of support
services for disabled people. The charity exists to change attitudes to disability and to serve disabled people
around the world. It has been supporting disabled people for almost 60 years and is active in 55 countries.
The charity supports almost 20,000 disabled people in the UK.

The organisation operates globally in three core areas: pioneering new services and projects that reflect
the lifestages and lifestyles of disabled people; campaigning to change attitudes in society and for the rights
of disabled people; and providing UK operations and activities oVering a wide spectrum of services.

Leonard Cheshire welcomes the opportunity to present evidence to the Committee having recently
published a report, In the balance, examining disabled people’s experiences of debt. The report comprised
in-depth interviews with disabled people experiencing over-indebtedness along with a larger scale survey.
Over 50% of interviewees had an annual household income of under £10,000 and many owed significant
sums of money: the average household debt for each participant was £8,750 (excluding mortgage arrears)
and 37% owed over £10,000. Many participants reported feeling financially vulnerable and said that they
lacked suYcient knowledge about financial services.

Leonard Cheshire believes that ensuring disabled people’s financial inclusion requires a multi-pronged
approach to; tackle disabled people’s poverty, both in work and out; to ensure that disabled people are able
to access financial services on the same basis as non-disabled people; and to build financial capability
through a programme of education.

1. Access to banking services

1.1 Leonard Cheshire works with many thousands of people with physical impairments for whom
financial inclusion is as much a matter of physical accessibility as it is having the confidence and knowledge
to make best use of financial services and products. Despite the introduction of Part III of the Disability
Discrimination Act (DDA) 1995, covering physical access to goods and services, disabled people with
mobility impairments often experience problems with physical access to financial service providers. Given
that disabled people are less likely to have access to the Internet, physical access to financial services is
particularly important and lack of such access can present a real barrier to disabled people’s inclusion. For
example, a Leonard Cheshire service user who is a wheelchair user wanted to open a basic bank account.
She visited her local bank but found it to be inaccessible. Bank staV came out of the branch to deal with her
inquiry and suggested that as the premises were inaccessible they could conduct her banking on the
pavement. Understandably she felt this to be an unacceptable solution and felt vulnerable at the suggestion
that she conduct her banking in the view of passers by. This is just one example of how physical
inaccessibility can instantly prohibit choice, engagement and ultimately wider financial inclusion.

1.2 In 2004 a formal investigation by the Disability Rights Commission found that eight out of ten
websites failed to meet minimum standards for disabled web access179. Disabled people with a range of
impairments were set a number of tasks to complete on the Internet including opening a bank account,
booking a holiday and buying theatre tickets. Blind users were unable to complete 47% of tasks and 24%
of all tasks were unable to be completed as a result of inaccessibility.

179 Disability Rights Commission, The Web: Access and Inclusion for Disabled People, TSO 2004.
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1.3 Leonard Cheshire’s In the balance report found that many creditors were not suYciently aware of
the scope of their duty under the DDA to make a reasonable adjustment to the delivery of policies, practices
and procedures in order that a service is accessible to a disabled person. For example, one participant
reported that even when she explained her requirements to her creditor, the company was unwilling to make
a reasonable adjustment to accommodate her needs:

“I have a problem where my jaw dislocates and I can’t speak—yet although I’ve explained this to
my credit card company they won’t give me a fax number which would allow me to get in touch
with them when I’m experiencing this and can’t talk.”

1.4 Leonard Cheshire believes that all creditor trade associations should adopt guidance on dealing with
disabled customers in financial diYculties. It should be modelled on guidance to the Banking Code and
should contain the following directives to ensure that individuals are treated fairly and sympathetically:
Lenders should:

— Provide training for all collections staV on disability awareness.

— Ensure that those disabled people whose debt problems are likely to be long-term are identified at
an early stage in the collection process and are dealt with by specialised units who can provide an
individual service.

— Be willing to write oV debts in the very small number of cases where a customer’s change in
circumstances as a result of the onset of disability or health problems means that his/her financial
circumstances are unlikely to improve even in the long-term.

2. Access to affordable credit

2.1 Leonard Cheshire’s research into disabled people’s experiences of debt found little evidence of people
living on low incomes who were able only to access sub-prime sources of credit. Despite the fact that 53%
of participants had annual household incomes of under £10,000 no participant reported a specific problem
with accessing mainstream credit.

2.2 Many disabled people in Leonard Cheshire’s research were forced to use credit in order to survive
week-to-week. Nine out of ten reported running out of money on a regular basis and many of this group
were using credit to pay for essential items such as food and fuel. 38% of participants reported that they were
dealing with their debts by taking on further borrowing.

2.3 There remains an urgent need to address reform of the Social Fund. Awareness of the Fund remains
low and Leonard Cheshire’s research has found that even when disabled people are aware of the Fund’s
existence, many find it inflexible and chose instead another source from which to borrow. Our In the balance
report found that whilst the majority of participants met the Fund’s eligibility criteria, only 9% were
currently repaying a Social Fund loan. The experience below was echoed by a number of participants:

“The carpet on my bedroom floor was worn out, and then my wardrobe fell apart. I applied to the
Social Fund for a grant, but they weren’t much help—they’d only lend me about half what I needed
and it wouldn’t have been enough.”

2.4 Others, either because they were unaware of its existence or because it didn’t meet their requirements,
didn’t consider borrowing from the Fund:

“I can just about live week to week [on benefits] but I can’t ever find the money to replace big
things. That’s why I took the credit card—to replace my cooker.”

In contrast to the low take-up of Social Fund loans 48% of participants had debts to catalogue companies,
which, many individuals felt oVered a greater degree of flexibility with their small, weekly repayments over
a long period of time.

2.5 Leonard Cheshire believes that for the Social Fund to be more useful to disabled people the eligibility
criteria need to be extended beyond those in receipt of Income Support. Specifically, eligibility should be
extended to those receiving maximum Child Tax Credit or Working Tax Credit as well as to individual’s
whose sole income is Incapacity Benefit or contribution-based Job Seeker’s Allowance. The Fund also needs
to be better publicised in order that those eligible are aware of its existence.

3. Financial Education and access to financial advice

3.1 Leonard Cheshire’s In the Balance report asked a series of questions relating to the provision of
financial advice for those experiencing problem debt. On the whole it found that many people had sought
advice, usually from an independent advice bureau, and had also often spoken to their bank about their
debt.

3.2 A number of respondents did feel, however, that they were not properly prepared to deal with more
complex financial situations and suggested that a lack of financial capability had been a primary factor in
leading to their debt problems. For example, one participant, a wheelchair user who has chronic rheumatism
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and has never been in paid employment, felt strongly that she did not properly understand the terms and
conditions when she signed up for two credit cards and, in particular, she was confused about the rate of
interest levied:

“I have to take my responsibility but I don’t really understand the small print. I was paying the
minimum payment every month and all the time the interest was adding up and I wasn’t even
touching the debt.I had a couple of insurance policies and I ended up having to surrender them
before they were due because I felt I had a noose round my neck with the debt.”

3.3 Many respondents felt that financial service providers did not fully understand disability and the
implications that an individual’s impairment might have on their financial situation. This lack of confidence
meant that many were reticent to approach a financial institution with an issue relating to their impairment.
To tackle this reticence, Leonard Cheshire believes there is a need for a combined approach of developing
programmes to enhance the financial education available to disabled people, and a concurrent programme
to improve disability awareness within the industry.

3.4 Some work has already been undertaken in this area—the Finance and Leasing Association and
Citizens Advice have produced guidance for lenders about working with people with a mental health
condition. Such initiatives need to be expanded to include a broader range of financial institutions and to
cover work with disabled people in general. Disability Equality Training across the financial services
industry needs to be firmly embedded in all staV training programmes.

3.5 Leonard Cheshire is particularly concerned about those individuals who develop problem debt as a
result of acquiring an impairment, or an existing impairment worsening significantly. In these cases our
research found that financial institutions were often ill-equipped for the sudden changes in circumstances
and income that this could bring about. In such situations the ability of staV to both oVer correct advice
and to work through often complex issues surrounding an impairment is essential. The findings from the
report led us to conclude that given the complexities of the issues involved this might best be achieved by
having dedicated units within large financial institutions to deal with such situations. If financial advice is
to be accessible and financial education successful then this is a route that should be considered.

3.6 With regard to longer-term financial education Leonard Cheshire would recommend that
opportunities to link financial education and advice into the provision of social care are considered. Leonard
Cheshire’s Westminster day service, for example, has a relationship with the local Citizen’s Advice Bureau
whereby Bureau staV have a dedicated oYce at the service and visit regularly to provide advice to any service
user who requires it. Where possible Local Authorities should be encouraged to investigate the possibility
of independent financial advice services being made available, or indeed based, within social care services.
Such a system could help the provision of accessible advice for disabled people.

3.7 The accessibility of advice and financial education remains an issue. Leonard Cheshire’s research
uncovered a number of occasions in which advice was not made accessible to people whose impairment
prevented them from acquiring advice through the usual channels. This included physical access provisions
at advice centres and an unwillingness to change practices and procedures to make financial advice more
accessible. Whilst the provision of financial advice and financial education through a social care
environment might help to address some of these issues, the ultimate solution must be to ensure that financial
institutions and financial advice providers are aware of, and fully comply with, their obligations under the
Disability Discrimination Act.

4. Incentives and barriers to saving for people on below average incomes

4.1 The links between disability and poverty are well established. The latest Households Below Average
Income report, for example, suggests that one third of individuals living in poverty live in families with one
or more disabled adults. Leonard Cheshire’s In the Balance report has also helped to demonstrate the
further links that can exist between disability and acquiring problem debt. In addition the fact that disabled
people are seven times more likely than non-disabled people to be out of work and relying on benefits can
add further barriers to saving.

4.2 Understanding these barriers requires an understanding of the disincentives to save that can exist
both within the benefit system and the operation of social care charging. For many of those interviewed for
Leonard Cheshire’s research, benefit provision was not even suYcient to cover basic costs of living, and
certainly not enough to allow for saving. Many reported that they were cutting back on essentials such as
food, heating or equipment to help manage their impairment. In these circumstances it is clear that saving
becomes impossible, and existing assets can be quickly eroded.

4.3 This can be a particular issue for those that have recently acquired an impairment or have experienced
a severe worsening of an existing impairment. Costs of managing a disability can vary, and significant
increases at one point are seldom matched by a concomitant increase in benefit payments, this uncertainty
can act as a barrier to maintaining assets.
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4.4 A review of the level of benefit payments, in particular Disability Living Allowance, to determine how
adequately they cover the basic costs of managing an impairment is required. From this base it should then
be possible to also examine how the benefits system could be improved to allow those that rely on benefits
to also work towards savings and assets.

4.5 Another barrier to saving within the benefit system can come from poor decision making. A number
of respondents in Leonard Cheshire’s research commented that their debt problems had first developed
when an incorrect decision with regard to their benefit payments had radically lowered their income.
Although decisions were often overturned the financial instability that resulted could cause serious debt
problems and impose an immediate barrier on saving. Decision making across the benefits system needs to
be significantly improved if this situation is to be avoided.

4.6 A similar instability can arise if rules around working whilst receiving benefits are unclear, or
incorrectly interpreted. Appropriate safety nets are required within the system to ensure that those that
attempt to return to, or enter work are not penalised if they find the move unsuccessful. Similarly, attempts
to work towards a return to employment should not be inhibited by ensuring that permitted work rules are
flexible enough throughout the welfare system.

4.7 Charging policies for the provision of social care can also have a significant impact on the ability to
save. If a person enters residential care, for example, and a vast percentage of earnings or benefits are used
to pay for the provision of care then the ability to also develop savings can be severely inhibited. This must
be considered carefully in the development and application of charging policies.

5. The role of the Government, the Financial Services Authority and other bodies and
organisations in promoting financial inclusion

5.1 The DTI’s Financial Inclusion Fund has recently allocated £45 million to support a significant
increase in the capacity of free face-to-face debt advice. The Fund is targeting these resources at geographical
areas and social groups characterised by high financial exclusion. Although supportive of this overall
approach, Leonard Cheshire thinks it important that the fund also focuses on the concentration of financial
exclusion that can exist among certain groups within the population. The particular obstacles that
contribute to disabled people being consistently amongst the poorest in society, and consistently being
financially excluded need to be addressed directly in any investigations into financial inclusion. In addition,
the Fund should support initiatives which provide home-based advice.

5.2 Leonard Cheshire believes that the credit industry needs to improve the way in which it responds to
changes in borrowers’ circumstances. Individuals faced with a sudden change in circumstances, such as the
onset of disability following an accident, too often find the response of their creditors to be inadequate or
unhelpful. Whilst creditors are becoming increasing alert to the problems of can’t pay borrowers and to the
need to be sympathetic to this group, forbearance procedures often continue to be ad hoc or limited. Lenders
need to become more transparent in outlining to borrowers what they can expect if they fall into diYculty.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment

6.1 Despite mounting concern about the UK’s levels of consumer debt, there has been little research into
disabled people’s experiences of over-indebtedness, or the extent to which disabled people experience
financial exclusion. Given that disabled people are more likely to be out of work and claiming benefits than
non-disabled people, and also often face considerable extra costs directly related to their disability, Leonard
Cheshire would suggest that there are particular issues surrounding disability and financial inclusion that
warrant specific and direct attention in their own right. Specifically, we would be interested to see research
into ways in which asset-building programmes might benefit disabled people, both in work and out.

6.2 Alongside tackling poverty and ensuring that the credit industry is more responsive to disabled
consumers, there is a need also to ensure that individuals can respond eVectively to financial diYculties they
may face. It is essential both that disabled people feel confident about their understanding of financial
services and products and that all disabled people are able to access free, independent debt advice when
required.

6.3 The interaction of living with an impairment, low income, poorer educational attainment and a built
environment which is not designed with the needs of disabled people in mind can generate systematic social
exclusion which itself can give rise to financial exclusion. A strategy, which seeks to increase disabled
people’s financial capability through a range of mechanisms, would provide a useful addition to policies
which aim to alleviate disabled people’s poverty, promote employment and tackle debt.
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Memorandum submitted by Lloyds TSB

1. Executive Summary

1.1. Lloyds TSB is one of the UK’s largest corporate givers through cash giving, gifts in kind and
charitable donations.

1.2. The Bank is committed to ensuring that its own products and delivery channels are suitable for those
who have previously not been able, or not felt able to use its services. We have opened 348,000 basic bank
accounts since April 2003 and believe this represents around 20% of all basic bank accounts opened since
then.

1.3. With one of the largest networks of branches and cash machines in the UK and as one of only a few
high street banks to allow customers to carry out essential transactions at the Post OYce, customers of
Lloyds TSB are able to access their accounts in more ways than ever before.

1.4. Lloyds TSB supports a number of new and innovative initiatives designed to serve the needs of
people who find themselves financially excluded and has been instrumental in developing new, not for profit
community based finance initiatives.

1.5. Support for money advice amounts to some £2 million per annum and our work leading the FSA’s
Financial Capability Workplace workstream makes a valuable contribution to the financial capability
agenda.

1.6. Financial exclusion is a complex area that requires a partnership approach between banks,
Government and community groups such as credit unions, housing associations and other local
organisations.

2. Introduction

2.1. Lloyds TSB is one of the UK’s leading financial services groups, whose businesses provide a
comprehensive range of banking and financial services to around 16 million customers. Employing around
70,000 people, the Group is a major contributor to the UK economy and the communities in which it
operates.

2.2. As a result of the merger between Lloyds Bank and TSB in 1995, the combined Lloyds TSB Group
has one of the largest single brand networks of branches in the UK and Lloyds TSB Bank’s customer base
is closely representative of the UK population as a whole. It is, therefore, highly committed to promoting
financial inclusion through accessibility to the products and services it provides.

Corporate Responsibility

2.3. The Group is one of the UK’s largest corporate givers, contributing over £35.5 million in 2004
through cash giving, gifts in kind and charitable donations.

2.4. The Lloyds TSB Foundations is one of the UK’s largest grant making trusts and each year receive
1% of the Group’s pre-tax profits averaged over three years. Since 1997, the Foundations have received £228
million to distribute to local, grassroot, community causes and in 2005, the Foundations received £31.2
million to distribute to registered charities. In the last two years, £472,000 has been contributed by the
Foundations, directly to financial inclusion projects such as funding money and debt advice.

3. Access to Banking Services

3.1. Since April 2003 and the automation of benefit payments, benefit recipients have been able to choose
between having their benefits paid into the Post OYce Card Account (POCA) or a bank account. We
continue to believe that this free choice for consumers is important and four million POCA customers*

clearly value their ongoing relationship with the Post OYce.

3.2. In December 2004, Lloyds TSB agreed with the industry and Government to work together towards
the goal of halving the 2.8 million adults in households without a bank account and of demonstrating
significant progress in that direction within two years. The industry has made good progress towards that
goal over the last 12 months and has opened 1.52 million basic bank accounts since April 2003.

3.3. Research conducted by Millward Brown180 on behalf of the British Bankers’ Association (BBA) in
the autumn of 2005, to which Lloyds TSB contributed funding, found that around half of respondents who
had opened accounts in the last 12 months had previously held no other bank account. If this research is a
representative sample, this suggests that half of all those basic bank accounts opened by the industry in the
last 12 months have been opened by people who were previously unbanked. The banks are, therefore, on

* Post OYce Press Release, 18 July 2005.
180 Millward Brown, BBA Inclusion Research, 8 November 2005.
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track to meet the shared goal within two years. For Lloyds TSB, the proportion of unbanked is somewhat
larger. 76% of Lloyds TSB basic bank account customers who participated in the Millward Brown research
had not previously held a bank account of any kind.

3.4. Lloyds TSB has, therefore, made a significant contribution towards this goal. Since April 2003, we
have opened 348,000 basic bank accounts (Basic Bank Account and Cash Account, which are outlined
below). This is believed to be around 20% of the total number of basic bank accounts opened by the industry
since April 2003, which is broadly in line with our natural market share for current accounts.

3.5. There is a cost to the Bank in opening and running basic accounts. With an average balance of £371,
these accounts generate little income from interest and as Cruickshank noted, during a period of higher
interest rates it took an average current account balance of £1,175 to generate income for suppliers.
However, we operate these accounts in recognition that we have a role to play in supporting greater financial
inclusion and creating greater access to mainstream financial services.

3.6. At Lloyds TSB we oVer two basic bank account products to new customers, the Basic Bank Account
and Cash Account. Although these have served our customers’ needs well in the past, we are considering
rationalising our two products into one in order to reduce the current product complexity and maximise
eYciency whilst still meeting the needs of our customers. When these changes are implemented, all
applications will be checked and verified in branch by staV prior to processing. We also intend to give
customers the option of a debit card for use in shops etc, which would not allow them to go overdrawn. We
believe that this added functionality will be of benefit to our customers.

The Basic Bank Account

3.7. The first element of our existing basic bank accounts is the Basic Bank Account and these accounts
comprise seven% of the basic bank accounts we opened in 2005. This is a very simple account designed for
those people whose income is from Government benefits only. Customers are able to withdraw cash, make
deposits, check balances and set up standing orders and direct debits. Neither overdrafts nor cheque books
are available on this account.

3.8. Basic Bank Account customers receive (on average) more direct credits into their account each
month than our other customers. Fewer than 40% of our customers have direct debits set up on their account
and prefer to use cash machines and post oYces to withdraw cash. No fees are charged for returned items.

3.9. Our application form is designed to be as easy to understand as possible and customers are able to
complete the form in their own time and once completed, send it and supporting documents to our
processing centre, via the post, so that the account can be opened. Applicants are required to send original
documentation for the purpose of proving identity and address, however, the process is based on using only
“low value” documents (eg a benefit letter for identity). StaV in all of our branches are on hand to answer
any questions customers might have when filling out the application form. StaV at our processing centre
may also contact customers directly in the event of there being errors on the application form once it has
been completed and returned.

3.10. A copy of our Basic Bank Account literature is enclosed with this submission.

3.11. The Millward Brown research, referred to earlier, asked customers to rate their satisfaction with
the account opening process and 67% of all customers who have opened accounts in the last 12 months said
they were satisfied with the way the account opening was handled.

Cash Account

3.12. The Cash Account is the second strand of our existing basic bank account products and comprises
93% of our basic accounts. It has similar functionality to the Basic Bank Account, but is designed for
customers who would not meet the requirements for our standard current account, Classic Account and
whose main income is from sources other than Government benefits and less than £500 per month.

3.13. As these customers are in receipt of income from sources other than just benefits, they are
historically more likely to want, and be in a position, to upgrade their account to a standard current account.
In 2005, we upgraded around 8,500 Cash Accounts to standard current accounts.

Identification and address verification

3.14. Ensuring that we adequately confirm the identity of applicants for all our accounts is a high priority.
We do, however, experience twice as many applications that turn out to be fraudulent for our basic bank
accounts than any other current account.
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3.15. We recognise that some customers, including those with low incomes, do not possess standard
forms of identification such as a passport or driving licence and we have oVered, for many years, greater
flexibility in the forms of identification we are able to accept for all of our accounts. We accept an original
Benefit, Pension or Tax Credit notification letter confirming a customer’s right to benefit/tax credit as proof
of identity for customers opening any account and for proof of address, we accept a range of documents
including a credit union statement, notification of housing benefit from a local authority, local authority tax
bill or utility bills. Branches also have access to a central specialist helpdesk which provides guidance in more
diYcult cases.

3.16. Preventing money laundering is a significant cost to the industry, which last year spent £250
million181 complying with money laundering regulations. There is sometimes a fine balance to be struck
between ensuring that we maintain regulatory standards to meet our anti-money laundering obligations
without creating a barrier which prevents genuine customers from accessing the banking system—we are
mindful of this balance and regularly review our policies and procedures.

3.17. Fraud is also a growing area of concern and last year non plastic card fraud alone rose by 11%,
costing the banking industry £108 million182. Although our basic bank accounts make up 3% of our entire
current account book, fraud on these accounts represents over 20% of fraudulent or suspect activity. We
must also be aware of the growing threat of identity theft as a means of committing fraud and it is therefore
essential that we continue to remain vigilant in all aspects of identity verification and this constitutes
additional cost for the business.

3.18. Both our Basic Bank Account and Cash Accounts are open to anyone, except undischarged
bankrupts and people with a history of fraud. Therefore, whilst we do credit check these accounts, it is only
for the purposes of screening out these two categories of customers. Any other applicant will be oVered an
account and their credit record with the credit reference agencies will not be impaired by the credit check.

Marketing of basic bank accounts

3.19. Full details of both of our basic bank accounts are available in our branches and on our internet site.

3.20. We recognise, however, that special eVorts are sometimes required to reach out to the financially
excluded and we have therefore previously provided every credit union in Great Britain with posters
advertising our basic account for display in their oYce/collection points. We have also worked closely with
a number of specific credit unions and CDFIs over the last few years. For example, Change183, which was
contracted in 2004–5 by the Department for Work & Pensions, to help migrate around 125,000 London
residents to Direct Payment.

4. Distribution

4.1. With around 2,000 branches, over 4,200 ATMs, post oYce access, internet and telephone banking,
customers of Lloyds TSB are now able to carry out their banking in more ways than ever before.

Branches

4.2. Retail banking in the UK has experienced major changes in recent years, driven by changes in
consumer demand, competitive pressures and technological developments. Research by Booz Allen
Hamilton revealed that 80% of bank/customer relationships are forged in the branch and for that reason,
the branch remains at the heart of our customer strategy. At Lloyds TSB, we continue to have one of the
largest networks of branches and free cash machines of any bank.

181 City Research Series, No. 6 commissioned by the Corporation of London, June 2005—‘Anti money laundering requirements:
costs, benefits and perceptions’.

182 BBA Press Release, Non Plastic Related Fraud Increases, 11/03/2005.
183 Change is a London-wide initiative that was launched in January 2003 in partnership with London & Quadrant Housing

Trust (one of London’s largest social landlords). Pilots were launched in several boroughs covering the promotion of credit
union membership, financial education and debt advice.



3379423066 Page Type [O] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Treasury Committee: Evidence Ev 371

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

16,000

18,000

Post Office RBS/NatWest Lloyds TSB Barclays HSBC HBOS Abbey Nationwide

Branches ATMs

Table 1.2: Branch and ATM networks (Source: APACS)

4.3. Customers are, however, increasingly making use of new, more convenient channels such as cash
machines, the telephone and internet (use of internet banking has doubled in the last four years184) and as
an organisation we must constantly strive to meet and anticipate our customers’ requirements. The size and
shape of retail banks’ network have therefore been reshaped to meet these changes in usage patterns.

4.4. At Lloyds TSB, the Bank has also restructured its network to meet the needs of customers as well as
merging those duplicate branches, where, as a result of the merger between Lloyds Bank and TSB, there
were branches of Lloyds Bank and TSB within half a mile of each other, in many cases on the same high
street. This has enabled us to realise business eVectiveness without material adverse impact on our
geographic coverage.

4.5. There are also instances where we have decided to close branches, for example, where there are issues
in connection with the lease that cannot be resolved, security concerns for our staV and customers, there are
poor facilities or are not fully IT equipped and therefore require significant investment to bring them up to
the same high standard as our other branches. Last year we closed a total of 10 branches, predominantly
for these reasons.

4.6. Since 2002, some 750 branches have benefited from £56 million in investment for refurbishments and
upgrading of facilities. A further £34 million is forecast for investment in the next two years.

4.7. 76% of the UK population live within three miles of a Lloyds TSB branch.
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Table 1.3: Percentage of population within 1, 3 and 5 miles of financial services access. (Source: Internal
Data, May, 2005).

184 Forrester Consumer Technographics, 2001—2004.
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Post oYce access

4.8. Lloyds TSB was the first bank to agree an agency arrangement with the Post OYce whereby its
personal customers can use the post oYces to carry out essential banking transactions, such as deposits and
cash withdrawals. This arrangement, whilst helping to underpin the future viability of the Post OYce
network, costs the Bank a significant amount of money each year. We recognise the value of this service to
our customers, which means that over 99% of the population are within three miles of either a post oYce
or branch of Lloyds TSB.

4.9. We see the Post OYce as providing a useful supplement to our branch network, providing access to
branches for our personal customers in areas where our representation is sparser. With over 14,500
locations, post oYces provide an unrivalled geographic coverage and we have no current plans to change
this arrangement.

4.10. Consequently, we see little current need for a network of shared branches as has been proposed by
some pressure groups as we believe that our customers’ requirements are well served by our existing
branches, new channels such as the internet, telephone and post oYces. Indeed, Lloyds TSB participated in
a shared branch pilot with Barclays, Natwest and HSBC in 2002 and customer usage in the pilot areas did
not support wider roll out. In those areas where the pilots were active, usage of the Post OYce by our
customers declined and a network of shared branches would therefore undermine the viability of local
post oYces.

Cash machines

4.11. Cash machines are a vital part of the overall service we provide for our customers and with 4,220
cash machines, we have the second largest network of any bank in the UK. In recent years, we have
responded to customer demand by expanding our network of remote cash machines, providing 24 hour
access in more locations. In the last two year, we have installed around 300 new cash machines in remote
locations. Withdrawals at all of our cash machines are free to both customers and non-customers and we
do not charge our current account customers for making withdrawals from the other 33,000 LINK cash
machine.

4.12. Whilst the number of surcharging cash machines has been increasing more quickly than non-
surcharging cash machines in recent years and nearly 40% of all cash machines are now surcharging, the
vast majority (97%) of transactions carry no surcharge.

5. Access to affordable credit

5.1. Lloyds TSB is committed to supporting access to mainstream financial services, including aVordable
credit and to responsible lending. However, there is a point at which these objectives can conflict. Banks are
often criticised for making it “too easy to get credit” and at the same time “too diYcult for the financially
excluded to obtain credit”. It is therefore important to recognise that there is a point at which banks should
be allowed to exercise their discretion in choosing customers according to their risk appetite.

5.2. There will always be a certain segment of customers to whom it is not commercially viable for banks
to lend and those consumers are better served by diVerent and alternative sources of aVordable credit. We
believe that the Government is best placed to provide the necessary support for the most vulnerable in
society and we therefore welcome the reforms to the Social Fund announced in the Pre Budget Report,
December 2005.

5.3. We do, however, believe that we have a valuable role to play in supporting access to alternative forms
of credit, for example from credit unions and CDFIs and we have a well established track record of support
in that area.

Community finance

5.4. For a number of years, Lloyds TSB has supported the development of new and innovative ways of
reaching customers who find themselves excluded from mainstream financial services. Whilst these
initiatives are not necessarily commercially profitable for us in the short-term, we believe we have a mutual
interest in supporting local enterprise. This leads to a more prosperous local community, which in turn oVers
us potentially profitable business opportunities in the long-term.

5.5. We have provided sole development funding for a new Community Banking Partnership (CBP),
supporting the work of think tank, the New Economics Foundation (NEF), the National Association of
Credit Union Workers, and Salford University. The CBP aims to provide financially excluded households
with a seamless service oVering savings facilities, aVordable loans, access to basic banking services, bill and
debt repayment systems, money advice and support. In 2005, a number of pilot community banks have been
established providing a one-stop financial service including savings, aVordable loans, money and debt
advice and basic bank accounts.
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5.6. Funding has been provided for several other community finance initiatives including Financial
Inclusion Newcastle, the Wessex Reinvestment Trust, South West Investment Group, PRIME, One London
Limited, the Lincolnshire Loan Fund and South Coast Money Line.

5.7. These initiatives provide loans to individuals and businesses, or invest in enterprises in deprived
communities. While requiring a financial return, managers of these funds also have a social objective and
are under less pressure to maximise commercial returns.

5.8. Lloyds TSB was instrumental in working with the University of Salford to develop not for profit
community based finance initiatives. The model first launched through South Coast Money Line (please see
below) helped to create a blueprint for local solutions for providing access to aVordable credit and has been
repeated in numerous areas across the UK.

5.9. These organisations oVer a range of loans covering diverse requirements from debt refinancing, to
home improvements and business start-ups.

South Coast Money Line

Formerly known as Portsmouth Area Regeneration Trust, South Coast Money Line (SCML) first opened
its doors in July 2000 and was developed in partnership with Portsmouth Housing Association and Salford
University. Now in its fifth year of trading, total lending has reached over £1 million and over 1,200 loans
have been made, 99 jobs created and 70 safeguarded. SCML has also helped to support 102 new business
start-ups and over 4,000 people in the Portsmouth area have been given personal advice or referred on to
another agency.

Of those customers of SCML, 71% are on income benefit and over 45% live in social housing.

Lloyds TSB provided funding, premises and a secondee to set up the scheme.

Credit unions

5.10. Lloyds TSB has a long history of support for credit unions and provides banking facilities to over
200 credit unions in the UK. Our Credit Union Bank Account oVers free day-to-day banking with no limit
on the number of deposits or withdrawals.

5.11. Lloyds TSB has provided support to credit unions in helping them to get started and establish
themselves in a way which will allow them to be self-supporting and most importantly, successful. We have
provided support such as seedcorn funding, rent free premises, expertise and advice to over 30 credit unions
including Ely in CardiV, Llanelli, Burnley, Cranhill, Skelmersdale and Weston-super-Mare credit unions.

5.12. Credit unions have an important role to play in society and we welcome the Chancellor’s
commitment in the Pre-Budget Report to increasing the maximum rate of interest that credit unions can
charge on loans, from 1% to 2% a month.

6. Financial education and access to financial advice

Access to free money advice

6.1. Lloyds TSB has long supported access to free, independent money advice and last year contributed
around £2 million in funding to the money advice sector:

— We have committed to provide £1.5 million of funding to the Money Advice Trust (MAT) over
three years.

— We also provide a contribution to the Consumer Credit Counselling Service (CCCS), where our
contribution is calculated as a percentage of monies collected. In 2005 this totalled over £1.1
million.

— Last year we also started making contributions for monies collected by Payplan and we expect to
contribute around £350,000 per annum in this way.

6.2. We also have a leaflet available in branch, ‘Help with Financial DiYculties’, which provides advice,
guidance and support for customers who experience problems with their finances. A copy is enclosed for
information.

6.3. We work closely with local Citizens’ Advice Bureaux in order to discuss issues of concern on policy
and practice as they arise. The Lloyds TSB Foundations has also provided over £130,000 of funding to
Citizens’ Advice Bureaux in the last two years.



3379423066 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 374 Treasury Committee: Evidence

Financial education

6.4. Lloyds TSB is fully engaged in the work of the FSA’s Financial Capability Steering Group and Eric
Stobart, Director of Public Policy & Regulation, Lloyds TSB Group, chairs the Workplace Working Group,
supported by Jim Dredge, from Lloyds TSB as a full time Programme Director for this initiative.

6.5. The workplace presents one of the most appropriate places for developing improved financial
capability as it is one of the few places where adults can be reached, with scale. Additionally, as many
employees now take home a ‘package’ rather than a simple wage or salary, financial educational messages
can also reinforce the remuneration package explanation and the components that comprise it (eg Pensions).
Individuals generally show a higher level of trust for their employer, than for either Government or the
Financial Services Industry, so this partnership in the workplace is seen as a good delivery channel for
education.

6.6. Activity In the workplace is particularly targeted at employees in the first half of their working lives,
who also earn less than the national average income. We see the financial services industry, in partnership
with Government, having a key responsibility in this sector. However, to be really successful, this education
needs to build on skills learned by children at school, and young adults within further education, and it is
in these areas that we believe Government has a primary responsibility. We were very encouraged by the
Chancellor’s recent Pre Budget Report announcement about adding financial education to the curriculum
from 2008.

6.7. The Workplace Working Group has conducted a series of pilot studies, focusing initially on large
employers in the public and private sector, to test what can be achieved in practice and what tools work most
eVectively in this environment. The large companies that are involved alongside Lloyds TSB are Stagecoach,
Centrica, Heart of England NHS Trust and Scottish Power. Plans are underway for a significant scaling up
of activity in 2006–7 and beyond.

6.8. The employees of the participating firm all receive paper based information covering financial
literacy, and this is built on with the provision of workplace educational seminars, which cover budgeting,
planning, borrowing, savings, investment and link to the firms employee benefits. The seminar is supported
with material that help the employee carry out risk based assessments of their financial situation, and help
put them in control of their money.

6.9. Feedback on the results of the pilots so far has been encouraging from unions, employers, presenters
and employees and they are helping develop our plans going forward. This is a true partnership and we see
this as a requisite component of success in improving financial education through the workplace.

6.10. Experience to date has shown that it is easier to access employees in firms employing 500 or more
staV in the private sector. More work needs to be undertaken to understand how to eVectively deliver
eVective financial education to around 50% of employees who are working within smaller firms and the
around 20% of the workforce employed within the public sector. In the latter, HM Government could really
help drive the agenda forward, acting as a partner with advocacy from an “employer” perspective.

7. Incentives and barriers to saving for people on below average incomes

7.1. There are four key issues that should be addressed by Government when encouraging people on low
incomes to save:

a. Clarity on which customers we are targeting.

b. A regulatory environment that makes products simple and cost eVective to sell.

c. Better education to raise awareness of the need to save from a very early stage and the solutions
available.

d. Clear incentives that encourage long term savings.

7.2. It is important to bear in mind that people with lower incomes are sometimes discouraged from
saving where, for example, the amount they save impacts on the Government benefits they receive. The
current system of incentives and benefits is highly complex and clearer incentives that people understand
and that encourage additional saving would be welcome. One simple area where additional saving could be
encouraged would be to ring fence savings through ISAs from any means testing in later years. This would
send a clear message encouraging people to save for the longer term.

7.3. Lower earners with debt should also be encouraged to pay this oV before saving as the interest they
are incurring is likely to exceed the potential growth on low risk products.

7.4. In addition, our own research shows that there are many people who are able to save, but choose not
to either through dis-interest or simply because they would rather spend any free income on living for today.

7.5. Banks have a role to play in ensuring that products are available for individuals on a low income.
Lloyds TSB supports initiatives such as the Government’s Child Trust Fund scheme. We have teamed up
with the Children’s Mutual to oVer the Baby Bond̂ Stakeholder Child Trust Fund account. We have opened
over 50,000 accounts, however, only around 20% of these have been topped up by direct debits and cheques.
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8. The role of the Government, the FSA and other bodies and organisations in promoting financial
inclusion

8.1. As providers of financial services, banks need to ensure that their products and services are
transparent and accessible to all consumers. There are, however, people from certain sections of society who
do not wish to have a bank account, or who, for a variety of reasons, might prefer to use alternative sources
of credit. There will therefore, always be some individuals who choose to remain ‘unbanked’ and it is for
other organisations, such as Government and organisations involved in initiatives such as the Community
Banking Partnerships (CBP) which we support, to address these areas.

8.2. When government automated benefits it gave benefit recipients a choice between a basic bank
account and a Post OYce Card Account (POCA). Four million people made that choice and opted for the
POCA. As highlighted in a Written Question from Lorely Burt, MP on 9 January 2006, it is disappointing
that the limited functionality of these accounts means that they are not suitable for receiving payments of
housing benefit or the local housing allowance. In addition, we understand that Government does not
consider people with these accounts to be “banked”. One option for Government might, therefore, have
been to sanction the addition of greater functionality for the POCA to allow direct debits and standing
orders. However, we understand that Government intends to end the contract for the POCA in 2010, which
will mean that the four million people who opted for a POCA will have to make alternative arrangements
to receive their benefits.

9. The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment

9.1. Current financial inclusion measures such as the provision of basic bank accounts and other
initiatives can only go so far in combating poverty and reducing barriers to employment. Other
organisations also have an important role to play. The National Consumers Council has, for example,
recently called for changes to basic bank accounts to allow weekly direct debits to enable people on very low
incomes to budget on a weekly basis. All bank accounts, in the main, currently have that functionality,
however, the onus is on the direct debit initiators, for example, the utility companies and other retailers to
amend their systems and provide this service to their customers. Accessibility and transparency, therefore,
goes wider than just the financial services sector.

9.2. With the Automated Credit Transfer (ACT) of Government benefits now complete, it is widely
acknowledged that banks have collectively fulfilled their commitments in the “supply” of basic bank
accounts. What now needs to be understood is the demand from those people in society who remain
“unbanked” and Government is best placed to conduct research into the reasons why individuals prefer not
to hold basic bank accounts.

January 2006

Supplementary memorandum by Lloyds TSB

Basic Bank Accounts

I note your request for information from the British Bankers’ Association (BBA) and Lloyds TSB
supports the disclosure of this data to the Committee. For ease of reference, I thought it might be helpful
if I set out the figures you have requested on behalf of Lloyds TSB.

Lloyds TSB has opened 348,000 basic bank accounts since April 2003 and of these, 284,000 are currently
in operation. All are accessible via the Post OYce. This represents around 19% of the basic bank accounts
opened by the industry since April 2003. In addition, Lloyds TSB operated a basic bank account called Bank
Account between February 2000 and April 2003. Although this account is not accessible via the Post OYce,
we have 106,000 of these accounts in operation.
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Year Quarter New Accounts

2003 Q2 26,698

Q3 32,280

Q4 31,888

2004 Q1 31,464

Q2 31,489

Q3 37,347

Q4 38,291

2005 Q1 35,931

Q2 35,456

Q3 27,562

Q4 19,667

Total 348,073

Number of basic bank accounts opened by Lloyds TSB since April 2003

Access to cash withdrawals at Post Office counters

Lloyds TSB was the first high street bank to agree an agency arrangement with the Post OYce, whereby
all of our personal customers can use post oYces to make deposits and withdrawals.

I am grateful for this opportunity to provide the Committee with an update on these issues and if you
would like any further information on any of the points raised either in this letter or in our written evidence
on financial inclusion, please do not hesitate to contact me.

January 2006

Supplementary memorandum by Lloyds TSB

Banking Code Standards Board mystery shopping exercise on Basic Bank Accounts

Thank you for your letter dated 24 April 2006 requesting Lloyds TSB’s consent to the Banking Code
Standards Board (BCSB) releasing the results of its 2005 mystery shopping survey of basic bank accounts.

We take the feedback we receive from the BCSB very seriously, whether this is received formally through
reports such as this mystery shopping survey, or informally through our ongoing dialogue with them. We
acknowledge the need to engage with BCSB in progressing the issues raised within the Basic Bank Account
report and are keen to work with industry colleagues and the BCSB to discuss appropriate and timely
resolution.

However, we are opposed to the general principle of the BCSB releasing performance information. It is
important that ratings are understood in their full context, and we do not believe this will be achieved if
ratings are disclosed in isolation by the BCSB. With reference to the 2005 Mystery Shopping survey in
particular, these ratings were generated at a single point in time and assessed only one component of our
overall banking oVer to customers.

Although we will not consent to the release of our performance information by the BCSB, we are content
to give this information to you ourselves as this enables us also to provide you with a suYcient framework
with which to assess our performance in the provision of basic bank accounts.
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Having received a green rating in the BCSB’s 2004 survey of basic bank accounts, we were disappointed
to receive an amber rating in the 2005 survey. The 2005 rating reflected that “a number of weaknesses and/
or breaches have been identified relating to the provision of the Basic Bank Account and these require
corrective action”. The BCSB required an action plan setting out what activities we intended to take to
rectify the weaknesses.
The BCSB have confirmed that our plan is acceptable, and will test compliance with the Banking Code when
they undertake further mystery shopping later this year.

The key weaknesses identified were:

— While assessors were able to obtain information about basic bank accounts without diYculty, a
number of assessors said they “felt pressurised to look at other less suitable accounts”. Action
taken: A briefing has been issued to remind staV of the requirement to provide a basic bank
account if this is the most suitable product for the customer. We are also looking to rationalise our
current “two product” basic bank account oVer.

— StaV were not always able consistently and clearly to describe what searches are involved in
applying for a basic bank account and to explain the implication of any searches carried out.
Action taken: Internal procedures have been updated to reflect credit search requirements and
briefings have been issued to staV setting out credit reference agency requirements.

— A small number of accounts (7% of our total basic bank account portfolio) are processed centrally.
High error rates in the application forms completed by the customer for these accounts invariably
led to delays in account openings. Action taken: A review of processes has been undertaken
regarding the central processing of the applications which has led to an improvement in first
time passes.

We are confident we have taken the necessary action to remedy the issues identified by the BCSB and we
would therefore expect that these weaknesses will not be repeated.

Lloyds TSB is committed to the joint target of reducing by half the number of adults in households
without access to a bank account. We believe we have made good progress, opening 373,000 basic bank
accounts which is about 20% of all basic bank accounts opened since April 2003. This is in line with our
share of main current account stock and is above our recruitment share of new standard current account
business. We therefore do not believe the issues identified by the BCSB have resulted in any material
reduction in the volume of applications received and accounts opened subsequently.

We believe we are reaching the genuinely unbanked and financially excluded: the recent independent
Millward Brown survey (November 2005) found that more than three quarters of Lloyds TSB basic bank
account customers who opened their account in the last year had not previously held a bank account of any
kind—this is well above the national figure of 59%. Our basic bank account customers have lower income
than the average basic bank account customer and are also more likely to be from social groups D and E—
86% of Lloyds TSB basic bank customers are in these social groups, compared with the national figure of
53%.

In summary, we believe we are making a significant contribution to reducing the number of unbanked in
the UK.

May 2006

Memorandum submitted by MasterCard

1. Summary

1.1 This submission provides the Committee with a brief introduction to MasterCard, outlines the
structure of the company’s UK business and provides an overview of its payment card products.

1.2 The submission seeks to draw to the Committee’s attention the development of prepaid cards and
identifies how this relatively new product oVering could benefit those who currently find it diYcult to access
mainstream financial services.

1.3 In addition the submission draws to the Committee’s attention the fact that for many younger
consumers credit reference checks are flawed because only commercial loans are identified. Those
graduating from university may have substantial debts incurred through student loans and tuition fees but
these are not identified through the credit reference process.

2. Introduction to MasterCard

2.1 MasterCard International is a leading global payments solutions company that provides a broad
variety of innovative services in support of our global members’ credit, deposit access, electronic cash,
business-to-business and related payment programs. MasterCard manages a family of well-known, widely
accepted payment card brands including MasterCardE, MaestroE and CirrusE and serves financial



3379423069 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 378 Treasury Committee: Evidence

institutions, consumers and businesses in over 210 countries and territories. The MasterCard award-
winning PricelessE advertising campaign is now seen in 105 countries and in 48 languages, giving the
MasterCard brand a truly global reach and scope.

2.2 MasterCard UK Ltd is the UK operation of MasterCard Europe.

2.3 MasterCard does not issue cards, provide credit, nor acquire transactions.

3. MasterCard’s Business

3.1 MasterCard’s UK business customers comprise those banks or other financial institutions that issue
payment cards and/or acquire transactions in the UK.

3.2 A typical card transaction will involve four parties; in addition to the cardholder and the retailer there
is the bank that issued the card (issuing bank) and the retailer’s bank (acquiring bank).

3.3 MasterCard provides the technical mechanisms to process the transaction as well as international
brand acceptance.

3.4 In addition MasterCard acts as the guardian of the scheme, maintaining standards of service to all
parties, combating fraud and developing technical solutions and new products to meet changing
customer demand.

3.5 There are currently 70 financial institutions who are UK members of the MasterCard scheme. They
issue a combination of credit, debit, ATM (cash) and prepaid cards. The accompanying brands are
MasterCardE, MaestroE and CirrusE respectively.

3.6 MasterCard is a global credit card scheme with over 725 million cards issued and accepted by over
22.3 million merchants’ locations worldwide.

3.7 Maestro is a global debit card scheme with ATM functionality. There are 545 million cards issued.
Maestro cards are accepted by 6.4 million merchants.

3.8 Cirrus is a global ATM card that can be used to obtain cash from over 1 million ATMs worldwide.

3.9 In 2004 there were approximately 69.8 million credit cards and 4.4 million charge cards in issue in the
UK (source: APACS). By Q3 2005 there were 30 million carrying the MasterCard brand. Of the 66.8 million
UK debit cards (2004; source: APACS) around 19 million are Maestro or Maestro/Cirrus enabled.

3.10 At the end of 2004, there were 12.5 million Cirrus enabled ATM cards in issue which accounted for
approximately 50% of the ATM cards market in the UK. This figure does not include Maestro/Cirrus
enabled cards.

3.11 On the transaction acquiring side of the business there are 13 financial institutions (in the UK) which
are MasterCard scheme members.

3.12 Membership of the MasterCard/Maestro scheme does not preclude financial institutions from
membership of competing schemes. Indeed most issuers are members of more than one payment card system
and issue cards on more than one card scheme.

3.13 MasterCard does not provide store cards but a number of retailers are MasterCard members, or
partner with MasterCard members, to oVer their own credit cards on the MasterCard platform.

3.14 The 2004 figures for UK credit and debit card transactions are:

— Credit and charge: 2.16 billion transactions amounting to £144 billion

— Debit: 5.76 billion transactions amounting to £288 billion. [Figures Source Apacs.]

3.15 MasterCard believes that its portfolio of products, provided through banks, building societies and
other institutions, make a significant contribution to the workings of the economy in general and provide
benefits to a wide range of consumers including those on limited means.

3.16 While accepting that all products will not be suitable for all consumers, the facilities available
provide eVective mechanisms to help financial service providers to tackle financial exclusion whether that
is caused by geographical, social or financial reasons.

3.17 The Committee has previously raised its concerns about the growth of IAD provided ATMs that
charge to withdraw cash. A particular concern was for communities in remote geographical locations and
some inner city estates which no longer had a local bank or building society branch.

3.18 From our experience many residents of such communities use the cashback facility on their debit
card to draw cash. This is a free service to cardholders as well as benefiting the retailer who reduces the costs
associated with handling, securing and banking cash. Cashback is only provided in association with a debit
card purchase but the minimum purchase required to secure cashback is usually quite small (£5) and many
retailers will advance cash of as little as £5 or up to £50 per transaction. Cashback is not currently available
on MasterCard credit cards.



3379423069 Page Type [O] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Treasury Committee: Evidence Ev 379

4. Prepaid cards

4.1 For some years there has been concern from political, regulatory and consumer representatives about
financial exclusion. The Treasury Task Force has addressed various elements of the banking and payment
industry and worked with the major players to ensure that products such as the basic bank account are
available from High Street banks and the Post OYce.

4.2 That said, the new basic bank accounts have little penetration in the intended market in part because
many in the target audience have a “cash budgeting mentality”.

4.3 All too often the financially excluded miss out on the “best buys” and “discounts” available to more
aZuent consumers.

4.4 This is not a phenomenon exclusive to the financial services industry.

4.5 The introduction of mobile phones was initially restricted to those with a good credit reference and
the ability to sign up to a long term contract, yet the benefits of mobile communications were the same for
all consumers irrespective of their financial standing and credit rating.

4.6 The mobile phone industry addressed this issue by introducing “pay as you go” phones which allowed
those less well oV to pre-purchase set amounts of phone calls without running the risk of overextending
themselves with a large bill at the end of the month which could not be paid.

4.7 In addition, the “pay as you go” model also enabled parents to provide their children with a valued
product which enabled:

— the parent to check on their child when away from home

— the child to contact the parents or police in an emergency, and

— access to a “status” product.

4.8 Crucially, the “pay as you go model” also enabled parents to control the expenditure incurred.

4.9 Inevitably, the call charge rates for the “pay as you go” model were higher than the unit cost of a
standard contract. This reflected the capital costs of the phone, as well as the administrative costs of
connecting to the network and the uncertainty of the revenue stream.

4.10 That said, the growth of the “pay as you go” products has clearly demonstrated consumer demand
and the consumer’s willingness to pay the slightly higher call charges associated with his/her preferred
product choice.

4.11 Prepaid cards perform the same function in payments.

4.12 The advent of the prepaid card will have a major impact on the issue of financial inclusion.

4.13 E-retailing is possibly the fastest growing sector of the UK economy and for many consumers
purchases made online provide considerable discounts. The majority of consumers now have access to the
internet either at home or from work. For those who do not have personal access many public libraries
provide free access.

4.14 The vast majority of e-purchases are transacted using a payment card. Frequently these are debit or
credit cards but the recent introduction of MasterCard’s prepaid products enables consumers without bank
accounts and credit status to transact online.

4.15 In common with credit cards, prepaid cards can be used to set up standing orders for regular
payments such as utility bills enabling consumers without bank accounts to access the “direct debit”
discounts oVered by many providers. Chip & Pin enabled prepaid cards can be used to withdraw cash from
ATMs as well as transacting purchases in shops, online or by post.

4.16 Consumers can “top up” their card and set their personal card limit from within their budget
knowing that they cannot over extend themselves thus avoiding the risk (or fear) of becoming overdrawn.

4.17 Use of the card enables the cardholder to:

— avoid the risks of lost or stolen cash;

— budget within their means;

— access discounts oVered by merchants for direct debits (eg utility companies—avoiding the
premium rate key meters etc);

— transact online accessing the savings provide by e-retailers (eg budget airlines, e-bay, online
insurers etc);

— make telephone purchases;

— make mail order purchases; and

— receive payments from employers or others avoiding expensive cheque encashment fees.

4.18 Inevitably, there is a cost to a convenience product of this type. Each consumer has the opportunity
to decide whether the fee charged is more than outweighed by the increased security over cash transactions,
the provision of a gateway to mainstream discounts and the budgetary control oVered. Fees charged are set
by issuers and are subject to market competition.
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4.19 One particular feature of certain prepaid cards is the ability to set spending criteria. A parent
providing a prepaid card as “pocket money” could have the card restricted so that alcohol or tobacco
products cannot be purchased.

4.20 Equally, systems could be set so that a parent providing their child with school lunch money could
have the card programmed only for use at the school terminal. Where a child is entitled to free school meals
use of the same card type would avoid drawing the attention of other pupils to the fact.

4.21 There are a number of discussions already underway to enable governmental entities within the UK
to use prepaid cards to pay a variety of benefits, often to those recipients who do not have bank accounts.
These could be topped up regularly, reducing costs to the public purse. In the United States, governmental
agencies issue MasterCard prepaid cards for disaster relief, child welfare payments and unemployment
insurance, among other purposes.

4.22 MasterCard brings significant experience to the UK from its experience in prepaid cards around the
world and partners with UK banks and companies to help them introduce these products into the UK.

5 Innovation in product design

5.1 MasterCard goes to great lengths to work with its financial institutions and other partners to provide
flexibility in product design. A recent example is a two in one card. The credit card includes a facility to
transfer two major purchases a year to an associated loan account reducing the cost of borrowing from x%
APR to y% APR. In eVect this enables a consumer to combine the convenience of a credit card purchase,
the security of Section 75 of the Consumer Credit Act and a competitive loan rate in comparison to most
retail provided credit.

5.2 Gaining access to financial services is frequently diYcult for those consumers who do not have a bank
or credit history. A number of card providers have addressed this “sub-prime” segment by issuing low credit
limit credit cards to higher risk customers. These cards still provide the consumer with the interest free period
common to credit cards and enable the cardholder to develop a credit history. Used prudently, the
cardholder has the convenience of using a credit card, up to 6/7 weeks interest free credit, the security of
Section 75 and can establish a credit history providing access to more main stream financial service products
in the short/medium term.

6 Credit scoring

6.1 One particular barrier to financial inclusion is when a consumer loses their credit rating.
Improvements in data sharing between diVerent lenders and the credit reference agencies has improved
credit scoring and hence reduced the risk of over indebtedness.

6.2 However, for students graduating from university their credit rating fails to reflect their tuition fees
and student loan debt. Banks oVering credit to these newly employed clients are making credit risk
assumptions based only on the data available from commercial lenders. While student loans could be
categorised as being at a “preferred rate” the total loan outstanding could be in excess of £20k and is not
reflected in the bank’s credit assessment. This combination of visible and invisible debt could lead some
borrowers to default with a consequential loss of their credit rating. In extreme cases some may file for
bankruptcy with losses incurred by the banks and the public purse.

January 2006

Memorandum submitted by the Money Advice Trust

The Money Advice Trust is pleased to respond to the above inquiry, specifically commenting on the
“Financial education and financial advice” section.

The Money Advice Trust (MAT) is a charity formed in 1991 to increase the quality and availability of
free, independent money advice in the UK. We work in partnership with government, the private sector and
the UK’s leading money advice agencies to:

— Increase the availability of money advice

— Improve its quality

— Improve the eYciency and eVectiveness of its delivery

MAT operates National Debtline, which is a free helpline for people with debt problems, providing a
holistic service addressing unmet demand for money advice via the telephone.
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Section 3: Financial education and access to financial advice

1. We believe a substantial gap exists in the provision of generic (ie non product specific) advice that needs
to be addressed. We are supportive of the initiatives in train, in particular the work being undertaken by the
FSA as part of its financial capability work, but have a real concern over how the delivery of generic advice
will be funded and any assumptions being made over the ability of the voluntary sector to undertake this.

2. In looking at how generic advice might be delivered, it needs to be recognised that the voluntary sector
money advice agencies are struggling to cope with demand for debt advice and do not currently have the
capacity to move into the provision of generic advice without additional funding and resources. Any
increase in the provision of generic advice should not be at the expense of the currently inadequate supply
of free debt advice.

3. It needs to be appreciated that for those who are financially excluded, the advice sought is more likely
to be around benefits and access to credit than advice on savings and investments. The exceptions to this
may be in the area of advice on pensions, particularly if the recommendations of the Turner report are
enacted and the receipt of legacies.

4. Through our work in the provision of free debt advice in the UK, we observe that there does not appear
to be a universally accepted definition of “Generic Financial Advice”. Such an agreed definition would help
the various stakeholders better understand how they might fit in.

5. Our view is that Government should take a lead role in addressing the issue of financial exclusion and
we are pleased to see the focus being given to this by the Treasury and specifically the Financial Inclusion
Taskforce. A government lead would help with co-ordination of all inter-related initiatives.

January 2006

Memorandum submitted by the National Federation of SubPostmasters

1. Executive Summary

1.1 NFSP believes that the post oYce network provides an ideal channel for the Government’s eVorts to
promote financial inclusion, due to its extensive branch network and the trust in which it is held by
financially excluded groups.

1.2 We are deeply disappointed that the Government has failed to implement the recommendation of its
Performance and Innovation Unit and develop a Universal Bank based at the Post OYce, which would have
better enabled the realisation of the Government’s financial inclusion objectives.

1.3 NFSP regrets the ongoing refusal of several major high street banks to allow their customers access
to their accounts at the Post OYce, and calls upon the Government to take a leading role in rectifying this.

1.4 We believe that the Post OYce Card Account oVers a crucial means of addressing concerns about
financial exclusion. The Government must make the application process for the card account simpler,
increase its functionality and clarify its future beyond 2008.

1.5 NFSP holds that a strong post oYce network can help to promote wider social and economic
inclusion for vulnerable groups in society.

1.6 NFSP’s submission will only respond to those aspects of this wide-ranging inquiry which are within
its competence. This will largely consist of the “access to banking services” section, as set out in the
Committee’s press notice on 15 November 2005.

2. The National Federation of SubPostmasters

2.1 The National Federation of SubPostmasters (NFSP) is the only body representing the interests of
14,500 subpostmasters throughout the United Kingdom. Sub post oYces make up 97% of the national
network of post oYces and are run by private business people, subpostmasters.

3. Post Office Network

3.1 With 14,500 branches, the Post OYce is the largest retail and financial services chain in the UK. This
means it is larger than all of UK’s banks and building societies combined, with branches in locations where
banks and building society branches long since ceased to exist. 94% of population lives within a mile of a
Post OYce branch and 28 million customers visit every week.

3.2 As well as its unparalleled infrastructure, the Post OYce is a trusted brand. This is particularly the
case among marginalised or vulnerable members of society, which form a disproportionately high
percentage of the customer base1. According to research among financially excluded consumers by the
National Consumer Council, “the Post OYce is well regarded as oVering a good, accessible service”, and is
viewed as both better trusted and more accessible than banks2.
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3.3 NFSP believes that this combination of an extensive branch network and the high regard in which it
is held by its large number of financially and socially excluded clients means that the Post OYce is uniquely
placed to be at forefront of eVorts to tackle financial exclusion.

4. Direct Payment

4.1 Direct Payment is the Government programme which has seen the traditional payment of state
pensions and benefits by order book or girocheque over the post oYce counter replaced by electronic
payments made directly into an account. The programme began in 2003 and was completed in 2005.

4.2 Under Direct Payment there have been three main options for the receipt of state pensions and
benefits:

(i) A current or savings account at any bank or building society. This option generally includes cash
machine access.

(ii) A basic bank account, available through the high street banks, which enables account holders to
make deposits, pay bills by direct debit and access cash via cash machines. There are no overdraft
facilities and basic bank accounts have been specifically targeted at people on low incomes.

(iii) The Post OYce Card Account, which can only receive benefits and state pensions. Withdrawals
can only be made in cash at a post oYce counter.

4.3 The Government claims that Direct Payment will help address financial exclusion, as well as being a
cheaper method of paying pensions and benefits.

4.4 The loss of payment of pensions and benefits has cost post oYces around 40% of their traditional
income.

5. Universal Bank

5.1 In its “Counter Revolution: Modernising the Post OYce Network” report from 2000, the
Government’s Performance and Innovation Unit (PIU) recommended the establishment of a Universal
Bank based at the Post OYce, as a means to both tackle financial exclusion and safeguard post oYce business
following the introduction of Direct Payment. It was envisaged by the PIU that Universal Bank customers
would be able to withdraw and deposit cash and cheques at post oYces, use cash machines, use cashback, set
up direct debits and pay for goods over the phone and Internet, but they would not be able to go into debt.3

5.2 While the Government supported the recommendations at the time, this proposal was never taken
forward. NFSP is deeply disappointed that this plan, which would have enabled the Post OYce to build a
new business platform, was not implemented. We continue to support and call for the establishment of the
Universal Bank as proposed by the PIU.

6. Access to Banking Services

6.1 In addition to supporting the establishment of the Universal Bank, the Government also agreed that
post oYces should work with more high street banks to oVer their customers a broad range of transactions
at post oYces. This would maintain free services for bank customers, particularly in rural and urban
deprived areas which have seen the closure of many bank branches, and represent a new source of revenue
for post oYces.

6.2 However, only a limited number of banks have signed up to allow their customers access to banking
services at the Post OYce.

6.3 Post OYce branches currently oVer banking services, including free cash withdrawal, for current
account customers of the following—Lloyds TSB, Barclays, Alliance & Leicester, Co-operative Bank, Bank
of Ireland, Clydesdale Bank, First Direct (in Scotland only), smile and Cahoot. In November 2005, these
were joined by Nationwide, a move welcomed by NFSP. A further 11 banks and building societies give their
basic bank account customers access to their account at the Post OYce.

6.4 Significant numbers of bank accounts remain unavailable at post oYces. Three major banking
groups—HSBC, Halifax Bank of Scotland and Royal Bank of Scotland Group, which between them
represent around 40% of the market—do not oVer any access to their current accounts at post oYces.
Furthermore, seven in ten basic bank accounts are not accessible at post oYces.

6.5 In its 2004 report “Cash Machine Charges”, the House of Commons Treasury Committee stated that:
“We note that some major banks have not yet signed up to allow their current account customers to
withdraw cash free over post oYce counters, a state of aVairs which does not help promote access by the
financially excluded to their accounts. We hope that HSBC, RBS, and HBOS will soon allow their current
account customers to withdraw cash over the post oYce counter. This would convince us of their
commitment to tackling financial exclusion”.4
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6.6 The postal services regulator Postcomm states in its 2005 annual report to the Government on the
post oYce network that “Postcomm would like to see more banks providing customers with a wider choice
of free options to access their cash”, “more government intervention to prevent financial exclusion, and the
promotion of further free banking access at the Post OYce” and “more joined up thinking with regard to
access to cash and how the Post OYce can be used to help prevent financial exclusion5

6.7 In its 2004 report on post oYce closures in London, the London Assembly’s Public Services
Committee recommended that “the Department for Trade and Industry together with Post OYce Ltd review
the current banking arrangements with the major high street banks with a view to extending access to current
accounts to raise social inclusion”.6

6.8 NFSP strongly supports the views of all of these stakeholders, believing that post oYces are uniquely
placed to provide the public with convenient free local access to cash and banking services. All the major
high street banks should oVer a comprehensive service for their current and basic account holders (as well
as business account holders) at post oYces.

6.9 The Government must take a leading role in urgently ensuring that the banks enable their customers
to access their bank accounts and carry out a wide range of transactions free of charge at post oYces.

6.10 Cash Machine Charges

NFSP supports the principle of providing cash machines at post oYces to supplement the free over the
counter service. Cash machines oVer customers an important alternative method of accessing their bank
accounts. Advantages can include speed and availability. In addition, some customers may prefer to carry
out their banking transactions via a machine. Cash machines at post oYces can also provide the customers
of banks who have not signed up to Post OYce banking with local access to their accounts.

6.11 However, NFSP has had concerns about charges levied on customers using cash machines situated
in post oYces. As a result, NFSP welcomed the announcement from Post OYce Ltd in July 2005 that there
would be 1000 fee-free ATMs installed in Post OYce branches across the UK, in partnership with Bank of
Ireland; and that Post OYce Ltd is to withdraw from the contracts with fee-charging ATM suppliers.

6.12 However, in recognising that 1000 fee-free ATMs in a network of 14,500 post oYces will not be
suYcient to meet demand, some subpostmasters will continue to supplement free access to cash at the post
oYce counter with fee-charging machines where there is demand for this.

7. Post Office Card Account

7.1 The Post OYce Card Account (POCA) is a simple account which allows the receipt only of benefit,
state pension and tax credit payments. Account holders can access their cash and make balance enquiries
at any post oYce. The card account is the only option for benefit receipt through which claimants cannot
get into debt. It is also the only option with no restrictions on who may be able to open an account as long
as they are in receipt of a state pension or benefit.

7.2 Pensioners and benefit claimants who cannot manage to use electronic payment to receive their
entitlements can be paid by cheque. Cheques can be cashed at any post oYce or paid into bank accounts.

7.3 5.1 million applications for POCAs have so far been made—more than 2 million above the
Government’s anticipated take-up. Around 4.3 million benefit and pensions customers regularly use their
accounts to access their benefit payments, and a further 750,000 customers using the cheque-based
exemptions service. NFSP views the POCA as a key product for both enabling financial inclusion and
sustaining the post oYce network.

7.4 NFSP believes oYcial Government letters and leaflets for claimants have discouraged Post OYce
Card Account use and encourage bank account use. Throughout the programme of Direct Payment, the
Government consistently presented the POCA as the third option, after bank accounts and basic bank
accounts. Although summer 2004 saw minor changes in the application process for the POCA, it is still far
too complex to open. Similarly, the cheque payment service has not been well advertised.

7.5 Despite this, National Consumer Council research among financially excluded groups found that
“the majority of those who encash their benefits at post oYces already have access to a bank account, but
choose not to opt for direct credit”. Just over half of all consumers (51%) and two-thirds from
socioeconomic groups DE (67%) in the NCC survey said they would like to continue to be able to obtain
cash from the Post OYce. When asked about their preferred account options, the most favoured option was
the POCA (33%).7

7.6 NFSP believes the Government must provide balanced information about the payment options for
benefit claimants and pensioners, including the availability of the cheque payment service. The Government
should simplify the POCA application process and card accounts must be able to be opened at post oYces.

7.7 Funding for the POCA runs until 2008, and there are currently no plans in place for future funding.
NFSP believes that the Government must urgently clarify this situation.
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7.8 In addition, we believe that the POCA should oVer a more flexible, fully functional service, including
the ability for customers to make deposits as well as withdrawals. Recent experience of subpostmasters
suggests, for example, that many recipients of the Government’s Winter Fuel Payment are left confused or
inconvenienced at withdrawing the entire payment using their POCA but then, due to the limits on the cards
functionality, finding themselves unable to pay any back into their accounts.

8 Role of Post Office Network in Combating Wider Social Exclusion

8.1 There is substantial evidence that post oYces play a key role in supporting and providing vital services
to socially excluded groups.

8.2 Without a nearby post oYce, large proportions of the population are inconvenienced. Studies have
demonstrated that those most aVected included some of the most socially marginalised groups, including
those with no transport, people with mobility problems, older people and people from social classes C2, D
and E.8

8.3 Moreover, post oYces play important roles in providing direct support and advice for vulnerable
local residents, including elderly and disabled people. For example, subpostmasters frequently interpret
oYcial letters, field lost property, take messages and oVer emotional support. Research for the postal
services regulator, Postcomm, found that subpostmasters both in deprived urban areas and rural areas keep
an eye on significant numbers of residents—helping them deal with forms and oYcialdom, and enquiring
to make sure they are not unwell if they do not make their normal visit to the post oYce.9

8.4 It is widely recognised that post oYces act as a focal point for communities. In research by the postal
services watchdog Postwatch, a high proportion of those interviewed stated that community spirit was badly
aVected by the closure of the post oYce, citing an increased feeling of isolation and the fact that people do
not converse and meet as much as before.10

8.5 Post oYces also provide many services for the local economy. As well as providing direct services to
other businesses such as postal products, post oYces act as major sources of cash. Research strongly shows
that people frequently spend cash locally to the place they access it. In this regard post oYces often act as
the glue which binds local economies together, providing access to cash to safeguard or boost other local
business. Countryside Agency research demonstrates that in local shops and businesses with a nearby post
oYce, 15% of customers’ expenditure is directly due to the presence of the post oYce, amounting to £194,000
on average per year.11

8.6 This is further supported by the New Economics Foundation, which states that when the number of
local retail outlets falls below a critical mass, the quantity of money circulating within the local economy
will suddenly plummet sharply as people find there is no point trying to do a full shop with a drastically
reduced range of local outlets. As local shops close, other local businesses lose valuable outlets for their
products and services and may have to cease trading. In turn this leads to an impoverishment of choice for
consumers about where to shop.12

8.7 NFSP believes that post oYces play a critical role in the economic and social wellbeing of Britain’s
communities. The loss of a post oYce can result in increased isolation for vulnerable members of society,
and a reduction in access to cash and in the availability of other local services, resulting in increased social
and financial exclusion, particularly for already vulnerable groups. Conversely, a robust and viable post
oYce network can play a key part in sustaining the social and economic fabric of communities and
combating social and financial exclusion.

9. Conclusions

9.1 Post oYces have a hugely significant contribution to make in eVorts to promote financial inclusion.

9.2 Typically, people who are financially excluded—eg older people, unemployed people, single parents
and disabled people—have less access to transport, and therefore need to access their money locally. Post
oYces are ideally placed to provide free local access to cash and banking services. Furthermore, post oYces
are known, trusted and held in high regard by a large proportion of financially excluded individuals.

9.3 Through providing local access to cash, post oYces play an additional role in supporting the
sustainability of local economies, thereby helping combat wider social and economic exclusion.

9.4 It is therefore highly disappointing that the Government has failed to make full use of the
opportunities aVorded by the post oYce network to tackle financial exclusion, in particular its failure to
develop a truly financially inclusive Post OYce account in the Universal Bank.

9.5 By addressing the concerns set out above regarding the Post OYce Card Account and access to
banking services at post oYce counters, the Government can begin to ensure that it makes better use of the
unique opportunities to promote financial inclusion which the post oYce oVers.
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Supplementary memorandum from the National Federation of SubPostmasters

1. Introduction

1.1 The National Federation of SubPostmasters is submitting an additional memorandum to its written
evidence to the Treasury Committee Inquiry on Financial Inclusion, following the announcement by the
Government that it does not intend to extend the contract for the Post OYce Card Account (POCA) beyond
2010. This news came subsequent to the Committee’s deadline for submissions to the inquiry.

2. Post Offices and Financial Inclusion

2.1 As set out in our submission, NFSP believes that post oYces are ideally placed to play central role
in enabling the Government to tackle financial inclusion exclusion.

2.2 NFSP believes that the POCA is a key product to both enable the Government’s financial inclusion
objectives and to provide income from transactions to sustain the post oYce network.

2.3 Research demonstrates a strong preference among financially excluded groups for post oYces as the
place to receive payment of state pensions and benefits.1

3. Withdrawal of Post Office Card Account

3.1 The Government has now stated that the POCA contract will not be extended after 2010. It now
claims that the POCA was only ever intended to run until 20102, as a transitional device following the
introduction of Direct Payment. NFSP would request clarification from the Government on where and
when this information was communicated. It is not our understanding that this was ever the case.

3.2 It was our understanding that the POCA contract would be renewed. Many subpostmasters have
invested their own money in their businesses on the understanding that the network would continue to have
a role in, and thereby receive income from, the provision of Government pensions and benefits.

3.3 As detailed in our submission, the Government’s Performance and Innovation Unit (PIU) report
recommended the establishment of a Universal Bank based at the post oYce, which “would provide a post
oYce-based solution, allowing a post-oYce card to replace benefit books”.3 It was intended that this would
both tackle financial exclusion and provide business for the post oYce network following the introduction
of Direct Payment. Though the report was accepted in full at the time by the Government, this
recommendation was never implemented, a failure which NFSP regrets.
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3.4 It would now appear that far from favouring a “post oYce-based solution”, the Government sees no
role for post oYces in the delivery of state pensions and benefits and in eVorts to tackle financial exclusion.
NFSP believes that this is hugely shortsighted and reflects a lack of coherent, long term thinking within
Government about the future of the post oYce network and its role in providing access to cash and
financial services.

3.5 Consequences for Financial Inclusion and for Post OYces

NFSP believes that the Government’s withdrawal of the POCA will have grave consequences for the
many vulnerable groups who are dependent upon their post oYce as the only place where they can gain free
and local access to cash.

3.6 The POCA is currently the only option available to claimants through which they cannot get into
debt, and is the only option with no restrictions on who may be able to open an account as long as they are
in receipt of a state pension or benefit.

3.7 Of the 4.3 million current users of the POCA, many have access to bank accounts but have chosen
the POCA as their preferred method to receive pension and benefit payments4, despite the well-documented
eVorts by the Department of Work and Pensions to make this option diYcult for them.

3.8 The withdrawal of the POCA will also have potentially devastating consequences for the UK’s
network of post oYces. Post OYce Limited estimates that the withdrawal of the POCA could cost the
network at least £100 million a year in income. In addition to this, post oYces will suVer further reduced
income as a consequence of reduced “footfall”—ie fewer customer visits leading to fewer purchases of other
goods and services available in post oYces.

3.9 This will inevitably lead to post oYce closures, coming as it does shortly after the £400 million a year
loss incurred by the network through the introduction of Direct Payment of pensions and benefits. Many
subpostmasters were already struggling on low incomes before the full impact of Direct Payment was felt.
According to research carried out for NSFP by MORI in 20045, 56% of subpostmasters surveyed took
personal drawings from their post oYce business of less than £1,000 a month; for two-thirds of these, this
was income for both themselves and their spouse/partner. At this point in time, only 40% of claimants had
transferred to Direct Payment. Full implementation of Direct Payment and the withdrawal of the POCA
will only serve to worsen this situation, resulting in more subpostmasters being forced to close their
businesses.

3.10 This inevitable reduction in the post oYce network will in turn have a further and disproportionate
impact on financially excluded groups who are often dependent upon their post oYce, with ever more
consumers left with fewer or no options available to gain free and local access to cash.

4. Wider social and economic impacts of POCA withdrawal

4.1 As detailed in our submission, research demonstrates that post oYces have a wider role in supporting
other local shops and businesses, and that the existence of other local businesses is threatened when a post
oYce closes. The postal services regulator, Postcomm, estimates that in settlements with a population of
1,000–3,000 people £417,000 per year could be lost by nearby shops following the closure of a post oYce.6

4.2 NFSP believes that the post oYce closures which will result from the withdrawal of the POCA will
further impoverish choice and access to goods and services in many communities in the UK through the
knock-on closure of other local business, with socially and financially excluded groups hit the hardest.

5. Conclusions

5.1 NFSP opposes the Government’s intention to withdraw the POCA from 2010.

5.2 We believe that the POCA has a key role to play in enabling the Government’s financial exclusion
objectives, in view of the preference held among financially excluded groups for the POCA and for post
oYces in general.

5.3 This action will leave many financially excluded individuals with even fewer options available to
them, and will have devastating consequences for the post oYce network. The resulting post oYce closures
will in turn impact most adversely on vulnerable members of society dependent upon their local post oYce
for access to cash and a range of other products and services.

5.4 NFSP finds it hard to identify any consistency between the Government’s actions and its stated
commitment to a thriving post oYce network with a role in tackling financial exclusion.
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Memorandum submitted by the National Housing Federation

1. Executive summary and recommendations

1.1 We welcome the focus and timing of the Committee’s Inquiry. Addressing poverty and exclusion is
central to housing associations’ mission. Providing a home is a critical part of the work our members do but
is not in itself enough.

1.2. The National Housing Federation represents 1,400 independent, not-for-profit housing associations
in England. Our members are social businesses providing 2 million aVordable homes for around 4 million
people.

1.3. The Committee can propose recommendations which would immediately reduce financial exclusion.
We propose that the Committee recommend:

1.3.1. A Universal Service Obligation on the banking industry, to enshrine in principle that basic
banking services are available at an aVordable price to all citizens. Similar to the obligations on
the telecommunications industry, the Banking Code should be revised to reflect core services
provided by Basic Bank Accounts.

1.3.2. A cap on interest rate levels. Interest charged by home credit lenders averaged over 177% APR
in 2004186. Interest rate ceilings are currently in force in the majority of European countries and
in many U.S. states, Canada and a number of states in Australia. We believe a ceiling of 40% is
reasonable but believe it is critical that an agency such as the OYce of Fair Trading has the power
to recommend the level of the ceiling. This was the approach taken in South Africa following their
recent review of Consumer Credit legislation.

1.3.3. A requirement for home credit lenders to register repayment records to enable low income
households to build up a credit history and access more mainstream aVordable credit.

1.3.4. HM Treasury should consider a charitable subsidy, as well as the proposed tax relief, for housing
associations to become core funders of more Community Development Finance Institutions (the
majority of housing associations are charities so the tax relief is less relevant); and for HM
Treasury to consider how regulation can be streamlined for associations investing in Community
Development Finance Institutions, to avoid disincentivising associations which are already
heavily regulated by the Housing Corporation and the Audit Commission.

1.3.5. The Department for Work and Pensions conducts a review of housing benefit proposals
regarding direct payments. Our evidence considers the impact on households who have no banking
history or live in areas where banks are not willing to provide this service. Financial inclusion
policies and housing benefit reforms are co-located functions: if rent arrears resulting from direct
payments begin, people are likely to turn to borrowing and the cycle begins.

1.3.6 A review of the steep gradients at which housing benefit is withdrawn in relation to earnings. We
recommend this is tapered more moderately.

1.3.7 A review the complex range of regional and local agencies tasked with financial inclusion policies.

2. Housing associations—why financial inclusion is a critical challenge for the sector

2.1. Financial inclusion is a critical challenge for our sector. Our core customer group is facing the brunt
of financial exclusion. Around 60% of financially excluded households are housing association or council
tenants187. Unable to access banking services, tenants are turning to lenders who charge crippling interest
rates. A survey in Liverpool of home credit companies uncovered APR rates as high as 309%188.

186 National Consumer Council; “Home Credit” report, 2004
187 HM Treasury: Extending a Community Development Tax Relief Consultation, June 2005.
188 HM Treasury: Extending a Community Development Tax Relief Consultation, June 2005.
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2.2. Many of our members have run “traditional” forms of financial support for many years. These
include providing: cheap, safe white goods; free furniture; expert advice on welfare benefit claims; rent
deposit schemes; reduced household insurance and money advice to young people living in supported
housing schemes. More recently, members have funded and supported a number of the Community
Development Finance Institutions.

2.3. Housing associations provide a range of services, spanning activities such as supported housing for
children leaving care and sheltered schemes for elderly and frail residents, to large-scale multi-million pound
regeneration projects. Regeneration cannot be successful through physical refurbishment alone, and
associations have a growing role investing in the neighbourhood’s economic and social infrastructure. As
social businesses, associations recycle their surpluses to invest in wider community objectives beyond their
traditional housing function.

2.4. Unfortunately, housing associations’ investment in their neighbourhoods, is undermined when local
branch bank closures leave tenants and residents turning to doorstep lenders. Last year, 40% of the branch
closures by one high street bank were in deprived wards. Half of these were the last bank in the
community189. Where local people face mounting debt, it takes a constant stream of funding to sustain and
improve neighbourhood conditions. Creating a thriving enterprise culture becomes near to impossible. In
these circumstances how do deprived neighbourhoods become settled and genuinely sustainable? How do
children from these areas break out of the poverty in which they grow up? Once there is limited money to
spend, the neighbourhood becomes reliant on regeneration funds to prop it up.

2.5. We believe housing associations are ideally placed in the community to use their capacity to assist
Government in addressing financial inclusion, and the Federation and its members will be working to
develop suitable services and products. Furthermore, Government’s aims for financial inclusion mirror our
sector’s iN business for neighbourhoods programme.

2.6. Our iN business for neighbourhoods programme recognises that a concentration of social housing
combined with high levels of unemployment can lead to financial exclusion. In 1981, 46% of housing
association households were in full or part time employment, with 54% either unemployed, retired or
otherwise economically inactive190. By 2003 this had increased to 60% of housing association households
with no one in employment191.

3. Access to banking services

3.1. Feedback from our members illustrates that the Basic Bank Account (BBA) currently on oVer can
be diYcult to access. The Places for People Group manages 52,000 homes. In 2003 they promoted the
Woolwich Open Plan to their tenants but it proved a complicated account to open. Take-up was not high192.
The Halifax recently piloted a new approach for their BBA customers. It aims to prevent BBA holders
accessing over-the-counter banking in order to reduce queue waiting times. Instead, they are forced to use
internet banking services, to which they are unlikely to have access, or to use cash machines, many of which
have charges attached193. New Charter Housing Association in Manchester reports similar diYculties. They
have struggled to engage banks and building societies in the Tameside area of Manchester to promote
banking services to their tenants, many of whom live on very low incomes. (See case studies, section 6).

3.2. To gain an insight into the level of income, debt and savings accumulated by tenants it is worth
analysing their relationship with existing banking services. In March 2002, London and Quadrant Housing
Association surveyed 500 tenants. The results showed:

57% were “just managing” or “not managing” on their income

56% had no savings

40% pay for fuel with a key meter (at a higher cost than quarterly billing)

20% have catalogue debt

62% had weekly household incomes under £200 (this compares to an average of 30% across the UK)

24% don’t have a current account, 42% don’t have a debit/cheque guarantee card

3.3. The largest home collection credit company in the UK employs 11,600 collectors. They advertise a
“simple, convenient, transparent and flexible service”. Using this service means paying interest with an APR
of 177%194. But, set against the challenges that tenants and residents are finding with the BBA, it becomes
clear why low income households turn towards home credit companies.

189 Campaign for communities banking services, 2005.
190 “Making the Links”, National Housing Federation/ Joseph Rowntree Foundation 2000–2001.
191 “Regional futures and neighbourhood realities”, National Housing Federation 2003.
192 Places for People Group : “A national approach to promoting financial inclusion”.
193 The Daily Mail: Sean Poulter, Consumer AVairs Correspondent.
194 Places for People Group: “A national approach to promoting financial inclusion”.
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3.4. In 2004, Provident Financial, one of the largest UK doorstep lenders, made before tax profits of £221
million195. To put an end to unjustifiably high interest rates we recommend that Government instigate a
capped ceiling at a reasonable level of 40%. We also recommend that Government gives power to an agency,
such as the OYce of Fair Trading, to recommend and review any cap.

3.5. Furthermore, we recommend that Government requires home credit lenders to register repayment
records. This will enable households to build up a credit history, thereby allowing easier access to
mainstream credit in the future.

3.6. It is our belief that the banking industry should have an obligation to oVer aVordable banking
services that are available to all citizens, not simply those above a certain income level. Therefore, we believe
there is an urgent requirement for a Universal Service Obligation to be implemented across the banking
industry, which will set requirements such as the need to provide a basic bank account that is accessible by
all of society. This would be similar to the obligations on the telecommunications industry to provide basic
fixed line telephone services.

4. Access to affordable credit

4.1. Our response to this area focuses on Community Development Finance Institutions (CDFIs) and
considers the potential for our members to expand their role in the funding and support of CDFIs.

4.2. There are concerns the recent consultation from HM Treasury (Extending a Community Tax Relief
Scheme, June 2005) did not propose the right incentives to oVset the level of risk faced by investors. Without
appropriate incentives and a joined up approach from the ODPM, HM Treasury, the Audit Commission
and the Housing Corporation, it is becoming increasingly diYcult for associations to invest in new financial
inclusion activities. This is because both the sector’s lenders and regulators deem these activities ‘risky’ or
non-core housing activity. Some of the questions posed by our members include:

— How will associations carry “bad debt”?

— Will this aVect their inspection results?

— Will new regulation guidelines acknowledge the inevitable write-oV some of these activities will
require?

4.3. HM Treasury proposed a 5% tax relief on both income and corporation tax to incentivise investors
in CDFI vehicles. Whilst the Federation welcomes tax relief, we believe that a relief of at least 10% is more
realistic. Additional security could be provided through the means of a “capped” upper level for which the
debt above and beyond would not be the responsibility of the individual CDFI.

4.4. Around 70% of housing associations are charities, paying either limited or no corporation tax.
Therefore the Treasury’s current tax relief proposal oVers no financial incentive to the vast majority nor
would it oVset the expense and risk of investing in personal lending. One option would be to implement a
subsidy system in place of the proposed tax relief to ensure that all investors—charities and non-charities—
would benefit.

4.5. We were disappointed to learn that the match funding proposal in the recent CDFI consultation was
included only by way of an example. This is a missed opportunity. Match funding, used in conjunction with
the tax relief/charity subsidy, could be an invaluable tool in counter-balancing investors concerns regarding
the expense and bad debt risk of investing in a CDFI. It is estimated that 25% of all loans by such bodies
are considered to be “high-risk” at any one time, whilst arrears running at 10%, as a minimum, are the norm.
For such an investment to be feasible default guarantees and match funding are essential if there is to be any
hope of wide-spread scheme success. Match funding would benefit the development phase of setting up
CDFIs. Feedback from our members indicates it is the lack of pump-priming which slows down the
implementation stage.

4.6. Housing associations that create CDFI’s should not be regulated by the Financial Services Authority
(FSA). The vast majority of housing associations are already heavily regulated and inspected by both the
Housing Corporation and the Audit Commission. Further regulation by additional bodies could act as a
disincentive. In addition, we have been advised that the Trustee Investments Act may restrict Charitable or
Industrial and Provident Societies from investing in projects such as CDFI’s, by precluding investments in
“risky” activities such as personal credit.

4.7. To ensure an eYcient and eVective service delivery mechanism, HM Treasury must streamline
regulation requirements to ensure that housing associations, who are already regulated by the Housing
Corporation and the Audit Commission, are not over-burdened by additional and unwarranted regulation.

195 Provident Financial website : link to Annual Report, 2004 : http://www.providentfinancial.com/reports/2004AnnualReport/
home/index.asp
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5. Benefits to financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment

5.1. The Committee wants to focus in particular on financial policies but it is hard to separate out
financial exclusion from other ministerial policy areas. The reality for individuals and households facing
debt and poverty is that not having access to a bank account, living on weekly benefit payments and facing
possible rent arrears all go hand in hand. The prospect of moving out of financial exclusion and poverty
worsen if you live in a neighbourhood where it is the norm—households on low incomes continue to be
clustered and concentrated together because current housing and planning policies are unable to prevent it.
A broader approach to Government policy and guidance, including wider financial and income related
areas, would unlock some of the simple problems faced by individual households struggling to live on
low incomes.

5.2. Issues such as rent arrears, housing benefit and direct payments are potential risks to implementing
successful financial inclusion policies. Rents are essential income streams for housing associations, enabling
them to carry out maintenance, housing management and regeneration services. But around 500,000 social
housing tenants (25%) are behind with their rent at any one time196. Bethnal Green and Victoria Park
Housing Association in East London reports that “9 times out of 10 we find tenants with serious arrears
have multiple debts and nowhere to turn. Many of them end up borrowing money from loan sharks”197.

5.3. We endorse the reforms to the tax and credit system but some critical problems remain that are likely
to prevent financial inclusion policies from working properly. Simplification of the housing benefit scheme
is welcomed but the very steep gradients at which benefit is withdrawn in relation to increased earnings needs
to be reviewed, and more moderate tapers introduced. It is precisely when people find a new job and the
benefit is withdrawn that they borrow money to tide themselves over and avoid rent arrears arising.

5.4. We are concerned about the impact of the new housing benefit ‘direct payments’ scheme. The reforms
will mean housing benefit is paid directly to tenants and will require people to have a bank account and
money management and basic numeracy skills. Housing associations are reporting that while high street
banks’ head oYces are supportive, the message is often not reaching local branches. A pilot of 1,400
households was undertaken by London and Quadrant Housing Association in 2002–03 to review the impact
of the direct payment system over a 16 month period198. The study found :

— Rent arrears increased to 6% in pilot areas. In non-pilot areas arrears were at 3%.

— Fewer residents in the pilot areas were able to maintain their rent accounts in credit and the amount
owed by each resident increased. In these circumstances court action and debt recovery/and or
eviction increased.

5.5. Concern grows when we consider the capacity of local authorities to administer the allowance. The
latest quarterly statistics indicate that there is still some way to go before achieving the Government’s 2005–6
target of reducing overall processing times. For authorities in the worst performing 25% it took between 42
days and 101 days to process new claims in the last quarter of 2004–05199. The Government’s target is for
90% of new claims to be paid within 7 days of being processed. Late payments by the local authority will
mean individual tenants incur overdraft charges (often higher than standard current accounts) and could
find themselves in rent arrears.

5.6. Tenants already have the choice to opt for direct payment of housing benefit through existing
legislation. The new policy actually restricts that choice, since most tenants will have no option to have
housing benefit paid directly to their landlord. We recommend that the Committee asks the Department for
Work and Pensions to ensure the choice for tenants to have housing benefit paid either to them or to their
landlord remains and to review the impact of the introduction of direct payments. Most residents surveyed
in London and Quadrant’s pilot study preferred direct landlord payments partly because tenant direct
payments led to their going into arrears.

Implementation of financial inclusion policies

5.7. We recommend that the Committee reviews the complex range of regional and local agencies tasked
with financial inclusion policies. It is important to set up a structure that does not fall between mainstream
regional economic strategies and the root problems at the neighbourhood level, and to ensure the
eVectiveness, economy and simplicity in delivering financial inclusion policies.

5.8. A model is evolving between locally-based credit unions and the larger, more market focused
CDFI’s. This model demonstrates that financial services can respond to low income customers and is less
hindered by regional and local authority boundaries. The growth of the South Coast Money Line CDFI is
a specific example of good practice on this and has resulted in a successful partnership with a credit union.
The Sandwell Advice and Moneylink service in the West Midlands has a similar model. Set up by three

196 Housing Corporation “Community Access to Money : Housing associations leading on financial inclusion” December 2005.
197 Housing Corporation, page 24 “Community Access to Money: Housing associations leading on financial inclusion”,

December 2005.
198 London and Quadrant Housing Association : “Where’s the Benefit?”, January 2004.
199 National Performance Standards on Housing Benefit Administration, 2004.
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housing associations, the local authority and the New Deal for Communities project, it operates from a shop
front shared with the local credit union. We also support the Local Area Agreement model as one which
could streamline delivery alongside the allocation of the new Local Economic Growth Initiative.

6. Case Studies

6.1. The following examples illustrate a small proportion of the innovative work currently undertaken
by housing associations, which are helping to address the financial exclusion experienced by both tenants
and people living in the surrounding neighbourhoods.

Information ‘One Stop Shop’—Manchester

6.2. Money Information Network Tameside—MiNT was formed by New Charter Housing Trust in
Tameside in response to tenants facing financial diYculties and mounting debt, who were simply unable to
get access to the right organisations to help them escape the vicious circle they found themselves in.

6.3. MiNT is a partnership involving 13 organisations, ranging from housing associations, a local
authority, education establishments and advice agencies. MiNT oVers a wide range of advice and assistance
to the whole community, as well as targeting particular areas that might be facing diYculties such as losing
a key local employer, and receives no funding other than that provided by member organisations.

6.4. MiNT oVers a range of services aimed at tackling financial exclusion through:

— providing options and tools to help access assistance,

— developing the knowledge and understanding within the community,

— oVering access to products in the market place,

— providing people with the skills and training to make informed choices.

6.5. The process is simple. To highlight the services available, MiNT:

— organise promotional events,

— work with housing associations so tenants are aware of the service

— work through local authorities, so MiNT promotional leaflets go out with all benefit notices,
ensuring those who may need advice know where to get it,

— have a website and are currently producing a hard back directory of all advice agencies and services
linked through MiNT.

6.6. Once members of the local community contact MiNT, they are provided with:

— opportunities to access educational services to improve education and financial awareness.

— face to face advice with staV who can oVer debt advice and highlight the options available.

New Charter Housing Association has expressed extreme disappointment that whilst many local banking
establishments have been invited to attend their events, as well as being invited to partnership groups to
discuss solutions to tackle financial exclusion, only one bank has so far responded. Furthermore this has
resulted in no additional interest.

6.7 The partnership has written to the British Bankers Association, regarding the lack of interest from
the banking establishment, who expressed its concern. However this has still not resulted in the local banking
and lending sector coming forward to work with an existing successful partnership.

6.8 New Charter is currently in the process of recruiting a Welfare Benefit Advisor to oVer personal
advice and act as a bridge between tenants and agencies.

6.9 In addition to this, MiNT have bid for match funding to employ a Financial Inclusion Manager. This
post will work across the partnership, increase the awareness of the scheme and oVer sign-posting and face
to face advice to customers.

Literacy and numeracy in remote rural areas—Cumbria

6.11 During early 2002, staV at Impact Housing Association in Cumbria became aware of the very low
levels of literacy and numeracy amongst some of their tenants. National averages for “poor” literacy and
numeracy are 24%. On Salterbeck Estate in Allerdale, poor literacy was running at 36% and numeracy at
42%. Similarly, in Distington in Copeland, “poor” literacy was 31.5% and numeracy 36.2%. The area also
suVers from a low progression of young people into higher education. Less than 1% of Cumbrians go on to
University, compared to a national average of 2.3%. Part of this is due to the remoteness of the area; part
the absence of an integrated higher education facility within the county.
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6.12 Working in partnership with the Learning and Skills Council, Impact have delivered community
based basic skills training. They are working with 150 learners over a 15 month period, with 80% working
towards a qualification and of these, 20% moving into longer-term further education or employment.

Savings and Loan Scheme—Cambridge

6.13 Cambridge Housing Society oVer two distinct types of services, one providing low interest loans to
tenants, New Horizons Savings and Loan Scheme and the other, a literacy and numeracy education project
provided in the tenant’s home.

6.14 Their New Horizons Savings and Loan Scheme provides mainstream financial services to customers
through a partnership with Cambridge Building Society. Rather than setting up a Credit Union, they have
adapted the financial underwriting principles that Homeless International developed through work with
homeless groups in India and South America. In 1997 this became the first partnership of its kind in the UK
and demonstrated a model which has since been replicated. Currently, the scheme provides several diVerent
loan products to cater for diVerent groups of customers—for instance, people who have just moved into
their homes or who require instant credit in an emergency, or are preparing to purchase major capital items
either for their homes or for work.

6.15 Delivering services through the Building Society also has the advantage of getting people in through
the door of a high street lender. Once someone has a savings account, they also qualify for loyalty discounts
on future mortgages.

6.16 Being able to access bank accounts in the same manner as anyone else in the community, and with
loans with an interest that is not punitive (only 0.95% above the base rate), this scheme ensures that tenants
are not financially excluded from the types of banking services the majority of people expect as a right.

Improving literacy and numeracy skills at home

6.17 The second part to Cambridge Housing Society’s financial inclusion work is a partnership with the
local sixth form college. It enables customers to undertake literacy and numeracy tuition in their own homes
on a one-to-one basis. The provision is very diVerent from what the college usually provides either in the
classroom or in a community setting. Evidence suggested that many of their tenants would find it diYcult
to attend standard classroom learning—because they couldn’t get there, classes were held at inappropriate
times, childcare issues, or they simply did not have the confidence to go into that type of setting given
previous poor experiences. By enabling people to learn in their own homes Cambridge Housing Society
support tenants to learn at their own pace in a place where they feel comfortable, at a time to suit them and
where they do not have to publicly admit a skills deficit.

6.18 This training has enabled tenants to take control of their own financial circumstances, hopefully
resulting in a more financially secure future for them.

6.19 The scheme now has a supply of 60 laptop computers—1 for every 28 households—which tenants
are able to borrow to pursue learndirect courses, a European Computer Driving License qualification or
simply to learn how to e-mail friends or relatives abroad or to help their children with their homework.
People not only get the equipment for a period of time but also receive one-to-one support and tuition in
their own homes. Given that many financial services have moved over to internet access, tenants have the
potential to navigate and explore new products on line.

6.20 The scheme’s proven success resulted in two awards in 2004: the Best Outreach Worker at the
national Learning and Skills Council awards and the iNbiz National Housing Federation Overall Winner
Award.

“Detached” from the knowledge economy—elderly tenants in Cambridgeshire

6.21 As many services move over to the internet, those without computers or access to internet cafes will
become detached from services that have now become everyday use for many people. Hereward Housing
in East Cambridgeshire has introduced “community access points” where residents and tenants can use the
internet, email and scanners. There are 30 access points across a number of rural districts. Already 1600
learners have used the service. Hereward have made sure their sheltered schemes are included. In Somerset
Court, Cheveley there are 58 sheltered bungalows which now have their own access point. At SheriV’s Court
in Burrough Green there are 16 bungalows formerly with only a weekly visiting post oYce. Now there is an
access point, many services can be accessed on line.

January 2006
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Memorandum submitted by Nationwide Building Society

Introduction

1. Nationwide Building Society is the UK’s fourth largest mortgage lender, second largest savings
provider, and seventh largest high street financial organisation. We are also the world’s largest building
society, with more than eleven million members.

2. Nationwide is proud of its record of promoting transparency, honesty and fairness across the financial
services industry. As a mutual, owned by and run for the benefit of our members, we aim to oVer a broad
range of great value mortgages, savings and other financial products, while charging as little as possible for
day-to-day services.

3. The Society welcomes the Committee’s inquiry into financial inclusion and is pleased to submit brief
written evidence to the inquiry.

Access to banking services

4. As a mutual, we oVer all members free day to day banking, and we do not charge a fee for cash
withdrawals at any of our network of more than 2000 ATMs. All our current account customers can do
business through branches or via the 24 hour internet banking or telephone services, and all our current
account customers can withdraw cash and check their balances at any Post OYce branch, free of charge.

5. Nationwide is the only building society to oVer basic bank account facilities, which we have been doing
since July 1999. Customers receiving our basic account facility can operate their account in the same way
as those on our standard current account, but will not be oVered an overdraft facility, cheque book, or debit
or credit card. The account oVers a cash card which enables customers to withdraw money and check their
balance at any of our branches, cash machines and any Post OYce counter. Basic account customers can also
use Nationwide’s internet banking facility to manage their money, and receive credit interest on balances in
their account.

6. Although Nationwide’s basic account does not oVer an overdraft facility, it does have a £30 ‘buVer
zone’. This means that if a customer has £25 in their account and a £50 direct debit is being processed the
payment will be honoured and no fee charged.

7. Nationwide is committed to playing its part in ensuring that those who want banking facilities are able
to access them and benefit from the added flexibility and choice that is available to those with a bank
account. However, we are concerned that many providers are not doing their fair share in catering for Basic
Bank Account customers, and we have seen a larger number of applications for basic accounts to
Nationwide than we would have expected from our share of the current account market (in some branch
areas basic bank openings account for more than 50% of total current account openings), and the required
administration has the potential to impact negatively on service for all our customers. We think it important
that all providers in the market do their fair share if consumers are genuinely going to be helped and the
Government’s target for decreasing the numbers of people without a bank account is to be met, and we
would welcome the Committee’s inquiries into the position.

8. Nationwide has for some years been expressing concern about the threat to the UK’s network of free
cash machines, and has previously submitted detailed evidence to the Committee’s inquiry into charging
cash machines. In particular, the Society is concerned that the future of free cash machines away from
branches is under threat. Comparing LINK figures for September 2004 and September 2005, at end
September 2005 there were 23,931 charging ATMs and 32,355 free ATMs, compared with end September
2004 when there were 20,685 charging and 32,463 free. This gives an increase in the number of charging
machines of 3246 (16%) compared with a decrease of 108 (0.33%) in the number of free machines. If this
pattern continues, there is a real possibility that free access to cash will not survive other than at bank and
building society branches and a few other locations such as main post oYces.

9. In 2004 we estimated that the annual cost to consumers of charging cash machines was £140 million,
and we now forecast that in 2006, this will grow to £250 million.

10. The threat to the free cash machine network is a concern as it impacts on every consumer, but
Nationwide would be particularly concerned if cash machine charges fell disproportionately on lower-
income groups. It seems intuitive that with the proportion of machines which charge growing so rapidly,
the burden would fall most heavily on people without debit or credit cards, who are most reliant on cash
and on using ATMs to access their cash. This would include young people aged 11–16 as well as customers
with basic bank account facilities.

11. The trend for high street banks to sell oV their non-branch ATMs to charging operators, and the rapid
growth in the number of charging machines in locations such as convenience stores, oV-licences, petrol
stations and pubs, also have an impact. These changes mean that in areas where there are no bank branches,
or where branches may have been closed, the chances are greater that the nearest machines will be fee-
charging.
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12. There appears to be little or no monitoring by Government of the impact of the increased numbers
of charging machines in order to assess any adverse social consequences. It is important to understand how
increasing charges at ATMs and falling numbers of free ATMs outside bank and building society branches
could impact on lower income groups and those who may be less mobile or more reliant on cash.

13. Nationwide would like to see active monitoring by HM Treasury, which has responsibility for policy
regarding financial inclusion, of the growth in charging machines and the impact on consumers, especially
in areas of social deprivation, with a view to identifying any public policy implications.

Incentives and Barriers to Saving for People on Below Average Incomes

14. Nationwide understands that a wide-ranging review of ISAs and other savings vehicles and incentives
is expected from the Government in early 2006. We welcome this and look forward to engaging in a
discussion around savings incentives, including incentives for people on below average incomes. We
particularly look forward to receiving details from the pilot of the Savings Gateway, testing the eVectiveness
of matched funding from Government to incentivise saving by low income groups, which have not yet been
made public.

15. Nationwide supports the continued use of the ISA brand for tax-eYcient savings. Our research shows
that many of our customers are using the cash ISA as a flexible savings account, with around two thirds of
our cash ISA holders investing less than their full allowance, and around 50% of cash ISA holders making
a withdrawal during the year. Nationwide has therefore suggested that, rather than an annual ISA allowance
for individuals, an annual cap on savings into ISA could be more eVective for savers, including those on
lower incomes. This would allow funds to be invested and withdrawn freely to the cap limit. We hope to
discuss this and other ideas for incentivising savings as part of the 2006 review.

16. Nationwide has been a Child Trust Fund provider since the scheme was first launched in January
2005, and is one of only four high street organisations to oVer both cash and equity Child Trust Fund. We
believe the Child Trust Fund is an important scheme to encourage the savings habit among young people,
whatever their background, and welcome the larger amounts paid to children from low income families.
Nationwide believes that the Government should announce now its intentions to keep the amount of its
contributions under regular review and aim for regular increases to avoid the value of the fund
contributions, and the extra payments for children from low income families, being eroded by inflation.

Financial education and access to financial advice: young people

17. Financial education and capability, especially among children and young people, is a major challenge
and Nationwide would like to see and participate in a joint eVort by Government, industry and parenting
groups to work together to create new messages on savings that make the subject exciting for children.

18. One of the Government’s goals for the Child Trust Fund was “to build on financial education to help
people make better financial choices throughout their lives”.

19. Nationwide would like to see an additional top-up to the Child Trust Fund made to children aged
13–16 who achieve agreed financial education goals. Financial incentives to learn have already been used
with the Education Maintenance Allowance and the Connexions scheme and Nationwide believes that there
could be benefits in using a similar approach to encourage and reward financial education among children
and young people. We believe this would reinforce the messages about the benefit of saving into Child Trust
Fund and help children understand and appreciate the value of the asset they will gain at the start of their
adult lives.

January 2006

Supplementary memorandum submitted by Nationwide Building Society

Banking Code Standards Board mystery shopping exercise on Basic Bank Accounts

I am writing in response to your letter of 24 April, regarding the Committee’s current inquiry into financial
inclusion. I apologise for the fact that my reply will reach you slightly later than you had asked.

As you know, Nationwide is proud of its record of promoting transparency, honesty and fairness across
the financial services industry. As a mutual we are owned by and run for the benefit of our members and
aim to stand up for the interests of all consumers. We are the only building society to oVer basic bank
account facilities and we take seriously our responsibilities in this respect. We have responded in detail to
the Banking Code Standards Board following their report on Nationwide and already made some changes
to our processes in response to the issues highlighted in the report.
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However, we believe that releasing the Banking Code Standards Board reports on some individual banks
and building societies would mean there is no possibility of fair comparison between our reports and the
reports of banks which withhold permission. We believe we could be damaged commercially if our report
were released and other banks’ reports are not and so I regret that we are not in a position to agree to the
information being released to the Treasury Committee.

May 2006

Memorandum submitted by the National Consumer Council

Summary

Benefits of financial inclusion

— Financial inclusion is an essential element of tackling social exclusion and combating poverty,
helping to ensure that the poor don’t pay more for essential goods and services.

— Financial inclusion policy must be seen in the context of wider policy developments in order to
achieve sustained financial inclusion. This required a joined-up policy approach from
Government.

— Government and industry measures such as the third party deductions scheme can be a stepping-
stone to financial inclusion. The scheme should be expanded to become a payment option of choice
rather than last resort.

— Financial products and services must be designed and delivered in a way that is makes them
accessible, aVordable, available and appropriate for the particular needs of the financially
excluded.

— The success of financial inclusion policy is contingent on the most basic financial services being an
attractive option for people on low-incomes.

Access to banking

— Numerical targets alone will not deliver appropriate banking services to the unbanked.

— Lack of counter access and charges for unpaid/returned direct debits, of up to £39, are among the
features that make basic bank accounts in their current form, inappropriate for low-income
consumers.

— Basic bank accounts need to be redesigned to reflect the particular needs of the financially
excluded.

Access to aVordable credit

— Low-income consumers have an urgent and consistent need for credit, but 7.8 million are excluded
from the mainstream market because the product design and delivery mechanisms do not meet
their needs.

— The Social Fund does not meet the needs of all eligible applicants, with one in five being turned
down. High-cost credit is the only option for many excluded consumers, with people on benefits
spending an estimated £330 million per year on home credit.

— An aVordable credit model is urgently needed, and a partnership approach between government,
third sector lenders and the mainstream providers is required.

— Design and delivery must be built around low-income consumers’ needs, allowing for weekly
payments and incorporating flexibility. The Social Fund should act as building block for such a
model.

Financial Education and Advice

— Financial education, generic financial advice and the financial capability strategy must focus on
the needs of the financially excluded if they are to play any part in achieving financial inclusion.
They need long-term support in terms of development, implementation and resources.

— The FSA’s Financial Capability Strategy needs to have secured funding and must target hard to
reach groups including the financially excluded.



3379423076 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 396 Treasury Committee: Evidence

Incentives and barriers to saving

— A stepped approach to promoting saving among low-income consumers is required. Starting with
breaking the cycle of poverty and exclusion; followed by facilitating and incentivising saving.

Promoting financial inclusion

— The Government must spearhead a joined-up, consumer-focused approach to financial
inclusion policy.

— The Financial Inclusion Taskforce should develop Government’s long-term strategy for sustained
financial inclusion.

— The Financial Services Authority should promote cultural change in the financial services market,
by ensuring that the concept of treating customers fairly extends to the financially excluded. It
should continue and expand the financial capability innovation fund, and set out a specific and
sustained commitment to its financial inclusion work.

The benefits of financial inclusion and the extent to which financial inclusion measures can contribute to
combating poverty and reducing barriers to employment

1. Our research with consumers consistently shows that the poor pay more, or get less, when it comes to
essential goods and services. The result is a process of market-based exclusion that deepens disadvantage
and reduces the eVectiveness of welfare and social inclusion policies such as benefit payments, tax credits
and local regeneration, set up to address people’s poverty and vulnerability. One reason why the poor pay
more, or get less, is the way that they interact with financial services.

2. Financially excluded consumers are overwhelmingly the poorest and most vulnerable members of
society. Consequently, achieving financial inclusion is an essential element of the solution to tackling social
exclusion and combating poverty. Therefore a joined-up policy approach to financial inclusion is required
from Government.

3. Being financially included reduces the additional costs of being poor. It helps consumers to avail of
cheaper tariVs, and access services that require electronic payments or bank accounts.

The extent to which problems of financial exclusion can be tackled by actions in the sphere of financial policy
as opposed to wider policy developments relating to welfare policy, pensions and benefits

4. Consumers do not live their lives in silos, the way that industry and Government are organised.
Therefore, financial inclusion is unlikely to be achieved solely through financial policy. This does not
diminish the value of financial policy, it simply means that it must be considered in the wider context of the
way that people live their lives. Strategic direction is required from Government to join up financial policy
with other areas including welfare and wider inclusion policies. This applies to policy between Government
departments as well as policy from industry and government. This is the best way to achieve policy outcomes
that work for consumers.

Meaningful financial inclusion

5. Unless being financially included makes a positive diVerence to the lives of those who are excluded, it
will not be inclusion in any meaningful sense. The success of policy in this area is contingent on the most
basic financial services being an attractive option for people on low-incomes. Meaningful financial inclusion
can only be achieved if financial products and services are designed and delivered to meet the particular
needs of people on the lowest incomes, ensuring that they are not only accessible, but also attractive,
aVordable, appropriate and available.

Access to Banking Services

Action taken by the Government and the banking industry towards reducing the 1.9 million households in the
UK without a bank account

6. Although significant progress has been made in reducing the number of unbanked consumers, research
by the Banking Code Standards Board (BCSB)200 and Services Against Financial Exclusion (SAFE)201

shows that access problems persist.

7. Branch staV in banks and building societies need further training on special arrangements around
identification requirements for basic bank accounts to remove it as a barrier to account opening.

200 Survey of subscribers providing basic bank accounts, Banking Code Standards Board, 2005.
201 Banking the unbanked: a snapshot, Services Against Financial Exclusion, 2005
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— In addition consumers that only have access to a Post OYce Card Account (POCA) are not
included in the statistics for the unbanked.

8. Consumers that only have a Post OYce Card Account should be included in the number of unbanked
as the functionality on the POCA does not allow for transactional banking.

Access to banking services, including the operation, usefulness and regulation of basic bank accounts, and access
to cash withdrawals.

9. Financial inclusion is more than just a numbers game. Numerical targets for achieving financial
inclusion will not deliver useful and appropriate banking services to the unbanked. The focus must shift to
the design of basic bank accounts. Ensuring that accounts are more attractive and useful to financially
excluded people is a far more sensible way of improving and sustaining a higher level of take-up.

10. Lack of counter access and default charges of up to £39 make basic bank accounts in their current
form inappropriate for low-income consumers. People on low-incomes cannot aVord these charges and
therefore they act as disincentives to being financially included.

11. Some banks actually charge basic bank account customers more for an unpaid/returned direct debit
than they charge to current account customers (see annexe 1). Levying higher charges on those customers
who are least able to pay is clearly inappropriate, given that the account is supposed to meet the needs of
people on low incomes. This brings into question these providers’ commitment to financial inclusion.

12. Research by NCC and Policis202 found:

— Half of low-income consumers with a bank account still prefer to manage their money in cash.
Therefore simply having a basic bank account does not necessarily result in meaningful financial
inclusion.

— Low-income consumers with bank accounts have higher levels of arrears and indebtedness than
their unbanked counterparts. Indicating that in their current form, use of a basic bank account for
money management can undermine previously successful cash-based money management
strategies.

13. Basic bank accounts need to be redesigned to meet the needs of the financially excluded.

— Features of a revitalised basic bank account should include:

— counter access at branches

— a small penalty-free overdraft to act as a ‘buVer zone’ (£10–£20) to guard against unpaid direct
debits;

— systems that recognise and fit with the weekly budgeting cycle, including statements and payment
mechanisms such as direct debits and standing orders;

— automated payments that are triggered by money entering the account so that payments cannot
be made without money to cover them; and

— payment systems that can incorporate occasional payment holidays.

14. The Association of Credit Unions (ABCUL) has developed a basic bank account that includes some
of these features, therefore we know that it is possible.

— Banks and building societies must improve their basic bank account design so that it meets the
particular needs of people on low-incomes.

The NCC will be undertaking further work in 2006 around what low-income consumers need from
banking services.

Access to cash

15. Research indicates that UK bank customers are set to pay £250 million to withdraw their own money
from fee-charging cash machines in 2006. Fee-charging ATMs increased 16% in 2005, while free non-
charging ATMs decreased by 0.3%203. More than a quarter of charged ATM withdrawals are for £20 or less.
As people on low incomes are more likely to make smaller and more frequent cash withdrawals, they may
well be disproportionately aVected.

16. Consumers now pay for 5% of ATM transactions204. However, it has yet to be established if there is
a particular lack of free ATM access for financially excluded consumers. The NCC has previously
recommended that the location of free and charging ATMs should be mapped against the indices of
deprivation and data on clusters of financial exclusion to establish if there are gaps in provision of free access
to cash.

202 Basic banking: getting the first step right, National Consumer Council, 2005
203 Increasing the threat to free cash withdrawals, Nationwide, 2005.
204 Increasing the threat to free cash withdrawals, Nationwide, 2005.
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— The Financial Inclusion Taskforce should take responsibility for undertaking this exercise in
addition to its other work on how low-income consumers access cash.

17. Another Post OYce closure programme is expected in the near future as the current subsidy, which
sustains many rural and urban deprived branches, expires in March 2006. This is set to reduce free over-the-
counter access to cash for POCA holders and for the 2.3 million basic bank account holders who can make
free withdrawals at a Post OYce.

— The Government must recognise the impact that Post OYce closures will have on financial
inclusion.

Access to aVordable credit

18. Research by NCC and Policis AVordable Credit: A model that recognises real needs205 shows that
low-income consumers’ needs for aVordable credit are not being met.

— Low-income consumers have an urgent and consistent need for credit, but 7.8 million are excluded
from the mainstream market because the product design and delivery do not meet their needs.

— The Social Fund does not meet the needs of all eligible applicants, with one in five applications
being turned down.

— High-cost credit is the only option for many excluded consumers, with people on benefits spending
an estimated £330 million per year on home credit.

— A Competition Commission investigation of the home credit market, triggered by the NCC’s
Supercomplaint to the OYce of Fair Trading, found that no other credit product could provide a
direct substitute for home credit. In its ‘provisional thinking’ the Commission also recognised that
although the home credit product is specifically designed to meet the needs of people on low-
incomes, ‘it does so only at a high cost. Customers, many of whom are on low-incomes and some
of whom have few, if any, realistic alternative sources of credit, bear that cost in the price they pay
for credit’206.

Measures to enable households excluded from mainstream credit to have access to aVordable credit

19. An AVordable Credit model should not be developed in isolation from the other components of a
financial inclusion strategy. It is essential that in developing solutions the Government and providers
recognise, understand and respect the realities of why the poor, often knowingly, pay more for high cost
home credit. The possibility if a new aVordable credit model oVering many of the features valued by those
on low incomes more cheaply and eYciently should be explored. Facilitating the development of less costly
products that do not meet their needs and simply ‘educating’ them about the cheaper alternatives available
is not a solution.

— The real cost of delivery of the high cost credit products currently used by the poor must be
established. Options for delivering this to consumers at a lower price can then be explored.

20. A successful and inclusive model of aVordable credit would need to oVer:

— Access to loans that are simple, transparent and available for any purpose;

— Lenders that are familiar, are perceived to be trustworthy, understand low-income consumers’
circumstances; do not penalise them for occasional missed repayments; won’t pursue people who
are genuinely unable to repay through the courts.

— Application procedures that are simple, accessible and non-judgemental; can accommodate
numeracy and literacy problems; result in quick and relatively predictable decisions.

— Loans that are small, short-term and available in cash.

— Repayments that are set at an aVordable level; are compatible with their household budgeting cycle
(usually weekly); combine the discipline of weekly home collection with occasional, penalty-free
missed payments (payment holidays); can be deducted direct from income.

21. Our research shows that a system of direct deductions from income for credit repayment is attractive
to many benefit recipients, but as an option of choice rather than a last resort. Although the Government
announced207 that it will consider “arrangements whereby, in certain circumstances, private and third sector
lenders could apply for repayments to be made by deduction from benefit, where normal repayment
arrangements have broken down” this is not set to be a pro-active payment option of choice for the
consumer. This is a missed opportunity.

22. A new AVordable Credit model which delivers these features could be built around direct deductions
from benefit and, for the working poor who make up most home credit borrowers, through adaptations to
the tax credit system and, potentially, a revitalised model of basic banking.

205 AVordable Credit: A model that recognises real needs, National Consumer Council, 2005.
206 Home credit market inquiry: emerging thinking, The Competition Commission, 2005.
207 Promoting financial inclusion, HM Treasury, December 2004.
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The role of credit unions and community development finance institutions

23. Credit unions and Community Development Finance Institutions (CDFIs) have a key role to play in
the provision of a new aVordable credit model. However, despite encouraging progress third sector lenders
have so far been unable to achieve the scale, sustainability and professionalism necessary to oVer a universal
solution to credit exclusion. Therefore commercial sector involvement has to be part of the solution.

24. An aVordable credit model is urgently needed, and a partnership approach between government,
third sector lenders and the mainstream providers is required.

The provision of interest-free loans from the Social Fund.

25. Interest-free loans, or advances on benefit income, from the Social Fund must be maintained for the
very poorest. However, they are not serving all those in need. Changes to be implemented in April 2006 will
increase the predictability of the scheme and the size of the fund overall. However, these relatively minor
changes are still unlikely to result in the meeting the emergency credit needs of all eligible applicants.

26. Research208 shows that many consumers that borrow from the Social Fund also borrow from high-
cost commercial lenders, such as home credit companies, to meet their additional credit needs. High-cost
borrowing can lock consumers into a spiral of debt, and therefore it would be sensible to target these
consumers with trusted aVordable credit options. As there is a client cross over with high cost credit users
and the Social Fund, applicants to the Fund should be a main target group for an aVordable credit model,
so they have a cheaper credit alternative which is less likely to trap them in a cycle of debt and dependence.

27. The Social Fund could, in addition to interest free loans for the poorest, form part of a partnership
with low-cost lenders to provide low cost interest bearing loans. This would act as an accessible alternative
to high-cost credit that low-income consumers have little choice but to turn to. When loan payments are
completed consumers could be given the choice, and facilitated to continue payments, to build savings.

28. A radical rethink of the Social Fund is required, and its relevance to financial inclusion must be
recognised by Government. Options for making the Fund the basis for a new aVordable credit model and
a stepping-stone towards saving and asset building should be explored by the Department for Work and
Pensions.

Financial education and access to financial advice

The role of the Financial Services Authority (FSA), the Department for Education and Skills (DFES) and
others in promoting and supporting improved financial education in schools, other educational institutions and
the workplace and the progress of the national strategy for financial capability;

29. Financial education and advice build on the provision of information about financial products, to
help develop financial capability, which are essential for all consumers. However, in order for them to have
any impact on financial inclusion this work must specifically target financially excluded consumers. Only
then will these three elements become key parts of the medium and long-term work on promoting financial
inclusion. These areas of work are interlocking and therefore those with responsibility for them, principally
the FSA and the DFES, must work in a joined-up way to ensure delivery in the most eVective and eYcient
way for consumers.

30. The FSA and the DFES must ensure a specifically targeted approach to improve financial inclusion
as part of its work on financial capability, advice and education. They must also ensure sustained support
for this work in terms of priorities, resources and policy development over the long-term within
Government, trade unions and employers, educational institutions, financial services industry and within
their own organisations.

31. The stakeholders outlined above all have a role to play in continued support for the financial inclusion
element of financial education, financial advice and the financial capability strategy.

Financial Education

32. The DFES must recognise the need for a flexible financial education programme. Innovative ways of
delivering financial education must be identified and implemented in order to reach disadvantaged
consumers who are no longer involved in formal education or the workplace. It is essential that the DFES
liases with the Treasury, financial education practitioners and other relevant stakeholders to keep pace with
developments, ensuring that the programme remains relevant and useful to consumers of all ages.

208 AVordable credit: a model that recognises real needs, National Consumer Council, 2005.
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The Financial Capability Strategy

Funding

33. We welcome the FSA’s work to develop the financial capability strategy. However, we are concerned
that the strategy does not yet appear to have funding for implementation. We believe that a levy on industry
has been ruled out as a funding option. In the light of this situation the NCC made the following
recommendation:

— dormant account assets, to be released by the Chancellor, should be used to fund the
implementation of the FSA’s a robust Financial Capability Strategy within the context of tackling
poverty and promoting social justice.

34. The Chancellor announced in the 2005 Pre-Budget Report that dormant account assets would be used
for communities and youth services, however the details have yet to be worked out. Therefore, at present,
it is unclear if the financial capability strategy, or the parts directly relevant to youth and communities will
be funded from dormant account assets. However, given the benefits that implementation of a robust and
inclusive strategy would deliver, it should be given serious consideration by the Treasury and the
Commission on Unclaimed Assets.

35. An alternative funding option is through voluntary donations. However, as we have seen with the
money advice sector, this could be unpredictable and limit the scope for long-term planning and the
sustainable development of the strategy. It is also questionable whether it is appropriate for the success of
a regulator’s project to be contingent upon voluntary donations from the industry that it regulates. This
funding option ultimately risks the long-term success of the strategy, and may result in delivery being sparse
and fragmented, and provision being inconsistent over time. This would be to the detriment of the consumer
and, ultimately, the industry, as it would mean that improvements in financial capability would be limited.
Therefore this would not be the most eVective option for tackling financial exclusion in the long term.

36. The FSA must secure funding arrangements for the Financial Capability Strategy that will ensure
eVective and consistent delivery for the long term to benefit all consumers, including the financially excluded
and other hard to reach groups.

Targeting

37. In order to tackle financial exclusion it is vital that the Financial Capability Strategy continues to
prioritise work with the hardest to reach and most vulnerable groups including those Not in Employment,
Education or Training (NEET), who are most at risk from long-term social and financial exclusion. It is
essential that the strategy has a financial exclusion focus, yet it is currently unclear if this work will continue,
even though other priorities have been set out. We are concerned that these priorities have been decided in
the absence of key information from the FSA’s financial capability baseline survey, which has yet to be
published. It is essential that the FSA’s priorities for achieving organisational targets for delivering the
financial capability strategy does not result in the easiest to reach groups, such as those in higher education,
being prioritised over groups that are harder to reach, including financially excluded consumers.

— The Financial Capability Strategy should prioritise work with the hardest to reach and most
vulnerable groups, who are most at risk from long-term social and financial exclusion.

The provision and regulation of generic financial advice about debt and savings

38. There is a real need for some form of generic financial advice to help all consumers plan their finances;
understand their options; determine their priorities; and increase their confidence in financial decision-
making. This service could make a vital contribution to increasing financial capability and reducing financial
exclusion, mis-selling and inappropriate choices. This form of advice will be of particular value to
disadvantaged consumers for whom making the right financial choices is crucial but who currently find it
hardest to access appropriate and aVordable advice and are, therefore, especially vulnerable. There is a gap
in the provision of generic advice through the market for a number of reasons including the lack of financial
incentive for industry, high level of charges to the consumer, and consumer confusion, lack of demand and
consumers’ failure to recognise their need for this advice.

Regulation

— Those oVering generic financial advice should be accredited both to increase consumer confidence
and reflect the importance of the skills required to deliver such a service.

39. Quality and consistency in the advice provided are crucial to the success of generic financial advice, as
is ensuring that the service is delivered according to professional and measurable standards. This will enable
generic advice to act as an eVective and useful building block for further financial advice. Generic advice
practitioners should be equipped to go further than simply signposting consumers to their options. They
should be able also be able to discuss options for action. Clearly it is also important that consumers have
access to, and are aware of redress mechanisms should they feel that they have been misadvised.
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Provision

— Generic financial advice must complement, rather than replace existing advice provision.

40. It should assist people to move through the advice system with greater confidence, helping them to
gradually become financially included. Simple measures such as generic advisers developing a basic financial
profile that customers could take with them when they seek further advice would help establish generic
advice as a key component of the advice regime, while simplifying things for consumers.

Delivery

— A one-size-fits-all approach to delivery of generic advice will not work. A range of methods are
required to meet the particular needs and circumstances of diVerent groups.

41. Vulnerable consumers, who may be financially excluded, with low financial literacy and little, if any,
positive experience of financial advice or mainstream financial services will clearly require face-to-face
advice provision. Other consumers will be more comfortable with, and able to act on, telephone advice,
while computer-based packages—used alone or with guidance—will be appropriate for others.

Charging

— Consideration should be given to funding generic advice through a combination of industry
subsidy and a sliding scale of consumer charges, which would be free to those on the lowest
incomes.

42. Decisions about charging for generic financial advice must be taken in the context of overall funding
and delivery of the service. If, in practice, oVering a free service would constrain the scope of service—
including the numbers of people served, waiting times, consultation times, or the quality/professionalism of
staV—this could seriously undermine its success. It could, ultimately, result in a situation where, as now,
people who can aVord to do so choose to pay for alternative sources of advice, resulting in a real or perceived
two-tier system. There is a strong case for the financial services industry to be required, at least in part, to
subsidise generic advice services as they will, ultimately, benefit from a better informed, more confidence
customer base. There may also be a case for charging users of the service on a sliding scale basis, as occurs
with other charitable services such as Relate. It is likely that demand for generic advice services will extend
beyond low-income consumers who cannot aVord to pay for advice at all to include those with higher
incomes who may still be unable to aVord to pay for independent financial advice or for whom existing
regulated advice services are inappropriate. In this context, charging a subsidised rate to those who can
aVord to pay for advice could enable the service to be developed in a much more sustainable way, and to
grow in line with the scale and nature of demands placed on it.

Incentives and barriers to saving for people on below average incomes

43. Promoting savings is a key element of the Government’s long-term anti-poverty strategy. The benefits
to individuals can be life transforming, reducing stress and pressures that unexpected expenses can bring,
and promoting employment prospects. Increased saving also directly benefits the financial services industry
and brings wider economic benefits. Therefore tackling barriers to saving is everyone’s interests.

— A stepped approach to promoting saving among low-income consumers is required. Step one is
breaking the cycle of poverty and exclusion, followed by step two facilitating and incentivising
saving.

Income maximisation through reducing the cost of being poor

44. Although skilful budgeting and good money management practices among consumers on the lowest
incomes means that some do have a limited capacity to save, many more simply do not see saving as an
option. Being poor in today’s society brings about a ‘double deficit’—the people with the least money end
up paying the most for the goods and services they need.

45. These extra costs means there is even less money available for a savings safety net. The extra costs
and the absence of savings mean people on low-incomes are more likely to need to borrow to deal with
emergencies or cover everyday essential expenditure, than people with higher incomes. The only sources of
credit open to many of these consumers is expensive (eg home credit and so-called sub-prime credit cards).
The structure and sales and marketing of these products can tie these consumers into a cycle of on-going
borrowing, which then makes the prospect of saving even less likely. Breaking this cycle would free up
disposable income for saving.

46. Successfully tackling market-based exclusion to ensure that the poor do not pay more for basic goods
and services, provision of appropriate payment mechanisms, aVordable credit, benefit health checks,
reducing barriers to employment, building financial capability, and combating financial exclusion will all
help to maximise income and increase this group’s ability to save.
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— Government, regulators and industry must recognise and tackle market-based exclusion to ensure
that the poor do not pay more for essential goods and services. This will assist the least well oV in
society to maximise their income, increasing their capacity to save.

Facilitating and incentivising saving

47. Once consumers are in a position to save, there are five key elements to making it possible and
attractive, they are products, incentives, providers, barriers and skills and advice.

48. Products: Savings products must be simple for consumers to understand. Complicated products are
unattractive and confusing. Cash-based are preferable as they are less complicated and carry little or no risk
to the consumer. This is especially important to people on low incomes, as they are not prepared to risk
losing the money that can act as a lifeline in diYcult times.

49. Incentives: It is essential that incentives are meaningful and targeted if they are to work. Stakeholder
Pensions for example have tax incentives. However these are opaque, diYcult to communicate, and
regressive, which makes them less attractive to low-income consumers. The Child Trust Fund’s incentives
are easier to communicate because its universality. This is an excellent basis for promoting financial
education and engagement. However, the Child trust Fund does not provide a meaningful incentive for the
poor to keep saving, and further development is required. The Savings Gateway £-for-£ matched-savings
incentive is welcomed. It is clear and makes money saved worth more than money spent. It is a far more
attractive incentive for people on low incomes than tax breaks. Once the right products and incentives are
in place delivery issues.

50. Providers: The products need to be delivered through trusted providers in order to make them
accessible, attractive and ensure that consumers have confidence in the product. There may be access
problems associated with products that operate on a single provider model, particularly in rural and urban
deprived areas where the provider may have a limited or no presence.

51. Barriers: Problems such as identity requirements; minimum saving amounts; the need for a bank
account; and erosion of benefit entitlement due to savings must be removed if saving is to be an attractive
option for the poor.

52. Skills and Advice: Financial capability and basic financial advice are key to increasing saving among
those on the lowest incomes. This group is not necessarily benefiting from products such as the Savings
Gateway that are designed to promote saving. This may be due to a lack of awareness or access issues. Steps
must be taken to address this. Generic and regulated financial advisers, advice agencies, local authorities,
GPs, the Post OYce and Job Centre Plus should be used to promote and raise awareness of the products
such as the Savings Gateway among low-income consumers.

The extent to which decisions on saving are influenced by factors aVected by financial services regulation, such
as the cost of regulated advice, as opposed to other factors, such as the State benefits system.

53. Barriers including charges and identification requirements, and consumer confidence are key decision
making factors for potential savers, and financial services regulation aVects all of these. For people with
low incomes and low financial capability these decision-making factors are even more important. A strict
regulatory regime may inspire confidence but it is expensive, and this results in higher charges to the
consumer, which may be a barrier to access. Therefore a balance between the two is required. However, the
eVects of Government policy around welfare and the wider economy, and their eVect on consumers’
decisions about saving should not be over looked.

Confidence

54. Bad experiences with financial services, whether personal, or that of a friend or family member aVect
consumers’ decisions about savings and investments, including pensions and mortgages. Past failures to
regulate the industry eVectively have resulted in many consumers losing out through bad advice and
unscrupulous traders manipulating the system. This has been damaging to consumer confidence.

55. Scandals as far back as the Mirror pensions crisis and mortgage endowment mis-selling have a long-
term eVect which extends beyond the individuals aVected, damaging the confidence of potential savers.
Confidence in savings products is contingent on the right balance of regulation. Clearly regulatory measures
must take account of costs, which are ultimately paid for by the consumer. This must be weighed against
the value of a robust compliance regime, visible and proportionate sanctions for breech of regulations, and
quick and appropriate compensation for the consumer when things go wrong.

56. A regulatory balance is required to minimise charges and other access barriers and maintain and
promote consumer confidence. While the FSA’s risk-based approach to regulation is welcomed, the
regulator must be prepared to use tough sanctions against those that breech its rules and damage consumer
confidence and the industry’s reputation.
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57. Government policy also impacts upon consumer confidence in savings. Constant changes in pensions
policy and economic disasters such as “black Monday” are likely to have a negative impact on consumer
confidence in saving. They remove the certainty and predictability that we know people on low-incomes
want. These factors also aVect saving choices for those who do decide to invest. They are likely to be
influential in low-income consumers’ risk averse attitude and strong preference for cash-based savings
products, even though these might not always be the best option. This is a particular issue around long-term
savings products. The Governments’ new ethos of asset-based-welfare is welcomed, including changes to
the benefit system, where saving is less likely to be penalised than it has been in the past, and the introduction
of the Savings Gateway and the Child Trust Fund, which are all positive steps in promoting saving. However
a consistent and joined-up approach, across Government and over time, is required in order to build
consumers confidence and make a real change in consumer behaviour.

Barriers

58. Charges are a clear barrier to all financial services for people on low-incomes. We welcome the
principle of the simpler charging structure around the stakeholder suite of products, which is a step in the
right direction. However, we also recognise the costs associated with providing certain services, particularly
advice, are necessary. It is important that the consequential charges levied on the consumer are
proportionate. Additionally, where the charges are not subsidised, they should be cost-reflective.

59. Another barrier to saving which can be attributed to the unintended eVects of financial services
regulation is identification requirements. Despite a recent review of guidance this continues to present an
access barrier for account opening, and therefore saving. It appears that the problem is with frontline staV,
and recommendations about training to improve this situation have been made by the Banking Code
Standards Board. However, it is likely that the individual responsibility and associated penalties placed on
financial services staV stipulated in the regulations has been instrumental in the persistence of this barrier.

The role of the Government, the Financial Services Authority (FSA) and other bodies and
organisations in promoting financial inclusion

Government

60. The Government has taken on a leadership role by making financial inclusion a policy priority. It has
been instrumental in stimulating the debate and focusing the policy work of relevant stakeholders on this
issue. Creation of the Financial Inclusion Taskforce has assisted those working on this issue to concentrate
on solutions to achieving inclusion. If longer-term financial inclusion is to be achieved this level of leadership
and commitment needs to continue.

61. The Government also needs to lead by example by taking a consumer-focused, joined- up and
consistent policy approach to financial inclusion, including changes to the Post OYce network and the
POCA (outlined below), expansion of the third party direct deductions scheme, reform of the Social Fund
and developments in social inclusion and welfare policy, including pensions.

62. The unbanked and many of the POCA holders do not have access to direct debit and standing order
facilities to make automated payments and avail of cheaper tariVs. Charges of up to £39 for an unpaid direct
debit make this a risky option for many basic bank account holders. Therefore, an option for a penalty-free
way of making automated payments via third party deductions would be a helpful way for consumers to
avoid expensive tariVs, debt and disconnection from essential services. However, the current scheme has
strict eligibility criteria and low awareness levels. The NCC and other consumer groups and utility company
representatives are recommending that the DWP expand this system.

63. In the light of significant utility price rises, and an increase in fuel poverty of between 200,000 and
800,000 of the most vulnerable consumers209, access to such a scheme is particularly important.

64. The Department for Work and Pensions should reform the third party deductions scheme to ensure
that it would:

— Have a centralised application/clearing process

— Build on automated credit transfers to enable automated deductions for bills.

— Be oVered as payment option of choice not as a repayment arrangement of last resort for people
in arrears.

— Allow consumers to join the scheme and remain on the scheme when they are not in arrears.

— Extend the scheme to include all income replacement benefits (including working tax credits).

65. The scheme could act as a stepping-stone to financial inclusion, building consumer confidence in
automated payments, without the risk of charges. It would also assist in debt prevention. Consumers like
the certainty and control that the scheme provides them with. Despite these positive factors the DWP are

209 Parliamentary question 26205 tabled by Norman Lamb MP answered by Malcolm Wicks MP Minister of State for
Energy, 9 November 2005.
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resistant to plans to reform the scheme because of the decreasing numbers of people using it. However, the
decline in usage is due to failings in the current scheme, such as low awareness, failure to adhere to eligibility
guidelines, changes in the structure of the benefits oYces and the set up of Jobcentre plus. DWP, is
considering mandatory pension contributions, yet criticises the third party deductions scheme for taking
control and responsibility away from the consumer. However, an expanded scheme would be optional, and
therefore would be as much of a choice as a direct debit is.

66. Clearly there are cost implications for an expanded system. However, there are also a number of cost
savings to be made. These include reduced bad debt costs to suppliers, reduced need for debt advice, reduced
stress and therefore improved quality of life for the consumer. Associated with this is the potential reduction
in health care costs and other public services that indebted consumers may have an increased need for when
their finances get out of control. There are also benefits for other areas of public policy particularly around
social exclusion and poverty reduction. Research210 shows that two-thirds of children living in severe
poverty had parents who experienced debt in the past year. Therefore, it would seem logical for the
Government to oVer pro-active debt prevention tools, such as third party deductions, to people on low
incomes. Unfortunately it is diYcult to quantify many of these savings.

Financial Services Authority

67. The FSA should make a specific and sustained commitment to long-term work on financial inclusion,
promoting the specific needs of financially excluded consumers.

68. The FSA does not have explicit responsibility for tackling financial exclusion. However, its overall
aim is to promote eYcient, orderly and fair markets and to help retail consumers achieve a fair deal. It has
a core objectives to maintain confidence in the financial system and to secure the appropriate degree of
protection for consumers. Those excluded from the mainstream market are consumers too, and are least
likely to have confidence in the financial system and more in need of regulatory protection than people on
higher incomes because of the disproportionate eVect lack of access to appropriate financial services has on
their lives. Therefore, the regulator should interpret its aims and objectives in the widest sense to ensure that
financially excluded consumers are also protected, have confidence in the market and are oVered a fair deal,
so that they have access to appropriate basic financial products.

— Through its work to achieve cultural change within the financial services industry the FSA should
ensure that Treating Customers Fairly means providing all consumers, including those who are
currently excluded, with access to the financial services market and its basic products. This will
assist to build confidence in the financial services market among people on low incomes, and will
therefore assist the regulator achieve a core objective.

69. We welcome the FSA’s £200,000 Financial Capability Innovation Fund and acknowledge the high
proportion of financial inclusion projects that have benefited from the fund in the most recent round of
awards211.

— The FSA should continue and extend the Financial Capability Innovation Fund to ensure that it
can fund further financial inclusion projects as part of its contribution to tackling financial
exclusion.

70. We also welcome the FSA’s work on developing the Financial Capability Strategy, which we have
commented in section 3. But, the FSA must prioritise work in this area with the hardest to reach and most
vulnerable groups, who are most at risk from long-term social and financial exclusion. If it does not, the
Financial Capability Strategy will have limited impact on financial inclusion.

71. We recognise that, as a result of the Pre-Budget Report announcement for a ten-point plan to reduce
the regulatory burden on the financial services industry212 that the FSA may be subject to increased scrutiny,
particularly in the area of eYciency. In the light of this, we seek assurances that the regulator’s work on
financial inclusion will be a high priority across the organisation.

Banking Code Standard Board (BCSB)

72. We welcome the Banking Code Standards Board’s regular mystery shopping work around basic bank
accounts. Although it has shown progress in tackling barriers to accessing basic bank accounts, more needs
to be done. There is currently insuYcient incentive for the banks to make improvements in this area.

210 Britain’s poorest children: Severe and persistent poverty and social exclusion, Adelman, Ashworth and Middleton, Save the
Children: London, 2003.

211 Financial Capability Innovation Fund awards announcement, December 2005.
212 Pre-Budget Report, Britain Meeting the Global Challenge: Enterprise, Fairness & Responsibility, HM Treasury,

5 December 2005.
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— The Banking Code Standards Board should publish the results of its basic bank account mystery
shopping exercise broken down by account provider. Publicly acknowledging the industry’s eVorts
to financially include the unbanked would provide a positive incentive for banks to ensure that
their basic accounts are accessible.

Post OYce

73. The Post OYce provides 4.8 million Post OYce Card Accounts (POCAs), cash withdrawals (and
some deposits) for 2.3 million basic bank account holders and access to approximately 2600 ATMs213.
Therefore, it plays a significant role for consumers, and it should be an important consideration for taking
financial inclusion policy forward.

74. However, it is diYcult to establish what the Post OYce’s role will be in the future for two reasons.
Firstly, because of the uncertainty around the future of POCAs when the contract runs out in 2010. And
secondly, the precarious position of the rural and urban deprived elements of the branch network as the
social network payment—a subsidy which has been helping to prevent branch closures—runs out in
March 2006.

75. It is unclear when the Government will make an announcement about the future of the Post OYce
Card Account. The Department for Trade and Industry are set to consult on the social value of the Post
OYce network in February 2006, which will determine the extent of branch closures and alternative methods
of service delivery going forward. The Government is scheduled to announce this decision in July 2006.

76. The Government must recognise and accept its responsibility for ensuring that financial inclusion is
a key consideration in decisions about the future of both the Post OYce and the Post OYce Card Account.
It must ensure that the DTI, the Treasury, the Department for Work and Pensions, and the OYce of the
Deputy Prime Minister take a joined-up approach to policy making in this area, including accepting
responsibility for funding where relevant.

77. Despite this lack of clarity over the future of the branch network Post OYce Ltd should:

— Work with the financial services industry to develop innovative and commercially viable products
and services for disadvantaged consumers, such as low-cost accessible loans and insurance.

— Continue to negotiate with the banks to extend Post OYce counter access to all basic bank
accounts.

The work of the Financial Inclusion Taskforce, and the use of resources from the Financial Inclusion Fund;

78. NCC is pleased to be able to contribute to the work of the Financial Inclusion Taskforce through
taskforce member Claire Whyley, NCC’s Deputy Director of Policy. We consider the taskforce priorities to
be clear and appropriate in a stepped approach to tackling financial inclusion in both the short and
medium term.

79. However, we do have concerns about the possible of a lack of independent and expert policy input
over the longer-term as the Taskforce has only been set up for a three-year period, ending in February 2008.
Financial inclusion must not disappear into a policy vacuum as Government and Treasury policy focuses
attention elsewhere in the run up to the next General Election.

80. The Treasury, advised by the Financial Inclusion Taskforce, must develop and allocate suYcient
resources for a long-term cross-government financial inclusion strategy.

81. The Taskforce has identified its first level priorities as access to banking, aVordable credit and money
advice. However it is important that its second level priorities namely insurance, savings and other asset
accumulation are not forgotten. These should be should included in the Government’s long-term strategy
for financial inclusion.

82. The £140 million Financial Inclusion fund is welcomed. However, it is clear to those working in this
area that the funding is just a drop in the ocean of what is needed. For the fund to have a lasting impact on
tackling financial inclusion it is essential that decisions about the use of this funding are informed by existing
experience and best practice; that it does not displace existing funds; and that it is used to fill gaps in current
provision, rather than duplicate services that already exist.

Lessons from successful local or regional initiatives designed to address geographical concentrations of
financially excluded households.

83. There is likely to be a wealth of expertise and experience in tackling financial exclusion at local level
that may not currently be widely recognised or shared. The concentrated, local nature of financial inclusion
makes the role of local authorities crucial in creating and stimulating an environment in which the needs of
the financially excluded can be recognised and addressed. Round 8 of the Beacon Council’s scheme,
currently underway, includes a theme on financial inclusion and over-indebtedness. The NCC’s Claire

213 Breakdown free and fee-charging ATMs not available.
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Whyley has been appointed as a Specialist Panel Member for the Scheme, working alongside the DTI and
the Treasury to develop criteria for identifying and assessing good practice among local authorities in
tackling these issues. This process will not only highlight the range and nature of local authority-led financial
inclusion initiatives, but the selection process will bring best practice in this area to the forefront enabling
widespread learning and replication of successful models.

January 2006

Annex 1

CHARGES FOR UNPAID DIRECT DEBITS

Current account Fee for Charge for Basic Bank
returned unpaid Account
transaction or direct
direct debit214 debit215

Abbey £32 £35 Abbey
The Abbey Account Basic Account
Alliance & Leicester £34 £34 Alliance & Leicester
Current Account Basic Cash Account
Barclays £30 £15 Barclays
Bank Account Cash card account
Co-operative bank £35 £19.50 Co-operative bank
Current account cashminder
Halifax £39 £39 Halifax
Current Account Easycash account
HSBC £30 None HSBC
Bank account Account closed Basic bank account

after 3 unpaid
Lloyds TSB £35 None Lloyds TSB
Classic Account closed Basic bank account

after 3 unpaid

Nationwide £30 £30 Nationwide
FlexAccount FlexAccount

Cash Card
NatWest £35 £38 Natwest
Current Plus Step Account
Royal Bank of Scotland £35 £38 Royal Bank of Scotland
IPCA Key Account

Supplementary memorandum by the National Consumer Council (NCC)

Financial Inclusion and the Comprehensive Spending Review

In January the National Consumer Council (NCC) appeared before your Committee to present evidence
to your inquiry into financial inclusion216. Our evidence highlighted the need for sustained government,
political and financial commitment in this area over the medium and longer term. As Ministers from the
Treasury, Department for Work and Pensions and the Department for Trade and Industry will be appearing
before the committee on 22 May we would urge you and your fellow committee members to explore these
issues with them. In particular it would be useful to know what plans each of the departments has to bid for
funds for financial inclusion in the Comprehensive Spending Review (CSR).

As you will be aware, in 2005 the government announced that a Comprehensive Spending Review would
be carried out in 2007. As part of this process we expect that government departments will already be in the
early stages of considering funding bids to the Treasury. Sustained funding for financial inclusion work will
be essential to ensure that policies designed to address this issue are successful. Therefore, it would be very
useful to know what these departments will be doing to secure future Government funding for financial
inclusion work as part of their CSR bids. If we are to move forward and address the problems of financial

214 Not-so-“current” account, egg, September 2005.
215 Banking the unbanked—a snapshot, Services Against Financial Exclusion, November 2005.
216 Ev 1–25
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exclusion over the longer term a consistent stream of funding is essential. We intend to raise this issue with
HM Treasury but we are keen that parliamentarians should also be included in the debate on the future
funding for this work. It would be helpful if your Committee would be able to consider these issues as part
of your inquiry.

Since all government departments will have to take a zero-based budgetary approach as part of the CSR
we are keen to ensure funding for work on financial inclusion remains part of committed departmental
budgets. It is also important that a considered and consistent approach is taken across government.

May 2006

Memorandum submitted by netCUDA

This brief document sets out details of the netCUDA model for credit unions for tackling financial
exclusion. The summary below draws attention to how this model addresses the issues laid out for this
enquiry:

1. Access to Banking Services and 2. Access to Affordable Credit

The key note of the netCUDA model is accessibility, both in physical terms and access to products. The
netCUDA model is IT based which enables it to be rolled out throughout a credit union’s common bond
area, eg a county, unitary authority, wherever a demand for services is identified. The IT enables the use of
PayPoint, Post OYce and ATM facilities. The netCUDA model credit union provides a gateway to access
a range of financial services: traditional credit union services plus budget accounts, emergency loans,
insurances and CDFI.

3. Financial Education and Access to Financial Advice

netCUDA model expects partnership arrangements with providers of financial advice about debt. We
also engage in promoting financial education in schools and provide a junior savings service.

4. Incentives and Barriers to Saving for People on Below Average Incomes

N/A.

5. The Role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion

Credit union support through the Growth Fund, to deliver loans to low income families in specified
deprived areas, will fail to deliver to large areas/tracks of population living in pockets of deprivation.
netCUDA model delivers to low income families anywhere in a common bond area.

6. The Benefits of Financial Inclusion and the Extent to which Financial Inclusion Measure can
Contribute to Combating Poverty and Reducing Barriers to Employment

Financial policy in conjunction with local bank accounts allows people to save small sums and take small
loans without the worries of going to extortionate lenders. This improves their quality of life, their health
and increases their ability to gain and retain employment. The interest charged is invested back into
members of the community through the credit unions annual dividend which keeps money in the
community.

We have brought the elements of our model together in one document.217 A detailed plan is available
on request.

February 2006

Memorandum submitted by the New Economics Foundation

We welcome the Treasury Committee’s inquiry into financial inclusion. While some progress has been
made in recent years, millions of individuals remain excluded from mainstream financial services in the UK;
action is needed to achieve appropriate financial inclusion for all.

We believe that financial inclusion comprises:

— Access to and active use of transactional banking services,

217 Not printed.
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— Access to aVordable credit provided in a responsible manner,

— Understanding of the need and ability to save, and

— Confidence and ability in managing one’s financial aVairs.

Evidence shows that on all of these counts, millions of individuals in the UK are still being let down. As
financial services providers focus primarily on meeting their obligations to shareholders, there are conflicts
of interest between their stated good intentions to help fight financial exclusion and their desire to maximise
profits. The financial services market, as currently structured and regulated, is not delivering a fair and
transparent service to all individuals.

We believe the following elements must form part of any eVort to achieve full financial inclusion:

Access to and active use of transactional banking services

A universal service obligation to be placed on the banks for the provision of transactional banking services.

This would place the weight of responsibility on the banks to do all they can to serve all individuals,
regardless of potential for profit making. This needs to go substantially beyond the current limited provision
of basic bank accounts and be more tailored to customers’ needs.

Access to affordable credit provided in a responsible manner

Better mechanisms to promote and enforce responsible lending.

Specific triggers should be core features of loan agreements to enable agreements to be reviewed for
fairness. The fairness test itself should explicitly include aspects of cost and ability to pay. By extension,
urgent action is also needed to address the irresponsible marketing of loans.

Continued and long-term support for aVordable alternative credit providers such as community finance
institutions and credit unions.

These organisations are critical to providing aVordable alternatives for those who rely on sub-prime
lenders. To drive the expansion of the sector, a long-term Government strategy, greater resourcing and
ambitious targets are needed. A fundamental review of the Social Fund is long overdue to identify how it
can make a more satisfactory long-term contribution to providing access to aVordable credit.

Banks should be required to provide detailed information on where they are lending, the groups they are lending
to and, importantly, who they are not lending to.

Increased transparency of banks’ lending operations will enable improved accountability and
performance in tackling financial exclusion. Without this level of disclosure, no eVective comparison of bank
lending operations in disadvantaged areas is possible.

These recommendations address the first two components of financial inclusion listed above. Other
proposals are needed to encourage low income households to save and to increase the financial literacy of
all citizens.

We look forward to working with the Treasury Committee on tackling these important issues. Most of
the undersigned organisations will also be making detailed individual submissions to help the Committee
with the inquiry. We are also willing and able to provide further national and international evidence on how
these proposals might work.

January 2006

Memorandum submitted by Norwich Union

Executive Summary

As the UK’s largest provider of life, pensions and investment products Norwich Union is well placed to
comment on some of the issues related to financial inclusion, particularly in relation to savings, advice and
financial education, and is pleased to submit the following thoughts.

1. We feel that any organisation with an interest in encouraging consumers to take a more active interest
in their financial health should be engaged in championing and delivering better financial capability. There
are considerable benefits to society if people are more able to manage their finances, for example, less
reliance on the State pension. We therefore feel it would be appropriate for the cost of financial capability
to be largely met by the Government.
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2. The cost of developing a strategy for financial capability can be supported by the industry but only in
the context of a wider strategy and a considerable investment by Government.

3. Generic advice as currently proposed is unworkable, is not something we feel able to support and will
only add to the overall costs and confusion in relation to liability for advice. “Generic advice” needs a clear
definition and boundary to ensure it does not fall into the realms and associated liability of regulated advice.
Without regulatory clarity and as few barriers to entry as possible, the provision of generic advice will fail
to take oV and an opportunity to broaden access to information will have been lost.

4. Norwich Union feels “generic advice” needs to be simple generic information (in other words “what
you need to know”) clearly distinct from “advice” and the selling process.

5. To encourage the widest take up of generic financial information, “generic advice” should be made
widely available and strongly promoted to the public as part of a broader Government-led awareness
campaign to build financial capability. It should use a separate ‘financial capability’ brand to be recognised
by consumers as a trusted source of generic financial information. A campaign led solely by the financial
services industry may not be seen as independent and in the interests of consumers.

6. It is essential the current regulatory framework for Stakeholder products and Basic Advice is re-visited,
to increase the extent to which Stakeholder creates a real increase in saving. It has proved hard to deliver
within the price cap and has limited the use of the model by providers and distributors. It is realistic to
conclude Stakeholder is yet to prove successful in encouraging new saving.

7. Whilst the cost of regulation is likely to have limited influence on consumer demand, there are many
other reasons why many people ‘switch oV’ from the financial services industry. For example, confusion and
inertia are likely to have more eVect on consumer demand than the cost of advice. In addition, the cost of
delivering advice means there is a tier of the population that is currently uneconomic for the financial services
industry to serve.

8. We understand it is often the case that the complexity of the State pension system means many people
simply do not know how much they are likely to receive from the Government when they reach state pension
age and therefore cannot make an accurate decision on how much to save. Were the whole system of state
benefits to be simplified, advisers would find it much easier to make recommendations and consumers would
be able to take greater ownership of pensions provision.

9. The proposed NPSS model of auto-enrolment removes the need for advice, which reduces barriers of
cost and regulation. Generic information should be available to all customers within the low charge,
removing the need for advice but allowing them to ensure they take the right choice to make the most of
their investment.

1. The role of the FSA, Department for Education and Skills and others in promoting and supporting financial
education in schools, other educational institutions and the workplace and the progress of the national strategy
for financial capability

1.1 We feel that any organisation with an interest in encouraging consumers to take a more active interest
in their financial health should be engaged in championing and delivering better financial capability. This
would include government, regulators, industry, consumer bodies such as Which?, charities, employers and
the media. It is important to increase consumers’ understanding and awareness of financial services,
enabling them to take better informed financial decisions with confidence.

1.2 As a leading financial services provider and consistently one of the most trusted brands, we recognise
our responsibility in working with the regulator and the Government. However, a strategy for financial
capability can only be introduced in the context of a national strategy for savings and can only be achieved
as a partnership between Government, the industry, media, consumer groups and regulator. There are
currently too many conflicting agendas.

1.3 Norwich Union therefore feels it would be appropriate for the cost of financial capability to be largely
met by the government. The cost of developing a strategy for financial capability can be supported by the
industry but only in the context of a wider strategy and a considerable investment by Government. There
are considerable benefits to society if people become more able to manage their finances through all their
life stages. For example people will be less reliant on the state pension and benefits, and more able to cope
with unexpected financial setbacks such as illness, unemployment or disability. We believe these benefits are
far greater than would accrue to any individual organisations.

1.4 As well as tackling the adult population, financial education must reach people as they start out in
life, incorporating it into numerous subject areas within the national curriculum in a creative and engaging
way which can be easily understood. Starting young would ensure that the skills, interest and understanding
are carried with them throughout their adult life.
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1.5 For this reason, in 2004 Norwich Union became a sponsor of the Personal Finance Education Group
(Pfeg), for a period of four years through to 2007. Pfeg is the key charity working within schools across the
UK at a strategic level to promote the development of financial capability and we are proud to be a sponsor
of their work. It is important that teachers feel confident in teaching and discussing finance with school
children. Our contribution to pfeg supports its online communication strategy with schools, teachers and
the wider financial education community. The website is pfeg’s prime means of communication and it aims
to make it the first port of call for teachers looking for information on financial education.

1.6 As the Committee will be aware, the FSA is currently leading an initiative to develop and implement
a national strategy for financial capability. The strategy brings together a wide range of representatives from
government, industry, charities, consumer bodies and more.

1.7 Norwich Union sits on the FSA’s Financial Capability Workplace Advice Working Group, and is
committed to working to build financial capability in the UK. We believe using the workplace as a gateway
creates excellent opportunities to deliver financial education and information and access to financial advice
and has the potential to benefit a large proportion of the population.

1.8 The progress of the financial capability strategy has been mixed, with some strands moving quickly
and others making slower progress. Norwich Union feels it is right that a benchmarking analysis is finalised
prior to the launch of a national strategy, allowing any subsequent improvements in capability to be tracked.
However, we feel it is crucial that the success of any strategy is measured in terms of actual positive changes
to peoples’ financial behaviour and decision making, such as increased levels of pension savings, which is a
key deliverable of a successful capability initiative. Work is continuing to develop a compelling business case
for further investment.

1.9 Over the long term we believe a successful financial capability strategy could see consumers regularly
reviewing their finances, shopping around, and making fewer unsuitable purchases. In time this could result
in greater consumer empowerment, better targeted product design, lower costs for customers, better sales
practices and less need for regulatory intervention.

2. The provision and regulation of generic financial advice about debt and savings

Defining generic advice

2.1 Generic advice as currently proposed is unworkable, is not something we feel able to support, and
will only add to the overall costs and confusion in relation to liability for advice. We need to focus on the
provision of information which will support the capability strategy and provide a basis for customers to take
the right choices within a non-advice based pensions market (Stakeholder or otherwise), as proposed
through the National Pensions Savings Scheme.

2.2 As things stand, financial advice is valuable not just in helping customers make specific product
choices, but in making them save at all by overcoming inertia and reiterating to consumers the benefits of
planning ahead and making the right financial decisions at the right time. Inertia is arguably the greatest
barrier to saving and the hardest to overcome.

2.3 If inertia is tackled by, as with Turner’s proposals, the introduction of auto-enrolment, the need for
advice is largely replaced by a requirement to deliver relevant generic information to help consumers identify
their financial priorities and most appropriate choices for the NPSS, such as fund choice.

2.4 Norwich Union feels “generic advice” should be simple generic information clearly distinct from
“advice“” and the selling process. It should provide general information to individuals at diVerent stages of
their life, ranging from buying a new home to starting a family, to prompt them to ask themselves the right
questions throughout their lives and address their changing needs. In particular, it should direct consumers
to further sources of information or advice. Throughout this paper, where we refer to “generic advice”, our
interpretation of this is that it is information only and not advice.

Publicising generic advice

2.5 Generic information is currently available to consumers but the challenge is to make them aware of
it, direct them to sources of information and most importantly stimulate them into taking action.

2.6 To encourage the widest take up of generic financial information, “generic advice” should be made
widely available and strongly promoted to the public as part of a broader government-led awareness
campaign to build financial capability. It should focus on raising peoples’ awareness and understanding of
the need to take personal responsibility for their financial situation and show how to access relevant
information which enables them to do so.

2.7 Such a campaign should use a separate ‘financial capability’ brand to make them recognisable to
consumers as a trusted source of generic financial information. A campaign led solely by the financial
services industry may not be seen as independent and in the interests of consumers.
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2.8 Financial services companies could work with the Government and the regulator to develop impartial
generic financial information such as guides and fact sheets as part of this independent financial capability
brand. These could be oVered in a variety of forms and through as many distribution channels as possible
such as hard copy materials, on the internet, presented in the workplace and talked through face-to-face
where appropriate.

Regulatory issues

2.9 Responding to the FSA’s paper “Financial Capability: developing the role of generic financial advice”
in October 2005, Norwich Union felt the FSA’s proposed model for “generic advice” bore too much
resemblance to the existing regulated process in terms of the attached liability, cost and associated time
commitments.

2.10 A clear definition and boundary needs to be established for “generic advice” to ensure providers of
this service are clear the services they provide do not fall into the realms and associated liability of regulated
advice. The FSA also proposes certain standards and accreditation processes for providers of generic advice
which would further increase costs. Without regulatory clarity and as few barriers to entry as possible,
generic advice will fail to take oV and an opportunity to broaden access to information will have been lost.

2.11 Norwich Union recognises its role in providing relevant and helpful information both to its
customers and employees. However, it would not be commercially viable for us to provide “generic advice”
to the mass market in its current form due to the level of regulation and liability attached to the proposed
model.

2.12 Unfortunately, regulations can often restrict providers from oVering sensible recommendations to
customers about the financial priorities they should consider—customers often contact us requesting
guidance and we are unable to provide information that is not connected to their specific product. It seems
there is currently an information gap, and consumers would benefit if providers were permitted to oVer
information and guidance in a wider context.

2.13 For example, if a customer calls having received an endowment reprojection letter, we are not able
to suggest they increase their contributions in order to achieve their target amount. Also, we cannot oVer
sensible guidance if a customer asks whether they should increase the cover of a protection policy if they
move to a higher value property with a larger mortgage. In both cases we are able only to refer them to an
adviser, which may be an unnecessarily complex process for the issues they need to address and is an
additional hurdle which we know many customers will fail to overcome due to high levels of inertia.

2.14 It is important to look at how to make fully regulated financial advice more accessible to all earlier
in life, providing access to advice at the right time. To reflect the fact that the industry has responded to
lessons learnt from past experiences, a lighter touch regulatory regime should be applicable to full advice
which would reduce the costs to providers and ultimately to consumers. This would allow financial advice
to be more widely available to those on lower incomes who would then be able to aVord financial advice,
whilst at the same time making it more economically viable for providers to serve this market.

3. The impact of the Basic Advice Regime in encouraging saving

3.1 Basic Advice was initially envisaged to be a “guided self-help” process, however further layers of
complexity were added to the model which increased costs. It is therefore hard to deliver within the price
cap and has limited the use of the model by providers and distributors. As a result the market for Basic
Advice has been relatively small with few companies oVering this service, choosing instead to focus their
resources on the provision of fully regulated financial advice.

3.2 Anecdotal evidence from some of our distributors supports this view. It indicates the market for the
Stakeholder Medium Term Savings Product has been hindered by the fact the Basic Advice regime is not
as light touch as hoped and it has therefore been diYcult to develop a cost-eVective sales regime for these
products. The product is only available through Norwich Union if specifically requested by a customer and
sold as execution only, sales have therefore been low. It is realistic to conclude the Stakeholder initiative is
yet to prove successful in encouraging new saving.

3.3 The need for a partnership with regulators is emphasised by the failure of the Basic Advice regime to
provide low cost access for the majority of the population to simple savings products. It is essential the
current regulatory framework for Stakeholder products is revisited, to increase the extent to which
Stakeholder is successful and creates a real increase in saving in the UK.
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4. The extent to which decisions on saving are influenced by factors affected by financial services
regulation, such as cost of regulated advice, as opposed to other factors, such as the State
benefits system

Cost of regulation

4.1 Whilst the cost of regulation is likely to have limited influence on consumer demand, there are many
other reasons why many people “switch oV” from the financial services industry. For example, confusion
and inertia are likely to have more eVect on consumer demand than the cost of advice.

4.2 However, the cost of delivering advice means there is a tier of the population that is currently
uneconomic for the financial services industry, including Norwich Union, to serve. This includes those who
simply can’t save (and therefore shouldn’t be encouraged to), and those ‘marginal’ savers who are currently
uneconomic to reach and service due to significant regulatory costs coupled with lower than average
contributions and persistency.

4.3 Distribution costs are also relatively high as financial products have to be sold rather than bought
due to the high levels of inertia surrounding financial services. An eVective financial capability strategy
which made consumers feel more empowered to take financial decisions may lead to increased demand for
financial products and thereby reduce the acquisition costs of selling. This could widen the market that is
profitable for providers and advisers to service, leading to greater financial inclusion as a whole and more
individuals with appropriate financial products.

Other regulatory issues

4.4 Other than increasing costs, financial regulation can create additional disincentives which prevent
consumers engaging with financial services. Regulatory requirements increase the administration required
in servicing customers and can add complexity and time to the advice process.

4.5 In addition, overly prescriptive regulation around issues of customer communications may deter
potential consumers as they see the industry as too complex and hard to understand. Imposing prescribed
formats for customer communications (such as the detail required by the rules regarding the Menu
introduced under depolarisation to increase clarity around costs of advice) may make financial information
more confusing and too detailed for consumers. Simpler, higher level information may encourage more
people to engage with financial services.

4.6 We would therefore welcome a constructive debate with the FSA around making customer
communications, and regulation as a whole, less prescribed and detailed. We do not feel it is in the interests
of either consumers or the industry to present customers with detail we know they will neither read, nor
want. However, it is important that regulation is proportionate to the consumer risks involved.

Consumer inertia

4.7 Whilst issues of regulation may have some eVect on peoples’ financial engagement, there are a number
of other factors which also aVect decisions to save. Research commissioned by Norwich Union highlighted
that consumer inertia is triggered by feelings that people can’t aVord to save or have high levels of personal
debt, media scare stories, fear and anxiety (in some cases prompted by confusion over Government
messages) or simply the fact that people do not think about saving for the long-term as they believe they
have plenty of time.217

The eVect of State provision

4.8 We understand it is often the case that the complexity of the State pension system means many people
simply do not know how much they are likely to receive from the Government when they reach State pension
age and therefore cannot make an accurate decision on how much to save. Also, advisers can sometimes
find it hard to recommend a particular course of action in light of complexity in the system. For example,
decisions about whether to contract out of the State Second Pension (S2P) arrangements have become
increasingly marginal and diYcult for advisers to give clear advice on in recent years.

4.9 There is unawareness and uncertainty around eligibility for state benefits, means testing etc. However,
financial advisers must develop and retain a working knowledge of the state systems as they would be unable
to advise without confirming a client’s benefit entitlement or the impact on their state benefits of any
provisions they may make. This would increase the ‘time to serve’ a client, competence requirements, and
the need for maintenance of competence as there is no single, clear source of accurate information about
state benefits and the impact of personal provision on them. It is therefore more economic for advisers to
avoid customers in the “marginal” income groups. Were the whole system of state benefits to be simplified,
advisers would find it much easier to make recommendations and consumers would be able to take greater
ownership of pensions provision.

217 Headlight Vision, Saving for Retirement, commissioned by Norwich Union, January 2005.
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4.10 Clearly one of the key barriers to saving in the UK is that there are competing pressures on peoples’
monthly wallet, but for people on modest incomes some of these “other” necessary financial costs are
disproportionately high relative to those on higher incomes. For example, people may have to find extra
cash to insure their home because they were only able to aVord to buy a property situated in a flood plain,
or pay more for car insurance because they are under 25 or so and considered a “high risk”. This would
therefore reduce still further the amount available each month to put aside into savings schemes.

4.11 Norwich Union is trying to help bring these higher relative costs down. We commissioned the first
privately funded map of the UK specifically for insurance purposes which enables us to price flood risk more
accurately and responsibly. This allows us to provide cover at address point level, providing aVordable cover
for some customers who live in post codes generally labelled as extremely high flood risk.

4.12 We have also been testing a new usage based “Pay As You Drive”TM motor insurance product, which
monitors how often, when and where customers use their vehicles. In future Norwich Union is keen to oVer
tailored motor insurance premiums based on individual circumstances, which could help make motoring
more aVordable for lower income groups.

4.13 The cost of regulation does aVect peoples’ ability to save (most notably by restricting the ability of
providers and advisers to serve a wider market and increasing complexity in the advice process) other factors
would also need to be addressed to maximise financial inclusion and individuals’ engagement with the
financial services industry. Finding ways to overcome customer inertia, further simplifying customer
communications and increasing levels of financial capability would all help stimulate people to take the right
savings decisions.

5. Other observations

National Pensions Savings Scheme

5.1 The National Pensions Savings Scheme (NPSS) proposed by the Pensions Commission aims to
encourage more people to save for a pension and to enable them to do so at low cost. Norwich Union can
see the sense in introducing a low cost scheme open to everyone in the UK which strips out the major costs
of distribution and advice by bringing an element of compulsion to contributions. We accept the argument
that currently the private sector cannot aVord to oVer advice to those on lower incomes and welcome new
ideas on how to bridge this gap.

5.2 However, the proposed model for the NPSS assumes auto-enrolment removes completely the need
for advice and we feel this approach may be too simplistic. Generic information should be available to all
customers within the low charge, removing the need for advice but allowing them to ensure they take the
right choice to make the most of their investment in the product.

5.3 For example, customers would benefit from information to help them tailor their fund choices to their
life stage and attitude to risk. Someone in their early twenties may suVer detriment if they stay in a default,
low risk fund and lose out on the potential capital gains of a higher risk/higher growth fund over a forty or
fifty year period. Alternatively, a low risk fund may be more appropriate for someone in their fifties or
sixties.

5.4 In addition, it may be appropriate for some consumers to opt out of the NPSS, for example if they
are on low incomes and need to service debt. Advice, or at least generic information to help them assess their
own priorities, would be required to make the right choices.

5.5 The NPSS, or a similar low-cost model, should help increase financial inclusion, but the benefits of
this would be increased if coupled with an eVective capability strategy and the appropriate generic
information.

The need for advice

5.6 Across the whole financial services market, consensus needs to be reached on where advice is essential,
where it should be optional, and where it adds little or no benefit to consumers, and can be removed with
little consumer detriment.

5.7 In the context of the NPSS, older consumers and those with complex legacy financial arrangements
would benefit from independent advice to assess whether the NPSS product would be appropriate for them.
However, for younger employees with simple financial arrangements, the decision on whether to stay opted
into the product is a simple one, and their information requirements would centre on levels of contributions
and fund choice.

5.8 Other products, for example simple protection products or simple savings, could be seen to oVer a
straightforward proposition and could be sold without full advice, with little product risk for consumers.
This would reduce complexity in the market and reduce costs associated with regulated advice.

January 2006
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Memorandum submitted by Ofgem

Introduction

1. Ofgem is the regulator for the electricity and gas industry. Ofgem’s principal statutory objective is to
protect the interests of consumers, wherever appropriate by promoting eVective competition. Ofgem also
has a statutory duty to have regard to the interests of a range of vulnerable groups, including consumers on
low incomes. In line with guidance from Government, within the sphere of its responsibility, Ofgem also
contributes to the achievement of the Government’s fuel poverty targets.

2. This short submission to the Committee’s inquiry sets out how promoting financial inclusion
contributes to the achievement of Ofgem’s objectives, and describes work Ofgem is doing to help further the
financial inclusion agenda.

The role of financial inclusion in the energy market

3. Ofgem’s broad approach is to promote competitive energy markets to give consumers choices over
ways to reduce their fuel bills. Such opportunities extend to switching supplier, changing to direct debit for
paying bills, and taking up energy eYciency measures. In the current climate of rising wholesale costs feeding
into energy bills, it is important that low income customers in particular take advantage of all the options
available to them for keeping their bills as low as possible. Among other things, this also helps avoid the
build up of debt.

4. While Ofgem acknowledges that a great deal of progress has been made in increasing access for low
income households to mainstream financial products such as bank accounts, it remains the case that some
households still operate solely on a cash basis, either because banking products do not give them the facilities
they need, or they lack the financial education, advice and support needed to take them up. This is of concern
to Ofgem because some of the most favourable tariVs are available via direct debit and depend on access to
suitable banking services.

Ofgem’s work on financial inclusion

5. Through its Social Action Strategy, Ofgem has a number of activities which contribute to financial
inclusion.

6. Together with a number of other partners, Ofgem is supporting the Factor 4 Project, a pilot operated
by the Birmingham Credit Union Development Agency bringing together energy eYciency advice; money
and debt advice; access to savings accounts and low cost loans; and bill payment services.

7. More generally, working with the energy industry and other stakeholders, Ofgem has helped promote
the development of several energy industry initiatives to reduce debt and disconnection, and contribute to
the reduction of fuel poverty. Industry initiatives include a “safety net” to prevent disconnection of
vulnerable customers, and the Home Heat Helpline providing access to debt and benefits advice, and other
help such as special tariVs.

Direct Deductions for fuel bills

8. An area where Ofgem is keen to see more progress made is in facilities to enable low income customers,
particularly those on benefits, to have direct deductions for payment of fuel bills. In this area there is
currently a rather limited direct deductions scheme known as Fuel Direct, which is operated by DWP for
benefits claimants threatened with disconnection. This is a scheme which fuel companies and consumer
groups would like to see expanded, so that it is more generally available as a budgeting tool. DWP have
indicated that the current scheme is designed as a last resort measure, and that any wider expansion would
be more appropriately undertaken by use of direct debits. DWP draws attention to the fact that most benefits
are now paid direct into bank accounts.

9. The Government’s work, alongside the banks and the Post OYce, on the Universal Banking
Programme is very welcome. However, there are still barriers to address. The Post OYce Card Account,
which has 4 million active accounts, has no direct debit facility. While basic bank accounts do provide direct
debits, these are based on monthly deductions which can be unsuitable for many low income customers who
are used to budgeting weekly (reflecting the fact that benefits are drawn weekly). When customers become
overdrawn they face heavy penalty payments. In order to benefit fully from financial inclusion, low income
customers need a means of weekly electronic bill payment that does not permit them to become overdrawn.
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10. Ofgem is keen to promote discussion among relevant stakeholders, and work with energy companies,
on ways in which improved systems could be introduced to overcome these barriers to financial inclusion.

Conclusion

11. Ofgem welcomes the Committee’s inquiry into financial inclusion which is an opportunity to review
how further progress on the above issues can be made. Ofgem will be happy to support the Committee’s
work with any further advice or information it considers would be helpful.

January 2006

Memorandum submitted by One Parent Families

Summary

— Lone parents are more financially excluded than other family types.

— Progress has been made around access to bank accounts, but lone parents remain less likely to have
a bank account than other groups. More action is needed, and it must be borne in mind that Basic
Bank Accounts may not be appropriate for all.

— Lone parents’ greater risk of poverty means that they are more likely to have problems accessing
aVordable credit. The most important action Government could take in this area is to invest in,
reform and expand the Social Fund.

— We welcome the Government’s commitment to providing additional face-to-face advice. Advice is
needed not only on issues specifically related to financial exclusion such as debt, but also on general
sources of income for many lone parents such as benefits and tax credits, and on how these may
be aVected by relationship breakdown or moves into work.

— The most important barrier to lone parents saving is poverty—and reducing this poverty will be
the most eVective means of encouraging saving. However we have been encouraged by the early
findings of the Savings Gateway and look forward to the results of further pilots.

— Poverty in fact lies at the root of much of the financial exclusion faced by lone parents—albeit
financial exclusion can in turn exacerbate poverty. EVorts to tackle the two must be interlinked.

1. Introduction

1.1 One Parent Families is the leading charity representing the 1.8 million lone parents, and their children,
in Britain today. One Parent Families believes we can build a fairer society for all families, in which lone
parents and their children are not disadvantaged and do not suVer from poverty, isolation, or social
exclusion. The charity provides a platform for lone parents, to enable them to have a voice through our
policy and campaign work; oVers information and advice lone parents can trust, through the telephone, our
publications, through our website and special events; acts as a centre of expertise, and works with others to
improve services, raise awareness and change attitudes.

1.2 Lone parents remain the poorest family type in Britain, and are particularly vulnerable to financial
exclusion. They tend to use fewer financial products such as insurance, credit, savings and bank accounts
than couples with children.

Table 1. Number of financial products by household circumstances: Lone parents and couples with children

Household type None Low Medium Average Medium High Weighted
Low High base

Lone Parent 23 42 17 7 7 4 1,790

Couple with children 3 11 14 10 27 35 5,861

Source: adapted from Table 2: Numbers of household products by financial circumstances from
Kempson E (2002) Life on a low income: An overview of research on budgeting, credit and debt among the
“financially excluded” in ESRC (2002) How people on low incomes manage their finances ESRC.

1.3 Research shows that lone parents are less well provided for than other family types in terms of both
current accounts, and insurance. While 95% of couple families have a current account, this figure is only
80% for all lone parent families, and 67% for those lone parent families where the parent works less than 16
hours a week.218 Lone parents are also less likely than other household types to have insurance. In 2004 only

218 Barnes M, Lyon N, Morris S, Robinson V and Wan Yau Y, Family Life in Britain: Findings from the 2003 Families and
Children Study (FACS) DWP Research Report 250.
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50.6% of one adult households with dependent children had home contents insurance compared to a
national average of 78.2%; for life insurance the figures are 32.7% for one parent families compared to 50%
for the nation as a whole.219

1.4 A major explanatory factor for this exclusion is poverty. 47% of individuals in households headed by
a lone parent are poor.220 Recent research found that financial exclusion was most common amongst the
parents of children who were poor: while 10% of children overall lived in households where their parents
didn’t have access to a bank or building society account, this figure was just 1% for non poor children,
compared to 44% for those children who were severely poor.221 This may be partly because those living on
a low income may prefer to manage their money in cash to allow greater control over a tight household
budget.222 But low income also constrains the extent to which people can aVord financial products such as
insurance. Research in 2001 found that two thirds of lone parents said they could not aVord to save (at least
£10 a month) and half that they could not aVord home contents insurance—as reflected in the figures
above.223

1.5 The fact that nine out of ten lone parents are women may also contribute to their exclusion. Research
focussing on distribution of income within the household for families receiving benefits has found that while
women may often be in charge of managing a day-to-day budget, men are more likely to have overall
‘control’ of the finances.224 This means that following divorce or separation, women may not previously have
held an account in their own name, or having previously held joint accounts may believe that they will not
be able to open an account on their own.225 Those women who are able to negotiate staying in the family
home post separation, often do so at the expense of giving up their share of joint financial assets such as
investments, pensions and savings, and so in addition to the loss of income that usually follows separation,
they also reduce their use of financial products.226

1.6 Tackling poverty must be at the root of any eVorts to improve the financial inclusion of lone parents,
and although Government has made progress in this area, there remains a long way to go. Progress has also
been made in recognising financial inclusion as a problem—but again more action is needed. Most
importantly reform of the Social Fund is now urgent. We published proposals for Social Fund reform in
2003—and remain convinced that action in this area would be the most eVective way of tackling financial
exclusion—as well helping the Government meet its target to halve child poverty by 2010.

1.7 In the rest of this submission we discuss the areas suggested by the committee where we feel we can
usefully comment.

2. Access to bank accounts

2.1 As set out above, lone parents remain less likely than other families to have a bank account—
although good progress in this area has been made. In 2003, 80% of lone parents, and 67% of those lone
parents working less than 16 hours a week, had a bank account compared to 72% and 51% respectively in
2002.227 Part of this improvement is due to the Government’s policy of paying benefits directly into bank
accounts, and the fact that they have now met their target to pay 85% of their customers by this method.228

2.2 We also welcome continued progress in promoting the take up of basic bank accounts, particularly
the adoption of a target for Government to work together with the banking sector towards a goal of halving
the number of adults without a bank account. Further action in this area for lone parents is clearly needed.
While the latest ‘mystery shopper’ survey of basic bank account providers (published in November 2005)
shows that improvements have been made in staV training and in the provision of information about basic
bank accounts, it also reveals that there remains a problem with identification requirements for those
wishing to open a basic bank account, and that more still needs to be done to ensure information about the
accounts is clearly displayed. It also found that accounts were taking a long time to process and that there
were inconsistencies around credit reference checks.229

219 Figures supplied by the Association of British Insurers, as of 19/07/2004.
220 DWP (2005) Households Below Average Income 1994/95—2003/04 DWP.
221 Adelman L, Ashworth K, and Middleton S (2003) Britain’s Poorest Children: Severe and Persistent Poverty and Social

Exclusion Save the Children: London
222 Thomas A and Pettigrew N (1999) Attitudes Towards Methods of Paying Benefits. DSS In-house Report No 51. DSS: London
223 Middleton S (2002) Coping for the children: Low income families and financial management in ESRC (2002) How People on

Low Incomes Manage their Finances ESRC: Swindon op cit. note 9.
224 Goode G, Callendar C and Lister R (1998) Purse or Wallet? The distribution of income within families receiving benefits Policy

Studies Institute: London
225 Kempson E (2002) Life on a low income: An overview of research on budgeting, credit and debt among the ‘financially excluded’

in ESRC (2002) op cit note 9.
226 Perry A et al (2000) How Parents Cope Financially on Marriage Breakdown FPSC: London.
227 Barnes M, Willits M, Anderson T, Chaplin J, Collins D, Groben S, Morris S, Noble J, Phillips M and Sneade I (2004) Families

and Children in Britain: Findings from the 2002 Families and Children Study (FACS) DWP, CDS: Leeds.
228 DTI, DWP and DCA (2005) Tackling Overindebtedness Annual Report DTI.
229 North R and Smith P (2005) Survey of Subscribers Providing Basic Bank Accounts Banking Code Standards Board.
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2.3 Basic Bank Accounts themselves however may not be appropriate for all lone parents. Those who
occasionally rely on a third party to collect their benefits—for example if they are carers—are unlikely to
be willing to trust someone else with their card and pin number. The inability to take out less than £10 from
many cash machines is also a problem for many customers. Moreover for those living in socially excluded
or isolated rural areas, cash machines may not be easily accessible, or only machines that charge may be
available. For those living on a limited income this can leave the choice of forfeiting cash each time they
need to withdraw money, or alternatively having to pay for transport to reach a bank branch where money
can be withdrawn over the counter.230 We remain concerned about the availability of free cash machines in
deprived and rural areas, as discussed in the Committee’s report.231 If bank accounts are to work for those
living on the lowest incomes, charges for all cash machines must be reviewed and more may also need to be
done to encourage the mainstream banks who do not charge for cash withdrawals to reintroduce services
into isolated and socially excluded areas.

3. Access to affordable credit

3.1 The problem of access to credit for those on a low income is now well documented. As Kempson and
Collard state in their 2005 report into “AVordable credit for low income households”, “access to credit is still
severely constrained for people on low and insecure incomes, and they often have to borrow at APR’s
typically ranging from 100 to 400%.”232 Moreover, they warn the situation is likely to get worse, as those
companies which will lend to low income customers use increasingly sophisticated methods of assessing the
risk and costs this entails and withdraw from the market.

3.2 Lone parents’ greater risk of poverty means that they are more likely to use credit than other families,
and more likely to use those types of credit associated with low income—and high costs. Kempson, Willits
and McKay found 75% of lone parents were using credit compared to 68% of all families with children
although they generally had fewer credit and tended to owe smaller amounts; 80% of lone parent families
owed less than £1500 compared to 62% of couple families.233 The two most important sources of credit for
lone parents however were both high cost—mail order catalogues and loans. The DTI’s overindebtedness
survey showed there were significant diVerences in credit use between couple and lone parent families. Whilst
three quarters of two parent families had borrowed from a bank or building society, around half of lone
parents had borrowed from the social fund, and a quarter had taken out a loan from a doorstep lending
company.234

3.3 Measures to increase the aVordability of credit are therefore particularly important for lone parents.
Government has currently suggested that access to credit may be expanded by the introduction of a scheme
where, in certain circumstances, private and third sector lenders could apply for repayment to be made by
deduction from benefit, in order to reduce the costs for such lenders. We think there may be advantages to
such a scheme, as it provides some certainty for borrowers as well as lenders, many of whom want to
minimise the risk of default. However, we agree with Citizens Advice that certain conditions would have to
be met before such a scheme was implemented, including:

— “all claimants with multiple debts should first have access to independent advice on the debts to
help them make equitable payments to all their creditor and identify strategies for managing the
debts in other ways. The provision of advice should be integral to the scheme and properly funded.

— The loan product would have to be on a pre-approved list and lenders would have to sign up to a
list of conditions to oVer such loans.

— Ongoing interest and charges should be frozen, and any court action to recover the debt should
be stopped when the claimant is accepted onto the scheme.”235

3.4 Interestingly, Kempson and Collard looked at the feasibility of this scheme and concluded that it
would be preferable to introduce an improved direct debit system, which would trigger payments on receipt
of wages into a bank or building society account. We think that this option should also be seriously
considered before any introduction of a third party deduction scheme.

230 Women’s Budget Group (2004) Making the links between women and children’s poverty Report of a Meeting held 17 June
2004.

231 House of Commons Treasury Select Committee (2005) Cash Machine Charges The Stationery OYce.
232 Kempson E and Collard S (2005) AVordable credit for low-income households Joseph Rowntree Foundation.
233 Kempson E, McKay S and Willits M (2004) op cit note 34.
234 DTI (2003) Task force on tackling overindebtedness: second report DTI at http://www.dti.gov.uk/ccp/topics1/pdf1/

2ndreport.pdf.
235 Edwards S and Wheatley J (2005) Take it away CAB evidence on the DWP third party deductions scheme and financial

inclusion Citizens Advice.
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3.5 There is also a need for urgent reform of and investment in the Social Fund. We believe that action
in this area is the measure that could do most to promote access to aVordable credit and financial inclusion.
Two recent reports funded by the Joseph Rowntree Foundation have concluded the same. Kempson and
Collard state that:

“For the poorest people the most appropriate solution lies in further increases to the social fund
budget, either from taxation or using capital provided through the banks. Previous research has
shown considerable unmet need for social fund budgeting loans and community care grants. The
discretionary social fund budget is being increased by £90 million over the three years to 2005–06.
Analysis for this study suggested that this amount would have to be more than doubled to fully
meet the non-discretionary borrowing needs or people in the poorest households.”236

A report by researchers at the National Institute of Economic and Social Research into poverty and debt
similarly concluded that:

“One policy option [the only one they suggest] would be to extend greatly the scope of the Social
Fund and to make repayments depend on people’s incomes while at the same time oVering help
with budgeting and money management.”237

3.6 One Parent Families has long argued that reform of the Social Fund is essential to tackling poverty.
While we welcome the reduction in repayment rates and the abolition of the double debt rule for Budgeting
Loans, much more is needed. In 2003 we published a report, in conjunction with the Child Poverty Action
Group and Family Welfare Association, which recommended a three stage reform process, as follows:

Stage 1:

— Include some of the items currently excluded from the social fund such as home improvements,
deposits to secure accommodation and school uniforms.

— Amend the legislation to allow for a national budget for loans to remove the postcode lottery.

Stage 2:

— Introduce a Child Development Grant payable either through the Social Fund or Child Tax Credit
at key stages of a child’s life that generate additional expenses. Our research showed that older
children were particularly likely to lack essential items; DWP research also suggests that a child
reaching the ages of both 3 and 5 are likely to trigger a need for lump sum payments.

— Introduce Child Health and Safety Grants to meet the core items essential for a child’s health and
safety, such as bed/bedding, cooker, fridge, heating equipment and repair or replacement of gas
or electrical items. The grants would be administered via Jobcentre Plus and paid to families with
incomes low enough to qualify for the maximum Child Tax Credit and who can demonstrate need.

— Introduce Secure Homes Grants providing lump-sum payments for core items needed after
rehousing to help people fleeing domestic violence, relationship breakdown or homelessness.

Stage 3:

— Test out ways to reduce arrears, especially for lone parents entering work. Options include
developing Debt Buy Out Loans. These would involve consolidating existing debts into one and
taking out a loan with reasonable repayments to pay it oV (although the current rules on charges
for early settlement of loans may need to be revised in order to make this eVective). Currently, the
amount that is deducted in benefit for Budgeting Loan repayments to the Social Fund can
significantly reduce the weekly income available to meet clamaints’ other needs. Another option
is to consider a debt amnesty for existing Social Fund debt on return to work.

— The Government should also consider a limited pilot to test the feasibility of a matched debt
reduction scheme, by which the Government would match parents’ Social Fund debt repayments
pound for pound when they move into work.238

3.7 We also think that access to the Social Fund should be extended to those claiming Working Tax
Credit, as those in low-income work may also be excluded from sources of aVordable credit. As Kempson
and Collard point out, significant additional funding will be required.

3.8 We are also concerned that under the current scheme, those who lose eligibility to income related
benefits when they are transferred to tax credits will also lose entitlement to the Social Fund, despite being
on the same level of income. Government have chosen to transfer access to other passported benefits (such
as free prescriptions) to an income test rather than a benefit test—we think it should also take this approach
in the case of the Social Fund.

236 Kempson E and Collard S (2005) AVordable credit for low-income households Joseph Rowntree Foundation.
237 Mitchell J, Moratidis K and Weale M (NIESR) (2005) The long term relationship between poverty and debt Joseph Rowntree

Foundation.
238 Howard M (2003) Lump sums: Roles for the Social Fund in ending Child Poverty NCOPF/CPAG/FWA.
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4. Financial education and access to financial advice

4.1 We welcome the Government’s commitment to funding increased face-to-face financial advice, as set
out in the 2004 Pre-Budget Report. We also welcome the announcement in Pre-Budget Report for 2005 that
they “will encourage local authorities to provide more financial education to parents through Sure Start
children’s centres and locally delivered family numeracy programmes.”239

4.2 Such advice is badly needed. Lone parents are particularly vulnerable to debt and research found that
in 2002, 48% of lone parent families had been in arrears in the past 12 months, compared to just 25% of two
parent families.240 Moreover the DTI’s recent survey on over-indebtedness found that: “Single parents are
significantly over represented on the arrears and burden indicators. This group accounts for 9% of the
sample but makes up 31% of those in arrears and 24% of those declaring their household’s borrowing a
burden.”241 Advice on these debts is clearly an area of unmet need. One Parent Families’ recent research
report into the advice needs of lone parents found that debt was one of the most frequent problems dealt
with by lone parents; 48% had dealt with debt problems, and 62% of this group said that these problems
had lasted over a year.242

4.3 We recently ran a focus group with lone parents, in preparation for financial literacy training that
One Parent Families has been funded by the Basic Skills Agency to deliver. Lone parents told us that the
areas where they felt they would benefit from a financial literacy course were:

— Information about benefits, particularly tax credits and pass-porting of benefits

— Making money go further, eg saving money through paying bills by direct debit and using
internet banking

— Budgeting, eg aligning direct debits with wage payments but also budgeting without a bank
account

— Borrowing, including:

DiVerent options

Strategies used by lenders, what to look out for

DiVerence between store, credit and debit cards

Debt solutions, diVerent forms/timings of repayment

Numbers for debt counselling organisations

Information about fines and court procedures

— Transition points: moving into work, children turning 16 or 19, increasing work hours

— Collating information in easy English in a folder which lone parents can take away

— How to feed kids food that is healthy and will be eaten on a tight budget.

4.4 The focus group highlighted that there is a need for general advice about sources of income, such as
benefits and tax credits—as well as about specific financial products. Our previous research also found that
these posed considerable problems, with 69% of participants dealing with problems in this area, and these
translating into significant problems for one third of all participants.243 We also think there may be a
particular need for advice around finances when moving from benefits into work. Many lone parents call
our helplines at this point and are very worried about how they will manage the transition, and research
suggests that for low-income families, debts and arrears may actually increase at the point of moving into
work.244

4.5 Finally, we think there may be a particular need for advice at the time when couples separate. When
lone parents in debt were asked what they attributed their problems to, 27% cited relationship breakdown.245

We also know that, following separation or divorce, mothers and children usually see a fall in their income
of about £20 a week.246 Many lone parents we speak to on our helplines at this point have never dealt with
a building society, do not know what is available to them in terms of benefits, tax credits, child support or
other help that might enable them to stay in their homes, when there is mortgage debt or creditors with a
charge on the property.

239 HM Treasury (2004) Pre-Budget Report 2004 Opportunity for All—the strength to take long term decisions for Britain The
Stationery OYce.

240 Kempson E , McKay S and Willitts M (2004) Characteristics of families and debt and the nature of indebtedness DWP,
CDS: Leeds.

241 DTI (2005) Over-indebtedness in Britain: A DTI report on the MORI financial services survey 2004 DTI.
242 Moorhead R, Sefton M and Douglas G (2004) The Advice Needs of Lone Parents OPF.
243 Moorhead R, Sefton M and Douglas G (2004) ibid.
244 Farrell C and O’Connor W (2003) Low income families and household spending DWP.
245 Kempson E, McKay S and Willits M (2004) Characteristics of families in debt and the nature of indebtedness DWP.
246 Jarvis S and Jenkins P (1998) ‘Marital dissolution and income change, evidence for Britain’ in Ford R and Millar J eds. Private
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5. Incentives and barriers to saving for people on below average incomes.

5.1 Lone parents are again disadvantaged in the area of savings; fewer of them save regularly, and they
hold much smaller amounts. Whereas 49% of couple families save regularly this is the case for only 22% of
lone mothers, and only 14% of lone mothers working less than 16 hours a week.247 Lone parents therefore
have much fewer savings—64% of one adult families with children have none at all (compared to 29% of
two adult families with children) and only 9% have more than £3,000 (compared to 26% of two adult families
with children).248

5.2 The major barrier for lone parents to saving is simply not having enough money to put aside. One
study found that two thirds of lone parents said that they could not aVord savings of £10 a month towards
retirement,249 and research looking at savings and life events found that people’s view of their own financial
situation was by far the most influential factor in explaining savings behaviour.

5.3 While 43% of those in this research who said that they were “living comfortably” were saving
regularly, savings went down as financial stress increased, with only 3% of those who were financially
“finding it very diYcult” able to make savings.250 Income itself also had a substantial eVect—12% in the
poorest fifth of the population were saving regularly compared to 47% in the richest fifth. The amounts saved
were also very diVerent, ranging from £40 a month in the poorest fifth to £150 in the richest.251

5.4 Research also shows that families with children do make savings when they can aVord to do so, but
that living in poverty restricts their ability to save. Looking at evidence from the British Household Panel
Survey over a five year period, research for Save the Children found that while 65% of children had parents
who had managed to save at some point, only one in ten had managed to save every year. The more the
experience of poverty, the less likely parents were to save, with three fifths of children who were living in
persistent poverty having parents who were unable to save in any of the five years.252

5.5 The best way to increase savings therefore, would be to increase incomes. Research into the
experiences of low income families’ transitions between work and benefits found that while few were saving
when they were on benefits, “those who have sustained work, who managed the income derived from that
well, and who have reduced or avoided debt, had begun to show signs of increased ability and willingness
to save.”253 The Government’s Saving Gateway pilots also seem to indicate that providing incentives to save
(through matched savings) can be eVective. Evaluation of the initial pilots found “that a high proportion of
participants said that they felt more in charge of their life and, in particular, felt more secure financially”
and moreover that participation in the pilot appears to have changed people’s attitudes to saving.254 We look
forward to the results of the further pilots announced in Budget 2005.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment

6.1 Poverty lies at the root of many of the problems faced by lone parents. Low income, and the drops
in income that follow separation or divorce are key factors that explain the higher number of problems faced
by lone parents. Policies that enable lone parents to combine work and family life eVectively, and that ensure
that work pays will be vital to address this low income, as will policies that that protect women from sharp
income drops following separation or divorce. These include the introduction of universal childcare,
improvements in the level of the child tax credit, and improvements to the National Minimum Wage. Such
policies must be the basis of any attempt to improve lone parents’ personal finances and also meet as well
as meeting child poverty targets.

6.2 But policies that help families to manage their finances more eVectively can make a diVerence. The
research with low income families found that financial skill significantly contributed to increased well being
when families found work- or helped to mitigate the eVects of losing a job: “The level of income derived
from work is undoubtedly a driving force of many of the financial circumstances of the families concerned.
However, while it is a key ingredient in financial well-being it is not the only one. Good financial skill remains
as important in the longer term as it was in the initial stages of work. How the two elements combine can
lead to very diVerent experiences of household expenditure, debt and savings, which in turn have
ramifications for a household’s material circumstances and general living standards.”255

247 Barnes M, Lyon N, Morris S, Robinson V and Wan Yau Y, Family Life in Britain: Findings from the 2003 Families and
Children Study (FACS) DWP Research Report 250.

248 DWP (2005) Family Resources Survey United Kingdom 2003–04 DWP.
249 Middleton S (2002) in ESRC (2002) op cit note 9.
250 Kempson E and McKay S (2003) op cit note 78.
251 Kempson E and McKay S (2003) ibid.
252 Adelman L, Ashworth K, and Middleton S (2003) op cit note 16.
253 Graham J, Tennant R, Huxley M and O’Connor W (2005) The role of work in low income families with children—a longitudinal

qualitative survey DWP Research Report 245 DWP.
254 Kempson E, McKay S, and Collard S (2005) Incentives to save: Encouraging saving among low income households Final report

on the Saving Gateway Pilot Project Personal Finance Research Centre, University of Bristol.
255 Graham J, Tennant R, Huxley M and O’Connor W (2005) The role of work in low income families with children—a longitudinal
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6.3 The researchers found that access to financial services helped to increase financial skill—and
promoting this can therefore contribute to a strategy for reducing poverty. Most important in this area is
a reform of the Social Fund, which has the potential to make a real diVerence to the lives of lone parents
and others on a low income.

January 2006

Memorandum submitted by PayPoint

Introduction

PayPoint is a major UK retail network for the cash payment of household bills. PayPoint operates a
network of multi-function terminals situated in local shops oVering customers a free and convenient way of
making a wide range of payments. PayPoint was established in 1996 and has expanded to full national
coverage across Great Britain and Northern Ireland, providing a strong urban and rural presence.

PayPoint believes that its services are relevant to your current examination of the issue of financial
inclusion. Specifically, we are keen to outline our position in relation to the issues of access to banking
services and financial education.

The PayPoint network is based in local shops at the heart of the community, including newsagents,
garages and convenience stores, usually within walking distance and open every day from early-to-late.

PayPoint serves the cash economy, collecting payments on behalf of over 700 organisations including
utilities, fixed and mobile telecommunications, local authorities, housing associations and transport
operators. PayPoint has recently appointed as the BBC’s exclusive over-the-counter collector of TV licence
payments and is the exclusive retail channel for the London Congestion Charge. The popularity of the
service is demonstrated by the exceptional volume growth that there has been to over 320 million payments
a year, with consumers drawn from a wide spectrum of society.

The PayPoint transaction process is simple, with customers identifying themselves with a bill, card or key
issued by their service provider. This is entered into the PayPoint terminal by the retailer who collects the
payment in cash. Customers are able to use PayPoint terminals to make payments entirely free of charge,
with all costs being borne by their service providers and utilities. For more information about PayPoint,
please visit http://www.paypoint.co.uk/

Access to Banking Services

PayPoint recognises the value of initiatives to tackle financial exclusion by improving access to banking
services such as the Post OYce Card Account and basic bank accounts. Nevertheless, there is also a need
to ensure that the financially excluded can continue to make payments in cash eYciently and conveniently.
PayPoint oVers millions of consumers such a service. Research by TGI shows that there is a strong general
preference across much of the adult population for cash payment, with over 24 adults “prefer[ing] to pay
for everything in cash”.

The National Consumer Council (NCC), for instance, has published a paper on basic banking in which
it states that “cash based money management works for people on low incomes” suggesting that low-income
households benefit from managing their money in cash because it gives them certainty and control over their
finances. The NCC also asserts that account based money management does not, at present, oVer the same
level of control, and as such that “monthly direct debits are not compatible with budgeting on a low
income”. In particular direct debits do not oVer the flexibility which many low income households need,
especially as their income is relatively unpredictable, creating a risk of becoming subject to financial
pressure. Customers drawn into overdraft, by being unable to control direct debits, will suVer penalties far
worse than the higher tariVs that sometimes apply to cash based services.

PayPoint provides low income households with access to a service which enables them to pay their
household bills in cash with ease or without stigma. By oVering customers the opportunity to pay their bills
regularly, in cash, PayPoint is catering both for a significant minority of customers who are unbanked and
indeed for millions of others who find cash puts them in control. Direct debit payment of utility bills, for
example, is often unsuitable for households which need greater flexibility and control. PayPoint meets these
needs by enabling customers to make smaller weekly cash payments towards their bills, an arrangement
more conducive to the eVective management of their income.

The long and flexible opening hours of PayPoint outlets allow poorer households to make urgent
payments whenever they need to. Many pre-payment meter customers of electricity suppliers, for instance,
depend on PayPoint for recharging their smart keys or buying tokens. These customers value the
opportunity to make their regular bill payments in the same outlets where they regularly shop and they also
find the extended opening hours of PayPoint outlets invaluable to keep them on supply, if they run out in
the evenings or at the weekends.
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PayPoint outlets, being based in convenience stores, are often open late at night and open over weekends
and public holidays when most other shops and Post OYces are closed enabling customers to make urgent
utility top-ups. Already, there are over 15,000 PayPoint outlets and with this number still growing there are,
or very soon will be, more PayPoints than Post OYces. The coverage and opening hours of the PayPoint
network give customers the most flexible choice of when and where to pay their bills. As an illustration of
this unrivalled convenience, PayPoint even handled over 200,000 payments on Christmas Day 2005.

The reach of the PayPoint network is now such that 98.2% of Acorn classification ‘F’ consumers (hard-
pressed; representing the least well oV 5 million households) live within 1 mile of PayPoint outlet in urban
areas and 5 miles in rural areas. Furthermore, PayPoint retailers are as vital to their local communities as
Post OYces and they manage to run successful businesses even though they do not receive the same salaries
or subsidies of the sub-postmaster network.

PayPoint delivers benefits to bill issuers, retailers and customers alike. For bill issuers PayPoint enables
economies to be made in the process of bill collection; for retailers PayPoint terminals generate commission
and help in raising the footfall; and for customers, regardless of social or economic status, there is the benefit
to be gained from a free, high quality and convenient service.

The importance and popularity of PayPoint to the cash economy is emphasised by the fact that it now has
over 6 million regular customers. The range of payments is extensive from bills, through council payments to
Congestion Charges and TV Licenses. Independent MORI surveys illustrate that PayPoint customers
benefit from a quality service, with 97% of those surveyed expressing their satisfaction (with 79% very
satisfied). PayPoint oVers the financially excluded a simple product which is relevant to their needs and
preferences, fitting with the weekly budgeting psyche of low-income households and enabling eVective
money management.

Financial education and access to financial advice

PayPoint has the capacity to oVer the consumer much more than bill payment, extending its services
beyond payments into more general information and service delivery. While PayPoint retailers may not be
qualified to play an advisory role in providing financial education, they can be involved in delivering of
financial information.

In particular, PayPoint’s experience of market leading and innovative technology means that the network
has the potential capability to deliver a wide range of public services. The PayPoint network, for instance
with its strong national and local network coverage, could be an ideal platform for the two way information
flow between public sector bodies and the general public. Using broadband links, television screens and self
service kiosks can be installed to facilitate this interaction backed up by digital printing capability for the
distribution of information and oYcial forms. These may the broad range of government forms including
benefits applications, driving licence forms, road tax documentation and passport application forms. The
development of PayPoint technology in this way could be a valuable tool for the provision of financial
information in an accessible and consumer-friendly environment. The potential capability of the PayPoint
network was highlighted by a recent comment in the Financial Times which stated “PayPoint has built a
terrific infrastructure across the country. Its markets are growing—mail order payments, congestion charges
and the television licence fee all pass through the same terminal”.

The future development of PayPoint’s presence in small shops is also potentially important in enhancing
the community role played by local retailers. At present, PayPoint already provides convenience retailers
with an expanding range of electronic services which drive customer footfall, increase sales and boost the
local importance of small shops based in the community.

The further potential development of PayPoint technology to encompass wider public service delivery
role will further boost the small shops network. These are the very shops that provide a vital community
lifeline yet, unlike Post OYces have to stand on their commercial merit without any subsidies. Convenience
stores already act as hubs for their local communities, a role enhanced by PayPoint which boosts shop visits.

In contrast to the current decline in the scope of the Post OYce operations and its branch closures,
PayPoint oVers a growing and viable alternative for oVering local communities the services they need at their
convenience. Growing recognition of this is illustrated by the BBC’s decision, in March 2006, to award
PayPoint a six year contract as sole provider for the collection of over-the-counter TV licence payments
following a competitive tender process. Responsibility for handling TV licence payments will formally
transfer from the Post OYce to PayPoint on 31 July 2006.

In a recent statement, Pipa Doubtfire, Head of Revenue Management at the BBC explained the BBC’s
decision to switch management of the issue of TV licences to PayPoint—she commented: “The ease of
payment for customers was one of the main considerations for awarding the contract to PayPoint. It is an
unfortunate fact that the Post OYce has a declining network; there are already more PayPoint outlets (over
15,000) than Post OYce branches across the United Kingdom (14,585), with another 2000 PayPoint outlets
expected to become available by 2007. Furthermore, PayPoint outlets are open for an average of 100 hours
per week and 98% are open on Sundays. 79% of PayPoint outlets are open from 9am to 8pm”.
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PayPoint projects are delivered successfully on time to budget. In fact, the evidence is that our technology
and supporting operation delivers successful solutions at a small fraction of the cost associated with some
public sector programs run by major outsourcing organisations or the Post OYce. Furthermore, not only
is PayPoint able to oVer a cost-eVective and eYcient service, it is also developing the capability, through its
convenience store network, to develop the local shop as a viable alternative to the Post OYce in its role at
the centre of the community, in both rural and urban areas.

June 2006

Memorandum submitted by Personal Finance Education Group (pfeg)

Financial Education and Access to Financial Advice

The need to start financial education in schools

1. Schools are unique in having access to, and influence on, all young people across social, economic,
ethnic and religious groups. If we can ensure that young people leave school as informed and independent
consumers with the confidence to engage with the finance sector, this will provide a firm foundation and
prevent many of them from getting into financial diYculties as adults. This will need to be funded.
Government departments have indicated that it is unlikely to come through the Department for Education
and Skills. There is a case for investment from the financial services sector.

Financial Education and its Link with Inclusion

2. Financial capability is a prerequisite to full participation in modern society. All young people need the
skills, confidence and knowledge around financial matters regardless of their background or their learning
ability. Young people are interested in money matters and understand its relevance to their lives. Taught well
it can reach all sections of society even those who may currently feel disaVected and disengaged with school.

Financial Education in Schools

3. At present there is no guarantee that young people will receive quality financial education. Although
there are opportunities emerging out of changes in the curriculum, for example, the advent of functional
mathematics and other initiatives such as the Child Trust Fund, there is still no statutory requirement to
teach personal finance education.

pfeg’s Role in Financial Education

4. pfeg is the key element in the Schools’ strand of the FSA’s national strategy. It provides a
comprehensive service to support schools and has developed tried and tested approaches to raise the quality
and quantity of personal finance education for children and young people.

Introduction

5. pfeg is a registered charity, working across the UK. It is widely recognised as a leading force in the
delivery of personal finance education within schools and receives cross sector support from business, FSA,
Government and the educational establishment.

6. Its mission is for all young people to leave school with the confidence, skills and knowledge they need
in financial matters so they can take part fully in society. pfeg takes the view that all young people, regardless
of their socio-economic or cultural background or their learning ability, need to be financially capable.

7. pfeg has played a key role in the Schools Project strand of the FSA’s national strategy on financial
capability.

pfeg’s Role in Promoting and Supporting Improved Financial Education In Schools

8. pfeg seeks to provide a comprehensive service to schools to support senior management and classroom
teachers to deliver high quality personal finance education. Through its website, www.pfeg.org, it has
provided access free of charge to a wide range of engaging and innovative materials, guidance and
signposting. Its approach to teaching personal finance education, developed through its innovative pilot
Excellence and Access has been accepted as the most eVective way to ensure that young people become
financially capable. This approach entails working with schools to embed personal finance across a range
of curriculum subjects such as personal, social and health education, citizenship, mathematics and work
related learning.
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9. pfeg has been tasked by the FSA’s Financial Capability Steering Group to provide specialist support
to teachers in England. This will provide a template for action which can be followed in other jurisdictions
and generate content that can be used across the UK. At present a business case in being put together to
raise the necessary funding for a five year project that would achieve, over time, a step change in the nation’s
financial capability.

10. pfeg has conducted ground breaking work with schools in promoting an inclusion agenda.
Examples include:

— Production of a pack of 3 case studies demonstrating diVerent cultural experiences of personal
finance;

— Project with up to 300 young people and 60 teachers based in Pupil Referral units;

— Case studies and teaching resource for children with special educational needs;

— Cultural diversity bulletins to share good practice and provide ideas for classroom activities

The Case for Starting Financial Education in Schools

11. The statutory education system is one of the most important places to start addressing the problem
of low financial capability. If we can improve school leavers’ levels of financial capability they will have a
firm foundation for future progress. Starting financial education in schools will equip young people with the
knowledge, confidence and skills they need before it is too late. Schools also have a captive audience and
can thus guarantee broad coverage of an entire age group.

Link with the Inclusion Agenda

12. Financial capability is a prerequisite to full participation in modern society

13. If young people were to receive high quality personal finance education it would help them build their
confidence in financial matters and help with their employability. It may help reduce to number of young
people not in employment, education and training (9.6% of young people were in this category in 2004).

14. Financial issues are a large contributor to the non-completion of university. The Higher Education
Statistical Agency predicted that 14.4% of full time students who started their degrees in 2002 would not
complete their courses. The eVect of not being financially literate is disproportional on diVerent social
groups. Money problems and fear of running into debt are among the chief reasons that young people from
disadvantaged families are more likely to drop out of university than other students.

Current Situation in Schools

15. Education is a devolved function of government. This submission focuses on England which has over
80% of schools in the UK.

16. Currently, personal finance education, if it happens at all, has a low status. It cannot be assumed to
be happening in any given school at any time. The voluntary nature of financial education informs the
approach needed by organizations, such as pfeg and the FSA, which aim to support both schools and
teachers in developing this area further. Such support is very much a matter of influence and persuasion,
not diktat.

17. New opportunities are emerging. Personal finance education will continue to be part of personal,
social and health education and citizenship and to underpin enterprise education. In addition the
Department for Education and Skills has asked the Qualifications and Curriculum Authority to consider
including financial capability more explicitly in the mathematics curriculum. Examples from personal
finance management are one context in which functional mathematics can be taught—there will be initial
access to accreditation of functional mathematics schemes through the new diplomas in 2008. The Child
Trust Fund provides a useful hook to link into personal finance education, not only for the recipients but
also for those about to leave school who will become parents before too many years have passed.

18. pfeg has a clear understanding of how to support schools and how to encourage them to raise the
quality and quantity of personal finance education provided. FSA research published in May 2004 reported
that two thirds of people said that if they had learned more about financial matters at school they would be
more confident about dealing with their personal finances. This belief was similar across those with diVerent
experiences of personal finance in school and across social classes. Young people themselves want to learn
about money management as they can understand the relevance. Teaching personal finance in an engaging
and interactive way is an excellent means of reaching those pupils who may be disaVected in schools, in
particular under achieving boys.
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Investment by the Finance Sector

19. pfeg receives financial support from a number of sources although, in common with most charities,
it has no guaranteed income. Although it is relatively easy to attract funding for modest projects that are
discrete, branded and time limited, it has proved diYcult to acquire the necessary funding to achieve the step
change identified by the FSA’s national strategy. Reaching all those of school age will mean that the number
of informed and independent consumers will be increased by those who had previously been excluded from
financial services. The result would be that, as adults, they would buy, not only more sensibly, but also more
financial products and services. Investing in education at an early stage by the financial sector should be
encouraged.

20. Government support

Although pfeg’s work is supported by the Department for Education and Skills and has been publicly
acknowledged and valued by the Treasury and the Department for Work and Pensions, there has been no
indication that this would result in funding to support the work in schools necessary to achieve a step change
in the financial capability of the next generation.

January 2006

Memorandum submitted by the Personal Finance Research Centre, University of Bristol

The Personal Finance Research Centre welcomes this opportunity to make a submission to the
Committee’s inquiry on financial inclusion. We are an independent research centre, located in the School
of Geographical Sciences at the University of Bristol, that specializes in policy-relevant empirical research
relating to personal finances. We have a long-standing interest in access to financial services for people on
low incomes and have undertaken many research studies in this area. Elaine Kempson, Director of the
Centre, is a member of the Financial Inclusion Taskforce and was also a member of the HM Treasury Policy
Action Team 14 that reported in 1999. She also carried out the first two independent reviews of the
Banking Codes.

Our submission draws on a substantial programme of research, spanning all areas covered by the inquiry,
which it has been diYcult to summarise adequately in just a few pages. We have, however, tried to highlight
some of the key points that we feel the Committee might like to address and would be very willing to provide
further information on any of the issues we discuss below. We have addressed each of the six areas the
Committee has said it wishes to cover.

1. Access to Banking Services

— Action taken by the Government and the banking industry towards reducing the 1.9 million
households in the UK without a bank account;

The early indications are that considerable progress has been made since the introduction of basic bank
accounts in late 2002, stimulated to a large extent by the decision to pay social security benefits and pensions
directly into an account. The decision to oVer the Post OYce Card Account (POCA) has, however, muddied
the waters. The POCA oVers users nothing that a basic bank account would not also provide but with a
great deal less functionality. Moreover, the fact that banks were asked to finance the POCA has coloured
the way they view other initiatives to promote banking inclusion. The fact that many POCAs seem to have
been opened by people with an existing current account has also not helped.

There is a continuing concern about access to basic bank accounts. Following recommendations, the
Banking Code requirements have been strengthened and BCSB monitoring shows considerable
improvement in this area. But there is no room for complacency. The tightening of anti-money laundering
legislation has certainly not helped. Real progress was being made with regard to proof of identity which
was reversed by the September 11th terrorist attacks.

Discussion to date has tended to focus on facilitating access to bank accounts, but there has been little
consideration of the impact of even wider access to banking on those who continue to operate a wholly cash
budget. We need to consider whether they will suVer additional detriment as a consequence and whether
other solutions are required to meet their needs

— Access to banking services, including the operation, usefulness and regulation of basic bank
accounts, and access to cash withdrawals.

We are concerned that attention has become focussed on the numbers of people with a bank account with
much less consideration of whether these accounts are actually used or their usefulness to people on low
incomes. More needs to be done in this area. In particular, we are concerned about the fact that there is no
appropriate account-based method of bill-payment for people on low incomes. A handful of banks have
experimented with bill-payment accounts of the type that were commonplace before being replaced by direct
debits. The inflexibility of direct debits, and the associated charges if there are insuYcient funds to cover a
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direct debit, are a major reason why people on low incomes do not wish to use transactional banking. There
is also a need to be vigilant about the introduction of terms and conditions for basic bank accounts that are
inferior to those for other current accounts. This would include times for clearing as well charges and access
to counter services. We have been following the debate about fee-charging ATMs with interest but note that
there is no hard evidence on whether this impacts disproportionately on people with low incomes. A survey
commissioned by the Financial Inclusion Taskforce should provide that evidence. We are contributing to
the design and analysis of that survey.

2. Access to Affordable Credit

— Measures to enable households excluded from mainstream credit to have access to aVordable
credit;

Compared with banking, much more needs to be done in the area of aVordable credit. There are no signs
that the commercial market will, of its own accord, provide aVordable credit to all—indeed moves towards
risk-based pricing will ensure that it does not. Not-for-profit lenders oVer a potential solution but there is
much still to be done to increase access. The Social Fund also plays a very important role and recent
increases to its budget, while welcomed, are not suYcient to permit it to meet current unmet needs.

In 2005 we undertook a detailed study of this area256. This examined the features that low-income
consumers look for in a source of credit and the features that lenders need in place to lend in this market.
There is a remarkable coincidence of interest, with both consumers and lenders wanting to manage the risk
of default on credit commitments. Low-income consumers generally want small, short-term, fixed term
loans that oVer cost transparency, with no hidden charges and no additional charges for default. And they
want a method of payment that reduces the temptation to skip a payment when money is tight, coupled with
the option of rescheduling loans to avoid falling into arrears. They recognise that these requirements add
to the costs of lending, but resent lenders who they feel over-charge for these features.

The growth in the sub-prime credit market in recent years has benefited many who would otherwise need
to use high-cost lenders. But this has had an adverse eVect on the economics of meeting the needs of the most
vulnerable consumers who the wider sub-prime market will not accept as customers. Our research explored a
range of ways of reducing the underlying costs of providing credit to these people, and we concluded that
we need to find a way of allowing them to make electronic repayments without the risks of default associated
with direct debits. A bill-payment account (as described above) would be one way of doing this. Potentially,
direct payments from benefit and/or a restructured direct debit system might also provide a solution. Our
negotiations with DWP and APACS to date have identified operational problems that might rule these out.
Nonetheless, we feel that all possible avenues should be explored with the credit industry.

There is considerable debate about the value of introducing an interest rate ceiling for credit and
amending the Consumer Credit Bill to allow this to happen. Superficially this is a very attractive idea.
However, our research with people on low incomes suggests that it is premature while they have such poor
access to low-cost credit and could well have an adverse eVect on the people it would be intended to benefit.
It would, undoubtedly, lead to a displacement of costs (with more additional charges) so that they would
not have to be included in the APR quoted by lenders. This would result in a serious lack of transparency
for people who need it most. It could also lead some of the larger lenders specialising in lending to people
on low incomes to move ‘up-market’ and stop lending to the poorest and highest risk borrowers. This would
not, of itself, be a concern if there were suYcient alternative provision for these people. As we describe below,
however, this is currently not the case. Consequently more people would turn to unlicensed lenders. We are
currently involved in a joint research study with Policis into illegal lending for the DTI and the early findings
raise real cause for concern.

— The role of credit unions and community development finance institutions;

There have been some encouraging developments in the not-for-profit credit sector. In particular we are
encouraged by recent credit union developments and in services like East Lancashire Moneyline that are
being established in several communities. These are adopting a more business-like approach to lending that
is greatly needed if very high subsidies are to be avoided. The £36 million available to such lenders from the
Financial Inclusion Growth Fund is a welcome cash injection but will do no more than scratch the surface
of meeting needs. We also have a lingering concern that the Fund will be allocated to areas where provision
of not-for profit lending is already above-average. Moreover, this Fund has highlighted the problems
associated with state aid and the limitations it places on support for this sector. It should also be noted that
not-for-profit lenders would also benefit from the establishment of a bill-payment service or some other form
of electronic payment—indeed we are aware that some credit unions, through ABCUL, plan to oVer basic
bank accounts that oVer a linked bill-payment service.

256 S Collard and E Kempson (2005) AVordable credit: The way forward. Bristol: The Policy Press.
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— The provision of interest-free loans from the Social Fund

The discretionary Social Fund plays a very important role in meeting the credit needs of the very poorest
people who find it diYcult to access the licensed commercial credit at all or at prices they can aVord. We
have undertaken a number of studies looking at various aspects of the Social Fund257. These have shown
that there are many (especially elderly) eligible people who are completely unaware of the Social Fund. The
funding for both Budgeting Loans and Community Care Grants is inadequate to meet the needs that exist,
so that eligible applicants generally only get some of the money they apply for, if they get any financial help
at all.

Constraints on the Budgeting Loan scheme budget also mean that repayment rates are generally much
higher than in the commercial sector, which causes financial diYculties for some users and deters others from
applying at all. Recent increases in the discretionary Social Fund budget are welcome but are still inadequate
to enable it to address the issues raised above. Moreover, we are aware of pressures for the Social Fund to
be extended to people who are in receipt of tax credits. We would strongly advise against this. The Fund is
inadequate to meet the needs of those claiming benefit, while those receiving tax credits generally have access
to credit in the cheaper end of the sub-prime market.

3. Financial Education and Access to Financial Advice

— The role of the Financial Services Authority, the Department for Education and Skills and others
in promoting and supporting improved financial education in schools, other educational
institutions and the workplace and the progress of the national strategy for financial capability;

The work being undertaken by the FSA and DfES has been very encouraging and we are aware that it is
being monitored closely in other European countries, Australia, Canada and the USA. Our role in this has
been to design and undertake the first national survey of financial capability, the report of which will be
published in March 2006. The preliminary report on the design was published in June 2005258 and showed
that members of the public and experts agreed that financial capability comprised four key areas. These are
day-to-day money management, planning ahead, choosing appropriate financial products and keeping
informed and knowing where to seek advice. The survey assesses consumer behaviour, knowledge and
attitudes in each of these areas and will identify key areas where more needs to be done to raise levels of
capability and which consumers require most assistance. In doing so, it takes account of individual
consumer’s circumstances, such as their engagement with the financial services marketplace and their ability
to plan ahead. This will inform future policy developments with both the FSA and DfES.

One concern we have is the fragmented regulatory responsibility for unsecured consumer credit. In
particular, more needs to be done to try and combat over-indebtedness but it is not clear where responsibility
lies for taking this forward. It is being addressed by the DTI’s over-indebtedness advisory group (to which
we contribute) but consumer education aspects need to be fully integrated with the FSA’s programme of
work. Serious over-indebtedness aVects a very small proportion of the population (our research would
suggest about 5% of households) and requires more than education. We believe that lessons need to be
applied from other areas where ‘behaviour modification’ has been attempted, such as smoking, drink driving
or HIV/Aids.

A second concern is that the needs of financially excluded people may get lost in the wider debate about
consumer education. There is an inherent danger that attention will be focussed on informing people on low-
incomes about financial services—while the bigger barrier is, in our opinion, overcoming their resistance to
use commercial financial services at all. This is fuelled by a belief that big financial institutions have no
interest in people like them and reinforced by press publicity about mis-selling.

There is also much more to be done to promote financial education through schools. At present the
situation regarding its place in the school curriculum varies across the four countries of the UK. And the
work of the Personal Finance Education Group and others has shown that provision is patchy, with most
teachers lacking the skills and confidence to teach the subject.

— The provision and regulation of generic financial advice about debt and savings.

As the committee will be aware, there is a wide range of bodies providing free generic advice on debt. Our
research in this area shows that the quality of this advice tends to be high and has improved over the thirty
years since the first centres were opened, as a result of training and support services oVered by the various
networks to their members. However, demand continues to well outstrip supply. And many local advice
centres live a hand-to-mouth existence financially, often facing budget cuts. Consequently local services dare
not advertise. As a result, some people in need are unaware that they can get free independent assistance

257 E Kempson, S Collard and S Taylor (2004) Experiences and consequences of being refused a Community Care Grant (DWP
Research Report No. 210). Leeds: Corporate Document Services.
E Kempson, S Collard and S Taylor (2002) Social Fund use among older people (DWP Research Report No. 172). Leeds:
Corporate Document Services.
C Whyley, S Collard and E Kempson (2000) Saving and borrowing: Use of the Social Fund Budgeting Loan scheme and
community credit unions (DSS Research Report No. 125) Leeds: Corporate Document Services.

258 E Kempson, S Collard and N Moore (2005) Measuring financial capability: An exploratory study London: Financial Services
Authority.
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and others seek help only when their problems have reached crisis point. The £51 million available from the
Financial Inclusion Fund will provide a welcome boost to provision, but we have a number of concerns.
First we are concerned about the allocation of funds and fear that the tendering process will lead to localities
that already have above-average provision getting the lion’s share of the money, while those with little or
no provision currently may get little—if any at all. Secondly, we are concerned about the speed with which
the Fund is being allocated and the short-term nature of the funding, with no plans for ensuring that services
survive beyond the end of the initiative. Large numbers of new money advisers will need to be recruited and
trained in a very short period of time (or existing services will have their staV depleted) and may face
redundancy as soon as they have developed their expertise. This would certainly be poor value for money.

As for generic advice on savings, provision in this area is very poor indeed. Most is done by IFAs and
research we completed last year for the DWP found they did not, on the whole, see many people with low
incomes259. There are a number of initiatives, largely supported by the FSA, to oVer free advice in this area.
Most of these are local in nature although a new national organisation, the Resolution Foundation, has just
been set up to provide generic advice to people on low-to-middle incomes. It is far too early to say what
impact this will have. Our research would suggest that people trust local advice centres, such as citizens
advice bureaux and independent advice services that are members of Advice UK, and would like them to
develop a generic advice service oVering ‘pre-shopping’ advice across all financial products. Many advice
agencies would be keen to oVer this type of advice to their clients as part of an holistic service, but are
prevented by lack of finance. Indeed, as we note above, they are under-funded for the work they already do.

4. Incentives and Barriers to Saving for People on Below Average Incomes

— The operation of the Government’s Savings Gateway accounts programme.

We undertook the evaluation of the first pilot of the Saving Gateway and concluded that it was a great
success260. Most people on low incomes do save, although it tends to be episodic and for specific purposes.
Money is also frequently saved in cash at home or (less often) in current accounts. The pound for pound
matched funding oVered in the first pilot was a considerable incentive, encouraging people to set aside
money for a longer time period and to put it into a savings account. People were also attracted by the fact
that this account was clearly designed for those on low incomes and this helped overcome their resistance
to deal with banks. Each month most people saved the maximum £25; the average amount saved over the
18 months was £282 and more than half of participants saved the maximum of £375. On the whole, these
were people who stood to gain little from tax relief on savings and for whom diVerences in interest rates
between accounts seemed meaningless given the sums of money they could aVord to save.

We do, however, have some reservations about the second pilot as it seems to have lost the simplicity and
focus of the first one—which was clearly aimed at people on low incomes and had a match rate that was
easy to understand. While we welcome exploration of matching as an alternative to tax relief generally, we
are concerned that the Saving Gateway may, like ISAs and Stakeholder Pensions, fail to attract people on
low incomes.

— The impact of the Basic Advice Regime in encouraging saving.

This is much needed although we feel that it is too early for us to say whether it will be successful in meeting
the needed of financially excluded people.

— The extent to which decisions on saving are influenced by factors aVected by financial services
regulation, such as the cost of regulated advice, as opposed to other factors, such as the State
benefits system.

There also is a real need to consider whether it is desirable and feasible to encourage people on low
incomes to save for the long term and for their retirement, in particular. At present there are too many
Government-inspired initiatives vying for the savings of people on low-to-middle incomes: including the
Child Trust Fund, the Savings Gateway, ISAs and Stakeholder Pensions. Most people will have little money
to save and, in early adult life, limited scope to commit to saving in vehicles that do not provide access to
savings in an emergency. In our view, we need to encourage financial service providers to adopt a creative
approach and design a savings product that can met the diVering needs of people on low-to-middle incomes
over their lifetime.

In our experience, current capital limits for benefit receipt do not act as a direct disincentive to long-term
saving—largely because there are larger disincentives, including lack of money/competing demands and lack
of knowledge. That said, they do penalise people on low incomes who manage to put modest amounts by.

259 E Kempson and S Collard (2005) Advice on pensions and saving for retirement: Qualitative research with financial
intermediaries (DWP Research Report No. 289) Leeds: Corporate Document Services.

260 E Kempson, S McKay and S Collard (2005) Incentives to save: Encouraging saving among low-income households. London:
HM Treasury.
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5. The role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion

— The work of the Financial Inclusion Taskforce, and the use of resources from the Financial
Inclusion Fund.

We feel that it is too early to comment on the work of the Taskforce, even though we are members of it.
It was set up just nine months ago and has only had four meetings. The diversity of membership means that
discussions are both wide-ranging and well-informed. These discussions have, however, identified some
significant gaps in our knowledge which the Taskforce has sought to fill before deciding what action needs
to be taken. Concrete outputs should, however, become available during 2006.

Our reservations about the Financial Inclusion Fund are covered in sections 2 and 3 above.

— Lessons from successful local or regional initiatives designed to address geographical
concentrations of financially excluded households.

Our experience with the first pilot of the Saving Gateway and the services oVered by organisations like
SAFE at Toynbee Hall would suggest that trusted community-based organisations can play an important
role in overcoming the disengagement from financial services that we have referred to above. This includes
making people aware of financial services and providers that do meet the needs of people on low incomes,
and acting as intermediaries to help people make the first approach and deal with any hitches that may arise.
The work done by SAFE helping people to open basic bank accounts is an excellent example.

6. The Benefits of Financial Inclusion and the Extent to Which Financial Inclusion Measures can
Contribute to Combating Poverty and Reducing Barriers to Employment

— The extent to which problems of financial exclusion can be tackled by actions in the sphere of
financial policy as opposed to wider policy developments relating to welfare policy, pensions
and benefits

There is no doubt that there is a lot that the financial services industry can do—and, to be fair, has already
done—to promote financial inclusion. This is especially apparent in relation to banking, where banks have
developed a more appropriate product (the basic bank account) and, through the Banking Code, tried to
ensure that it is made available to people who would most benefit from it. In our experience only a minority
of banks believe that there is a business case for this—most see it as part of corporate social responsibility,
with another minority participating very reluctantly. The decision to make banks pay for the POCA was
unfortunate as it may well have diverted money from other potential developments (such as bill-payment
services) that could have made basic bank accounts more viable commercially and met the needs of people
on low incomes. There needs to be discussion of the future of the POCA when the current contract ends and
of how best to meet the banking needs of people who do not want to open a bank account. This might
usefully include the potential for a store value card with wider functionality as well as the potential role of
transaction banking through credit unions.

If we turn now to consumer credit, it is most unlikely that commercial sector will meet the needs of people
on the lowest, and least secure, incomes at substantially lower prices. Greater investment will, therefore, be
needed in the Social Fund. It is to be hoped that credit unions and other community development finance
initiatives will also be able to meet the needs of these people. This, too, will require investment (including
from banks working in partnership) as current provision is inadequate. A model where banks provide the
loan capital to not-for-profit lenders who cover their costs from their loan charges is an attractive one and
one that already exists, albeit on a piecemeal basis. Such developments should be linked to a requirement for
these not-for-profit lenders to move towards financial sustainability, but recognising that this could create a
potential tension with meeting the credit needs of people on the lowest incomes. We would also like to see
the banking sector working with Government and others to find a way of facilitating consumer credit
repayments by people on low incomes that is cheaper than collecting cash and less likely to fail than
direct debits.

Financial education and advice also requires a partnership approach, involving commercial financial
service providers, government, the FSA and community organisations. While promoting greater savings by
people on low incomes will require appropriate commercial products, appropriate financial incentives from
Government and promotion by community groups and employers.

January 2006
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Memorandum submitted by the Places for People Group

1. Executive Summary

1.1 The Places for People Group is one of the UK’s leading housing and regeneration specialists with
responsibility for over 56,000 homes across 200 Local Authority areas in England, Wales and Scotland. The
Group includes five registered social landlords and a number of specialist companies, enabling The Group
to adopt a “whole market approach” to housing and regeneration and to be a model of public-private
partnership.

1.2 We are committed to addressing the issue of financial exclusion aVecting our individual customers
and the communities we serve. The Group has recently established its own financial services organisation
which will provide mortgages (including shared ownership mortgages), supported by the backroom services
of a mainstream financial services provider, to assist in tenure diversification activity to both promote the
regeneration agenda and assist in wealth creation.

1.3 We welcome this opportunity to share our views and experiences with the Treasury Committee. Our
experience to date in the field of financial inclusion work has informed the following views:

— The Places for People Group advocates the development of a sustainable source of aVordable
credit, with geographical equality of access and a credit history pathway into mainstream services.

— We would like to see the introduction of such a solution in tandem with the phased introduction
of an interest rate ceiling.

— This phased introduction will allow current credit providers time to adapt their business model to
an altered environment. We feel this will prevent the predicted withdrawal from the market place
of home collected credit companies.

— There is a need for an independent and objective evaluation of current interventions such as
CDFI’s to inform future policy direction with regards to the delivery of aVordable credit in a
sustainable way.

— We view the functionality of a basic bank account as an essential tool for individuals moving
towards financial inclusion. We have concerns however, that fee-charging cash machines and high
account charges are making the accounts unattractive to potential users and may be exacerbating
hardship. We support the call to map provision of free cash machines and recommend the
introduction of standard account charges or a new “probationary” basic bank account.

2. Background

2.1 “Financial Exclusion” is a concept that has gathered currency and the term describes both the causes
of poverty and the consequences. The Places for People Group define the concept as:

2.2 A range of linked problems including:

— Limited access to mainstream financial services such as bank accounts, insurance and
competitively priced credit

— Unmanageable levels of debt

— Poor financial literacy skills or a simple lack of confidence and choice

— An immature or damaged credit history causing reliance on extortionate doorstep lending

2.3 The Group has developed a national financial inclusion strategy and appointed a specialist manager
to oversee the implementation of a structured Action Plan. This work began a year ago and the capacity of
the Financial Inclusion Manager has allowed the Group to focus on both policy and area based initiatives
and improve our understanding of this issue.

2.4 In addition, the Group has recently established its own financial services organisation which will
provide mortgages (including shared ownership mortgages), supported by the backroom services of a
mainstream financial services provider, to assist in tenure diversification activity to both promote the
regeneration agenda and assist in wealth creation.

2.5 The new entity has already obtained a Consumer Credit license to enable it to provide personal
finance directly to help marginalise doorstep lending in the Group’s communities and combat financial
exclusion. Basic bank accounts and savings products will also be available which will be co-branded in
conjunction with the Group’s mainstream financial services partner. This new entity will commence
operation in April 2006.

2.6 We would like to comment on the four topic areas listed below:

— Access to banking services

— Access to aVordable credit

— Financial education and access to financial advice
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— The role of the Government, the Financial Services Authority and other bodies and organisations
in promoting financial inclusion

3. Access to Banking Services

3.1 Fee Charging Cash Machines

3.1.1 The increase in the number of cash machines imposing charges for cash withdrawals is a major
concern.

3.1.2 A recent Guardian article (Cash Machine Operators to Take £250 million in Fees, November 12,
2005) indicated that there are now 24,000 of these machines, compared to 32,355 free machines.

3.1.3 The prediction of free cash machines eventually being available only at banks, building society
branches and main post oYces would seem to indicate the likelihood of many communities being unable to
access free, automated cash withdrawals.

3.1.4 Anecdotal evidence, from our regeneration staV working in disadvantaged areas, already suggests
that many people, particularly people with disabilities, the elderly and those without access to private
transport are already unable to access free cash machines.

3.1.5 We support the recommendation of the Nationwide Building Society and “Which?” that a mapping
exercise should be undertaken to examine provision and to ensure all communities have access to free
automated cash withdrawals.

3.2 Basic Bank Accounts/Bank Charges

3.2.1 The introduction of basic bank accounts is an initiative that we welcome. However, it is
disappointing that there seems to be reluctance amongst providers to promote these products, and
knowledge of the products amongst banking retail staV at branch level has been demonstrated by research
to be very poor.

3.2.2 Clearly, retail financial institutions will be unwilling to encourage take-up of a product on which a
net loss may be experienced. The Government expectation that account providers will seek new customers
therefore seems unduly optimistic, as this would conflict with their commercial imperatives.

3.2.3 There may be a case for Government oVering providers a subsidy to resource the promotion,
opening and management of these accounts if the stated policy objective, of halving the number of
individuals without an account, is to be achieved.

3.2.4 Many of the currently available basic bank accounts impose a charge on the account holder for an
unpaid direct debit. These charges vary from £15 (Barclays Cash Card Account) to £39 (Bank of Scotland
Easycash).

3.2.5 These sums become enormously significant when considered alongside the knowledge that an
individual could be in receipt of weekly benefit totalling just £33.85 (under 18), £44.50 (18–24) or £56.20
(over 25).

3.2.6 The imposition of a £39 charge would leave many people with insuYcient resources for essential
living expenses, including food. It is our intention that the bank accounts provided by our mainstream
partner will not attract such charges.

3.2.7 Without details of the actual administrative expense bourn by the account providers in the instance
of an unpaid direct debit, it is diYcult to see these charges as anything other than punitive.

3.2.8 We have anecdotal evidence from Moneyline Yorkshire that many recently-opened accounts are
being eVectively frozen by these charges and quickly abandoned. This is clearly a concern as the stated target
of halving the number of individuals without a bank account would become meaningless if the accounts are
subsequently left dormant as a result of these high charges.

3.2.9 We note that the Financial Inclusion Taskforce have given a commitment to commissioning
research into this issue. We look forward to receiving the conclusions of this research and using the findings
to inform our corporate approach to the promotion of basic bank accounts to our customers.

3.2.10 We suggest either the introduction of a new “probationary” basic bank account, with a fair
charging system or a standardisation of the charges imposed by account providers. A probationary account
could be designed to allow those with limited experience of account management to become familiar with
the system of transactions without the immediate risk of incurring high charges. It may be feasible, for
example, to introduce charges only after a period of six months.

3.2.11 The Places for People Group has recently gathered evidence concerning the rent payment methods
used by our customers. We collected data from a sample of nine Local Authority areas and calculated the
percentage of customers paying their rent through a method that demonstrated use of a bank account
(cheque, standing order or direct debit). We found the percentages of customers using these methods ranged
from 10.18%–24.49% indicating a strong preference for cash-based payment methods such as swipe cards.
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3.2.12 The next stage of our research was to compare levels of arrears between those paying rent through
an account and those using the cash based system. Average arrears for the former group are £50.72
compared to £235 for members of the latter group. Use of a bank account for the payment of rent seems to
reduce the incidence of arrears, a priority debt, and a cause of great anxiety for many of our customers.

3.2.13 The availability of basic bank accounts would seem to be an opportunity for us to introduce a
condition of tenancy stating that rent must be paid by direct debit. The imposition of the high charges for
unpaid direct debits has caused us to question whether this could expose some of our more vulnerable
customers to an increased risk of debt and hardship.

3.2.14 The data collected for the above exercise indicates that during the last year, in those nine areas,
232 individuals, couples or families were evicted from their homes as a consequence of non-payment of rent.
The loss of a home is one of the most devastating manifestations of financial exclusion and we are committed
to the development of evidence-based interventions to reduce the number of people made homeless in this
way. There seems to be a very strong correlation between a reliance on cash-based rent payment methods,
the occurrence of rent arrears and subsequent enforcement action including eviction.

3.2.15 This research demonstrates the key role that access to an eVective basic bank account could have
in supporting our drive for truly sustainable communities.

4. Access to affordable credit

4.1 As the example below illustrates, it is an inescapable fact that the poorest people, living in the most
disadvantaged communities are paying frighteningly high levels of interest when they need to borrow money
and have to rely on the home-collected credit companies. Such high rates of interest commonly lead to
unmanageable levels of debt and the attendant poor health, insecurity of accommodation and culling of
aspiration.

The Cost of Borrowing £500 over 55 weeks

Largest UK home collected credit company—£325 interest (177% APR)

Credit Union—£32.94 interest (12.68% APR)

4.2 It is a concern that the issue of incomplete geographical coverage by third sector lenders will not be
addressed with resources from the Growth Fund. The intention to support only existing organisations will
leave many areas with no credit union or CDFI coverage. This will cause geographically defined inequality
between individuals whose circumstances may be identical, but their access to aVordable credit will be
dependent on their location in the country coinciding with the existence of a third sector lender.

4.3 The model selected for distribution of the Growth Fund does not seem to accommodate capacity
building activity such as improving or expanding premises, investment in information technology and staV
recruitment and training. It is possible that small projects may have diYculty coping with the anticipated
increase in lending activity.

4.4 It is disappointing that resources have not been identified for the exploration of alternative models
for the provision of aVordable credit to address issues of geographical coverage and sustainability.

4.5 It is also a concern that engagement of financially excluded individuals with a credit union or CDFI
seems to be an ultimate policy goal. Whilst we recognise the excellent work undertaken by these lenders and
their contribution to addressing financial exclusion, we feel that the sector can currently oVer only a partial
solution. In our view, financial inclusion describes a situation where an individual is not only able to access
one source of aVordable credit, but has a choice between products oVered by mainstream providers and the
confidence to make an informed decision. These views are based on our experience of working in partnership
with CDFIs in a range of locations such as Preston, SheYeld and East Lancashire. The Group has
contributed financially to some of these projects and also contributes staV capacity and expertise as Board
Members.

4.6 In our view financially excluded individuals should have the opportunity to move along a continuum
from a point where perhaps they are over-indebted and have limited financial literacy skills and confidence,
to a point where they can develop a sound credit history, confidently exercise choice, plan financially for
their future, build savings and to take on responsibilities such as a mortgage. This view informs our work
on projects such as the current Social Homebuy initiatives and is a key driver in our decision to enter the
market as a mortgage provider.

4.7 We would like to see emerging policy designed to enable people to develop portable credit histories,
allowing them to move from third sector lenders to mainstream providers and to benefit from the
competitive forces operating in the prime credit market.

4.8 We have followed the consultation and debate on the issue of an interest rate cap with great interest.
Ceilings are currently in place in the majority of European countries and in many US states and some states
in Australia and Canada. These tend to be around 40%–60% and any cap is set at a level that allows
sustainable operation of lenders in the market but halts the exploitation of low income consumers. We are
aware that many practitioners support the imposition of a cap, whilst some fear an interest rate ceiling would
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cause providers to withdraw from the market creating a vacuum where illegal lending could flourish. On
balance, we feel that a phased imposition of an interest rate cap, linked to a Government led upscaling of
alternative credit provision could be the best way forward. This alongside the provision of appropriate
information on the costs of the lending options would provide a more balanced solution.

4.9 The Social Fund may represent an infrastructure that could be used to make aVordable credit more
widely available. The expansion of the eligibility criteria so that people on low incomes (as well as means-
tested benefits) could apply for loans. The introduction of fairly-priced, interest bearing loans could
represent an attractive opportunity for private investment.

4.10 The sustainability of third sector lenders is an issue that causes great concern. The few credit unions
that have demonstrated freedom from grant dependence are a rare exception and it is now commonly
accepted that CDFIs engaged in personal lending are unlikely to ever achieve sustainability. An individual
CDFI is likely to have a loan fund approximately equivalent to a single mainstream mortgage. Lending that
sum of money to a single customer represents a profitable opportunity to a financial provider when coupled
with automated credit scoring and minimum staV intervention. However, attempting to lend the same sum
of money in small amounts, to hundreds of customers across an entire city quickly demonstrates that staV
and revenue costs cannot be met from the interest charged.

4.11 It is disappointing that there has been very little objective and evaluative assessment of the cost-
eVectiveness, sustainability and impact of lenders such as CDFIs. Our involvement with these projects has
led us to conclude this potential solution has been intensively promoted without a sound evidence base to
illustrate their success and therefore there is now a need for an independent evaluation of the various models.
We would like to see some of the Financial Inclusion Fund resources directed towards an exploration of
alternative models for the delivery of aVordable credit.

4.12 The Places for People Group are committed to the development of an alternative mechanism for the
provision of aVordable credit to our customers. As stated earlier, the Group has recently formed a financial
services organisation with some product and service backing from a mainstream financial services provider
which will commence trading in April 2006.

4.13 We will learn from the lessons arising from the implementation of existing mechanisms and seek to
develop a sustainable entity which can tackle a number of the key elements which underpin financial
inclusion.

5. Financial education and access to financial advice

5.1 The Financial Services Authority has been the lead agency for financial education for several years
but it is diYcult to quantify the progress that has been made with this brief to date.

5.2 The regulation around the provision of financial advice limits the scope of financial information that
can be given by agencies or individuals without qualifications. It would be helpful to see a clear distinction
drawn between the provision of advice (such as a choice between a range of financial products) and generic
information (such as the significance of the APR charged by credit unions compared to the APR charged
by sub-prime lenders).

5.3 Historically, it has proved extremely diYcult to persuade community members to engage with
financial literacy initiatives. The DfES funded Community Finance and Learning Initiative (CFLI) projects
demonstrated the expectation that people would welcome formal learning opportunities to publicly discuss
their private financial circumstances to be naive. This was the certainly the case with the Gorton Gateway
project which the Group managed which combined a Community Finance and Learning Initiative with a
Saving Gateway pilot.

5.4 It is undoubtedly valuable to teach young people in schools basic financial education as a part of the
National Curriculum. The delivery of comparable information to adults presents a far greater challenge.

5.5 Extortionate lending, to those in the most diYcult financial circumstances, and the related over-
indebtedness cause enormous damage to individuals, families and communities. There would seem to be a
case for a Government led information campaign to inform people both of the true cost of this borrowing
and the availability of alternatives.

5.6 It is our experience that financial literacy education can be most successfully delivered through
existing agencies or community groups and in familiar community-based venues. We have found that many
people are reluctant to engage for what they perceive to be formal learning opportunities as this commonly
raises anxieties about issues such as poor basic skills and low confidence.

5.7 The Places for People Group has worked with a range of local partners to disseminate basic financial
information (comparative interest rates) to our customers and broader communities. We have, for example,
sent out Christmas cards and calculators from the local credit union to over 1200 customers in Nottingham.
We also sponsored a community based outreach project (“Does it Add Up?”) across some of the most
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deprived communities in SheYeld in partnership with Financial Inclusion Services Yorkshire. This project
involved a mobile exhibition unit at various key community locations, a multi-agency staV team and linked
competitions, study days and events in 5 local schools.

5.8 We feel that both these initiatives have demonstrated success in raising awareness of the issue of
extortionate credit in communities and represent replicable models of good practice.

6. The role of the Government, the Financial Services Authority and Other Bodies and
Organisations in Promoting Financial Inclusion

6.1 Given the disproportionate impact of financial exclusion on tenants of social rented housing, and the
expertise and experience held within the sector, there would appear to be a strong case for the social housing
sector to be represented on the Financial Inclusion Taskforce. This unfortunately has not been the case
to date.

6.2 We note with interest the recent comments from Brian Pomeroy (Chair of the Financial Inclusion
Taskforce) in Inside Housing (25 November 2005) that housing associations must be encouraged to bid for
the £45 million element of the Financial Inclusion Fund overseen by DTI to increase money advice
provision.

6.3 It remains the case however, that housing associations are prohibited from bidding directly for this
funding as it is available only to existing Quality-Marked advice agencies. The Places for People Group will
be partnering with Citizens Advice nationally to bid for a number of CAB-based money advice workers to
work with our customers in a range of locations. We are investigating the potential to extend the scope of
this proposed project by working in partnership with other national housing organisations.

6.4 We believe that we can develop a service that delivers quality-assured advice to some of the most
vulnerable members of society at key times, when the positive impact will be greatest, such as at tenancy
creation and when arrears occur. We have very strong anecdotal evidence, from our own staV and a range
of external partners, that the occurrence of rent arrears is almost always an indicator that a spectrum of
other debts will be present.

6.5 It is a commonly expressed expectation that housing associations will be at the forefront of initiatives
to tackle financial exclusion, and this has historically been the case. The lack of sector representation on the
Taskforce, and the subsequent realisation that associations will be unable to directly access elements of the
Financial Inclusion Fund have caused us to question the role Government expects us to embrace.

6.6 It would therefore be helpful to receive clearer indications on how housing and regeneration
organisations can best contribute to this agenda.

January 2006

Memorandum submitted by The Post OYceE

Executive Summary

The Post OYceE is pleased to submit evidence to the Treasury Select Committee on the issue of Financial
Inclusion. This document seeks to highlight areas where the Post OYce has made positive contributions to
the promotion of financial inclusion. We have highlighted the areas of: access to banking services; access to
aVordable credit; and financial education.

— The vision for the Post OYceE is to be a universal provider of free cash access in the UK.

— With a network of approximately 14,500 branches across the country, the Post OYceE oVers
greater access to banking services than all the main banks and building societies combined. This
network provides services (including cash withdrawal and financial services) to many in rural and
marginal areas who are poorly served by banks or free-to-use ATMs.

— Royal Mail Group plc is required to maintain a network in which 95% of the population is within
five kilometres of a Post OYceE branch. Current figures are:

— 93% of people live within one mile of a Post OYceE

— 99% of the population live within three miles of Post OYceE

— 60% of those who live in rural areas have a Post OYceE whilst only 4% have access to a bank

— 1125 Post OYce branches are located in 10% of the most deprived wards in the UK

— Post OYce Ltd has been working on increasing free cash access available at Post OYceE counters.

— more than one million people a day use this service,

— Post OYce Ltd is one of the fastest growing, free cash withdrawal outlets in the UK,

— 98% of cash withdrawals at Post OYceE branches are free of charge.
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— Post OYce Ltd has contracts with nine major banks to allow customers free current and basic bank
account services at Post OYceE counters. We are hoping more banks and building societies will
join up to allow customers free access to cash withdrawals. At present, we are only able to provide
this service to approximately 40% of people with a bank account.

— The Post OYceE is currently changing its ATM strategy to promote more free ATMs and has
taken the decision to withdraw from its over-arching contractual arrangements with existing ATM
suppliers. Following this we have reached an agreement with Bank of Ireland and are currently
introducing 1,000 Post OYceE/Bank of Ireland free-to-use machines across the network. The Post
OYce is currently reviewing all sites where there are currently surcharging machines and
considering the viability of replacing these.

— Post OYce Ltd applied to join the LINK scheme 18 months ago. This would enable customers of
any of the LINK member banks to access their cash for free at Post OYceE counters; this would
dramatically reduce the numbers of people who are eVectively financially excluded because they
cannot physically get to a bank branch or free ATM. The LINK members have turned down the
application to date, but discussions are ongoing, via the OFT Payment Systems Task Force—
LINK Access and Governance Working Group, which is due to report in January 2006.

— Post OYce Ltd made a loss from operations of £110 million in 2004–5, with 6,000 of the 8,000 rural
Post OYces being loss making. Post OYce Ltd therefore has a very limited ability to develop
products and services where these do not generate a commercial return.

— Furthermore Post OYce Ltd’s ability to maintain this network of rural Post OYcesE and
accessibility to banking services is dependent on the Social Network Payment (£150 million a year)
which expires in 2008. We are currently in discussion with the Government about the future
funding of the rural network.

1. Access to Banking Services

1.1 Research has shown that many customers who do not have a bank account find the prospect of
dealing with financial institutions very daunting. With 28 million customers a week, Post OYce Ltd has
traditionally been the place where many poorer and vulnerable citizens have collected their pensions and
benefits. The range of banking products available at the Post OYceE enables these customers to continue
to collect their benefits at their local Post OYceE, a familiar and trusted environment. Of the 233 million
free transactions across our counters in 2005, 200 million were either Post OYce Card Account or Basic
Bank Account transactions.

1.2 Access to banking and Financial Services through Post OYce Ltd includes:—

— Post OYce Card Account (POCA)

— Basic bank accounts (BBAs)

— Current accounts

— Cash Machines (ATMs)

— Savings and Payment services

1.3 Post OYce Card Account

1.3.1 The POCA is the most basic form of account, and is used purely for receipt of direct payment of
benefits. There are currently 4.3 million Post OYceE Card Accounts in active use. The POCA can be seen
as the first step towards having a bank account, by enabling account holders to become familiar with using
cards, and Chip & Pin technology. The POCA is more flexible than the paper based benefits order book, as
holders of a POCA can also withdraw their money at any Post OYceE branch. Account holders are not
required to withdraw all of their benefits in one go and this is enabling some users to get into a saving habit.

1.3.2 Not all individuals are however capable of using card based banking technology, and this is a real
barrier to financial inclusion. Those who are unable to physically use PIN pads, or to remember their PINs,
have few banking options open to them. Post OYce Ltd is committed to continuing to provide, on behalf
of Government, an Exceptions Service for benefit claimants, where those who cannot use card technology
can continue to access their benefits at Post OYceE branches. It is vital that this service continues if these
customers are not to be financially excluded.

1.3.3 The POCA contract itself is due to expire in 2010 and the future of this channel is currently under
discussion with the Department of Work and Pensions. If the POCA doesn’t continue or is not replaced,
recipients who do not bank with a partner bank or do not want a basic bank account will be excluded from
accessing their benefits through Post OYceE branches. This in turn will also result in a further disastrous
loss of income to the business, which will potentially jeopardise the sustainability of an extensive branch
network. The Post OYceE has already had to contend with the loss of £400 million annually—previously
its single biggest source of income—as a result of the decision to pay benefits directly into bank accounts.
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1.4 Basic Bank Accounts

1.4.1 Post OYce Ltd fully supports the existence of basic bank accounts (BBAs) as a mechanism for
encouraging access to banking services from people with out any other form of bank account. BBAs are a
valuable contribution to financial inclusion as they enable individuals to manage their financial aVairs in a
straightforward manner without the risk of getting into debt.

1.4.2 There are 5.9 million BBAs in use in the UK. Of these, 2.3 million BBAs are with banks which enable
their customers to access their accounts to make cash withdrawals at Post OYceE branches261. The inability
of customers with BBAs from certain banks to access their account at a Post OYceE branch may of itself
act as a disincentive for some people to open a BBA.

1.4.3 The majority of the holders of BBAs listed below are however unable to pay in cash or cheques at
Post OYceE branches (these are asterisked if no paying in facility is available). There are opportunities for
further discussions with the relevant banks to encourage paying in facilities on more accounts over the
counter at a Post OYceE.

1.5 Current Accounts

1.5.1 In addition to access to BBAs and Post OYce Card Accounts, current account customers of the
following banks are able to access their accounts at a Post OYceE branch: Alliance & Leicester; Bank of
Ireland; Barclays (in England and Wales); cahoot; Clydesdale Bank; The Co-operative Bank; Nationwide
Building Society; Lloyds TSB (in England, Wales and Scotland); smile; First Direct (Scotland only). The
majority of these banks enable customers to make cash withdrawals; balance enquiries; cash and cheque
deposits in Post OYcesE. Recent research in rural and urban deprived areas tells us that 92% of customers
that use the service would be disappointed if it were removed. Additionally, 92% consider the service more
convenient than their nearest ATM.

1.5.2 However, holders of current accounts with other major banks are unable to access their cash at Post
OYceE branches. These customers are therefore excluded from benefiting from the geographical coverage
of the Post OYceE network. Post OYce Ltd would like to have arrangements with all banks for their
customers to be able to access their accounts at Post OYceE branches. In rural and urban deprived areas
89% of customers who cannot currently use the service would like to be able to do so. In these areas, 83%
of customers say that if they can’t get their money from the Post OYceE they have to travel more than a
mile to their nearest bank branch (35% have to travel more than 6 miles) and 61% have to travel more than
a mile to their nearest ATM, which may be a surcharging machine.

1.5.3 Post OYce Ltd has applied to join the LINK scheme. This would enable customers of any of the
LINK member banks to access their cash for free at Post OYceE counters; this would dramatically reduce
the numbers of people who are eVectively financially excluded because they cannot physically get to a bank
branch. The LINK members have turned down the application to date, but discussions are ongoing, via the
OFT Payment Systems Task Force—LINK Access and Governance Working Group, which is due to report
in January 2006.

1.6 Cash Machines

1.6.1 Since our last appearance before the Committee, Post OYce Ltd has changed its cash machine
strategy. Post OYce Ltd has taken the decision to withdraw from its over-arching contractual arrangements
with existing ATM suppliers and going forward will only introduce free-to-use Post OYce Ltd ATMs. In
practice this means that the existing physical arrangements in branches will continue until the end of each
contract.

1.6.2 In place of this arrangement, Post OYce Ltd have now reached an agreement with Bank of Ireland
to provide approximately 1000 Post OYceE branded free-to-use machines across the network. The roll-out
of these machines has already started.

1.6.3 These will replace existing free to use machines provided by other suppliers—over the course of the
next five years as existing contracts expire. In addition, there will be over 300 new free-to-use machines
located in the network over the next three years. Post OYce Ltd is reviewing all sites where there are
currently surcharging machines and considering the viability of replacing these in due course with a free-to-
use machine. So far, 100 such sites have already been identified and we have informed the subpostmasters
here of our intention to deploy a free-to-use ATM once the existing ATM contracts expire. We are pleased
to advise that the surcharging machine in Speke will be removed as soon as we can install a free Post OYceE/
Bank of Ireland machine. The result is that more ATMs will be free and Post OYce Ltd does not anticipate

261 The following banks have basic bank accounts which enable their account holders to make cash withdrawals and balance
enquiries in Post OYceE branches: Abbey National* (Bank Account); Alliance & Leicester (Basic Cash Account); Bank of
Ireland (Basic Cash Account); Bank of Scotland* (Easycash—green cards only); Barclays* (Cash Card Account); Clydesdale
Bank (CashMaster Account); The Co-operative Bank (Cashminder); First Trust Bank* (Basic Bank Account); Halifax*
(Easycash); HSBC* (Basic Bank Account); Lloyds TSB (Basic Bank Account); Nationwide Building Society* (FlexAccount—
cash card only); Natwest* (Step Account); Northern Bank* (CashMaster Basic); The Royal Bank of Scotland* (Key
Account); Ulster Bank* (Basic Bank Account); Yorkshire Bank* (Readycash Account).
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that any sites that currently have an ATM will be left without an ATM as a result of this change. However,
the potentially huge investment that would be needed to install a free ATM in every branch—14,500 sites—
of the network means that the majority of branches will not have a free or charging ATM in them.

1.6.4 Post OYceE/Bank of Ireland branded ATMs will display clear signage stating that the machines are
free to use.

1.6.5 If Post OYce Ltd decide not to place a free-to-use ATM in a branch, the subpostmaster will then
have the option of concluding a separate contract with an alternative supplier for installation of a
surcharging machine on the non-Post OYceE side of their business. Post OYce Ltd will not facilitate
‘introductions’ between subpostmasters and ATM suppliers, nor will we negotiate with suppliers on their
behalf. Where a subpostmaster has a surcharging machine, Post OYce Ltd has recommended a maximum
surcharge of £1.50 per transaction. The signage will also state that the machine is not operated or maintained
by Post OYce Ltd.

1.6.6 If a subpostmaster is oVered, but declines a Post OYceE/Bank of Ireland branded ATM, he/she will
then be restricted from seeking to contract with an alternative supplier for the installation of an ATM (free
or surcharging) on their retail side of the business. This will prevent the installation of a charging machine
at Post OYceE branches where a free machine is viable.

1.6.7 Unfortunately we have received notice from Alliance & Leicester that 45 of their free-to-use ATMs
located in Post OYceE branches are to be converted to surcharging operation. The Post OYceE has argued
against this change but Alliance & Leicester are entitled to make it under the terms of the existing contract.
The Post OYceE has been unable to persuade Alliance & Leicester to retain the machines on a free-to-use
basis. However, Post OYce Ltd will be replacing these machines with Post OYceE/Bank of Ireland branded
ATMs when the contract expires.

1.7 Savings and Payment Services

1.7.1 Post OYce Ltd oVers a number of ways for consumers to budget and make payments in cash. This
is particularly relevant for those on low incomes

1.7.2 Post OYce Ltd handles approximately 400 million bill payment transactions (eg for car tax, TV
Licensing, Council tax and rent payments) a year, of which more than 90% are free. Post OYceE branches
also sell tokens for the payment of gas and electricity charges.

1.7.3 Post OYce Ltd oVers savings stamps, in denominations of £5. These are a very easy way for
customers who are wary of using more sophisticated financial instruments to put money aside. The saving
stamps can then be used to pay for most bill payment transactions and Post OYceE services available over
the Post OYceE counter.

1.7.4 Post OYce Ltd also provides Postal Orders, which can be used to pay for goods. These are
particularly useful for people who need to send a cheque but do not have access to a bank account.

1.7.5 One of the main barriers to savings for people on below average incomes is the cost of accessing
savings. Those on low incomes may be discouraged from opening savings accounts with banks if they have
to pay to travel to do so. Post OYce Ltd’s extensive network will in many cases provide more convenient
access to savers and a range of diVerent savings products are available from either Post OYce Financial
Services, or National Savings & Investments.

2. Access to affordable credit

2.1 Post OYce Ltd is currently loss making, and therefore considers that the contribution it can make
towards financial inclusion is the availability of its network for access to cash. The company is in a limited
position to address the issue of those excluded from mainstream credit that may need access to aVordable
credit.

2.2 The Post OYceE does oVer a competitive personal loan and unique credit card with a ‘two in one’
feature that allow customers to switch bigger purchases to a lower ‘loan like’ facility with a 12 month
repayment plan.

2.3.1 Post OYce Financial Services, the joint venture between Post OYce Ltd and the Bank of Ireland,
is a responsible lender. Stringent credit checks are performed routinely on applications for loans or credit
cards.

3. Financial Education and Access to Financial Advice

3.1 Post OYce Ltd is engaging with various organisations and bodies to improve financial literacy,
literacy and numeracy.

— Post OYce Ltd is working in conjunction with the Citizen’s Advice Bureau and Business in the
Community (BITC) to improve levels of literacy and numeracy amongst the illiterate.
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— In conjunction with the Personal Finance Education Group (PFEG), BBC, OFT Consumer
Education Alliance (OFT CEA), and the BITC, Post OYce Ltd is working to improve the level of
numeracy and literacy of those who already have a basic level of numeracy and literacy but need
further support to understand financial products and their value.

— Post OYce Ltd is also supporting the Financial Services Agency (FSA), in their activities to
improve understanding of financial products such as basic bank accounts, and where to go to
complain about issues such as mis-selling. Post OYce Ltd intends to support the initiative by
displaying leaflets in branches, at a significant cost to the business.

3.2 Post OYce Ltd is currently the main distributor of the Government guide to Stakeholder Savings.

4. The benefits of Financial Inclusion

4.1 Post OYce Ltd is not in a position to assess in any quantifiable way the benefits of financial inclusion,
or whether financial inclusion measures can contribute to combating poverty or reduce barriers to
employment.

However, providing consumers with a convenient means to access their cash for free in their immediate
locality does have a positive impact on the physical ability of individuals to undertake basic financial
transactions. There is also a positive benefit to local economies if the resident customer base is able to access
their money in the local area.

January 2006

Supplementary memorandum by the Post OYce

Follow-up to evidence session on 9 May 2006.

At our recent Treasury Select Committee hearing262 I promised to provide you with some additional
information to assist you in your inquiry.

I am also pleased to advise that there is now a date in the diary for a meeting between Post OYce Ltd and
Brian Pomeroy of the Financial Inclusion Task Force. We would like to engage more actively with the work
of the Task Force, and hope to discuss with Mr Pomeroy how this can be achieved. We would also be keen
to oVer you whatever assistance you might find helpful in relation to the ATM Task Force you are chairing.

1. Contracts with Government (Q 596)263

The Post OYceE has traditionally been a place where citizens interact with Government. Following the
Gershon Review, Government departments are, quite rightly, seeking to reduce their expenditure and
provide services to citizens in the most cost eVective way. Increasingly this has meant that departments are
using low cost channels where they exist.

The contracts Post OYce Ltd currently has with Government include:-

— Department for Work and Pensions inc Veterans Agency (Pensions credit and Job Seekers
allowance etc through Post OYce Card Account*, Exceptions Service payments on behalf of
Alliance & Leicester)

— DVLA (Motor Vehicle Licensing:, and Check and Send service for Photocard Licences)

— Passport Agency (Check & Send service:; provision of Passport application forms:)

— HM Revenue & Customs (Tax Credits through Post OYce Card Account*)

— Home OYce (as a contractor of Sodexho, in relation to Asylum Seeker Benefitsx

— Defra (Game Licences)

— Environment Agency (Rod Licences)

— Northern Ireland Social Security Agency (Benefits through Post OYce Card Account*)

— Dept of Health (European Health Insurance Card; )

— BBC (Television LicencesL)

* denotes services that Government has announced will no longer be available through Post OYce
branches from end March 2010.

: denotes services which are may be vulnerable as Government have established alternative channels
which may, over time, replace the role of the Post OYce.

262 Ev 96–108
263 Ev 100
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xdenotes contracts that are currently being re-tendered by Government

; E111s have been replaced by the European Health Insurance Card. Applications can be processed at
Post OYce Branches, but this represents a declining business for Post OYce Ltd.

L denotes service that contracting party has announced will no longer be available through Post OYce
branches from end July 2006

A key feature of the commercial relationships between Post OYce Ltd and Government is that each
department contracts on a stand-alone basis, to meet their own particular objectives. It does not appear that
any account is taken of wider policy issues relating to the Post OYce network across Government when
awarding contracts.

2. Government Departments Paying Pensions/Benefits through Post Office Card Account (Q
656)264

Post OYce Ltd currently has 4.7 million Post OYce card accounts, of which 4.3m accounts are active and
in use by customers.

There are three departments who pay pensions/benefits through the Post OYce Card Account: the
Department for Work and Pensions; HM Revenue & Customs; the Social Security Agency for Northern
Ireland.

As at April 2006, the proportion of POCA accounts related to DWP/HMRC/SSANI was split as follows:

— DWP % 82.4%

— HMRC % 11.5%

— SSANI % 6.1%

3. Characteristics of Post Office Card Account holders (Q 661)265

Post OYce research with card account customers has shown that they have the following characteristics:

— Child Benefit customers who would receive payments from HMRC are predominately female
(over 96%) and within the 36–55 age bracket. The socio-economic profile indicates that this
customer grouping is evenly distributed across AB,C1,C2 and DE groupings.

— Pension customers who receive payments from DWP are divided 60/40 between female and male
customers and as you would expect are predominately over 65 years of age. The socio-economic
grouping indicates that unlike Child Benefit customers, the majority of those in receipt of pension
payments are in the D/E grouping with the remaining 30% being evenly spread across the other
groups.

— Some customers receive benefits other than those outlined above, or are in receipt of multiple
benefits. Where this was the case, the research indicated that such customers were predominately
female (63%) and from the D/E socio-economic grouping. The age profile of customers was again
predominantly over 45, but groupings were more evenly spread within 45–65! age band.

4. A copy of a letter that I have sent to Richard Banks at the Alliance & Leicester266 on the
Subject of Surcharging Cash Machines (Q 581)267

You are no doubt aware that on 9 May I appeared with Graham Halliday before the Treasury Select
Committee (TSC) enquiry on Financial Inclusion and, as expected, we were questioned quite extensively on
our approach to ATMs in Post OYce branches.

During questioning, the Committee expressed concerns about various aspects of the ATM arrangement
we have with you, and asked that we write to you regarding them—namely:

— the increase in the surcharge applied from £1.50 to £1.75

— the transfer of 45 machines earlier this year from free to surcharging

— whether you would be prepared to allow us to replace these 45 machines with free Bank of Ireland
machines prior to the expiry of the licence agreements for each site.

With regards the first two points our feelings were made clear at the time notice was served. However,
given the questioning at the TSC, I would ask you to reconsider your decisions.

I feel that a charge of £1.75 is higher than it needs to be in the interests of our customers, which is why,
in our new Restrictions Policy, we make a recommendation that where a surcharging machine is deployed
after receipt of a waiver, the charge should not exceed £1.50.

264 Ev 107
265 Ev 107
266 Alliance and Leicester’s response to this letter is printed at Ev 186
267 Ev 98
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In terms of the 45 machines, if you are unable to revert these to free, I will repeat again the oVer made to
your organisation by my ATM team that we would be more than happy to install free Bank of Ireland
ATMs. I appreciate this would mean eVectively breaking the contract early for these sites but surely, for the
benefit of the consumer, this is the right thing to do.

Memorandum submitted by Provident Financial

Executive Summary

— Provident Financial welcomes the Treasury Select Committee’s inquiry into financial inclusion. As
a commercial supplier of small sum credit to some 1.6 million customers in the UK, Provident has
a thorough understanding of the credit requirements of those on moderate to low incomes.

— AVordable credit for people on lower incomes has to be designed around the realities of life on a
lower income where cash budgets are tight and incomes can fluctuate without warning.

— The home credit sector provides small, short-term loans collected weekly from the customer’s
home by a company agent. Repayments are small, and therefore manageable, and there are no
extra charges at all for late or missed payments.

— The cash price of a loan is important to customers, but the qualities of convenience, good service,
flexibility and control are key elements in product design. The agent’s weekly home visit is central.
It is the major factor in the cost of providing home credit, but it helps manage the risk of lending,
assists the customer’s budgeting and provides regular face-to-face communication.

— DTI research shows that sub prime credit models such as home credit can work out cheaper than
mainstream products. Customers often cannot avoid missing occasional payments, so credit
products that accommodate volatility of income or unexpected expenses oVer a rational
alternative to mainstream products. Customers on lower incomes prefer systems that enable them
to stay in control.

— Many people judge home credit solely on its APR, but APR is a flawed measure. It distorts the
apparent cost when loan terms are short and fails to deliver usable comparisons for products with
diVerent characteristics. It also fails to include the default charges and service fees often levied on
products other than home credit.

— Home credit customers use other products. Between 70% and 85% have bank accounts and
between 30% and 45% have credit cards. They nevertheless have strong preferences for home credit
as shown in very high satisfaction levels—Provident’s customer surveys show 94% are satisfied.

— The cost of providing home credit leads to higher APRs and some commentators have called for
price controls. However the UK’s mainstream advice agencies all agree price controls would not
help widen access to more aVordable credit.

— Credit counselling services report they receive few complaints and advise on few problems related
to home credit.

— Provident Financial supports the Government’s initiatives to broaden the provision of
aVordable credit.

Introduction

1. Provident Financial welcomes the Treasury Select Committee’s inquiry into financial inclusion and the
opportunity to submit its views on this policy area.

2. We note that the committee is undertaking a wide-ranging enquiry on financial inclusion. Provident
Financial’s experience in this area arises from its position as a commercial supplier of small sum credit to
around 1.6 million customers in the UK. Our submission will therefore focus on aVordable credit.

3. Small sum credit in the UK is available from a range of providers—from purely commercial
organisations such as Provident Financial or credit card providers to departments of Government such as
the DWP, and newer Third Sector providers such as Community Development Finance Institutions. We
welcome this growing diversity of provision and the choice it oVers to consumers.

4. It is widely recognised that credit is now an integral part of daily life. Credit provides individuals with
a ‘financial smoothing system’ to enable them to match income with outgoings. It is beneficial to the vast
majority of those who use it and to the wider economy.268 Many of Provident Financial’s UK home credit
customers are on lower than average incomes. Our experience of providing credit to such customers is that,
in common with other groups, those on lower incomes can benefit from access to credit products which
match their requirements and enable them to better manage their personal or household finances.

268 See for example DTI White Paper, Fair, Clear and Competitive—The Consumer Credit Market in the 21st Century, DTI 2003.
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Provident Financial—Company Structure

5. Provident Financial is a public company listed on the London Stock Exchange. Provident’s principal
business is home credit, which is the provision of small, short-term, unsecured loans, which are collected
from customers’ homes by company agents. The company has been providing home credit products since
it was established in 1880.

6. In recent years, Provident has extended its product range in the UK. It now has a credit card subsidiary
called Vanquis Bank. Until recently, the company also had a motor finance subsidiary, Yes Car Credit. This
was closed for business at the end of 2005.

7. Provident has two home credit subsidiaries in the UK: Provident Personal Credit (PPC) and
Greenwood Personal Credit (GPC). Currently PPC has around 1.3 million customers and GPC around
300,000. Together they have around 12,000 agents who make around 80 million home visits a year. They
also employ 2,800 staV.

8. Both businesses are licensed and regulated by the OYce of Fair Trading (OFT). The OFT reports
extremely low levels of complaint about Provident’s home credit businesses (indeed any home credit
business).

9. The UK home credit sector as a whole comprises about 550 companies and serves about 3 million
customers via 28,000 agents.269

Home Credit

10. The key characteristics of home credit are as follows:

— Loans oVered by the home credit sector are small—typically in the range of £100 to £500;

— They are short term, usually from 23 weeks to a year in duration;

— Repayments are collected from the customer’s home by a company agent;

— Most agents are women; for example 80% of Provident’s agents are women. Many have been
customers themselves and live in the same communities as their customers;

— Repayments are collected on a weekly basis, which means repayment amounts are small and
manageable;

— There is a fixed, all-in charge for the credit, which is set out clearly for the customer in the contract;

— There are no penalty fees for late or missed payments; extra interest does not accrue; each
repayment brings down the amount owed;

— The loans are unsecured.

11. The key to the business is the home collection system. This provides customers with a convenient,
personal service. It imposes a discipline on the agent whose reputation depends on treating her customers
well. It also oVers a discipline for the customer which they find helpful for control and certainty over their
spending and budgeting. This was confirmed by the National Consumer Council (NCC) who found that:

“home collection provides a highly valued discipline over repayment that helps low income
customers keep on top of their finances.”270

12. Home collection also builds in flexibility. The agent can easily reschedule payments on the spot if that
is what the customer requires.

Transparency

13. Home credit is almost uniquely transparent. There are no penalty charges for missed or late
repayments. For instance, if a £100, 50 week loan carried a £35 charge for credit, the customer would pay
nothing more than that £35, even if the loan took 60, 70 or even 80 weeks to repay. This facility holds
particular appeal for customers, helping them cope with fluctuating incomes or unpredictable outgoings. It
also means that, unlike some other types of credit, the customer’s costs remain fixed.

14. All these characteristics mean that home credit is highly suited to those on lower than average
incomes, who work to tighter budgets and may have more volatile incomes. The product design it tailored
to customer needs. The majority of Provident’s new customers are introduced by existing customers.271

269 Figures from Consumer Credit Association website.
270 Claire Whyley and Steve Brooker, Home Credit, an investigation into the UK home credit market, National Consumer Council

2004, p 26.
271 Provident internal research, Customer Survey year to December 2004.
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15. The Competition Commission recently commissioned research into home credit customers that
reached the same conclusion:

“home credit loans were well tailored to customers’ needs. The application process was
uncomplicated (no long forms) and fairly easy; the payments (weekly, fortnightly or monthly) were
usually aVordable and manageable, and the regular collection at agreed times helped customers
make sure they had the money ready and kept up with payments. There was the knowledge that
if payments were missed the amount owed would not go up and that agents were usually quite
reasonable about missed payments and were willing to accept less rather than miss a payment
altogether. Many respondents found that paying in cash gave them a feeling of control over their
budget.”272

The role of the Agent

16. The typical Provident agent is female and has around 130 customers. She is paid on a commission
basis according to the amounts she collects—not what she lends. This encourages responsible lending
because it is expressly not in the interest of the agent to lend amounts that a customer cannot repay.

17. The home collection system also enables the agent to build good working relations with her
customers. The weekly visit means that she has a good overview of the household’s circumstances and thus
whether the customer is going to be in a position to repay. It also ensures that the terms, conditions and
costs of a home credit loan can be clearly explained to would-be customers.

18. Research conducted by MORI for the NCC illustrates the value customers attach to the agent system.
It found that the majority of home credit customers:

“praised the attitude and behaviour of their collectors.”273

19. The agent-based home collection system is an essential part of the home credit model. It is pivotal in
managing the risk of lending to those on lower than average or volatile incomes. Without it, bad debt would
rise to unsustainable levels. The Competition Commission also recently found that agents help home credit
companies to contain bad debt risk and that the relationship between customers and agents was “good, but
businesslike.”274

Why do customers choose Home Credit?

20. Provident’s customers know a lot about alternative credit products and actively choose to use home
credit. Over 56% of Provident customers said that they shop around before choosing a credit product; and
75% said they had used at least one other source of credit (alongside home credit) in the previous year.275

21. Convenience, service levels, flexibility and control are what matters to customers. Price, particularly
on the basis of the total cash cost of the credit and the weekly repayment, is also important. Professor Elaine
Kempson of the Personal Finance Research Centre commented in her 2005 report, AVordable Credit:

“[users of home credit] generally know the total amount of money that they have to repay on their
loans. The same is not necessarily true for all forms of credit.”276

22. Many customers choose home credit in preference to other small sum credit products which may
appear cheaper in APR terms but which will, in fact, cost more. Elsewhere in AVordable Credit, Professor
Kempson concluded:

“buying goods on rental purchase at 29.9% APR can work out more expensive than taking a loan
at 200% APR from a home credit company to buy the goods from a high street retailer. This is
analogous to the situation with credit cards where variations in the structure of charges mean that
a card with a low APR may be more expensive than one with a higher APR.”277

23. These are rational choices, with customers focusing on certainty and fixed repayments to inform their
borrowing decisions. Home credit customers are well aware that if they use certain credit products missing
payments can lead to significant charges. (For example, a £35 charge for a dishonoured cheque or a £25
charge for a missed credit card payment.) For those on lower incomes such charges are significant and
unwelcome.

24. Provident has investigated the financial understanding of, respectively, Provident’s customer base,
potential home credit customers and wider credit market customers, and sought to understand better the
criteria driving customers’ choices between diVerent credit products. A survey asked customers which credit
product they would choose if they had to borrow £500. Customers were provided with details about the cost

272 Andrew Irvine Associates for Competition Commission Home Credit Market Inquiry, Research Report, 2005, p 30.
273 op cit NCC, 2004, page 11.
274 Competition Commission, Home Credit Market Inquiry, Emerging Thinking, 2005, para 21.
275 op cit Provident internal research, 2004.
276 Elaine Kempson and Sharron Collard, AVordable Credit, The way forward, Joseph Rowntree Foundation/Policy Press, 2005,

p 15.
277 ibid p 28.
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and value characteristics of a credit card, a bank personal loan or a Provident home credit product. When
the products were compared on a headline APR and key product terms basis (ie summary box style
information), the personal loan was the cheapest and 75% of the sample chose this product. However, when
the same customers were given additional information about the additional charges they could face on the
credit cards and personal loans if payments were missed, and on the flexibility of home credit, the proportion
choosing the personal loan dropped to 56% and the proportion choosing home credit rose from 14% to 30%.

Customers were then asked to imagine that there could be a drop in their income over the next 12 months,
perhaps because they could be made redundant, and were then asked which product would best suit their
needs. Only 41% of the sample then chose the personal loan, whilst 40% chose home credit.

These changes support Provident’s view that, while customers are aware of the relative prices of diVerent
credit products, regardless of whether they have experience of home credit or not, customers also appreciate
the convenience, flexibility and control associated with home credit.

Repayment realities

25. Research for DTI by Policis looking at credit markets in several countries has shown how important
it is to understand the realities that face many consumers. There is a consistent pattern showing that those
on lower incomes often cannot avoid missing payments whether it is because of volatile incomes, life events
(such as job losses) or unexpected expenses:

“regular late and missed payments are a feature of credit account management for a significant
minority of low income customers.”278

26. Policis also concluded that it was useful for consumers to have credit product formats which helped
them to manage life’s ups and downs. This was because:

“under uneven repayment conditions, sub prime credit models [such as home credit] can be
cheaper than mainstream models, confirming the rationality of consumer choices.”279

Where these products do not exist, consumers have to use second best choices: typically mainstream
products which they struggle to repay.

What other Credit products do Home Credit customers use?

27. Provident’s customers use a range of other credit products. Competition Commission research
indicates that between 70% and 85% of home credit customers have bank accounts and between 30% and
45% have credit cards.280

28. Provident’s own customer surveys conducted in 2004 provide further detail:

Provident customers’ usage of other credit products281

Customers with a mortgage 17%
Customers using agency (weekly) mail order 42%
Customers using hire purchase 8%
Customers with a credit card 31%
Customers with an overdraft 29%
Customers with a savings account 44%

29. Provident customers are most likely to use a home credit loan for a special occasion like a birthday
or Christmas, to purchase household items or for holidays.282

Customer Satisfaction

30. The Competition Commission acknowledged home credit customers’ high levels of satisfaction with
home credit in its Emerging Thinking document:

“the weight of evidence presented to us points to high overall levels of customer satisfaction with
the service provided”283

and:

“home credit is characterised by high reported levels of satisfaction among existing customers.”284

278 Policis for DTI, The eVect of interest rate controls in other countries, DTI, 2004, p 22.
279 ibid, p 25.
280 Competition Commission, Emerging Thinking, 2005, para 12.
281 Provident research year to December 2004.
282 ibid.
283 Competition Commission, Emerging Thinking, 2005, para 11.
284 ibid, para 34.
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31. Similarly the OFT found that there were:

“high levels of satisfaction with the quality of service provided by home credit lenders
generally.”285

Provident’s own surveys of customers indicate that 94% are satisfied and 66% are very satisfied.286

The cost of providing Home Credit

32. Several features drive the cost of home credit as explained by Professor Kempson:

“Lending to people on low incomes diVers from mainstream (or prime) lending in a number of key
respects. First, there is a higher risk of default as their circumstances are much more likely to
change. Second, people on low incomes want (and often need) to make weekly repayments in cash.
Both these factors increase the costs of lending. Third, the amounts they want to borrow tend to
be relatively small and for short periods of time. As the costs of lending are largely fixed, this means
that the charges for borrowing are high in relation to the amounts borrowed. This explains why
charges among commercial sub-prime lenders are high; why not-for-profit lenders with lower
charges require subsidies; and why mainstream lenders are reluctant to enter this particular
market.”287

33. Home collection—which is an integral feature of the product—also has a large impact on home credit
providers’ costs, a point recognised by the Competition Commission in its Emerging Thinking document:

“The principal cost is the labour-intensive network of branches and agents which helps to contain
bad debt risk and is one of the features of home credit most valued by customers.”288

APR—a flawed measure

34. Very often, it is the APR figure that causes some commentators to think that home credit companies’
prices are excessive. APR was introduced by the Consumer Credit Act 1974. It was intended to provide a
benchmark for comparing the cost of diVerent credit products. However, there are problems with using APR
to compare the price and value for money of home credit and other credit products.

35. First, it is widely accepted that APR exaggerates the ‘apparent cost’ for short-term loans—
particularly for loans of less than a year. The DTI recognised this in its 1999 paper on Extortionate Credit:

“The mathematical formula for APRs can considerably distort the apparent costs of credit
involving short repayment periods, particularly agreements of less than 12 months, and small
amounts of money.”289

36. Second, the rules for calculating APR allow certain charges to be excluded from the APR calculation
for some products. Examples of this are the monthly fee on a current account overdraft or any fees incurred
as a result of late or missed payments.

37. Also, APR is of absolutely no use when, as with mail order, the credit charge is built into the price
of goods. Apparently cheap ‘0%’ credit, may hide a substantial implicit credit charge. Home credit, in
contrast to many other products, does not contain any hidden or extra charges.

38. A number of diVerent organisations have recognised the shortcomings of APR. For example in its
2000 policy paper, Daylight Robbery, Citizens Advice concluded:

“The interest rate as expressed by the APR figure is not a particularly helpful guide to the overall
cost of a credit facility on a small loan. In such cases, the relatively high administrative costs
proportional to the amount borrowed results in a high APR figure but one that still represents a
non-extortionate agreement. For example, we suspect that most readers would initially be
concerned if we were to report evidence of a credit agreement with an APR of 153%. However, the
same readers may not be so concerned to hear of a loan of £50 repayable over 20 weeks at a weekly
cost of £3 where the lender had the costs of door-to-door collection. The fact is that we would be
reporting on exactly the same loan in both cases.”290

285 OYce of Fair Trading, Home Credit, The OFT’s reasons for making a reference to the Competition Commission, 2004, para 45.
286 Provident research year to December 2004.
287 Kempson and Collard, 2005, p 19.
288 Competition Commission, Emerging Thinking, 2005, para 21.
289 Elaine Kempson and Claire Shyley for DTI, Extortionate Credit in the UK—A report to the Department of Trade and

Industry by Elaine Kempson and Claire Whyley, DTI, 1999, page 29.
290 Citizens Advice, Daylight Robbery—The CAB case for the eVective regulation of extortionate credit, 2000, pp 33–34.
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Price Controls

39. Some have argued that interest rates or APRs should be capped. However, all the authoritative, large-
scale research on this issue finds that this would in fact be detrimental to those customers that a price control
would be intended to protect.

40. In 2004, the DTI commissioned Policis to conduct an extensive study on ‘The eVect of interest rate
controls in other countries’. The research concluded that:

“the consumers most likely to be impacted by rate ceilings are thus those operating outside the
financial mainstream, either un-banked or, having run into problems with debt, the credit
impaired;”291

and

“rate ceilings aVect the availability of dedicated sub prime models and create credit exclusion for
those who cannot access mainstream credit.”292

41. Professor Kempson also addressed rate caps in AVordable Credit:

“a ceiling on interest rates has been heavily promoted in the UK as a means of tackling extortionate
credit. On the surface, this is a simple and attractive idea that ought to benefit people on the lowest
incomes. This research has shown, however, that there are high costs associated with lending to
people on low incomes who have a high risk of default. An interest rate ceiling could do nothing
to reduce these costs. Instead, the APR would be reduced by displacing these costs elsewhere, for
example in the form of charges for default—the last thing that low-income borrowers would want.
It is also likely that more credit would become tied to the purchase of goods and consumers would
be faced with high price mark-ups as retailers seek to recover the costs of supplying credit. Both
of these would result in the total costs of borrowing being less transparent. Finally, there is a
danger that lenders would move out of this market altogether, leaving poor people even more prey
to unlicensed lenders.”293

42. In October 2005, during the passage of the Consumer Credit Bill, a group of the UK’s leading
consumer groups, money advice agencies and think tanks (including Advice UK, Citizens Advice, the
Institute for Public Policy Research, the National Consumer Council, Which? and the Association of British
Credit Unions) wrote to members of the House of Lords to set out their views on the impact an interest rate
ceiling would have for lower income/higher risk groups. The briefing said that:

“An interest rate cap would not deal with any of these underlying causes of high charges and we
believe that it would not help widen access to more aVordable credit.”

The Money Advice sector’s experience of Home Credit

43. Compared with other lenders, home credit companies lend small amounts. Typical loans are in the
region of £100 to £500. Therefore, home credit is likely to constitute only a very small proportion of an
individual’s total borrowing. In total, all home credit lending accounts for only around 1% of total UK
unsecured lending.294

44. Nor does home credit feature significantly in the total borrowings of those who approach the money
advice sector with multiple debt problems.

45. In a 2003 report, Citizens Advice (England and Wales) found that home credit did not feature as a
major source of debt among those seeking debt advice. Even among those on low incomes (less than £800
a month) home credit featured as a debt for only 3 to 4% of clients. Of the 12 categories of debt recorded
by Citizens Advice, clients were more likely to have 9 to 10 other categories of debt before home credit.295

46. The Competition Commission also noted that:

“credit counselling services and Citizens Advice Bureaux, which handle many cases of
overindebtedness or other debt problems, have told us that they receive few complaints and advise
on few problems related to home credit.”296

Conclusion

47. Provident Financial welcomes the committee’s interest in financial inclusion. We have been pleased
to co-operate with the Government’s earlier work on developing policy in this important area—from
contributing to the work of Policy Action Team 14 in 1999, to more recent assistance to HMT’s Financial
Inclusion Taskforce.

291 op cit Policis for DTI, p 21.
292 ibid, p 34.
293 op cit Kempson and Collard, 2005, p 30.
294 Datamonitor, UK Non Standard and Sub Prime Lending 2004, 2004, p 135.
295 Citizens Advice, In Too Deep, CAB clients’ experience of debt, 2003, page 120.
296 Competition Commission Emerging Thinking , 2005, para 36.
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48. Our contribution to these processes has been to share our knowledge and experience of how credit
can be provided eVectively on a commercial basis to those on lower than average incomes.

49. Our experience, and the findings of academic researchers, consumer groups and regulators, highlight
that convenience, service levels, flexibility and control are what matters to would-be borrowers on lower
than average income. Product design is key.

50. ‘AVordability’ is one of the essential design features of a small sum credit product. However lower
income customers judge credit to be aVordable on several measures and not just in terms of APR. For such
customers, aVordability also means:

— manageable individual repayments which can be made on a regular basis that matches their
budgeting schedule;

— a fixed, all-in cost which will not increase if payments are missed; and

— reassurance that each repayment made will reduce the total amount owed by the amount of that
repayment.

51. We welcome the Government’s ongoing initiatives to broaden the provision of aVordable credit. We
believe that lower income borrowers will welcome an increased range of small sum credit products. We have
oVered our experience of the home credit lending model to leading practitioners in the Community
Development Finance sector and the credit union movement.

January 2006

Supplementary memorandum by Provident Financial

I am writing in the hope of clarifying a figure quoted by Mike Barry of Citizens Advice in his oral evidence
to the Committee on 24 January.297

Q47. Susan Kramer: If we were to look at that group which would probably be described as
“completely excluded”, at least from the mainstream, do you have any sense of how many of them
are using the doorstep lender, the kind of tally man?

Mr Barry: We have been doing a survey of our debt advisors recently to look at just at that issue.
One of our advisors found that 72% of the people who came for debt advice, had debts to the
doorstep lenders but not exclusively to the doorstep lenders. They also had mainstream bank loans
and credit cards. So it definitely is a mixture of the two rather than one.

The statistic from the Blackpool advisor surprised us as it contrasts with other sources of information on
this topic, notably the 2003 Citizen’s Advice Report In Too Deep and the Competition Commission’s 2005
Emerging Thinking report on the home credit sector. In Too Deep was a large-scale, national survey. We
would suggest that it provides a more representative picture of the borrowing profile o a typical Citizens
Advice client. Provident Financial highlighted In Too Deep’s findings in its recent submission to the
Committee (paragraphs 45 and 46).

45. In a 2003 report, Citizens Advice (England and Wales) found that home credit did into feature
as major source of debt among those seeking debt advice. Even among those on low incomes (less
than £800 a month) home credit featured as a debt for only 3 to 4% of clients. Of the 12 categories
of debt recorded by Citizens Advice, clients were more likely to have 9 to 10 other categories of
debt before home credit.298

46. The Competition Commission noted that:

“credit counselling services and Citizens Advice Bureaux, which handle many cases of over
indebtedness or other debt problems, have told us that they receive few complaints and advise on
few problems related to home credit.”299

Provident Financial records formal contacts made to it from the advice sector as a whole, including
Citizens Advice. These indicate that the percentage of our customers who approach the free monetary advice
sector for assistance is of the level reported in In Too Deep.

February 2006

297 Ev 1–25
298 Citizens Advice, In Too Deep, CAB clients’ of debt, 2003, page 120.
299 Competition Commission Emerging Thinking, 2005, para 36.
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Memorandum submitted by Resolution Foundation

1. Executive Summary

1.1 The Resolution Foundation welcomes the Treasury Select Committee Inquiry into Financial
Inclusion as timely and important.

1.2 The focus of this submission is on the vital and challenging issue of access to financial advice,
particularly for basic rate taxpayers on less than average income. They have both the most to gain from
getting financial decisions right and the least access to help in doing so. They are excluded from advice
because they tend not to be economically attractive to target with products, and advice comes bundled with
products.

1.3 Today, some one in three of the UK workforce—more than eight million basic rate taxpayers—live
in an advice “exclusion zone”, with little or no access to financial advice. Partly as a result, consumer debt
is spiralling and more and more of citizens face a grim future of dependence on the state. Against this
background, the Resolution Foundation believes that the time has come for the Government and the private
sector to work together to close this advice gap and to create a new national financial advice resource.

1.4 The Resolution Foundation is a research and policy organisation which aims to provide new thinking
on how people with below average earnings can access and use the financial services system. It is focusing
particularly on how the advice needs of people earning less than the national average, but above the level
on which they are wholly reliant on state benefits, are met either by the public or private sector. It also
focuses on how such individuals can navigate successfully their most important financial decisions, and will
explore how improving the quality of financial decision-making among this group can have a measurable
impact on future welfare costs.

1.5 Given our areas of interest, we wish to make an informed contribution to the public policy debate
around financial inclusion and to assist the Committee’s consideration of these issues. While our particular
focus is on access to financial advice, we also have an interest in incentives and barriers to saving for people
on below average incomes, as well as in the role of Government and other bodies in promoting financial
inclusion.

1.6 The Foundation is working intensively with Government departments, the Financial Services
Authority, voluntary groups, consumer stakeholders and the financial services industry in an attempt to
catalyse agreement on the key issues and on possible solutions. We have also initiated a programme of
research, which includes new research to understand better the financial decision-making behaviours of
aVected households. Early findings will be available at the beginning of February 2006. Other research
includes costing the value of poor financial decision-making to the individual and the state and developing
proposals for how a national advice resource could work in practice.

1.7 We would be pleased to give oral evidence to the Committee if asked to do so.

2. The Resolution Foundation

2.1 The Resolution Foundation is a not-for-profit, non-party political, organisation and is committed to
producing the highest quality socio-economic research into the issues of generic financial advice, together
with practical proposals for action, capable of implementation by Government and industry.

2.2 The Foundation is chaired by Clive Cowdery, who is also Chairman of Resolution plc and its Chief
Executive is Sue Regan. The Foundation has a Board of Trustees which includes Baroness Greengross.

2.3 The Foundation is privately funded, with no revenue from government or groups within the financial
services industry.

3. Background

3.1 There are around 8 million people in the UK today who pay basic rate tax on incomes between
£10,000 and £22,060 per annum. Both figures are significant—the higher is the national average income and
the lower is the threshold from which people are deemed to start becoming independent of state support. It
is a large group consisting of more than a third of the full-time workforce.

3.2 Basic rate tax payers with this level of income largely fall outside of the catchment criteria for financial
advice in the UK. Most free advice services cater to the remedial needs of unemployed people or those
already in serious debt. Meanwhile, the financial services industry oVers advice only when bundled with a
product sale. At these income levels, such sales are just not attractive to most product providers who focus
on the most profitable customers—i.e. those on higher incomes.
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4. Our Aims

4.1 The Resolution Foundation believes that it is in the interests of all stakeholders (the individuals
concerned, the state, and the financial services industry) that the 8 million basic rate tax payers currently
without access to financial advice are better served. To support this aim, we have three goals:

4.1.1 firstly, to examine the rapid development of a new national financial advice resource funded
through a public/private partnership, which will make broad and impartial advice on all important financial
decisions at the point of need

4.1.2 over the medium-term, to design and promote new ways for individuals to connect optimally their
housing, credit, saving, and pension decisions in order to maximise their opportunities of creating future
financial assets

4.1.3 in the longer-term, to support the work of other organisations in critical areas including financial
education, and reforms of the product, fiscal and regulatory framework

4.2 On a limited income, this group of 8 million people needs to deal with financial complexity in daily
life, such as:

— housing options

— student loan repayment programmes, dovetailed with earnings capability

— credit options to finance necessary purchases

— life events such as unemployment, sickness and divorce, requiring a mix of basic protection and
savings programmes with continued access to state resources

— pension decisions, reflecting employer options, individual choices, and state-sponsored schemes as
they evolve in the next few years

— steps taken immediately prior to retirement, which can significantly improve income and access to
capital in older age.

4.3 The Resolution Foundation understands the importance to individuals of making financial decisions.
This understanding has derived from the activity of Resolution plc, which serves millions of investors who
have made past contributions to life assurance funds which subsequently closed to new business. However,
the Resolution Foundation is privately funded and its views cannot be taken to reflect the views of
Resolution plc.

5. The advice gap

5.1 It is particularly important that people in this group make their financial decisions carefully. Yet
many of the 8 million are not well placed to do so. Most have low financial awareness. Although the financial
services industry spends more than £1 billion promoting various products and services, there is a need to
provide clarity and direction that cuts through the noise.

5.2 Crucially, few have access to the kind of impartial advice, guidance and expertise that would help
them to get the key decisions right—at the time they need to make them.

5.3 There is already a range of initiatives that will benefit this group in the long run, including the
Financial Services Authority’s Financial Capability Programme. Others, like the Product Simplification
Campaign, chaired by Ron Sandler, will be of some benefit in the short term. The industry is also playing
its part.

5.4 This advice gap matters hugely to individuals and to the state. By making bad basic decisions—for
example, by using available money for saving whilst leaving expensive borrowings in place—individuals do
themselves long-term financial harm. This will be a financial cost to the state, if not immediately then in the
future, when people who have made inadequate provision will be thrown back on the public benefits system.

5.5 The Resolution Foundation is currently calculating the cost to the state of bad financial decisions. We
will argue that this cost could be greatly reduced by a new national resource, structured as a public/private
partnership, spending a fraction of state savings annually on providing impartial advice at the moment a
critical financial decision is being made.

6. Can the financial services industry fill this gap?

6.1 The financial services industry today oVers advice to the higher income population as part of a
package that includes sales of products by banks, life insurance companies and limited availability of paid-
for advice.

6.2 In the past, basic services were also available to prudent households, through trusting relationships
with, for example, high street mutual building societies, to encourage saving as the first step towards home
ownership. Additionally, door-to-door service was delivered by more than 20,000 insurance agents serving
the community.
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6.3 The landscape has irreversibly changed. The basic, community-style service has gone and our target
group of 8 million basic rate tax payers is unprofitable for the financial services industry. We call this the
advice ‘exclusion zone’.

6.4 The financial services industry is not just a major contributor to the British economy, it is also a vital
stakeholder in social welfare. In recent years it has made significant improvements in competitiveness, and
thus the value delivered to consumers.

6.5 It is unrealistic to expect industry to return to the old model of broad service funded by higher margin
products. Instead, in a mixed economy, a partnership between industry and government across all income
groups is needed to address this public need for advice.

6.6 The Resolution Foundation is committed to exploring such a public/private partnership as a way of
closing the advice gap.

7. Next Steps

7.1 In pursuing its goals, the Resolution Foundation has begun to:

— commission independent research into the most important life stage decisions people make, and
to cost fully the value of a good or bad decision both to the individual and to the state

— consult widely with voluntary groups, the Government, the Financial Services Authority, trade
unions, employers and the financial services industry on how best to tackle the infrastructure gap
for impartial advice

— develop some early drafts of concrete and fully-costed proposals for how a national advice
resource might work in practice

— examine how such a solution might be implemented and funded either by Government or industry
or both.

7.2 The Resolution Foundation plans to facilitate a forum for all interested parties to share perspectives
on the advice gap and to discuss possible solutions for inclusion on the agenda of Government and the
financial services industry. This will start with a conference scheduled for February 2006, which will also
provide an opportunity to examine initial outcomes from current Resolution Foundation research activities.

7.3 As well as providing a comprehensive review of the current state of progress towards enabling better
financial decisions, a holistic plan may emerge allowing all interested parties to move towards action rather
than prolonged analysis.

8. Action is needed now

8.1 Inappropriate financial decisions are being made every day. The future impact of these decisions
seriously hampers those on marginal income from accumulating assets over their working lives and accrues
a future cost to the state. Unless addressed, this situation will deteriorate:

— with the financial services industry spending over ƒ1 billion on promoting its products, confusion
continues to grow

— consumer debt, already over ƒ1 trillion, continues to increase with the potential for devastating
personal impact

— pension reform is necessary but has the potential to add to personal confusion or, even worse, lead
people to believe their financial problems are resolved.

8.2 The Resolution Foundation believes passionately in the need for urgent action to establish a public
private partnership in order to ensure the widespread availability of life-changing financial advice for those
who need it most.

January 2006

Supplementary memorandum by the Resolution Foundation

Follow up to evidence session on 14 March 2006 300

Thank you for the opportunity to give evidence to the Committee’s inquiry this morning. I am sorry that
the Foundation’s Chief Executive, Sue Regan, was unable to attend the hearing due to ill health.

As I said this morning, we are currently undertaking further research into the “target” group of people
we believe could be served by a new national advice service and into how such a service could be delivered.
This work will give us a clear understanding of the advice needs of the target group and fully costed options
for delivering the service.

300 Ev 73–83
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We should therefore be in a position to share concrete proposals (including budgets!) with the
Government, industry and other stakeholders by the end of April. We would be keen to do likewise with the
Committee and would be happy to present it to you and/or any of your colleagues if this would be helpful. I
will also ensure that we send you the further information I promised on comparable international
experiences.

Please let me know if this is something you and/or your colleagues would like to discuss or whether further
written evidence would suYce. In the meantime, should we be able to assist the inquiry in any other way,
please do not hesitate to get in touch.

March 2006

Memorandum submitted by the Royal Bank of Scotland

Executive Summary

Access to banking services

We provide free personal banking for everyone provided their accounts are maintained in credit. We
provide this service to customers throughout the country by an extensive branch network and other means.
RBS was the first UK bank to introduce a basic bank account. We market our basic bank accounts actively,
and have grown the number of our basic bank account holders by over 20% in the last year. Our basic bank
accounts are accessible through the Post OYce but there are no commercial or financial inclusion grounds
to extend this access to our ordinary account holders.

Access to aVordable credit

We make credit available to anyone who can demonstrate their creditworthiness, and base our charges
for all borrowers on our perception of the risk involved. There has been considerable widening of the
provision of credit in recent years.

DiVerent models are needed to provide credit for those who do not meet the usual lending criteria. We
are actively engaged in a variety of initiatives to find, with the help of local partners and intermediaries,
eVective lending models suited to diVerent types of requirement. We give examples. There is no one
universally suitable lending model in this market.

Financial education and financial advice

We have a tradition of involvement in financial education, primarily through our national programme of
financial education materials used in schools across the UK, “Face 2 Face with Finance”. We are founding
supporters of the SAFE programme of financial education for adults. We recognise the importance of
providing independent money advice to those who find themselves in financial diYculties and we are the
largest corporate supporter of the Money Advice Trust.

Other issues

We highlight:

i. The need to distinguish between the unbanked and those who do not wish to be banked.

ii. The need for a flexible and mixed approach to meeting the banking needs of those for whom
traditional banking products may be unsuitable.

iii. The need for clarity over the role of the Post OYce and the Post OYce Card Account in tackling
financial inclusion.

iv. The need to distinguish between the work of the banks in the area of financial education, and the
responsibility of the education system for basic skills of literacy and numeracy.

Executive Summary

Access to banking services

We provide free personal banking for everyone provided their accounts are maintained in credit. We
provide this service to customers throughout the country by an extensive branch network and other means.
RBS was the first UK bank to introduce a basic bank account. We market our basic bank accounts actively,
and have grown the number of our basic bank account holders by over 20% in the last year. Our basic bank
accounts are accessible through the Post OYce but there are no commercial or financial inclusion grounds
to extend this access to our ordinary account holders.
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Access to aVordable credit

We make credit available to anyone who can demonstrate their creditworthiness, and base our charges
for all borrowers on our perception of the risk involved. There has been considerable widening of the
provision of credit in recent years.

DiVerent models are needed to provide credit for those who do not meet the usual lending criteria. We
are actively engaged in a variety of initiatives to find, with the help of local partners and intermediaries,
eVective lending models suited to diVerent types of requirement. We give examples. There is no one
universally suitable lending model in this market.

Financial education and financial advice

We have a tradition of involvement in financial education, primarily through our national programme of
financial education materials used in schools across the UK, “Face 2 Face with Finance”. We are founding
supporters of the SAFE programme of financial education for adults. We recognise the importance of
providing independent money advice to those who find themselves in financial diYculties and we are the
largest corporate supporter of the Money Advice Trust.

Other issues

We highlight:

v. The need to distinguish between the unbanked and those who do not wish to be banked.

vi. The need for a flexible and mixed approach to meeting the banking needs of those for whom
traditional banking products may be unsuitable.

vii. The need for clarity over the role of the Post OYce and the Post OYce Card Account in tackling
financial inclusion.

viii. The need to distinguish between the work of the banks in the area of financial education, and the
responsibility of the education system for basic skills of literacy and numeracy.

1. The Royal Bank of Scotland Group is responding to the Treasury Select Committee’s invitation to
submit written evidence to its inquiry on financial inclusion. We take a long-term view of the interest of the
communities we serve, and therefore have a natural interest in the issues surrounding the extension of
banking services to those who have hitherto found it diYcult to gain access to them. We commit considerable
resources to financial inclusion issues, and are actively involved in the continuing search for new solutions.
We propose to deal in this note with three areas covered by the inquiry:

i. Access to banking services

ii. Access to aVordable credit

iii. Financial education and access to financial advice

And to oVer the Committee thoughts about some of the underlying issues.

2. Access to banking services

2.1 We provide free personal banking for everyone provided their accounts are maintained in credit, and
we provide this service to nearly 14 million customers across the country through a number of diVerent
means. We have more than 2,200 branches across the UK; uniquely among UK banks we have publicly
committed ourselves since 2000 to a policy of not closing branches; and we have regularly opened new
branches over the last five years in areas of growth or changing demand. We monitor regularly the quality
of service we provide to our customers, with a view to helping customers manage their finances more
eVectively, and are rated highly for our levels of customer service. We comply fully with the requirements
of the DDA. We also oVer Internet banking, 24-hour telephone banking, and direct telephone access for
our customers either to their own branch or, for non-branch customers, to employees based in the UK. To
provide banking facilities to those who live in more remote areas we operate mobile banks in Scotland, and
have recently introduced a similar service in the West Country. This enables us to serve 300 communities
each week who might otherwise find themselves cut oV from traditional bank branch facilities.

2.2 Our customers have access to cash, through the LiNK network, to nearly 33,000 free ATMs across
the UK. The RBS Group has the largest free ATM network in the UK of nearly 6,500 ATMs.

2.3 RBS was the first UK bank to introduce a basic bank account—the Key Account—in 1999
specifically for this purpose. NatWest is the only UK bank to have advertised its basic bank account—the
Step Account—on television. We have more than a one-third share of the basic bank accounts accessible
through Post OYces—significantly above our share of the overall personal banking market in the UK. The
number of basic bank accounts has continued to grow. The RBS Group now has more than 800,000 basic
bank account holders, an increase since 2004 of over 20%. We responded quickly to the New Deal by making
basic bank accounts available to all those taking part in the New Deal. For unrelated reasons, the
coincidence of tougher measures to counteract money laundering has imposed identity requirements which
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have caused problems for some outside the banking system who wish to open a basic account. To ease the
diYculties which can be faced by those who do not have the identification called for under the Know Your
Customer regulations, we have established relationships with intermediaries like Working Links, JobCentre
Plus and Reed in Partnership, whose long-standing links to such individuals can help overcome the problem
of confirming identity. We market basic bank accounts as an integral part of our range of current bank
accounts, and also provide standalone information leaflets and applications. Our basic bank account
customers have full access to our branches and counters in the same way as any current account holder; and
they can use the full ATM network to withdraw cash.

2.4 We have committed £30 million over five years to the funding of the Post OYce Card Account. Our
basic bank accounts are accessible to our customers through the Post OYce network, who can make free
cash withdrawals at Post OYce counters. We also help support the Post OYce through payment of a fee for
each basic bank account transaction processed through the Post OYce. In this context, there has been
confusion between the issue of financial inclusion and the question of cash withdrawals from Post OYce
counters by ordinary current account holders. The extension of free cash withdrawals at the Post OYce to
our ordinary account holders is a commercial matter, entirely distinct from issues of financial inclusion, and
we see no evidence that it would be valued suYciently by our customers to justify the additional business
expense. Moreover, as a matter of commercial competitiveness, since the creation of the POCA the Post
OYce has begun in co-operation with another bank to sell its own competing financial products to customers
across the counter.

3. Access to affordable credit

3.1 We make credit available to anyone who can demonstrate their creditworthiness, and base our
charges for all borrowers on our perception of the risk involved. The debate on aVordable credit embraces
concerns over the availability of too much, as well as too little, credit. Much recent comment in the media
and elsewhere has focussed on the issue of credit having become too accessible. While the provision of credit
has grown in recent years, we have rigorous policies in place to assess how much our customers can aVord
to borrow. As our ability to judge credit-worthiness becomes more sophisticated and reliable, we can oVer
more people some credit, and some people more credit if they wish. On the issue of too little credit there
are obvious diYculties in lending to those on low incomes who have found it hard to secure credit from the
mainstream banking sector or who traditionally rely on alternative lenders who charge much higher rates
of interest than the banks, but whose type of service—for example, door-to-door collections—may suit
better the culture and the income of the borrower. To help this need RBS is actively engaged in looking for
diVerent solutions which can provide credit at reasonable cost to those who would otherwise not be eligible
under the usual banking criteria, or who have financial needs which they see as better fulfilled by others
outside the banking sector. While these initiatives tend to be small in scale, and transaction costs and the
degree of risk tend to be higher, they can make an impact on the availability of credit in the local area where
they are based.

3.2 For example:

i. We have strongly supported over the last nine years through investment and grants the development
of the Community Development Finance Institutions, and have pressed the Government to extend
Community Investment Tax relief to CDFIs undertaking personal lending. (We hope, however,
that the Government’s support for the CDFI sector will not be undermined by the uncertainties
created by shifting its funding from the Small Business Service Investment Directorate to the
Regional Development Agencies.) We are supporting the CDFI initiative Fair Finance in East
London301.

ii. We played a leading role in the Credit Union Taskforce set up by the Treasury in 1998 to examine
ways in which banks could work more eVectively with the Credit Unions. The Taskforce developed
a plan to create a central services organisation that would have assisted the credit union movement
to reach more people. Unfortunately the CU movement could not reach agreement and the
Taskforce’s recommendations were not taken forward.

iii. We continue to look at propositions using local institutions familiar to their residents as providers
of aVordable credit which will work for those wishing to borrow. For example, the South East
Birmingham Community Credit Union have been working over the last year with financial help
from the RBS Group to market their services to low income households across Birmingham.

iv. We are actively working on a pilot programme involving housing associations whereby we would
make loans backed by a Housing Association guarantee. We are working in partnership with
Grampian Housing Association (a registered social landlord) to develop a saving and loans
initiative which will make aVordable credit available to those unable to access mainstream
aVordable credit. Under the programme RBS will make small loans available to Grampian
Housing Association tenants on the basis that the Association guarantees the loans.

301 The Committee may be interested to see Appendix 1, which sets out the detail of this scheme.
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v. We continue to look actively at local credit schemes which have the potential to become models with
wider appeal. And we are interested to see how the Government’s thinking on extending the role
of the Social Fund may evolve.

vi. The RBS Financial Inclusion Innovation Fund provides grants to voluntary organisations and
charities to test out new approaches to help people become financially included. It is managed on
our behalf by the charity Services Against Financial Exclusion as part of their management of the
RBS-supported UK Financial Inclusion Forum (www.fif.org.uk). In the first round of its work in
2004 a range of partnerships was funded, including:

— A partnership with RNIB and Citizens Advice to investigate the needs of the blind and partially
sighted in managing their money

— A partnership in North Denbighshire involving the CAB, the local credit union, the local authority
and housing association, and the local NatWest branch, to provide a joined-up approach to bank
accounts, money advice, aVordable credit and savings.

A second round of Awards will be announced in early 2006.

4. Financial Education and access to financial advice

4.1 RBS has a tradition of involvement in financial education. We celebrated last year the tenth
anniversary of our programme to provide financial education materials—and trainers—to schools through
our Face 2 Face With Finance programme. We invest £1.2 million in this programme each year. It involves
over 500 of our retail staV being trained to help teachers in schools to deliver to 11–18 year olds a teaching
programme about personal money management and enterprise. In 2005 alone the programme helped deliver
lessons to over 250,000 schoolchildren nationally across nearly 1,000 schools.

4.2 We are founding supporters of Services Against Financial Exclusion (SAFE), an integrated
programme of financial education for adults through the development and pilot of ‘step by step’ financial
education material and the delivery of training programmes and outreach work.

4.3 We recognise also the importance of providing independent money advice to those who find
themselves in financial diYculties. We are the largest corporate supporter of the Money Advice Trust. We
have funded as part of a six-year programme the advice sector’s “wiseradviser” programme to their over
5,000 front-line advisers working for organisations like the Citizens Advice Bureau. This has helped improve
the quality of advice given to over 1 million people suVering from financial hardship. We fund the provision
of debt self-help packs distributed through local CABs. And we work with a range of charities to advise and
improve the financial awareness of vulnerable groups like disadvantaged young people, single parents,
people with mental health issues and those running small businesses.

5. Other Issues

5.1 We would highlight the following:

i. It is firmly in our interest to provide bank accounts for all who want them. But more research is
needed on the distinction between the unbanked and those who do not wish to be banked—and
the reasons why they may not wish to have a bank account—if the Government’s target for
extending basic bank accounts is to be realistic. This falls within the scope of the Financial
Inclusion Task Force, with which we work closely. There is scope for a great deal of helpful work
in this area.

ii. There is a level of credit provision which it is impractical for the banks to provide. That is why other
means to provide credit through intermediaries have to be found. There is unlikely to be a single
means of delivery available, and diVerent local models may be better suited to diVerent contexts.
A “mixed economy” of possibilities is needed. We should therefore avoid making too many
assumptions about the inherent suitability of traditional banking relationships, or traditional
banking products, for all those who at present do not have access to them. This is a point
recognised by many examples of research in this field302.

iii. The Government’s approach to tackling financial exclusion through the Post OYce needs greater
clarity. The banks were called on to provide large sums of money to fund the Post OYce Card
Account. But the POCA was then designed in a way that does not support credit scoring and which
in practice handicaps the ability of those who hold a POCA to access credit. Moreover, the Post
OYce has limited the functionality of the POCA by refusing to allow card-holders to make
withdrawals from LiNK ATMs. The Government does not consider those with POCAs to have a
functioning bank account, despite the obvious usefulness of the POCA to those who have them,
and the future of POCAs after funding ceases in 2008 is now very uncertain. It is not clear whether
the Government genuinely wishes to see the Post OYce play the longer-term role in tackling
financial inclusion that its history, customer base and network would appear to suit it for.

302 For example see: Kept Out or Opted Out?, Kempson, E. and Whyley, C., March 1999, Policy Press.
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iv. The banking sector has a strong long-term interest in financial education. We plan to make much
more widely available our own financial education teaching materials (described in paragraph 4.1)
to targeted groups in need. But the industry should not be held responsible for delivering skills
which relate primarily to basic literacy and numeracy—skills which should remain firmly the
responsibility of the education system. And we value our freedom to develop our own creative
programmes to reach specific targets, in the way we have used the RBS Face 2 Face with Finance
programme to reach schoolchildren and our partnership with The Prince’s Trust to reach
disadvantaged young people.

Appendix 1

A1. Fair Finance

A1.1 Fair Finance is the new name for The East End Reinvestment Trust (EERT), formerly The Tower
Hamlets Environment Trust (THET). Until the middle of last year the body oVered low value loans and
debt advice to only businesses in low-income communities. Trading under the name Fair Finance, it has
extended its services to personal customers.

A1.2 As part of a THET pilot project, loans and financial advice have been oVered in this part of London
since 2000. RBS helped to establish the initiative by providing £5,000 to capitalise a loan fund for lending
to African and Bangladeshi women unable to obtain a loan from a bank. In 2001 an interest free loan of
£20,000 from our Community Finance Fund was made available to provide further loan stock for small
business lending.

A1.3 In 2003, the EERT Steering Group was formed to investigate the financial needs of communities
in East London. Community bodies, banks—including RBS—the FSA and the Treasury were involved in
the process. The Steering Group completed its study in October 2004. The name was changed to East End
Fair Finance (trading name Fair Finance) and a new kind of business took shape. Fair Finance was
registered in December 2004 with a set of guidelines and procedures negotiated between it and the FSA, and
an accountable board was put in place. A member of the RBS Community Development Banking team is
vice-chair of the board.

A1.4 The new business is extending the availability of its products and services to personal customers.
The long term plan for Fair Finance is to secure enough private investment from corporate, social and
individual investors to capitalise the loan fund to a level of sustainability, free from financial dependency.
It aims to advance financial education through mutual self-help and to provide an opportunity for public
spirited individuals and organisations to contribute financially to deprived communities with the
expectation of social dividend rather than personal reward. The RBS/NatWest Community Finance Fund
has agreed to provide a further £20,000 for personal lending. Local partners include: Circle 33 House
Association, Environment Trust, Esmee Fairbairn Foundation, First Fruit, Quaker Social Action and
Toynbee Hall.

A1.5 The initiative oVers a range of products:

— Business loans of up to £5,000

— Personal loans of up to £1,000

— Free and impartial advice

— Provision of guarantees or indemnities to help people borrow money from mainstream lenders

— Introducing other lenders to people who wish to borrow money

A1.6 Fair Finance is available at present only in Tower Hamlets, Hackney and Newham. If the model
is proved to work, the intention is to roll it out more widely.

January 2006

Supplementary memorandum by the Royal Bank of Scotland

Basic Bank Accounts

As indicated in a paper of comment we have sent separately to the Select Committee in response to your
general call for evidence, the RBS Group now has more than 800,000 basic bank account holders. All of
these, by definition, have access to their accounts through Post OYce counters. We provide more than one
in three of such basic bank accounts. We are proud of our record in this area and have no objection to
publishing these figures.

The issue of oVering access through Post OYce counters to our other current accounts is an entirely
diVerent matter. These customers are, of course, not financially excluded, and we have seen no indication
that they would prefer to access their accounts through the Post OYce rather than through our own
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branches, ATMs and call centres. Indeed, you will recall the Committee’s report on ATMs commented:
“Members of the public might question why they may have to queue for a service that would be far more
eYciently delivered through a free cash machine.”

Some banks have chosen to enter bilateral arrangements over their current account holders with the Post
OYce for their own commercial reasons. We have taken a commercial decision not to do so, since we have
a very extensive network of branches across the UK and have a policy of opening rather than closing
branches. We see no evidence that such an arrangement would be valued suYciently by our customers to
justify the additional business expense. Moreover, as a matter of straightforward competition, the Post
OYce has begun in co-operation with another bank to sell its own competing financial products to customers
across the counter. If any of our customers wish to access their bank accounts through the Post OYce, we
are happy to open one of our basic bank accounts—all of which, I repeat, are accessible through the Post
OYce—for them either alongside or instead of their existing accounts.

We have no objection to the Post OYce joining the LiNK ATM network on exactly the same terms as
any other operator. To do so, it would presumably have to install a network of ATMs in its premises. This
is not, however, what the Post OYce has proposed. Instead, it wishes to join the scheme in order to make
cash available over the counter, which is not the kind of transaction LiNK provides. In common with all
members of LiNK we have opposed this proposal. We would not object to the Post OYce suggesting a
voluntary parallel scheme alongside the LiNK ATM scheme to handle this kind of counter withdrawal. It
would then be for individual banks to decide whether it was in their commercial interests to join such a
scheme. This arrangement would not, however, change the availability of basic banking services to those
who have previously been unbanked.

I hope this response will be useful for the work of the Select Committee. And I agree with you that the
industry as a whole has continued to work hard to deal with some of the issues identified by the Committee
where we believe this can helpfully improve levels of transparency to the customer. That remains our aim.

February 2006

Supplementary memorandum by the Royal Bank of Scotland

Banking Code Standards Board mystery shopping exercise on Basic Bank Accounts

Thank you for your letter of 24 April regarding the Treasury Select Committee’s interest in the recent
Banking Code Standards Board Mystery Shopping exercise on Basic Bank Accounts (BBAs).

The BCSB had already written to us with your Committee’s request and we have responded advising them
that we would have no objection to the Study being released. No doubt, however, they will require
agreement of all their members to do so.

As you will be aware, each bank will have received the summary sheets, to which you have already had
access and a number of sheets covering their won performance.

In the case of our own two core Retail; brands we were rated Green out of a range of four options for
Greene to Black, with no breaches of the Banking Code, no areas of significant weakness and no requirement
for remedial action plan.

The area we have struggled with in the past is counter visibility for BAAs as inevitably our literature space
is constrained and needs to reflect the demands of our many marketing campaigns. We have responded to
this by developing a generic BAA brochure that will feature prominently in the brochure displays of the key
500 branches where, historically, most of these accounts have been opened. I would hope that this would,
in future, improve even further our ratings.

April 2006

Memorandum submitted by the Royal National Institute of the Blind (RNIB)

1. Who we are

1.1 We are the leading charity working in the UK oVering practical support, advice and information for
anyone with sight loss. We are an organisation of blind and partially sighted people, with 80% of our
Trustees and Assembly Members being blind or partially sighted. We are also a membership organisation
with approaching 10,000 members, 81% of whom are blind or partially sighted.

1.2 RNIB runs a welfare rights service which directly assists with around 3,800 income and pension
enquiries per annum, run to Community Legal Service specialist standards. We are, however, unable to
provide debt advice.
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2. Executive summary

2.1 Blind and partially sighted people face significant barriers to achieving financial inclusion. These
barriers are faced when trying to access financial services, utilities, as well as advice services dealing with
debt and financial management.

2.2 Unpublished research that we conducted in partnership with Citizens Advice and Royal Bank of
Scotland, has given an insight into the barriers aVecting blind and partially sighted people’s ability to achieve
financial inclusion. The research demonstrated barriers such as;

2.2.1 Information on special oVers and new products is commonly available in a print format and
therefore not accessible to people with sight loss, who may require it in large print, audio tape or braille, or
only available in person and therefore not accessible to people who cannot travel independently to a shop,
branch or other retail outlet. This leads to people with sight loss missing out on competitive pricing and
paying extra, which they can least aVord from their fixed incomes.

2.2.2 The complexity of dealing with largely print based documentation and advertising, such as
information about loans, credit or special oVers on goods and services, is a barrier for many people who do
not have assistance on hand from family, friends or support workers to make this information accessible to
them. In addition, the hassle of paperwork required to change financial products from an existing one can
seem insurmountable to some people with serious sight loss.

2.2.3 Technological advances, such as internet banking are not benefiting blind and partially sighted
people as much as the general population. Our research with Royal Bank of Scotland shows that 40% of
those surveyed have no access to a computer or the internet, excluding them from internet based special
oVers and rates.

2.2.4 Financial advice services provided by organisations such as Citizens Advice Bureaux are not always
accessible to blind, partially sighted and other disabled people who are unable to travel independently to
organisations’ oYces to take advice. The provision of home consultations would be a welcome way to make
these services more accessible but often the focus is not necessarily on debt but how to make the most of
their existing income. It is virtually impossible to get general advice on this in localities.

2.3 We believe that banks, utility companies and organisations oVering financial advice need to improve
the accessibility of their products and services if blind and partially sighted people are to enjoy greater access
to information about products and services that may be better value than those they are currently using,
improving their financial inclusion and maximising their limited incomes.

3. Disability, debt and financial inclusion

3.1 The recent report from Leonard Cheshire “In the balance: disabled people’s experience of debt” (2005)
clearly demonstrated that there was a strong association between acquiring an impairment and falling into
arrears. For many participants the impact of an impairment over time, combined with a reliance on welfare
benefits and the gradual erosion of personal savings, meant that problem debt was the result of barely
managing to make ends meet.

3.2 Almost a half of individuals said that an unexpected one oV cost, not related to their disability, such
as the need to replace a broken cooker, bed or washing machine, had contributed to their financial problems.

3.3 The average level of debt amongst the small sample of blind people in Leonard Cheshire’s survey
was higher than the average for disabled people. The average debt amongst all participants was £8,750, but
amongst those with a visual impairment it was slightly higher at £9,500. None of the blind participants was
in paid employment (75% of blind and partially sighted people of working age are unemployed).

3.4 The three main reasons given by individuals with a visual impairment as to why they had fallen into
debt corresponded to those given by other participants; living long-term on a low income, diYculty in
securing paid employment, the inadequacy of benefits etc. All participants with a visual impairment said
they considered their impairment to be a ‘very significant’ factor in contributing to their debt problems. This
group were also less likely to have sought independent advice on debt.

3.5 Leonard Cheshire’s report dealt mainly with people of working age. However, the vast majority of
England’s 300,000 blind and partially sighted people are over pensionable age (80% of people with sight loss
are aged over 65) and 90% are living on incomes of less than half the national average (Lost Vision: Older
Visually Impaired People, RNIB 1998). Their circumstances are likely to be worse than the participants in
the Leonard Cheshire survey, as they will be more likely to be living in older and more unsuitable
accommodation and have reduced mobility. Around 120,000 people with serious sight loss receive Disability
Living Allowance or Attendance Allowance and around half are on income related benefits.
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4. Our experience of financial exclusion

4.1 As a charity RNIB receives requests for financial support from people in exceptional hardship.
Although we do not advertise this service we receive over 1,000 requests for help per annum and the main
issues are problem debt and inability to buy essential items such as a mobile phone (for safety and
orientation) or items of household furniture and equipment such as electrical cookers (rather than gas) for
safety reasons.

5. Financial inclusion for blind and partially sighted people

5.1 Recent unpublished research that we conducted in partnership with Royal Bank of Scotland
indicated that for the 163 people with sight loss surveyed a significant number (106 people or 65%) advised
that they had experienced diYculties when dealing with financial information, their money or credit or
debit cards.

5.2 There were some significant general findings from the study that impact upon the overall ability of
people with sight loss to be financially literate. Amongst these were;

5.2.1 Their choice of financial institution or products was based on convenience, standard of customer
service or the provision of accessible information rather than competitiveness of the product or service.

5.2.2 Due to their sight loss they were much less able than a sighted person to scan, locate and transfer
to more competitive financial deals and therefore missed out on special oVers and new products.

5.2.3 The need to rely on the assistance of friends and family for support with financial aVairs limited
what they could do.

5.2.4 An inability or failure to take advantage of telephone banking or internet banking limited their
options.

6. The top five barriers highlighted from the research:

Problem identified by (%)

Reading written information 48

Distinguishing coins and bank notes 26

DiYculties with ATMs 20

Filling in and signing forms and cheques 20

Reading details on credit cards 11

7. Assistance with financial affairs

7.1 Participants sought help or assistance from a number of diVerent sources but the majority had
received help from relatives.

Source of help %

A relative 34

Bank/building society 18

A friend 11

Citizen Advice Bureau 1

RNIB 2

Other 5

7.2 Examples of other people from whom help was sought included a Local Association for Disabled
People, carers, social worker, neighbour, Post Lady and doctor.

7.3 When asked what type of help or assistance people were given, 105 responses were received. The top
five areas of assistance were;
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Five top areas of assistance number of people

Help with reading information 52

Filling in and signing forms and cheques 28

Assistance using ATMs 15

Relatives dealing with all financial matters 9

With writing aids such as signature guides 3

7.4 Participants were then asked which statement most accurately described how they managed their
finances. The results were;

Totally independently of other people 37

With the assistance of friends or family members 96

Rely on others 10

Other 18

7.5 The majority of blind and partially sighted people questioned required help or relied upon friends
and family members to conduct their financial aVairs. This points to a significant disadvantage in blind and
partially sighted people’s ability to make informed choices about financial products as they receive
information from third parties, who may not be qualified to give independent or accurate advice.

8. Financial inclusion and utilities

8.1 Although we looked at financial institutions, the above issues are just as likely to apply to provision
of services and products through utility companies. Given the fact that people with sight loss are mainly on
low incomes, have little or no savings and have additional costs, they can ill aVord any reduction from their
fixed disposable income through a lack of awareness of more competitive financial or utility deals.

8.2 Awareness of special oVers plays a large role in gaining value for the consumer in relation to, for
example, utilities such as energy or mobile and fixed telephone services. With strong competition in many
sectors leading to a range of deals and reductions for consumers, an ability to view printed media, TV adverts
and internet special oVers is now a central part of getting good value and being included in the financial
benefits oVered for limited periods, or online. Our research has shown that blind and partially sighted people
are significantly excluded from accessing these special oVers and rates, which would be of great benefit to
them.

8.3 We also have concerns that essential information contained in services such as utility price
comparison and switching websites is not available to those people without computer and internet access.
The number of blind and partially sighted people with computers will increase substantially in the coming
years, but we still have concerns that websites oVering important financial and price comparison
information are designed to be accessible to blind and partially sighted people using Access Technology,
such as voice output screen readers and text magnification software. This has been required by the Disability
Discrimination Act, 1995 since relevant provisions came into force in 1999. However, an Inquiry by the
Disability Rights Commission in 2004 on web accessibility found that found only 19% of websites comply
even with the lowest priority Checkpoints for accessibility.

9. Conclusions

9.1 As can be seen from the research that Leonard Cheshire have conducted, as well as that which we
have carried out in partnership with the Royal Bank of Scotland, there are a number of challenges that need
to be met if blind, partially sighted and other disabled people are to achieve greater financial inclusion. This
applies across general goods and services, banking, credit services, utilities and also financial advice services.

9.2 Many disabled people face extra costs that they cannot meet from their current incomes that drive
them towards debt and financial exclusion.

9.3 Furthermore, blind and partially sighted people face additional disadvantage in not being able to
independently access information and advice, often print based, relating to special oVers and discounts
across a range of goods, services and financial products. This has the impact of excluding many people with
sight loss from being able to get better rates on utilities like gas and fixed line and mobile phones, as well as
personal financial products. This then leads to them paying higher costs for these goods and services, which
they can least aVord.
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9.4 We are also concerned that advice services covering switching utility providers, as well as debt and
personal finance need to improve the accessibility of their services. This could mean engaging in outreach
work to reach disabled people at home who are unable to travel to advice centres. In addition, the access
needs of disabled people need to be considered in greater detail, whether that be in terms of making
information available in a range of formats or making reasonable adjustments to services, such as ensuring
that websites are fully accessible.

9.5 We would also like to see progress made with improving the ease with which disabled people can
switch utility or other service providers. Clear explanation of the information needed to switch would be
useful to alleviate the worry of excessive “hassle” that many of our customers believe they will experience
if they change suppliers or providers.

January 2006

Memorandum submitted by the Scottish Parliament Cross Party Group on Tackling Debt

Executive Summary

In Scotland 11% of adults do not have a bank account and 73% of people in the 15% most deprived areas
have no savings. Scottish CAB clients owe an average of £13,380, a 64% increase in the average level of client
debt in Scotland since 2001.

Action by finance service providers and Government should promote partnership working with
communities and the voluntary sector to improve access to financial products and services for those who
remain unbanked.

The basic bank account can be seen as the product of last resort rather than acting as a catalyst for people
to move up the financial services/product ladder.

A dialogue between the banking sector and interested stakeholders about how to modify and make basic
bank accounts more flexible would be a positive step.

The industry should seek to match what customers want, particularly in deprived communities. This
would help restore the credibility of the industry and improve take-up of financial services and products.

Improved partnership working is needed between credit unions, CDFIs at local, city-wide and regional
levels to maximise resources and limit risk. To improve geographical coverage for alternative providers,
there is merit in engaging directly with communities as a way to access often ‘hidden’ consumers or those
who are unbanked within communities.

Financial education is a key priority within the broader framework for financial capability, however,
more ambitious ways of direct delivery within schools should be considered including engaging young
people in the design, content and use of the curriculum and providing opportunities to gain hands-on
experience.

Government, industry and the Financial Inclusion Taskforce should support and actively encourage
Community Banking Initiatives, to promote banking services for low-income communities.

In Scotland, the Savings Gateway has not yet been piloted. While there is scope for a national rollout,
there is an immediate need to explore possible alternatives, including matched savings accounts, earmarked
for high return investments in business, home ownership, further education and accompanied by financial
education as a pathway to help low-income households to save.

Experience has shown that there are considerable benefits of linking financial inclusion activity to wider
measures that combat poverty, social injustice and to improve employability.

Introduction

i. The Scottish Parliament Cross Party Group on Tackling Debt welcomes the opportunity to respond
to the Treasury Select Committees 2006 Inquiry into Financial Inclusion.

ii. For many Scots, vulnerability to multiple debt and financial exclusion is a common feature of everyday
life. Figures revealed by Data monitor show the average UK adult’s personal debt is standing at £4,004, up
10% from 2003 but which has soared by 45% since 2000.

iii. Figures from Citizens Advice Scotland show that Scottish CAB clients owe an average of £13,380, a
64% increase in the average level of client debt in Scotland since 2001.

iv. Financial exclusion is often a symptom of poverty as well as a cause. This is why action to promote
financial inclusion is important. Without appropriate and aVordable financial products, access to
mainstream and alternative financial services, independent and free financial advice, relevant, clear and
transparent information and coherent approaches to financial education and awareness, poor people are
more likely to be worse oV than people who are part of the financial mainstream.



3379423097 Page Type [E] 10-11-06 22:33:01 Pag Table: COENEW PPSysB Unit: 3PAG

Ev 460 Treasury Committee: Evidence

v. Those who are financially excluded tend to be:

— People who are vulnerable to financial shocks during their lifetime—through illness, job loss or
loss of regular income, disability or bereavement—this can cause an urgent need to access money
that might force them into debt.

— People who are denied financial products and services—being unbanked; people have limited
access to more aVordable financial products.

— People who can’t aVord products and services experience diYculty in planning and spreading bill
payments.

— Those who are forced to pay more—particularly people, on low incomes and vulnerable groups
tend to pay more for basic services like heating, telephones because they are unable to use direct
debit services.

vi. Being financially excluded is linked to poverty. People most at risk from being financially excluded
are those on low incomes, on benefit or who are long-term unemployed, but as a form of exclusion, financial
exclusion has many attributes and there is an element of risk that over a lifetime people are exposed to the
possibility of becoming financially excluded. This risk factor is compounded by the fact that the financial
services industry has radically changed due to globalisation and increased competition. There are more
products available than before, with new technologies and methods to access services.

vii. Financial inclusion is part of the Scottish Executive’s “Closing the Opportunity Gap” approach to
tackling poverty, with a target that by 2008 it would increase the availability of appropriate financial services
and money advice to disadvantaged communities to reduce their vulnerability to financial exclusion and
multiple debts.

viii. To meet this target, the Scottish Executive launched the Financial Inclusion Action Plan in 2005.
The Action Plan defines financial inclusion as follows:

Access for individuals to appropriate financial products and services. This includes people having the skills,
knowledge and understanding to make best use of these products and services.

ix. The focus of the Scottish Executive’s policy is to improve financial inclusion for vulnerable groups of
people and communities:

— In Scotland 11% of adults do not have a bank account.

— 23% of lone parents in Scotland do not have a bank account.

— Only 42% of people living in households with an income under £10,000 per annum have any
savings or investments.

— Up to a third of households with an income under £15,000 per annum are in arrears with consumer
credit or household bills. They are 3 times more likely to be in arrears than better oV households.

— 40% of people living in rented accommodation don’t have home contents insurance.

— 21% of people living in the 20% most deprived areas are unbanked.

— 73% of people in the 15% most deprived areas had no savings.

x. We believe it is important that the Select Committee has the opportunity to hear first-hand evidence
from politicians, policy makers, practitioners, community and voluntary sector organisations, reflecting
their own experiences and knowledge in combating financial exclusion. We would welcome, therefore,
working with the Select Committee to facilitate such an event here in Scotland.

1. Access to banking services

— Action taken by the Government and the banking industry towards reducing the 1.9 million
households in the UK without a bank account.

— Access to banking services, including the operation, usefulness and regulation of basic bank
accounts and access to cash withdrawals.

1.1 We believe more action can be taken by the Government and the industry to promote partnership
working with the community and voluntary sectors to improve access to aVordable and appropriate
financial products and services for those who remain unbanked.

1.2 The move to Direct Payments by the Department for Work and Pensions has contributed to higher
numbers of people converting to bank accounts but for many, and particularly the most vulnerable, there
is still a great mistrust of banks. Some people still prefer to handle cash. More attention is required to meet
the needs of vulnerable and underserved markets and the Government should support innovative
approaches to meet the financial needs of the unbanked.

1.3 Basic bank accounts fulfil an important role in bridging the gap between being unbanked and
accessing the financial mainstream. However, the basic bank account can be seen as the product of last resort
rather than acting as a catalyst for people to move up the financial services/product ladder.
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1.4 A dialogue between the banking sector and interested stakeholders about how to modify and make
basic bank accounts more flexible would be a step in the right direction.

1.5 A less important move, but one with a potential positive outcome, would be to re-brand the basic
bank account, for example, as a “community account” or “citizens account” that could be either marketed
or even franchised at the community level while maintaining the core characteristics of a basic bank account.

1.6 There is still a strong perception that banks have moved away from disadvantaged communities. In
reality, this may not be the case as financial services can be accessed via alternative routes, telephone
banking, the internet but banks and other financial service providers do have a responsibility to ensure that
every customer is served appropriately. More emphasis on matching with what customers want, particularly
in deprived communities, would help restore the credibility of the industry in these communities.

1.7 Having a basic bank account does not necessarily result in becoming financially included. Those on
benefits can struggle with their money management and bill payments as benefits tend to be paid weekly and
while direct debits are deducted monthly. People with basic bank accounts need support, not only to make
the transition from cash to transaction banking but how to sustain an account over the long term to build
up the financial resources and have the confidence, ability and awareness to move to more sophisticated and
cost-eVective products.

2. Access to affordable credit

— Measures to enable households excluded from mainstream credit to have access to aVordable
credit;

— The role of credit unions and community development finance institutions;

— The provision of interest-free loans from the Social Fund.

2.1 Those on low incomes pay more for many things, paying more for credit that impacts on already low
household budgets.

2.2 Borrowing from high-cost alternatives occurs because people cannot access money more cheaply or
they believe that is the case or they have had direct experience of being turned down by financial providers.

2.3 Many low-income consumers prefer to borrow from more expensive weekly-collected credit
providers because it is convenient, on the doorstep and they feel they can stay in control of their finances
by managing on a weekly basis. Low-income credit users prefer to borrow small amounts for short periods.

2.4 The commercial market has moved away from lending to the poorest people, the gap being filled by
licensed and un-licensed moneylenders, catalogues and pawn shops.

2.5 Credit unions and CDFIs have a role to play by bringing down the cost of borrowing for low-income
consumers. However, credit unions and CDFIs need to be sustainable and have the ability to manage higher
risks of default.

2.6 Credit unions and CDFIs that provide “wrap around services” of financial education, awareness and
bill payment schemes would be a positive step but as often as not, financial services oVered to low-income
communities are fragmented and poorly co-ordinated.

2.7 Providing small and frequent amounts of credit to the financially excluded is not on its own a viable
business proposition. What is required is improved partnership working between credit unions, CDFIs at
local, city-wide and regional levels to maximise resources and limit risk and to engage communities directly
in providing access to ‘hidden’ customers within communities.

3. Financial education and access to financial advice

— There is a key role for the Financial Services Authority (FSA), the Department for Education and
Skills and others in promoting and supporting improved financial education in schools.

— The provision and regulation of generic financial advice about debt and savings.

3.1 The need for delivery of personal finance in schools is well understood. What is required now is to
extend provision in ALL schools, primary and secondary and to look at more ambitious ways of direct
delivery. For example, engaging young people in the design and content used; providing opportunities to
gain hands-on experience, through the establishment of savings clubs within schools (Saved by the Bell,
Dundee), involving young people in school budgeting and money management, more extensive ‘in reach’
to staV and teachers.

3.2 In Scotland, there is no single agency that has responsibility for adult financial capability. Community
Finance and Learning Initiatives (CFLI) pilots were introduced in England but not Scotland. While there
exists good examples on the ground (Greater Easterhouse Money Advice Project) there are a number of
national agencies that should be working at the strategic level across Scotland to seek an improvement in
overall levels of financial capability.
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3.3 Free, independent, face-to face money advice delivered by trusted anchor organisations is the most
appropriate model for the delivery of generic financial advice.

3.4 Money advice must be shifted away from crisis intervention to focus on more preventive measures.

4. Incentives and barriers to saving for people on below average incomes

— The operation of the Government’s Savings Gateway accounts programme;

— The impact of the Basic Advice Regime in encouraging saving;

— The extent to which decisions on saving are influenced by factors aVected by financial services
regulation, such as the cost of regulated advice, as opposed to other factors, such as the State
benefits system;

4.1 The Saving Gateway does not operate in Scotland but there is growing interest not only in a national
rollout of the Savings Gateway but in alternative savings programmes.

4.2 An asset-based financial education programme must be initiated, based on incentive-based
programmes, for example, linking matched savings accounts with financial/asset awareness.

4.3 One way to reduce crisis intervention is to promote “positive goal orientation”. In the USA, key
financial capability programmes have been linked to home improvement, buying a home, going to college,
progressing in work, starting a business, rather than focused on individual problems. There is growing
evidence that asset-based approaches can serve as a safety net against unexpected changes and help build
people’s financial capability. The process of saving and building assets appears to encourage people to focus
more positively on the future.

4.4 Quoting Professor Michael Sherraden: “Income may feed people’s stomachs, but assets change their
heads and assets are hope in concrete form.”

4.5 We believe there is an opportunity to explore matched savings accounts, earmarked for high return
investments in business, home ownership, further education, accompanied by financial education as a
pathway to help low-income households save and accumulate assets for the future.

5. The role of the Government, the FSA and other bodies and organisations in promoting financial
inclusion

— The work of the Financial Inclusion Taskforce and the use of resources from the Financial
Inclusion Fund;

— Lessons from successful local or regional initiatives designed to address geographical
concentrations of financially excluded households

5.1 The term community banking has its origins in the USA, initially promoted by Government
legislation through the Community Reinvestment Act and it expanded through the work of new community
organisations like Shorebank in Chicago. Combined, these provided the fundamentals for how the banking
sector and local communities could work in partnership to address the financial needs of low-income
neighbourhoods.

5.2 In the UK, the Community Banking Partnership model has been applied to local partnership working
between Community Development Finance Institutions (CDFI), credit unions, banks, building societies
and money advice agencies to co-deliver ‘one-stop’ services to the financially excluded.

5.3 The core objective of the Community Banking Partnership approach in this context is a customer-
focused service that incorporates existing community finance provision and develops new services to deliver
aVordable banking to low-income groups.

5.4 In Scotland, a diVerent approach materialised—the Wester Hailes Community Banking
Agreement—a partnership between the Wester Hailes Representative Council and the Bank of Scotland
(HBoS) to address the extreme levels of financial exclusion faced by many residents living in West
Edinburgh.

5.5 The Community Banking Agreement represented a formal partnership between a locality and a bank
that jointly improved the provision of personal, organisational and business services to all members of the
community.

5.6 The key lessons identified from this type of approach include the following:

— Disadvantaged communities have under-recognised assets that can be used collectively to
negotiate improved financial services from private sector providers.

— All community sector organisations have an important role to play in tackling financial exclusion
for themselves, their user groups and areas they service.

— There is further, often under estimated relationships between financial exclusion/inclusion issues
with most, if not all, mainstream public services at local and central government levels.
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5.7 The Wester Hailes Community Banking Agreement provides concrete evidence that by undertaking
“collective” negotiations with financial service providers, banks have become more entrepreneurial in their
outlook, actively competing for business in low-income communities.

5.8 A critical step for the community in the implementation of the formal agreement, which interested
the bank, was the way that local community organisers were able to construct a “business case” for the bank
which made the community credible and relevant in the banks’ eyes.

5.9 Collating, analysing and presenting local data that enhanced the “market” potential of the local area
was the first step for the community in developing its collective bargaining power with the bank.

5.10 A new phase of work is now beginning, a Community Banking Partnership for West Edinburgh that
includes Wester Hailes, this is being supported by the Scarman Trust Scotland.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and to reducing barriers to employment

— The extent to which problems of financial exclusion can be tackled by actions in the sphere of
financial policy, as opposed to wider policy developments relating to welfare policy, pensions
and benefits.

6.1 The approach being adopted in Scotland demonstrates the benefit of linking financial inclusion
activity to wider measures that combat poverty, social injustice and improve employability.

6.2 There is a clear need for improved understanding of how financial inclusion impacts upon broader
policy areas including health, housing, employment, skills and lifelong learning, regeneration and
neighbourhood renewal, community cohesion and enterprise.

6.3 In the future, measuring the impact of financial inclusion should therefore include the secondary
eVects of financial inclusion measures, for example, the impact on health improvement, creating sustainable
neighbourhoods and securing long-term employment.

6.4 Therefore, there is a requirement for better policy co-ordination at the UK, national, regional and
local levels between key service providers, the industry and wherever possible, the communities themselves.

7. Conclusion

7.1 The central message we would like the Select Committee to reflect upon is that debt and financial
exclusion requires coordinated action at all levels and partnerships with Government, industry, the
regulator and the voluntary and community sectors to deliver change on the ground.

7.2 Experience tells us that the provision of financial products and services, aVordable credit, advice,
information and education alone is now not enough; what is needed is new thinking on how to engage “hard
to reach groups” and to help disadvantaged communities become part of the solution not the problem.

January 2006

Memorandum submitted by Services Against Financial Exclusion (SAFE)

Executive Summary

SAFE is a community initiative, at Toynbee Hall, in London tackling financial exclusion. It serves people
experiencing financial exclusion directly, gives training to other organisations in financial inclusion; has
developed resources like the Personal Finance Handbook (among others); and provides strategic lead to FIF
(national Financial Inclusion Forum) which supports a range of bodies working to promote financial
inclusion.

Access to banking services

— Financial inclusion is a worthy objective in and of itself. Added to this, Government policies
encourage individuals to take responsibility for their personal finances. However, the financial
services industry has no incentive to serve low income groups. Individuals are caught between
Government policies on the one hand and, in many cases, an unreceptive industry on the other.
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— Previously unbanked people need additional support to open and maintain accounts to ensure an
adequate level of financial inclusion is achieved. Services like those provided by SAFE can
empower people to make their own informed choice and manage accounts well. SAFE has
published “Banking the unbanked—a snapshot” (November 2005) which draws on its experience
of helping people open bank accounts and makes recommendations.

— Current product oVerings and service levels need to be improved upon if supply is to meet any
additional demand resulting from the Government and industry shared goal.

— A Post OYce card account with increased functionality could provide a potential solution and
thought must be given in advance as to how this account will be developed or dropped post 2010.

Financial education and access to financial advice

— Building financial capability is equally as important as access to appropriate financial products.
Given the increasing need for people to take responsibility for their own financial futures there is
a growing need to extend financial capability work to reach those experiencing financial exclusion.
Despite wide ranging work in this field there is no lead body for promoting both financial
capability and financial inclusion. A lead body could build a business case for financial education,
and ensure implementation of a national strategy.

— SAFE has produced resources like the Personal Finance Handbook and a tutor guide for other
community organisations wishing to include financial education in informal education. Further to
this SAFE is currently working with the London Metropolitan University to produce an
accredited training course for people wishing to deliver financial education.

Incentives and barriers to saving for people on below average incomes

— Savings, even low level savings, can act as a barrier to debt in a crisis. However, given the current
economic climate, low interest rates and the propensity to and ease of borrowing (even if it is at a
price) there is little incentive for people on low incomes to save through the normal market system.
Incentivised savings schemes, like the Saving Gateway, are therefore all the more important in
fostering a savings culture among people on low incomes.

— Savings cannot be dealt with in isolation and thought needs to be given about the unintentional
impact of other policies (like increasing aVordable credit) on people’s propensity to save.

Role of Government, the Financial Services Authority and other bodies and organisations in promoting
financial inclusion

— The role of Government is important in ensuring financial inclusion is achieved. However, it is not
clear how Government initiatives work together.

— There is a need for a national strategy for promoting financial inclusion which will ensure joined
up working among Government departments.

— There is a need for co-ordinated long term strategic funding so that the impact of the Financial
Inclusion Fund is not lost and work is sustainable at the end of the two year period.

— All stakeholders (public, private and voluntary) are key, and have a responsibility, in making it
work. FIF is undertaking a range of activities which promote cross-sector working and best
practice.

Benefits of financial inclusion and the extent to which financial inclusion measures can contribute to combating
poverty and reducing barriers to employment

— Money is pivotal to quality of life. Financial inclusion means being able to use money
appropriately, and access tools for doing so. Financial inclusion is crucial in combating poverty
and barriers to employment—for example, if a job cannot be accepted because it is dependent on
the potential employee holding a bank account.

— All forms of poverty impact on people’s lives, and often relate to money issues. Financial inclusion
work needs to be integrated into other social inclusion work so that individuals are served as a
whole rather than initiatives simply addressing one aspect of a problem at a time (for instance
health and debt or tenancy sustainment and financial capability).

1. Introduction to SAFE

a. SAFE tackles financial exclusion across London by providing services which increase financial
capability, facilitate access to financial products and tackle overindebtedness. Alongside its direct service
provision for clients, SAFE provides training about financial inclusion to other public, private and
voluntary sector organisations. In the last year SAFE has trained 202 organisations. SAFE also oVers
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strategic lead to FIF (the national Financial Inclusion Forum). FIF’s strategic objectives (among others)
include: bringing cohesion to the financial inclusion sector; supporting excellence among practitioners and
informing financial inclusion work and policy; extending financial inclusion work into other sectors; and
stimulating new financial inclusion work. FIF does this through a range of vehicles. More information can
be found at www.fif.org.uk. FIF is a membership body (from July 2005). Membership currently stands at
280 and continues to grow.

b. Following consultation with SAFE’s team please note the following on Treasury Committee inquiry
points 1, 3, 4, 5 and 6:

2. Access to banking services (Committee Inquiry Point 1)

Context

a. Access to banking services is particularly important in facilitating financial inclusion. Moreover the
Government’s Direct Payment initiative, and the increasing use of Automated Credit Transfer for wage
payment has increased the need to access transactional banking services. However, banking is not a utility
and as such no individual has a legal right to a bank account. Access to banking services relies largely upon
appropriate product and service provision of financial services providers.

b. Generally, the financial services industry is not set up to cater for people on low incomes or in need of
additional support to open or maintain a bank account. The individual is caught between Government
policies on the one hand which encourage them to access financial services, and the industry on the other
which has little incentive to serve them.

SAFE’s activities

c. SAFE helps people on low incomes open and use bank accounts. SAFE has collated some of its data
and experiences of working with financial institutions at a local level, publishing “Banking the unbanked—
a snapshot” in November 2005. This information provides a useful insight into the institutional barriers
faced by the very hardest to reach groups and informs the debate about access to banking. A downloadable
copy can be found at www.fif.org.uk/news.htm.

d. The report launch has been be used as a platform to make a series of recommendations and calls to
action to the banking industry, British Bankers Association, Financial Inclusion Taskforce and other
interested parties. Based on SAFE’s experiences, the snapshot and service delivery (helping over 2,500
people in the last year to open accounts), we make the following comments:

Direct Payment and Post OYce Card Account (POCA)

e. Given its limited functionality, the POCA does not promote financial inclusion in and of itself.
Moreover, although the POCA is intended to be a stepping stone to financial inclusion, little work has been
done to support migration from this account to a bank account.

f. As originally proposed under the Universal Banking Scheme a fully functional POCA, accessible
through the LINK network (oVering free access to money, as opposed to charging machines in the network),
would provide a potential solution to people for whom the current POCA has proved popular.

g. The Government has funded some work to facilitate a transition to basic bank accounts for Direct
Payment, however there has been no work done on a national scale to ascertain whether these accounts are
maintained or support given to help people maintain them.

h. While basic bank accounts oVer varying levels of service, people are still vulnerable to debt due to
charges liable on the account. There is little support available for previously unbanked people to learn how
to manage their account and a lack of financial capability means the most vulnerable face unaVordable
charges, closed accounts (some banks close an account after three failed direct debits rather than charge)
and bad experiences which are likely to hinder inclusion at a future time.

i. The POCA contract comes up for renewal in 2010. If this contract is not renewed, work needs to be
undertaken well in advance of this date either to design a fully functional POCA or begin support for the
transition to basic bank accounts of a large minority of vulnerable benefit recipients whose only account is
a POCA.

Basic bank account product and service provision

j. As both SAFE’s and the Banking Code Standards Board’s experience shows, people experiencing
financial exclusion receive varying levels of service when they visit banks.

k. Product and level of service provision can act as barriers to entry or penalise basic bank account clients
unnecessarily. Moreover some banks discourage access to other financial products and services and
therefore fuller financial inclusion. For instance, at some banks, basic bank account customers cannot apply
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in the branch for the account and must send their documentation through the post to a central processing
unit, rather than having it verified in a branch and copies taken. Many branches also refuse counter access
to basic bank account customers who are most likely to be in need of additional support.

l. Inconsistent implementation of money laundering guidelines can still act as a significant barrier to
people without traditional forms of identification. Added to this, bank pilots whose aims are to reduce fraud
may often unintentionally have a side-eVect of rejecting more basic bank account applicants.

m. Recent Joint Money Laundering Steering Group guideline reforms are unlikely to have a huge impact
on this situation since the use of one form of identity relies upon the use of a primary form of identification
(eg passport) which people experiencing financial exclusion are usually unable to provide in any case.

n. Whilst banks do engage in individual community initiatives, it may be helpful for the industry to
engage more widely with the communities (housing associations, council, colleges, social workers etc) within
which it works so that alternative forms of identification can be accepted.

o. Working with the Corporate Social Responsibility divisions of banks has had varying degrees of
success in supporting vulnerable clients access accounts (see Pre Budget Report 2004). However, without
access to bank data, it is diYcult to build a business case as to why benefit recipients might be financially
viable future customers for banks. In order to oVer a sustainable solution at a national level, Government
needs to work closely with banks to create a product and service that will meet consumers’ needs.

The Financial Inclusion Taskforce objectives

p. The banks and Government shared target of reducing the 1.9 million households in the UK without
a bank account is laudable but thought needs to be given as to how the hardest-to-reach and most vulnerable
groups in particular will be reached within this goal.

q. Despite this shared goal being a key objective of the Financial Inclusion Taskforce there is no
allocation of funds within the Financial Inclusion Fund to support this work.

r. There is a lack of transparency about the way the entire Financial Inclusion Fund is being allocated
and we would welcome an allocation of the remainder of the fund to developing this particular objective,
especially given the Government’s own commitment to this shared goal.

s. Whilst SAFE agrees with the Taskforce’s principle on facilitating access that there is some need to
stimulate demand for appropriate banking services (for instance, raising awareness and ensuring people are
empowered to make informed choices), any activity arising from this statement needs to fully engage the
financial services industry to ensure that demand is met by supply at a local level (good product and service
provision) and not frustrated.

3. Financial education and access to financial advice (Committee Inquiry Point 3)

Context

a. Action to achieve financial inclusion rests on two key fundamentals: providing access to appropriate
and aVordable products and building financial capability. Without adequate levels of financial literacy
individuals do not have the necessary skills, knowledge or confidence to make informed choices about their
finances and are unlikely to be able to ask the right questions when receiving financial advice.

b. It is generally agreed that financial capability is lowest among people experiencing social exclusion and
deprivation. The poorest therefore pay the most as they navigate the financial services system.

c. Whilst information and help does exist for more mainstream groups (such as that provided by the FSA
and other sources), people experiencing financial exclusion are less likely to be aware of them or have the
confidence or skills to make sense of them.

d. However, an increase in the need for people to be able to take more responsibility for their finances
(through initiatives like Direct Payment, direct payment of housing benefit and introduction of the Child
Trust Fund) means that there is a growing need for independent and free money matters support. Within
a coherent strategy for financial inclusion such initiatives could form an opportunity for the Government
to create a better informed and confident consumer base.

SAFE’s activities

e. SAFE delivers financial capability training throughout all its streams of work to promote access to
financial products and tackle overindebtedness. SAFE does this through free formal and informal education
sessions as well as in one-to-one appointments. In particular, when accessing products, SAFE uses a
framework which leads the individual to make their own informed choice. This is essential in building skills
which can be transferred to other situations and also in empowering the client.
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f. Alongside service provision for clients SAFE has developed resources: the Personal Finance
Handbook, published in partnership with Child Poverty Action Group; and a tutor guide for community
groups wishing to deliver informal education.

g. There is a growing need to train people in this field so that financial capability work can be extended
and quality assured, but also so that it can be incorporated into other work with individuals (eg housing
resettlement, debt advice etc). To this end, SAFE is working with London Metropolitan University to
provide accredited training for people wishing to deliver financial education. This will sit alongside the ifs
qualifications in personal finance and the Basic Skills Agency training for its own tutors.

Co-ordination of the sector

h. Whilst the FSA has taken some responsibility for building financial capability its future eVorts are to
focus on mainstream groups of people. There does not appear to be any clear attempt to promote financial
inclusion. Moreover, where it has been doing some work with groups that would fall into this category (such
as NEET) this is proposed to be dropped.

i. Currently the financial capability sector is diverse, uncoordinated and varying in quality of delivery.
Both financial inclusion and financial capability sectors would benefit from a significantly stronger lead
body with a clear remit to promote financial inclusion within its work. Such a lead body should be tasked
with building a business case for financial education as well as developing a national strategy for
implementation and ensuring sustainability.

Financial advice

j. There is an increasing need for generic financial advice as well as aVordable financial advice. SAFE
supports any steps which can be taken to increase availability and accessibility of these among hard to reach
and low income groups.

k. The Treasury Select Committee may wish to consider ways in which the industry could support a pro
bono advice service in alliance with community organisations, similar to that which is provided within the
legal profession. Similar initiatives have been trialed by Citizens Advice (report published December 2005)
and AXA Financial Services (being piloted in 2006).

4. Incentives and barriers to saving for people on below average incomes (Committee Inquiry
Point 4)

Context

a. Given the current economic climate, low interest rates and the propensity to and ease of borrowing
(even if it is at a price) there is little incentive for people on low incomes to save through the normal
market system.

SAFE’s activities

b. SAFE supports incentives for people on low incomes to save. Even low level savings can act as a barrier
to debt in a time of crisis. Savings also provide further life opportunities and promote positive attitudes
towards money management.

c. SAFE was one of five organisations involved in the successful piloting of the first Savings Gateway
(SG), and has supported HM Treasury with the final drive and support of clients in the second piloting in
2005.

d. Clients accessing the SG benefited from the simplicity of the scheme, finding the language and
conditions easy to understand and therefore accessible (the first scheme oVered £1 for £1).

e. The role of SAFE (as well as the outreach and one-to-one support in accessing the scheme) was vital
for many clients who do not hold the more traditional forms of identification for the account opening
necessary for SG. SAFE was able to act as a bridge between clients and the bank to overcome this and other
barriers around language, literacy and lack of confidence in banking.

f. In follow-up with clients, SAFE looked into the primary reasons clients saved with the scheme. These
included that it was “too good to be true” and because they were saving for something in particular (which
this scheme could help them achieve) such as a computer for their children’s studies or to begin a fund to
set up their own business.
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Saving and borrowing

g. Savings schemes like SG appear to be dealt within isolation. In SAFE’s view it is key that the
Government begins to bear in mind the unintended impact on individuals’ propensity to save of other
Government policies, such as widening access to aVordable credit. Whilst an overarching and appropriate
aim of extending aVordable credit may be to protect consumers from more expensive forms of credit,
without placing restrictions of any kind on the expensive forms of credit, widening access to aVordable credit
is likely to lead to a simple increase in use of credit. The Government with the Financial Inclusion Taskforce
should consider how it intends to limit use of expensive forms of credit in favour of aVordable credit. It
should also consider how it will evaluate the impact of increasing aVordable credit on levels of saving and
overindebtedness.

h. The need for incentivised savings schemes like SG becomes more significant if a savings culture is to
be fostered among low income groups.

i. There is a need for debt advice to address longer term solutions to debt (as well as oVer crisis
intervention) and support clients through on-going debt support, generic financial advice and financial
education.

5. The role of the Government, the Financial Services Authority and other bodies and
organisations in promoting financial inclusion (Committee Inquiry Point 5)

Government co-ordination

a. The Government itself has highlighted the importance of financial inclusion and SAFE welcomes its
recent commitments and indeed this inquiry which ultimately supports financial inclusion and the
improvement of individuals’ lives.

b. SAFE’s one key concern about Government’s role is that whilst there are a number of diVerent
Government initiatives to promote financial inclusion and/or capability it is not clear how these initiatives
link together or are coordinated. There does not appear to be any national strategy for ensuring financial
inclusion is achieved.

Funding

c. Funding continues to be a significant issue for organisations dealing with financial exclusion and it
would appear to be within the Government’s responsibility to consider ways of developing a strategy for
sustainable funding of this work.

d. Whilst the Financial Inclusion Fund is very welcome it is short term; and diVerent portions come on
line at diVerent times, administered by diVerent government departments which does not support holistic
service provision or joined up thinking across the diVerent areas.

e. The administration of the Financial Inclusion Fund does not appear to fit into a wider Government
funding strategy or link to other funding streams (for instance, Phoenix Fund, DWP funding for access to
banking and pre-retirement planning, Legal Service Commission or other funding for debt advice
provision etc).

f. The Growth Fund is subject to state aids clearance and considerable restrictions in its use. However,
there does not appear to be any national strategy, other than the Growth Fund, to support a national scale
up of third sector lending (which should include training, risk management etc). Without a framework for
scaling up third sector lending SAFE questions the usefulness of the Growth Fund in the long term.

Joined up working

g. Solutions do not lie solely with Government, industry and regulators. Intermediaries such as housing
providers, employers and community organisations like SAFE also have an important role to play. Genuine
joined up eVorts are needed to ensure that financial inclusion becomes a reality.

SAFE’s activities: FIF (Financial Inclusion Forum)

h. FIF has begun a mapping exercise of financial inclusion projects across the UK which will go some
way to ensuring a picture of financial inclusion work can be built up.

i. Through its national, thematic and regional events FIF also brings together policy-makers,
practitioners and funders to ensure information and experience is shared as well as best practice promoted.

j. Through its recent Mid-Winter Forums FIF has sought to raise awareness of financial exclusion
particularly among civil servants who are writing or implementing related policies.
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k. FIF is supported by an Advisory Panel including the RBS group (who also provide additional financial
support), ABCUL, Barclays, Citizens Advice, CDFA, FINewcastle, the Financial Services Research
Forum, IPPR and the National Consumer Council among others.

l. Further information about FIF’s activities can be found at www.fif.org.uk.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment (Committee Inquiry Point 6)

a. Money is pivotal to quality of life. Financial inclusion ensures people have access to the tools they need
and the necessary financial capability to manage their money.

b. However, lack of money is not the only source of poverty people on low incomes may experience.
Financial inclusion and the extent to which it combats poverty and increases employment chances must be
seen in the light of how it interacts with other eVorts to improve social inclusion, health and a sense of hope
among people experiencing disadvantage. It is therefore key that financial inclusion be integrated into other
forms of social inclusion work if it is to be most eVective in combating poverty.

c. In SAFE’s experience there are clear links between financial exclusion and employment: for instance,
stress associated with money problems can lead to a loss of employment, which leads to further debt, which
in turn can lead to the loss of bank account which poses a barrier to re-employment. SAFE has had clients
who have had to turn down jobs previously because they could not get access to a bank account. Financial
inclusion would therefore seem crucial in combating poverty and reducing barriers to employment.

d. Financial inclusion initiatives need to address the link between access to financial inclusion and
mitigating the costs of poverty. For example, without an understanding of how to use a bank account
eVectively, consumers may miss out of the chance of cheaper bill payment through direct debits. However,
incorrect use of such facilities (such as through a lack of financial capability) can cause detrimental eVects
through charges or closed accounts. Similarly, access to one’s money through ATMs is undermined when
the only ATM in an area charges up to £1.50 per transaction.

January 2006

Supplementary memorandum submitted by Services Against Financial Exclusion (SAFE)

I wanted to write to you to follow up on a few points that were raised during the course of the morning.

1. Access to banking

1.1 POCA

The possible closure of the Post OYce Card Account concerns us. This is because they are a uniquely
simple, accessible product enabling unbanked people to receive benefits by Direct Payment. As such, its
withdrawal from the market place could mean the exclusion of those who are:

— unwilling or unable to use a more fully featured account

— unable to overcome barriers to opening an account, notably ID/AV and application procedures

As well as this direct concern, the withdrawal of POCA also represents a failure to grasp the possibility
of graduating people through such a basic service towards more fully featured accounts. Related to this, we
consider the possibility of expanding features of the POCA to have real potential provided it continues to
be genuinely debt free (eg no charges for failed transactions).

1.2 Basic bank accounts

We found the Committee’s thinking about basic bank accounts very interesting. As discussed here at
Toynbee Hall, we think problems around basic bank accounts are less about the products or top level
commitment within banks, and much more about patchy implementation at a local level.

Rather than see recommendations for structural change, we believe that a combination of localised
intermediaries from community based organisations, coupled with ongoing consultation and assessment
around core elements of the client experience can make a real diVerence.

We would be interested in taking this discussion further, to talk about further issues such as streamlining
information, marketing and accessibility.
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2. Networks

I wanted to emphasise the importance that we place on developing networks of best practice to be able
to achieve the highest level of potential change in the area of financial inclusion. To this end, we are proud
of the Financial Inclusion Forum, which to date has 250 members and is dedicated to providing support to
practitioners, policy makers, financial service providers and funders. As the first UK-wide network of
projects and associations involved in financial inclusion work we seek to be a facilitator for change in the
sector nationally.

3. A joined up approach to funding

The question was raised about how Government sources of funding work in the voluntary sector.
Through our recent experience with funding streams from the Department for Work and Pensions and the
Department for Education and Skills—we feel strongly that this statutory funding often works in isolation,
without initiating a joined up approach to delivering financial inclusion.

For example, through its Payment Modernisation Programme DWP invested in the creation within
Toynbee Hall of a team of experts working across London with unbanked, low-income and often hard to
reach clients. This work was high-quality, and directly relevant to fulfilling government objectives around
financial inclusion. However, in the re-contracting process, priority was given to narrow measures of cost
eVectiveness within a contracting process, rather than the value to stated policy goals. This resource has now
been dismantled.

Toynbee Hall generates real value for government through these extended networks. We are leading the
Financial Inclusion for London partnership in its bid to the DTI’s Fact to Face Debt Advice Project. This
work will aim to reach the financially excluded in part by reviving the dormant structures which supported
the DWP work.

We are keen for government to capitalise on these existing structures in its eVorts to tackle financial
exclusion.

We hope that Toynbee Hall can continue to engage in creative dialogue with the Treasury Select
Committee. We feel passionately about the work that we do here at Toynbee Hall where we can test actions
at local level that have the potential to become national solutions. We would be delighted to share our
networks and practical experiences with you wherever appropriate.

February 2006

Memorandum submitted by TaxAid

Summary

TaxAid is unique as a charity providing free, specialist advice on tax, tax credits and tax debt for those
on low income. Main beneficiaries are unrepresented taxpayers on low incomes. These include all groups—
families, single people, lone parents and pensioners. It includes those suVering financial exclusion on low or
no incomes. Most are (or have been) employed or self-employed. 40% of problems relate to self assessment:
forms, calculation of tax and payment, 30% tax debt, 30% PAYE.

Most tax return problems relate to the self-employed. This ranges from diYculties understanding how the
system applies to them, obligations and responsibilities in becoming self-employed, failure to recognise that
they are ‘self-employed’, how to keep adequate records, how to complete the self-assessment form, the
timing of tax payments, and dealing with enquiries by HMRC (particularly when record keeping and
business methods are basic). Failure to comply (eg non-registration of trading and long outstanding non-
completion of tax returns) generates about 10% of our work—this can also include those who have not
considered themselves self-employed, but who have small or occasional sources of untaxed income (“casual
earnings”). The consequences of indebtedness to HMRC are profound: because generalist advisers in front-
line debt agencies do not include tax debt in their advice, in the great majority of cases indebtedness to
HMRC is not addressed along with other debts. HMRC is in any case more likely to seek to make debtors
bankrupt than other creditors—and such bankruptcy may well be based on “estimated” debt.

The greatest barrier to (unrepresented) taxpayers’ ability to understand and meet their obligations under
the tax system communicate with HMRC is that tax is very complex. Our experience suggests that the
principle reason why people on low incomes have problems with HMRC is that they do not understand their
obligations. Complexity of the tax regime is compounded for people on low incomes who are also likely to
be entitled to Tax Credits. The sheer complexity of tax results in 3 in 10 tax returns incorrectly completed.

A government committed to tax simplification would be the single best driver of change towards better
understanding of the tax system—but this is a matter of policy rather than administration. Since on past
experience this is unlikely to happen, the Government and its agencies should facilitate access to information
and advice in three ways: 1. by inducing coordination in the provision of advice (ie using the generalist
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voluntary sector to recognise and signpost those with tax problems); and 2. by encouraging the taxpaying
public to take responsibility for understanding their tax aVairs (through public education programme), and
3. by funding the provision of independent—and high quality—tax and tax debt advice, whether by some
form of voucher system for taxpayers or direct to advice providers (using the current network of qualified
tax professionals).

TaxAid is not currently able to quantify costs and benefits to low-income clients as sample cases studied
are too small to make general statements: broad-brush costs and benefits in London indicate that the average
apparent indebtedness of clients in £10,000 (which on average after proper assessment by a qualified tax
adviser is typically reduced to a figure of around £500–£700) at a cost to TaxAid of advising each client at
an average of £100. These outcomes have great potential to combat poverty and keep people in their self-
employment. Rather lesser average indebtedness—and consequently savings from correct assessment—are
made for those on PAYE or Tax Credits overpayments, but the outcomes for them are equally dramatic as
they are usually on the lowest incomes. We suggest that there are huge costs—and potential savings—to
HMRC of case closure and ultimately to the public purse since a single taxpayer’s case can sit unresolved
in five separate departments in HMRC (collection, compliance, VAT, NI, and Tax Credits).

1. Background

1.1 TaxAid is unique as a charity providing free, specialist advice on tax, tax credits and tax debt for those
on low income. We also provide specialist advice and training (especially on Tax Credits and tax debt) to
front-line advice agencies that work with those experiencing disadvantage. We aim to provide tax awareness
training to our partners, and to encourage referrals in suitable (more technical or complex) cases. Services
are provided via a national helpline, and face-to-face sessions in London and Birmingham.

1.2 Main beneficiaries are unrepresented taxpayers on low incomes. These include all groups—families,
single people, lone parents and pensioners. It includes those suVering financial exclusion on low or no
incomes. Most are (or have been) employed or self-employed. Some have tried to sort matters with the
Inland Revenue and failed, others want pointers to know where to start, and some need more help as they
are unable to represent themselves adequately to HM Revenue and Customs (HMRC), whether because of
language or numeracy diYculties, or general problems dealing with oYcialdom or forms. This includes but
is by no means confined to those with limited skills; those with health problems (particularly the long-term
sick and those suVering mental ill health); and victims of catastrophic circumstances in terms of health or
as a result of crime, bereavement or relationship breakdown. We particularly serve disadvantaged ethnic
minority communities suVering multiple disadvantages (cultural barriers; poor education, skills and
language problems; low incomes; coerced into self-employment, or in multiple short-term employments
interspersed with benefits); all groups are likely to lack of awareness of financial matters. We currently serve
approximately 4,000 clients pa (includes 700 casework).

2. Scale of the problem facing taxpayers

2.1 Of 27 million tax payers 80% are unrepresented. Approximately 10 million are within Self
Assessment, some 4 million self-employed. Our experience of people in self-employment on low incomes is
that they are sole traders with no additional internal resources in terms of management skills like budgeting,
management accounts or cashflow analysis. 13.5 million people have incomes under £15,000. [HMRC 2005].

2.2 Analysis of our client base and the major problem areas show [from Annual Accounts and Review]:

— 40% of problems relate to self assessment: forms, calculation of tax and payment

— 30% tax debt

— 30% PAYE

2.3 Self Assessment—most tax return problems relate to the self-employed. This ranges from diYculties
understanding how the system applies to them, obligations and responsibilities in becoming self-employed,
failure to recognise that they are ‘self-employed’, how to keep adequate records, how to complete the self-
assessment form, the timing of tax payments, and dealing with enquiries by HMRC (particularly when
record keeping and business methods are basic). Typical problems relate to questions re deductible expenses,
calculation of tax, amount and timing of collection (eg payments on account), and making arrangements to
pay when tax bills cannot be met when due. Failure to comply (eg non-registration of trading & long
outstanding non-completion of tax returns) generates about 10% of our work—this can also include those
who have not considered themselves self-employed, but who have small or occasional sources of untaxed
income (‘casual earnings’). Enquiries and investigations are only a small proportion of the Self-Assessment
problems we see—possibly because the proportion of self-employed who are represented is higher.

2.4 The self-assessment form also causes problems for those who are surprised to find themselves in self-
assessment. (Many people believe that self-assessment applies only to the self-employed). For example,
pensioners with no income other than State pension (including SERPS and graduated pension) find
themselves outside the PAYE system, and obliged to complete a self-assessment return and pay (often
unexpected) lump sum tax demands.
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2.5 Tax debt is the next major area where we are the only providers of advice303. As this is an area where
taxpayers may need to negotiate with HMRC they often feel the need for independent advice before
contacting HMRC to take matters forward (see also below in section 3).

2.6 Indebtedness to HMRC arises from various circumstances which can have consequences which are
out of all proportion to the initial obligations to the tax due (because of additional penalties and interest if
not handled properly and promptly). It can arise from additional small earnings of those on State pensions;
2nd jobs (ie people on low incomes are more likely to have complex work patterns); overpayments on Tax
Credits of the order of £2 billion [National Audit OYce 2004] susceptible to claw-back; self-employment
(voluntary and coerced, often because they are otherwise unable to find employment)—and results in
outstanding tax returns which cause HMRC to raise estimated demands. In addition, HMRC itself gets 30%
of PAYE codings wrong (NAO 2005). This level of error impacts more heavily on those most disadvantaged
in terms of education and access to advice. Understanding entitlement to Tax Credits is important in
reducing indebtedness (both to HMRC and generally). The poorest households failing to claim the benefits
to which they are entitled (£1.5 billion in unclaimed Tax Credits: NAO 2004 figures). The Revenue has no
obligation to inform individuals of their entitlements—which may be substantial— to oVset against their
liabilities.

2.7 The consequences of indebtedness to HMRC are profound: because generalist advisers in front-line
debt agencies do not include tax debt in their advice, in the great majority of cases indebtedness to HMRC
is not addressed along with other debts (no criticism is implied here—tax is too specialist to be taken on by
unqualified advisers).

2.8 Research undertaken by TaxAid in 2002 in a survey of 30 key generalist money advice agencies
illustrated that none of the participating advisers understood that tax bills are “determinations” ie
essentially estimates. Nor did they give optimum advice in respect of tax debt (see results of gap survey in
Appendix304). The survey demonstrated that those with tax debt who approached the generalist VCS were
being ill-advisedly referred back to HMRC (with whom they were in dispute) or were advised to go
bankrupt—totally unnecessarily, since the debts were estimated and based on determinations. As a result
of these findings TaxAid has undertaken to train the VCS in our areas of operation (currently London and
Birmingham) and is finding a greater awareness of the significance of determinations (and referrals to
TaxAid for help where we are able to provide it).

2.9 If tax is not included as part of the overall debt assessment (for court consideration for example), the
likely outcome is that many years later and when other debts have been cleared, the tax-debtor can find
himself made bankrupt by HMRC as the debt has increased out of all proportion with the addition of
penalties and interest (for example where an Individual Voluntary Arrangement ignores current tax or VAT
obligations). HMRC is in any case more likely to seek to make debtors bankrupt than other creditors (and
especially for those with debts at £5,000 and higher), which makes it vital that advisers refer those with tax
debt when they initially present themselves.

2.10 More than 30% of clients contact TaxAid about PAYE. PAYE no longer serves taxpayers who have
much more complicated lives than when it was set up in 1944 with the expectation of jobs for life and a single
employer. Problems with PAYE codings arise where:

— There are multiple short-term employments (or employments interspersed with taxable benefits)

— employers may not deal adequately with PAYE forms on a suitable timescale. For instance, people
in lowpaid employments with a succession of short-term jobs (particularly students and young
people) often find it diYcult to obtain P45s from employers (especially agencies) on a timely basis
(if at all). If the forms are provided to the new employer, it may be “too late” for them to be
processed into starting arrangements. We understand only 30% of P45s issued get processed back
to the Revenue for a new employment (or benefits)305. This often leads to BR code being used,
overdeducting tax which it may be diYcult to reclaim because of the “paperchase” involved.

— We also see problems where people have moved between taxable incapacity benefit and back into
work (also with Jobseekers allowance, but co-ordination here seems better). If the taxable benefit
is not taken into account in the follow on employment, an unexpected underpayment can arise.

303 Tax debt is typically excluded from general debt advice (eg excluded from Individual Voluntary Agreements, so that debt
consolidators (like PayPlan) or debt advisers (from organisations like Consumer Credit Counselling Service, National
Debtline, Business Debtline, Citizens Advice etc) do not typically include tax debt. Without concurrent tax debt advice clients
with general debt are at risk of finding that their HMRC indebtedness has increased massively with interest and penalties. A
further risk is that those with burgeoning tax debt will go to extortionate loan consolidators who typically “negotiate” with
HMRC for a repayment schedule based on determinations, rather than assess the true debt (ie the consolidators have no
interest in reducing the debt as their fee depends on there being a debt to meet).

304 Not printed.
305 HMRC has undertaken an exercise to redesign the form P46 (for use when a P45 is not available). The redesigned form

increases the number of job-changers for whom a cumulative code can be operated automatically. But we understand its design
was constrained by computer functionality—both employers and HMRC recognise that more ‘categories’ of joiner need to
be identified to avoid either under or overpayment of tax during the year—both of which the PAYE taxpayer may not be
aware of.
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— More than one employment is held at a time (eg, several part-time jobs)306

— Multiple personal allowances given—too little tax deducted because a personal allowance has been
given against more than one job;

A particular type of multiple income is pensioners with eg continuing employment income,
occupational pension and State pension. Often, pensioners are surprised to find that State pension
is taxable. If it is omitted from their coding, they do not realise it should reduce the personal
allowance available against a continuing employment, or other pension income taxed under
PAYE. Form P161 is intended to deal with this—but we understand the return rate is not good,
and even where it is completed and returned, the information may not be processed accurately.
The Inland Revenue should in any case have details of State pension from DWP—but again, this
is not always properly processed. Where pensioners continue to be employed, there are
complications because diVerent Inland Revenue oYces deal with the employment and the
occupational pension, and the DWP deals with State pension. Scope for confusion is rife—and not
just for the taxpayer.

2.11 The whole question of employed or self-employed status is one fraught with diYculty, where often
those most in need of work, or most lacking in tax or financial awareness, can be forced into “self-
employment” without realising the consequences. We meet this with groups from migrant domestic workers
to skilled workers (including journalists, shop and oYce workers).

2.12 People throughout the income scale may also be internationally mobile—so they may have problems
with tax residence, self assessment on overseas employment (or self-employment) income, or with
establishing the UK tax status of employment income in the UK under double taxation agreements, etc.
Along with income tax, those on low incomes have to deal with national insurance, and now often with tax
credit claims. There may also be the interaction of the tax and benefit systems.

2.13 Those on low incomes may also have complex lives in terms of capital gains tax, and possibly IHT
(or establishing these don’t apply), again with complications of domicile and residence in some cases. VAT
can also apply, even where profits are low. Business as well as individuals is now more mobile and may trade
across frontiers.

3. Response to Q 3: Financial education and access to financial advice

3.1 The above description of TaxAid’s work and client base illustrates that those on low incomes have
complex lives and correspondingly complex tax to understand. They may need only to know about 5% of
the tax system—and ignore the 95% which does not apply to them. However, the challenge for the non-tax
expert is to understand which bits of the tax system comprise the 5% for them. See for example at
Appendix307 the range of problems and outcomes presented by the first 50 clients to present themselves for
advice at the new pilot TaxAid advice service in Birmingham (during 2005).

3.2 Low incomes taxpayers also often need information on how and which bit of HMRC to contact, what
their rights are when things go wrong, and how to complain.

3.3 On occasion they are poorly served by the unregulated tax advice market (including debt
consolidators who represent themselves as tax experts) and so need independent advice to represent them
to HMRC.

3.4 In TaxAid’s experience those working on low incomes have very similar needs in terms of financial,
tax, tax planning and financial management advice as those who can aVord to pay an accountant or qualified
tax professional.

Appraisal of current information and support

3.5 There is a gap in the provision of tax and tax debt advice to those on low incomes. TaxAid is unique in
providing accessible, free advice available on tax and tax debt across the UK through its telephone helpline,
together with face-to-face services in London and Birmingham. TaxAid’s bid under the DTI FIF is to extend
face-to-face advice nationally.

3.6 There is some random, small scale, non-networked help given pro-bono by some accountants but this
is often as a consequence of historical past relationships eg to the widow of a former client. Accountants
and tax practitioners are very unlikely to advise tax debt clients308.

306 HMRC recognises that the PAYE system often does not deal satisfactorily with people with multiple employments. Some
30% of PAYE taxpayers are not on correct codings. The redesign of Notice of Coding P2 does set out more helpfully how the
code is arrived at—but we find most taxpayers ignore this. They do not realise that they have any responsibility to check that
the coding is correct or based on correct information.

307 Not printed.
308 This is due largely to two factors: tax debt is likely to involve non-compliance which brings with it obligations for tax

professionals to report under the Money Laundering Legislation. Because of their circumstances such clients are unable to
pay—and the work involved for tax professionals can be substantial, so they have no experience in taking up such cases and
negotiating with HMRC.
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3.7 Tax Volunteers operate in some (believed to be approximately 20) Age Concern day centres for
elderly people—and give advice to their service-users across the range of pension and savings-related tax
issues (ie so limited geographically, in content and in terms of clients served).

3.8 The voluntary sector itself also has occasional tax advisers (we believe it to be on a very small scale
and generally to be inadequately monitored in that non-tax experts are assessing the outcomes). See
Appendix309 for an appraisal of the access to tax advice from our study of gaps in provision by generalist
debt advisers. TaxAid operates an advice service for the voluntary sector which serves their clients when
they are required to address tax problems. In addition, most clients are referred by front-line advice agencies
that were unable to address the complex needs where tax debt or credits are concerned. For the vast majority
no other source of advice was available other than TaxAid, in part because no provision exists for tax debt
and in part because referral to HMRC was not appropriate where clients need an independent source of
advice (at which point it is practice to refer those people to the correct department in HMRC).

HMRC

3.9 Helplines and call centres: there are still complaints about not being able to get through (though there
has been some improvement since area reorganisations earlier in this year). For service concerns, see below.

3.10 Website information—access to Inland Revenue manuals on the website is very helpful for
professionals. There is an enormous amount of information available on the Inland Revenue website—but
this in itself can make it diYcult to find (or be confident) about the answer unless you know what you are
looking for. The HMRC website is more successful at dealing with specific situations—eg how do I claim
a refund of tax? The reports from unrepresented taxpayers who have filed on line are generally good—
though some cross checks we would expect to exist in the system do not apparently exist (eg, a taxpayer
received an unexpected bill for National insurance class 4 which was not included in the calculation of tax.
She was not over pension age, profits were not below the small earnings exception, and she had not claimed
exemption from NI).

3.11 On-line payment—people generally find this easy and satisfactory.

3.12 Face to face—we receive complaints about long waiting times at Inland Revenue Enquiry Centres
(IRECS), only for taxpayers then to be told they need to call a helpline/call centre, write, or complete a form
on-line. If the reason they have made the eVort (and in some cases taken time oV work) to attend an IREC
is because they need help, this is not satisfactory.

3.13 It has generally been diYcult in many areas to get home visits for the elderly/disabled who cannot
get to an IREC—and with cutbacks also in IREC staYng the least able to deal with paperwork may find it
diYcult to get appropriate support and help.

3.14 Written information: there are comprehensive guidance notes, but people find it hard to identify the
bits which may be relevant. Even for professionals, some of the more unfamiliar areas are diYcult. People
new to Self assessment are often very worried about getting it wrong—and often need reassurance about
what isn’t relevant for them.

3.15 Self-employment: HMRC provide substantial information about starting up, and in some areas
Business Support teams are very active in providing seminars etc for start-ups and small businesses at critical
points—eg, taking on first employee. But provision is patchy (for instance, can be diYcult to find in
London).

3.16 People can fail to access the information because:

— they ‘find themselves’ self-employed, rather than deliberately setting out to start up in business

— they are daunted by the amount of information, and cannot find an easy route to the small
proportion of it they need

— their skill and interest is in the work they do, not in keeping records, accounting, tax forms etc—
it is just a chore, not regarded as providing them with any useful information

3.17 Information and support needs to be timely. For instance, people often need support in completing
the first tax return. We are often asked for specific advice about treatment of expenses, personal use items,
capital allowances—at the point where people have the form in front of them and don’t know what to do.
Support at IRECS for taxpayers with tax forms tends to be limited to which boxes figures should go in—
not how to arrive at the figures. That is HMRC is not in the business of providing advice in the way that a
professional tax adviser does.

3.18 Employees and pensioners—exemplify the major problem that the vast majority of people at the
lower end of incomes do not appreciate that understanding tax is their responsibility (and we suspect this
to be true of people further up the income scale). This is a basic message which the PAYE system obscures—
until things go wrong. HMRC have set up TaxandU (student site) which is helpful—but many young people
still find out about the tax system by (not always accurate) word of mouth.

309 Not printed.
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3.19 Information and support—HMRC does issue some leaflets in a variety of languages, and in large
print, operate textphone etc to make information widely available. However these and face-to-face help are
very resource intensive. There have been well-publicised particular problems with tax credits.

3.20 Accessibility of advice—the structure of HMRC makes it diYcult for people to know where they
need to go for help. People are surprised that there is no single point where taxpayers can access all details
about their tax position (eg pensioners who continue working may have to “juggle” between two tax oYces,
or clients can both owe money to HMRC under SA and be owed money under PAYE or Tax Credits).

3.21 Where to go in HMRC depends where they are in the process (so for instance separation of
compliance from collection—and even collection of income tax and national insurance, let alone VAT,
invites traps). HMRC management is of course aware of this and seeking to develop “single entry” for
taxpayers—but there are barriers to successful resolution (see below).

3.22 HMRC is itself a victim of tax complexity. So there is a trade-oV between full information and
overburdening general public with detail. For instance, information on Tax Credits literature is dense and
diYcult to understand—but even so doesn’t include full information to make a correct claim (eg invites
errors in terms of what is eligible income). Complexity also impacts on the HMRC—as noted above, the
website is comprehensive, but this makes it diYcult to access unless you know in advance what you are
looking for.

3.23 On the whole the written information leaflets are good and understandable for that proportion of
the population prepared and equipped to read them. Specific situation leaflets are particularly helpful eg
“What to do about tax when someone dies”. General leaflets less so—although CGT1 is comprehensive,
and is quite well set out, few people are prepared to wade through 80 pages to work out if they have a Capital
Gains Tax problem. It is now not that unusual for unmarried couples on not high incomes to own more
than one property.

3.24 Oral information is less reliable. Taxpayers feel understandably aggrieved if they have sought
information from HMRC, been misinformed (or misunderstood, or failed to ask precisely the right
question) and are then held accountable for unexpected tax. Frequent complaints are:

the oYcer did not seem to listen to the query—for instance, on asking about payments on account
and saying they had never had to pay these before, the response was: “you must have. You’re in
self-assessment”—but actually they hadn’t, as taxable profits had not previously been over £500—
so they really did not know how payments on account worked. But they did not get the explanation
they needed;

the assumption was they were lying, or trying to get away without paying the correct tax—when
all they wanted was information. “Now you’ve explained how it is that I really owe this, I’ll make
arrangements to pay it. But why should I pay if no-one has explained how it’s due?”

3.25 Clients often tell us they did not feel they got an answer to the question they were really asking; they
couldn’t understand and act on what they were told (and everything from jargon to speaking accent can
cause problems here); concern about the reliability of the information received meant the client wanted an
independent “second opinion”. It is not clear what steps HMRC take to ensure the accuracy of information
provided—certainly a substantial proportion of TaxAid clients (10–20%) who have already approached the
Inland Revenue for advice do not seem to have received (or understood?) correct information.

3.26 This can also be the case with written communications. If a previous underpayment of tax is “coded
out” in a Notice of Coding, we understand that instructions to oYcers are that a letter should be sent with
a full explanation, if it cannot be given on the Notice itself. Too often the “explanation” is: “You didn’t pay
enough tax last year so I am collecting extra tax through your notice of coding next year”. What this doesn’t
answer is the obvious question: “How did this happen?” (and sometimes, “How will I know it won’t
happen again?”)

3.27 The proportion of incorrect information for Tax Credits was initially substantially higher. Incorrect
information is still being given, eg in relation to losses, foster carers, but appears to have improved.

3.28 Taxpayers are understandably aggrieved if they have sought information from the Inland Revenue,
act on it and are then told their understanding is incorrect, and unexpected tax is due. Taxpayers are
encouraged to seek information from the Inland Revenue if they are unsure in dealing with their self
assessment returns, so they need to be able to rely on the information they are given. The diYculty is that
if an area is complex, it is diYcult to be sure about the accuracy of an answer unless it is given to a question
in writing setting out all the facts. But unrepresented taxpayers may not be in a position to know what is a
‘routine’question, and what needs written advice to be relied upon.

3.29 Provided eYciently?—If the taxpayer has not ‘received’ the appropriate information, then it has not
been communicated. EYcient communication is not necessarily the short term quickest-listening at length
and providing the information they need may resolve the situation more eYciently. Clients do report they
feel that particularly at call centres the oYcers are measured on how many calls they deal with—not whether
they actually resolve a problem. There are also ineYciencies from the taxpayer’s point of view if they can’t
contact the Revenue promptly when they want to, or get passed on from oYce to oYce—this can’t be
eYcient for HMRC either.
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3.30 There is also frustration with perceived ineYciency when taxpayers are required to provide
information more than once—eg, separate forms for tax and tax credits, or completing a tax return when
the only income is State pension, paid out by another Government department.

3.31 Our clients in these cases turn to us because their experience was unsatisfactory in terms of lack of
confidence in the response, including that they were given half an answer and/or not understood the HMRC
response.

3.32 It is particularly frustrating for taxpayers in circumstances when HMRC should have the
information already (eg provided to some other department)—see above, and below at barriers.

3.33 Also diYcult when all the necessary information is not provided to enable the taxpayer to
understand their situation fully or to respond (eg calculations not provided to enable Tax Credits claimants
to judge whether they are being paid the correct amount, and real diYculties in tracking changes in
assessments, payments etc on the current Statement of Account, though a revised form is due to be
introduced which should improve readability).

4. The barriers to (unrepresented) taxpayers’ ability to understand and meet their obligations
under the tax system communicate with HMRC

4.1 Complexity: tax is very complex. Our experience suggests that the principle reason why people on low
incomes have problems with HMRC is that they do not understand their obligations310. Complexity of the
tax regime is compounded for people on low incomes who are also likely to be entitled to Tax Credits. The
sheer complexity of tax results in 3 in 10 tax returns incorrectly completed (NAO figures 2005), indicating
a need for professional tax advice. A tax system that is simple, easy to understand—and stable—would mean
that taxpayers would be better able to meet their obligations. And their advisers in the generalist voluntary
advice sector would be better placed to advise them in relation to Tax Credits311—or refer them for specialist
advice where tax is involved.

4.2 Fear: of authority, of forms, of financial matters, of not being in control, of feeling stupid

4.3 Culture/language: jargon or terms with specialist meanings (eg determination—not understood by
the general public or advisers in the general front-line advice agencies), or explanations of procedures which
are obvious to the Revenue oYcer, but uncharted waters to the taxpayer.

4.4 Particular problems for non English speakers and those with English as a second language; also
immigrants/migrant workers unaware of tax laws and the general tax system (including employment rights
etc) and those from BME communities who have cultural barriers in terms of accessing advice (particularly
women) are less well served by community organisations dedicated to their specific ethnic groups. Coerced
“self-employment” status (for example foreign domestic servants are vulnerable to coercion and employers
require them to declare involuntary self-employment which conflicts with the terms of their rights to stay in
the UK) is one example where HMRC make such pressurized individuals pay the back tax.

4.5 The pressures of making a living cause diYculties in meeting tax obligations. 80% of self-employed
people are sole traders who have no additional internal resources in terms of financial management skills
like budgeting, management accounts or cash flow analysis.

4.6 Those on low income employment and self-employment (voluntary or involuntary) are more likely
to have limited education and skills, but more complex working lives (in and out of work, benefits, part time
jobs and occasional employment and self-employment) and more complex interaction with HMRC.

4.7 Access and independence: Those on low pay do not understand what accountants/tax professionals
do (this is true of people on somewhat greater incomes too, but their friends and contacts point them in the
right direction if they need advice). TaxAid often advises in circumstances where people have inadvertently
found themselves indebted to HMRC because they do not have enough understanding of tax to realise that
they need professional advice. People are loath too to contact a government department, and especially if
they are in dispute with HMRC and need independent advice.

4.8 DiVerentiating the “can’t pay” from “won’t pay” is a perennial problem for HMRC. Cost is an
important consideration for those on low incomes when making decisions as to whether to come forward
(and understand what their tax liability actually amounts to) and comply with their obligations—as is
flexibility. For example, if it can be demonstrated that HMRC will understand their personal circumstances
and help them meet their tax debt repayments at a level that they can manage and sustain, people are more
likely to enter a dialogue with the Revenue—and indeed continue in employment to meet their obligations.

4.9 A trend in “deskilling” at contact points in HMRC in a move away from a “generalist” knowledge
of tax matters—this can give problems in accurately identifying information and level of advice needed. (For
instance, one client’s problem was rapidly resolved once we told her to ask for a CGT specialist in her local
Revenue area. She had previously contacted the local oYce several times, but got nowhere).

310 We understand that this is also the conclusion in an internal report written by HMRC (2003).
311 Tax Credits are a particular illustration of the problems created by complexity; in our experience the generalist money adviser

does not have suYcient understanding of tax law and practice to accurately advise (for instance TaxAid trainers have found
that the vast majority of unqualified advisers do not understand what is eligible income for the purposes of Tax Credits).
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4.10 Groups with particular diYculties meeting their obligations include:

— Those with serious mental or physical illness—are tax returns really necessary where psychiatrists
“prescribe” therapeutic (self-employment) work for their patients?

— Self-employed whose businesses have stopped abruptly—often because of some catastrophic
background event (random events such as they became victim of crime, marital breakdown,
bereavement, sudden serious illness, or business failure leading to depression etc) can find it an
overwhelming burden to try to deal with “sorting out the paperwork” on the now defunct business.
But if not dealt with, HMRC will generally pursue debt on the basis of determinations—which
may have the eVect of exacerbating the problems.

5. Response to Q5: the role of Government, FSA, others

5.1 A government committed to tax simplification would be the single best driver of change towards
better understanding of the tax system—but this is a matter of policy rather than administration. Since on
past experience this is unlikely to happen the Government and its agencies should facilitate access to
information and advice in three ways: 1. by inducing coordination in the provision of advice; and 2. by
encouraging the taxpaying public to take responsibility for understanding their tax aVairs, and 3. by funding
the provision of independent—and high quality—tax and tax debt advice, whether by some form of voucher
system for taxpayers or direct to advice providers.

5.2 Serving people in a “holistic” way in respect of financial inclusion to include their tax problems needs
coordination of the providers—and some sort of inducement to work together—the obvious route is
through conditions set with government funding. This is because the voluntary advice sector is fractured
and works uneasily together (and sometimes uneasily even within a federal organisation). The sector is also
opposed to working with those who provide paid services (eg financial advisers/debt agencies which take a
fee, rather than those that raise money through donations and fees from Local Authorities for example).
This is often the result of funding barriers and geographic boundaries ie voluntary sector bodies are funded
for specific advice-giving subject matter and often confined within Local Authority boundaries, both of
which inhibit wider problem resolution—and/or referral for specialist advice. Care of course has to be taken
by government departments to facilitate coordination with a light touch or the flexible manner in which the
voluntary sector meets grass roots needs will be damaged.

5.3 People—and especially those on low incomes who are unrepresented—need to understand the tax
system for themselves and take responsibility for their tax (ie although tax coding information is provided
by HMRC to all taxpayers we find that few of our clients have taken note of it). People thus need:

— a better general grounding in their responsibilities under the tax system; the current “soft”
messages (eg in TV advertising) conveyed to taxpayers encourage compliance rather than educate
taxpayers about the harsher side of requirements to meet responsibilities

— specific information to meet their individual circumstances—the problem is that it needs filtering
so that they only have to understand the 5% of the tax system currently relevant to them;

— access to independent advice both before and when things go wrong.

5.4 Tax and its complexity derives from government legislation and HMRC practice, so logically
government should pay for those who are unfortunate enough to be caught up in a system which seems to
assume that taxpayers have professional advisers. In any case, since this is seen as a statutory responsibility
no other source of potential funding for charitable endeavour has to date been prepared to fund at a level
to meet need.

5.5 Our experience is increasingly that people—and even those with complex problems and literacy/
language/numeracy problems—want telephone advice and information in the first instance. This is because
those people who are not dependent on welfare benefits often do not wish to give up time to handle their
aVairs by taking time oV work. People are also more familiar with helplines across a range of their needs
for advice and information. What does soon become apparent is that they do need help to fill in and file their
tax returns, so that they avoid some of the pitfalls which are liable to blow up into crises; this aspect requires
face-to-face help from a qualified tax professional. Underlying this is a need for improved financial
management (eg simple management accounts, record-keeping, cash-flow analysis, understanding how to
cost their output).

5.6 Accountants and qualified tax professionals with FSA accreditation are an ideal source of provision
of money advice, given that they already provide it to people who can aVord to pay for advice. (The plan
for the expansion of tax debt advice that TaxAid is proposing under the DTI FIF is to contract accountants/
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tax professionals to deliver services alongside their usual client work. This will require TaxAid to train,
monitor and support in specialised elements of tax debt and Tax Credits indebtedness, and to act as “broker”
in terms of allocating needy clients312.)

5.7 In TaxAid’s experience to fully benefit from tax advice clients need some degree of financial capability
to be incorporated into self-help style of tax/tax debt advice (for example in showing people how to fill out
a tax return the importance of keeping accounts can be brought out). One-on-one follow-up meetings are
also a possibility, as are issue-based seminars (eg we are currently running them on Tax Credits and on Tax
Issues for Foster Carers).

5.8 In the case of tax debt people need independent advice about the options open to them, for instance,
as long as the Revenue applies a ‘needs based’ case by case approach to time to pay arrangements. Some
other tax jurisdictions disclose and apply mechanical rules for the payment of tax by instalments depending
on income levels and family circumstance. This may be less responsive to individual circumstances, but has
the advantage for the taxpayer of providing known parameters within which instalment arrangements are
likely to be acceptable.

5.9 The application and renewal forms for Tax Credits have resulted in some 6 million people completing
income information, many of whom are in PAYE and not required to complete a tax return. Is this a step
towards a universal tax return which captures information for both tax and Tax Credits purposes? Such a
system would need support to enable people to complete it, for instance, by giving everyone a voucher to
go to an independent qualified tax adviser. But the benefits to individuals—and no doubt to the public purse
and eYcient operation of HMRC would be immense (see further discussion below).

6. Response to Q6: the benefits of financial inclusion .

6.1 The outcomes attributable to preventative advice are notoriously diYcult to measure (eg avoiding
loss of home, livelihood, marriage)—or indeed to trail back to the intended driver of change in that evidence
of cause and eVect is diYcult to prove. Let alone attribute costs to avoidance or occurrence. A single measure
of outcome doesn’t adequately capture the benefit (eg how much was the actual tax debt), because it doesn’t
capture the ancillary benefits or the savings to HMRC of case closure (in any case HMRC do not themselves
measure cost of cases—either those which lie open or which are resolved). Outcomes and benefits are costly
to capture, in part because the eVects are sustained later in the process and clients are reluctant to follow-
up with analysis of their case for statistical purposes.

6.2 It is in this instance too unspecific to make policy decisions about value of investment to measure
broadly comparable outcomes (for example the Association of London Government outcome that people
are more “confident” after the service), in part because it is susceptible to diVering interpretations and in
part because it is within easy reach of any advice organisation, so doesn’t benchmark.

6.3 The opposite of comparable outcomes—ie best outcome per client—might seem a sensible measure,
but invites value judgements (eg often no absolutely best outcome, rather what fits with individual case since
on one view bankruptcy might be the best option, but the client may want to continue “trading out” of
his debt).

6.4 In the case of tax debt no case is ever closed; it is merely “remitted” and may be re-opened should
clients’ circumstances improve. Perhaps the single best outcome for client and HMRC is that a line of
communication has been opened and that the client has independent advice in order to represent his
interests.

6.5 Over time, despite the reservations expressed above in respect of tracking benefits, a decrease in the
rate of errors on self-assessed tax returns (currently at 30% of returns filed) and on Tax Credits returns would
provide some evidence that access to advice on tax matters was delivering a desirable outcome. However,
this would be undertaken in a shifting environment in that HMRC is withdrawing some of its Enquiry
Centres so that less help to the public will be available in future. At the same time an improved result might
be due to improved HMRC procedures and form design.

6.6 Outcomes (of TaxAid’s intervention) and Social Return on Investment

See Appendix313 for outcomes of the 50! cases helped in outreach pilot services in Birmingham to
illustrate the success of intervention by TaxAid. This illustrates that we monitor a clients progress through
our services, capturing details of the problem(s) they come to us with and the solutions/outcomes we help
them achieve. The outcomes illustrate the wide-ranging need for tax debt advice which cannot be met by the
front-line debt agencies. This is too small a sample to make general statements in respect of cost benefit but
broad-brush costs and benefits in London indicate that the average apparent indebtedness of clients is

312 TaxAid’s proposal to the DTI under the FIF programme incorporates the national tax helpline manned by highly qualified
tax professionals who are able to be the first step in resolving complex tax and tax debt problems and filter people who need
more detailed face-to-face advice. The key is to use only qualified tax professionals (typically with 5 years training and
subsequent hands-on experience), train them in specialised tax and tax debt issues for those on low incomes, and to have a
strict regime of real-time quality control. This is essentially how the best accountancy firms operate.

313 Not printed.
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£10,000 (which on average after proper assessment by a qualified tax adviser is typically reduced to a figure
of around £500–£1,500)314 and that the cost of advising each client is an average of £100. These outcomes
have great potential to combat poverty and keep people in their self-employment. Rather lesser average
indebtedness—and consequent savings from correct assessment—are made for those on PAYE or Tax
Credits overpayments, but the outcomes for them are equally dramatic as they are usually on the lowest
incomes. See Appendix, Social Return on Investment for direct financial benefit from TaxAid’s advice.

6.7 The matrix in Appendix illustrates:

That there is not an exact correlation between the indices of multiple or social deprivation and financial
exclusion—in some cases people with adequate or good education levels, literacy and numeracy skills were
not in a financially secure position enabling them access to the financial expertise they lack (and see 6.10
below).

6.8 Nonetheless, those with limited education and skills are more vulnerable to having complicated
working lives (eg coerced into self-employment without understanding the implications in terms of their tax
obligations).

6.9 That those who have worked at income levels below £15,000 p.a. in some capacity (employed or self-
employed) are unable to aVord appropriate advice when some background event forces them into
indebtedness to HMRC (lack of provision in the case of tax debt and potentially huge cost where HMRC
investigations are involved). The estimated average client’s costs if they were to go to a firm of accountants
would range between £250 for a simple tax return to £2,000—and could be several thousand pounds for
those who are faced with an HMRC investigation.

6.10 That they are largely in the unfortunate circumstances in which they find themselves because of some
catastrophic background event (which may be business failure or random as they became victim of crime,
marital breakdown, serious mental or physical illness). This is in direct contrast to those who have Individual
Voluntary Agreements (IVAs) negotiated by general debt agencies where debtors typically put down “living
beyond their means” as the main reason for their debt as against 20% who cited loss of employment or
marriage breakdown (PricewaterhouseCoopers, Nov 05).

6.11 That people on low incomes often have hugely complicated tax problems, of a range similar to those
who do have professional advisers, but compounded by additional factors including such as Tax Credits
and complicated work patterns. Advice on the sample included that on: self-assessed tax returns, pre-owned
assets and inheritance law, National Insurance, PAYE, allowances losses, non-taxable expenditure for
various trades and businesses, employment status, company law obligations, partnerships, construction
industry scheme regulations, debt enforcement and Court proceedings, repayment negotiations, disputes
with HMRC etc.

6.12 Much of the above could theoretically be handled by existing tax professionals if people had the
resources (on average £250 per hour for an accountant—and a complicated case involving an investigation
could take tens of hours over many years). The problem is that neither clients, nor the tax professional
initially know how long to budget for in particular cases. This is in part because these clients haven’t had
good initial financial advice that our advisers have to be more concerned with intervention at a later—and
more complicated stage—in unpicking the various tangles than is the usual work of the tax profession. For
example, a common practice in some communities is to make wives “sleeping partners” of businesses—this
is often to the detriment of the women and especially so on the death, desertion or business failure of the
spouse because they are held responsible for their husband’s tax debts. A consequence of this practice is that
it is very time-consuming to advise and provide satisfactory evidence to allow case closure at HMRC.

6.13 The above confirms TaxAid’s experience that those who are non-compliant primarily do not
understand their obligations, find the tax system too complex, or are frightened of statutory authority/
HMRC.

6.14 Additionally, the circumstances of their cases were hugely complicated (which is sometimes a factor
of late intervention in a problem which has escalated), for example, those people who have suVered mental
breakdowns have been unable to provide suYcient records to construct their tax returns and so are liable
to find that HMRC imposes interest and penalties unless professional intervention confirms their case.

6.15 Most clients had been referred by front-line advice agencies that were unable to address the complex
needs where tax debt or credits are concerned.

6.17 For the vast majority no other source of advice was available other than TaxAid, in part because
no provision exists for tax debt and in part because referral to HMRC was not appropriate where clients
need an independent source of advice (once they are aware of their rights, or had their tax assessed for them
as appropriate to their case, they are able to be referred to the correct department in HMRC).

6.18 See also Social Return on Investment (SROI) report attached for analysis of longer-term increased
benefit to clients from having been advised on tax and tax debt issues. (Appendix315). The newly-devised
Social Return on Investment study will examine the impact of TaxAid’s work, both at the individual level

314 The range of outcomes is vast so we are unable to give a single figure, given that we may be assessing over many years and
the result might involve anything between a repayment to the client from HMRC through to an assessment that their
determination is the true level of tax owed to HMRC.

315 Not printed.
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and in the wider social context316, giving a clearer picture of the true value of advice than purely economic
cost/benefit analysis is able to do. Issues such as immediate savings to clients in the diVerence between the
estimated tax debt and the actual tax due, the benefit to society of clients staying in work and remaining
healthy and productive, and even more peripheral but important issues such as the aVect on housing and
family circumstances are considered. The aim is to provide demonstrable cost savings or revenue
contributions that result from TaxAid’s work.

6.19 SROI examines the impact of TaxAid advice with regards to the probable outcomes of clients
receiving no advice, and of advice being given by others (such as HMRC)317. After this impact of TaxAid’s
advice is determined, a cost-benefit analysis is used to show how cost-eVective it is as a method of advising
those of low incomes on their tax diYculties. We can use this quantifiable information to measure the success
of our projects, to determine how best to use our resources, and to prove that we are achieving our aims as
a charity and benefiting individuals and society.

6.20 We have begun measuring the Social Return on Investment by having advisers complete casework
summaries for every closed case, showing the direct financial impact on the client, the eVect on Revenue
open cases and court proceedings, and whether Tax Credits were claimed as a result of our advice. This will
be followed by client questionnaires that seek to determine any wider eVect (such as on employment or
housing status, and health and social circumstances) in the year after their case is closed. More quantitative
research on the impact of debt advice is on-going but this is an area that is only recently being examined
and so comparative data is currently diYcult to find.

6.21 We suggest that there are huge costs—and potential savings—to HMRC of case closure and
ultimately to the public purse since a single taxpayer’s case can sit unresolved in five separate departments
in HMRC (collection, compliance, VAT, NI, and Tax Credits). However, the Revenue keeps little data on
costs of individual cases worked, or advice given, a direct cost benefit analysis of case closure will be hard
to achieve. Nonetheless, by using SROI analysis we will gain a clear picture of the overall economic, socio-
economic and social impacts of TaxAid’s advice to clients on low incomes in relation to financial investments
in our services.

January 2006

Memorandum submitted by the UK Money Transmitters Association

“Evidence that that the UK high street banks are discriminating against registered money transfer
companies wanting to open bank accounts—this leads to financial exclusion both for the money transfer
companies concerned and the individual consumers who wish to send remittances”

Introduction

The present submission has been prepared by the UKMTA, the trade association representing money
transmitters in the UK. There are around 1230 registered money transmitter operators (MTO’s) in the UK.
These include well know names such as Western Union, Moneygram and Chequepoint, which oVer global
(or near global) coverage as well as small community based money transmitters which may only provide
services on one corridor (eg India or Nigeria).

The UKMTA particularly represents smaller and medium sized money transmitters and has around 350
companies in its network. The money transfer sector is regulated by HM Revenue and Customs.

The vast majority (85%) of UK money transfer companies oVer money remittance services, processing
money transfers on behalf of consumers (often migrant workers) wishing to send remittances back to friends
and family in their country of origin. Most of these transactions are for small sums of a few hundred pounds.
It is estimated that the UK market for remittances is £2.3 billion.

The money transfer market place is one of the most dynamic UK financial sectors today and the UK
government has been seeking to encourage its growth. Reference is made in this regard to the Chancellor’s
Pre-Budget Report 2005 which makes explicit reference (para 5.148) to the importance of remittances for
development purposes.

316 Social Return on Investment’s focus on outcomes looks at diVerent levels of impact:
Individuals—in their skills, knowledge, confidence, attitude, behaviour, relationships, circumstance, self-image, motivation,

feelings of isolation
Families—in their financial security, homes, stresses and relationships
Communities—in their employment levels, benefits levels
Organisations—in their capability to advise, in better volunteers, in partnerships and capacity
Policy—in Revenue, in Government, in other organisations
317 Our clients cannot aVord accountants fees and much of our casework is too complex for generalist advisers to deal with so

the alternative is HMRC (although on occasion accountants might be willing to help those on low incomes it is not accessible
to all, nor systematic, nor publicized).
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Money Transfer companies are being refused banking facilities by the high street banks

The UKMTA is wishing to submit evidence because we are concerned about the way in which the money
transfer sector is being treated by the UK high street banks.

Put simply, the banks are denying bank accounts to money transmitter companies registered with HMRC
without any good reason. This represents a major impediment to the growth of the money transfer sector
since it is not possible for a money transfer company to oVer a money transfer service without a bank
account. Evidence gathered by UKMTA (survey attached) suggests that as many as 75% of money
transmitters have experienced problems obtaining or retaining a bank account.

UKMTA further believes that as many as 25% of MTO’s which have registered with HMRC have not
been able to trade because of problems in obtaining banking facilities.

This is having a negative impact not only on the companies themselves but also on the increasing numbers
of money transfer consumers who are being denied access to the cost eVective, fast and reliable service which
the best money transfer companies oVer. Many money transfer consumers (who are often relatively poor
recent migrants to the UK) will thus be suVering financial exclusion twice over because they may already
have been denied access by the banks to their own personal bank accounts.

The big risk arising from all of this is that, if money transfer companies are prevented from operating
legally through lack of a bank account, they will then exit the formal sector but continue to trade in the black
market. The predominant concern of the government and law enforcement agencies must surely be to keep
as many money transmitters as possible operating in an open and regulated environment. Indeed, the
significance of this view has been emphasised by Superintendent Simon Davis of the Metropolitan police
(copy of letter attached). (Not printed)

UKMTA survey—the MTO/bank relationship

The UKMTA has carried out a survey of its member companies (results attached) which reveals the true
extent of the problems in the MTO/bank relationship.

The survey reveals reveals that:

— 75% of money transfer companies have had trouble opening or retaining bank accounts

When asked by the MTO why banking facilities have been withheld:

— 67% of banks have responded that they have a policy not to work with money service businesses

— 37% of banks have given no reason for not oVering account services

— 15% of banks have indicted an unwillingness to deal with cash deposits as the reason to deny
banking facilities

— only 2% of banks have indicated that concerns about AML controls are a reason to deny
banking facilities

Which banks are refusing bank accounts to money transmitters?
(of all those MTO’s refused bank accounts, not all MTO’s approached every bank)

— 56% of all those who were refused banking facilities were refused by RBS/Nat West

— 52% of all those who were refused banking facilities were refused by HSBC

— 50% of all those who were refused banking facilities were refused by Lloyds TSB

— 30% of all those who were refused banking facilities were refused by Barclays

Where are MTO’s banking now?

— 64% of MTO’s are banking with Barclays

— 20% of MTO’s are banking with HSBC

— 10% of MTO’s are banking with RBS/Nat West

— 8% of MTO’s are banking with Lloyds TSB

All of the MTO’s in our survey are registered with HM Revenue and Customs. HMRC is empowered to
remove registration if it has issues or concerns about an MTO.

— 87% of MTO’s had received an initial HMRC visit to confirm AML controls/procedures in place

— 65% of MTO’s had received an HMRC visit in last 12 months
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UK Money Transmitters—what they say about their relationship with the banks

“A bank account to be closed without a reason despite trading with them for five years is very surprising
and disappointing. In spite of following all the regulations from both HMRC and the banks” (Mukesh
Biashara, Biashara London Ltd)

“Bank managers and advisors on all levels (especially small business managers) give a straight ‘we don’t
work with MSB, period’ statement. Barclays corporate wouldn’t get in touch with me and Barclays small
business manger didn’t want to know. This was despite forecasts of approximately £20 million per annum
worth of turnover with more than suYcient AML regulations in place” (Dulal Miah, Deena Transfers)

“Threat of account closure hanging over us and limiting our ability to expand the volume of business.”
(Mathew, Dolphin Global Services Ltd)

“HSBC informed us of its intention of closing the account in October 2001, 3 weeks after 9/11. Despite
the fact we had been banking with them since 1992, HSBC decided not to provide services to money
transmitters and gave us six months to make other arrangements” (Orlando Romero, Giros Seguros)

“We’re too small a company to put up a fight” (Maria Rocha, Metro Remittance)

“Lloyds bank have given us notice not to use the account for money service business while Barclays Bank
have closed the account” (Kemmy Akinrinmade, Made to Serve)

“Over a decade of satisfactory and successful bank, RBS have abruptly decided to withdraw banking
services without giving any reason” (Ahmed Ashraf, RaZes Exchange Ltd)

“We are working with guide issued by HMCE, but can’t understand refusal of bank account from bank”
(Aftab Mahmood, Usman International)

“It was very hard to arrange banking currency though my bank, in the end we had to put £250,000 deposit
down with separate ‘smaller’ fund managers” (Nick Williams, IFX Ltd)

“Barclays Bank charge quite a bit to bank large cash sums, which include other charges such as, for how
many paying in slips are used” (Abdul Mannaf, Sultana Saree)

Reference is also made to the file of letters attached from:

— Rupali Exchange UK Ltd

What the UKMTA says about the policy of the banks toward money transmitters

The MTA believes that the policy of the banks is discriminating not only against money transfer
operators, but also against consumers who wish to send money transfers and who may already be facing
financial exclusion. The problem is exacerbated by both a lack of awareness of the issue and a lack of joined
up thinking within the Treasury, HMRC, BBA and the FSA.

(i). Banks do not want to oVer money transfer services to migrants

Many money transfer consumers are relatively recently arrived in the UK and may not be able to access
a bank account. Even if they can, the banks themselves have proved reluctant to provide a cost eVective
service to migrant workers wanting to send money home. If a migrant does manage to open an account,
charges for a bank to bank transfer are extremely high (£25 basic charge is standard), exchange rates are
poor and the transfer may take up to three weeks to arrive. Contrast this with the money transfer sector,
which can deliver a cash payment in the destination country cheaply and quickly (often within a few hours).

(ii). Banks attitude to money transfer companies

Whilst the UK banks may not be too concerned to cater directly to the money remittance market, they
do have an interest in scrutinising those money transfer companies which are allowed to operate and may
seek to close down those companies which they consider to be too successful and, therefore, a longer term
threat to their market share. The committee should consider whether it is in the interests of consumers for
banks to have this kind of power.

It is presently very easy for a UK clearing bank to close down a money transfer company account. As our
survey has shown, the banks don’t even feel obliged to justify this action.

(iii). Limited number of banks oVering services to money transmitters

The situation is made even worse by the relatively small number of UK clearing banks which can provide
services to money transmitters. For reasons of practical accessibility, money transmitters are practically
limited to the main four clearing banks which are located in the high street. Yet it is clear that Lloyds and
Nat West are hardly providing services to money remitters and that HSBC is only marginally doing so. This
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means that the majority of money transmitters are forced to rely on Barclays, and their stated policy is not
to provide banking services for money transmitters with an annual turnover under £1 million. If they
maintain this approach, then many more money transfer companies will be driven out of business.

The situation is exacerbated by the high bank charges which money transfer companies are facing—one
bank has indicated that it will not provide a service to money transmitters unless there is a guaranteed fee
income to the bank of £5000 per month. This is prohibitive for the small operator.

There is one high provider of financial services which is presently under-utilised as a provider of services
to money transfer companies—the post oYce. The UKMTA estimates that as many as 8,000 post oYces
are registered with HMRC (exact information confidential).

We believe the Select Committee should encourage the post oYce to carry out a strategic review of its role
in providing services for money transmitters. We believe the post oYce should be doing more to oVer services
to the wider money transmitter community and should not be linked into exclusive agreement with any one
company.

Since the post oYce remains in the public sector, it seems strange that the government has not not to date
sought to maximize its potential for increasing the range of financial options within the remittances market
place, particularly given the clear government policy (expressed in Pre-Budget Report) to support initiatives
in this area.

(iv). Lack of awareness of the MTO/Banks relationship in government/lack of a joined up government/
regulator response

Neither HMT or HMRC were aware of the problem in the MTO/banking relationship until it was
highlighted by UKMTA.

The oYcial response of the Treasury is that no money transmitter which is registered with HM Revenue
and Customs should be denied a bank account for reasons of deficiency in their AML controls. However,
this Treasury response fails to appreciate the very limited information which HMRC is allowed to give out
in response to requests made about a registered money transmitter (on request, they can do know more than
confirm that the money transfer company is registered—they can give out no other information).

The problem is made more diYcult because HMRC visits to money transmitters may occur many months
after the company is registered (HMRC estimates that it can take up to 9 months to make an initial visit for
London based MTO’s); inspections do not on every occasion lead to a written report of what was inspected.
In this way, the money transmitter has no way of confirming to a third party (such as a bank) that an
inspection has taken place. Nor can they confirm a positive inspection result.

The problem will be made more diYcult when HMRC moves to a “risk based” approach, which means
that money transmitters which are operating well will receive less attention from HMRC. In eVect, the
registration regime is not helping money transmitters to get banking facilities. MTO’s might legitimately ask
why they bothered to get registered in the first place.

Nor is there any description of what money transmitters do and how they are regulated in the Joint Money
Laundering Steering Group guidance, which is the key oYcial guidance on AML issues in the UK. Money
transmitters are not represented on the steering group of the JMLSG.

What the banks/financial regulators say

The UKMTA has been trying to establish what is the formal position of the banks and other interested
parties. The four major banks plus the FSA/BBA were invited to attend a recent open seminar on the Bank/
MTO relationship on 13th January 2006 (summary of discussion attached). The position of the banks as we
understand it now is as follows:

— Barclays Bank—attended and spoke at the seminar, have a clear policy on money transfer
business. However, money transmitters are concerned at their stated policy not to provide account
facilities for money transmitters with an annual turnover of less than £1 million. If pursued
actively, Barclays will only be prepared to oVer banking facilities to the top 20% of money
transmitter companies.

— RBS/Nat West—attended the seminar, but didn’t say one word. The UKMTA has been in regular
contact since, is still trying to establish if the bank have a policy on money transmitter accounts.

— HSBC—did not attend the seminar, but submitted a letter (attached). (Not printed)

— Lloyds TSB—did not attend the seminar, and no further information has been provided on their
attitude to money transmitter accounts.

— BBA—although invited, did not send a representative to the seminar, their view is not known.

— FSA—attended the seminar, but did not express any view.
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— JMLSG steering group—The UKMTA has asked to be represented on the steering group of the
JMLSG but no response has been received.

Contact names at all the institutions above can be provided on request.

Next Steps—what the UKMTA would like the government to do

We hope that the Treasury Select Committee would support the following suggestions:

— Recognise and endorse the contribution made by money transfer companies in increasing the flows
of remittances to developing countries (and elsewhere)

— Recognise that there are advantages to the economy from keeping as much money transfer activity
in the open regulated economy as possible

— Recognise that fair competition in the money transfer market place is essential to improve choice
for consumers

— Recognise that there should be a “level playing field” between banks and money transfer
companies

— Request that banks should work constructively with money transfer companies in a proactive way
to ensure that money transmitters are not discriminated against when applying for banking
facilities

— Recognise that there will be increased security concerns if increasing amounts of money transfer
transactions take place in the informal economy, away from eVective scrutiny by law enforcement
and the security services

In addition, the UKMTA hopes that the Select committee will encourage:

HM Treasury

— To work with HMRC, FSA, BBA and UKMTA to issue guidance to the UK banks on how they
should deal fairly with money transmitter companies

— To devise a future regime for regulation in the money transfer sector which positively helps money
transmitters to obtain banking facilities

— To keep under review the banking charges made to money transmitters so that smaller money
transfer companies are not unfairly excluded

UK high street banks

— Individual banks to have a clear policy on working with money transmitters which sets out what
information they can legitimately be asked to provide when applying for a bank account (n.b.
Barclays Bank has already adopted such a policy, all other banks should be encouraged to do
the same)

— Individual banks to provide clear information on why they have declined a money transmitter
account (if they have done so)

— Individual banks to keep under review and report to FSA on an annual basis the number of money
transmitter accounts they have to allow FSA to monitor that money transmitters are not being
excluded

Joint Money Laundering Steering Group

— To support active involvement by money transmitters as a member of the JMLSG steering group

UK Post OYce

— The Post OYce to investigate the services it provides to money transfer companies, with a view to
increasing significantly the facilities it oVers these companies

February 2006
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Appendix

UKMTA—Members Questionnaire

HMRC has registered 1230 businesses for the purpose of money transfer; but has no way of knowing how
many registered money transmitters are presently trading (the UKMTA estimates that 75% are trading).
The questionnaire was circulated by UKMTA in January/February 2006 to 300 money transmitters, all of
whom are registered with HMRC. 61 completed questionnaires were returned (6.7% of trading MTO’s)

Q1. Please describe the nature of your business?

Money remitter 85%

Currency exchange and transfer of larger sums—eg for18%
property purchase abroad

Other 3%

Q2. What is the average size of transaction processed by the MTO?

less than £500 48%

£501-1000 24%

£1001-5000 10%

£5001 plus 18%

Q3 What are the top ten destinations for transfer (by number of MTO’s putting country first on
list for volume of transactions processed)

Nigeria 15%

Brasil 10%

Philippines 8%

Spain 8%

India 6%

Pakistan 5%

Uganda 3%

Jamaica 3%

Colombia 3%

Bangladesh 3%

Q4 Has the MTO ever had a problem in getting or retaining a bank account?

yes 75%

no 25%
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Q5. What is the reason given by the bank for not offering banking facilities?

Policy not to work with MSB’s 67%

AML controls not suYcient 2%

Security of customer funds an issue 4%

Didn’t like business plan 7%

Don’t want to deal with lots of cash deposits 15%

No reason given 37%

Any other reason 10%

Q6. Number of banks applied to be before MTO obtained account facilities

1 bank 33%

2 banks 17%

3 banks 14%

4 banks 5%

5 banks 5%

(MTO’s not have problems obtaining 26%
banking facilities)

(3 MTO’s do not have banking facilities—are obliged to bank with other MTO’s)

Q7 Banks giving negative answers to MTO’s requesting banking facilities

Lloyds 50%

Nat West 56%

HSBC 52%

Barclays 30%

Bank of Ireland 2%

Alliance and Leicester 6%

Northern Bank 2%

Abbey 4%
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Q8. Who does the MTO bank with now?

Lloyds 8%

Nat West 10%

HSBC 20%

Barclays 64%

Bank of Ireland 2%

Alliance and Leicester 0%

Northern Bank 0%

Abbey 0%

Halifax/Bank of Scotland 6%

Habib Allied 2%

ABN 2%

None 3%

Q9 Has the MTO had an initial visit from HMRC?

Yes 87%

No 11%

don’t know 2%

Q10 How many HMRC visits has the MTO had in the last 12 months?

0 38%

1 65%

2 6%

Memorandum submitted by Andrew Leyshon, Paola Signoretta and Shaun French, School of Geography,
University of Nottingham

THE CHANGING GEOGRAPHY OF BRITISH BANK AND BUILDING SOCIETY
BRANCH NETWORKS, 1995–2003

1. Executive Summary

This submission to the Treasury Committee on Financial Inclusion provides summary information from
an Economic and Social Research Council-funded project (RES-000-22-0686) undertaken at the School of
Geography, University of Nottingham between 2004–2005. The research analysed the changing geography
of bank and building society branches in Great Britain between 1995 and 2003. The closure of banks and
building society branches can have significant consequences for customers, who may have to incur
additional costs to travel to undertake transactions or obtain face-to-face advice, in addition to engendering
a sense of loss and abandonment within local communities. The loss of counter services and cash
transmission is particularly problematic for local businesses. This project updated research undertaken by
the authors in the 1990s which mapped changes in bank and building society branch networks between 1989
and 1995. The current research confirmed that the branch networks of both banks and building societies
have now been in a continuous process of decline since at least the late 1980s. Between 1989–2003 banks
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closed 36% of their branches, converted building societies318 22%, and building societies 17%. Between
1995–2003, banks closed 22% of their branches, converted building societies 19% and building societies 5%.
Thus, closure rates varied between institutions over the period, with banks in particular being anxious to
drive down costs by closing branches in the face of investor pressure. This long run process of closure is also
a product of a more competitive market for retail financial services, which forces all firms to seriously
appraise costs against revenues. It is also a result of new distribution channels supplementing the branch,
and changes in the ways in which customers access financial services.

Closures vary geographically, as firms adjust their branch networks to spatial variations in markets. The
average branch closure rate for bank and building society branches for all areas between 1995 and 2003 was
20%. However, the highest rate of closure—almost 24%—was experienced in Multicultural metropolitan
areas, which include poor inner city areas. Higher than average rates of branch closure were also experienced
in areas defined as Prospering metropolitan, Traditional manufacturing, Built up areas, and Student
communities. Meanwhile, areas that experienced lower than average branch closures tended to be more
aZuent, and which could safely be described as typically ‘Middle England’: these were Suburbs and small
towns, Coastal and countryside areas and Industrial hinterlands.

We anticipate that this process of geographical adjustment will continue for the foreseeable future because
those areas with lower than average rates of branch closure—Suburbs and small towns, Coastal and
countryside areas and Industrial hinterlands—continue to have a smaller share of branches than their share
of the population. Moreover, the population of these areas possess the socio-economic profiles that make
them highly attractive to retail financial services firms, which means that, against a background of overall
decline, we anticipate a further reduction in the share of bank and building society branches located within
less aZuent urban areas and a relative increase in the proportion within more aZuent suburban areas and
small towns.

2. Research Background

The aim of this research project was to update earlier research undertaken in the 1990s which mapped the
changing geography of bank and building society branches between 1989 and 1995. An Economic and Social
Research Council-supported project undertaken between 2004 and 2005 updated the figures to 2003, and
revealed that the branch networks of both banks and building societies have now been in a continuous
process of decline since at least the late 1980s. This decade and a half of branch network shrinkage was
initially triggered by problems sown by financial services firms during the mid- to late-1980s as they adjusted
to increased levels of competition following the re-regulation of the sector. But it has also been a product
of investor pressure on banks, the growth of new distribution methods which now supplement the branch
as a channel for the sale and purchase of retail financial products and services, and subsequent changes in
the ways in which many customers access retail financial services.

Despite the relative decline in the strategic importance of the branch to banks and building societies, the
Government nevertheless considers the branch to be an important bulwark against financial exclusion (PAT
14/HM Treasury, 1999). Initiatives such as the basic bank account and the decision to pay social benefits into
bank accounts have confronted banks with a significant dilemma. That is, how to address the Government’s
insistence that low income customers (who rely upon branch networks) are served while at the same time
seeking to adjust to a changing competitive landscape, which is driving branch closure and relocation? As
the government admits in a recent policy document on financial exclusion:

the basic transaction costs for low-income customers are higher because they are heavier users of
branches, making them even less likely to generate profits for the bank. Therefore, most banks do
not see basic bank accounts as a commercial opportunity (HM Treasury, 2004, page 29,
emphasis added).

This dilemma also confronts building societies, because some of the largest societies are also involved in
the delivery of basic bank accounts. Moreover, even those societies not oVering basic bank accounts will be
aVected because of the potential for additional enquiries at branches and call centres regarding the basic
bank account. Moreover, the pressure to close branches is particularly problematic for building societies
because by their very nature they are organizations that ‘have long taken the challenges of financial exclusion
very seriously: most societies began in response to their members being excluded from aVordable housing
finance and societies have been a safe home for the savings of millions of low and moderately paid
households for over 200 years’. (Dayson, 2004, page 8).

318That is, building societies that converted to public limited companies between 1989 and 2003.
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The aim of this project, therefore, was to assess developments in the geography of the branch-based
distribution networks of mainstream financial services and thus assess the extent of financial infrastructure
withdrawal between 1995 and 2003.

3. Branch closures 1995–2003

The changing size of bank and building society branch networks between 1989-1995 and 1995–2003 is
represented in Table 1. Between 1989–2003 the rate of branch closure was 36% for banks, 22% for converted
building societies and 17% for building societies. Between 1995–2003, banks closed 22 % of their branches,
converted building societies 19% and building societies 5%. Comparison of yearly average closure rates for
the period 1989-1995 and 1995–2003 reveal marked institutional diVerences. Whereas the average yearly
rate of closure for former building societies quadrupled from 0.6% per annum between 1989–1995 to 2.4%
per annum between 1995–2003, and decreased only marginally for banks from 3.0% per annum between
1989–1995 to 2.8% between 1995–2003, the closure rates for building societies more than halved during the
same period, falling from 2.1% per annum between 1989–1995 to just 0.6% between 1995 to 2003. During
interviews undertaken with representatives of retail banks and of existing and converted building societies,
it became apparent that corporate governance plays a key role in explaining unevenness in branch
rationalisation; public limited companies are under greater external financial pressures to reduce costs and
improve profits.

However, senior managers in three of the top five British banking groups suggested that since 2000–2001
large scale bank branch rationalisation has eVectively been put on hold. Although closures have continued
to take place since 2000–2001 the respondents suggested that these were mostly the result of ‘natural
wastage’, citing the end of leasing contracts, problems with making individual branches compliant with the
Disability Discrimination Act and other mundane reasons for recent closures, rather than the result of
formal rationalisation programmes. Nevertheless, evidence also emerged during the research in 2005 that
some banks have begun to introduce small-scale, phased closure programmes which go beyond the natural
wastage described above. Branch rationalisation emerged as an important concern for building societies
which, in comparison to banks, had generally made smaller reductions in their branch networks.

In order to assess the spatial characteristics of bank and building society branches, an analysis of the
geodemographic characteristics of the census wards within which closures occurred between 1995–2003 was
undertaken using the OYce of National Statistics (ONS) 2001 Area Classification (‘supergroups’) (see Table
2 for a definition of supergroups). Table 3 shows the rate of branch closure by supergroup. The mean rate
of branch closure across all areas between 1995 and 2003 was 20%. However, rates of net closure varied
between the supergroups, with five supergroups having closure rates higher than average, while three
experienced below average closure rates. The areas with branch closure rates higher than average were
‘urban’ in type. The highest rate of branch closure (–23.6%) was experienced in Multicultural metropolitan
areas, and above average rates of branch closure were also found in the following supergroup categories:
Prospering metropolitan (–22.4%), Traditional manufacturing (–22.3%), Built up areas (–22.3%) and
Student communities (21.4%).319

Multicultural metropolitan areas are concentrated in Greater London and Lancashire (see Figure 1) and
are characterised by, amongst other things, higher than average levels of unemployment rates and a far
higher than average proportion of people identifying themselves as Black, Indian, Pakistani or Bangladeshi.
Prospering metropolitan areas are concentrated in London, and include wards located in other large cities
like Manchester and Glasgow. Defining characteristics of these areas compared to the national average
include a high population density, plus a high proportion of one person households, flats, people born
outside the UK, people with a higher education qualification and, ironically, people who work in the finance
industry. Traditional manufacturing areas are concentrated in the traditional manufacturing belt of Britain,
the south of Scotland, northern England and parts of Wales. A typical area is the Longbridge ward in
Birmingham. As in the case of multicultural metropolitan areas, traditional manufacturing wards are
characterised by unemployment rates far above the national average, but also an unusually high proportion
of people working in routine occupations, rented public and terraced housing. Built-up Areas, as defined
by the ONS, are mainly concentrated in Scotland, but also includes areas in parts of Wales and England.
These are areas of relative poverty, with the following variables being far higher than the national average:
households with only one person (who is not a pensioner); people who are unemployed; household spaces
rented from the public sector; people of a working age suVering from limiting long-term illness; people who
are separated or divorced; household spaces which are flats. Finally, Student communities are distributed
throughout England, parts of Wales, and the south west of Scotland. Places such as Fishergate in York,
Westgate in Canterbury and Eastney and Craneswater in Portsmouth are the most typical wards in this
supergroup. Variables with a proportion far above the national average include: households with one person
(who is not a pensioner); people with a higher education qualification; household spaces which are flats;
people who are students; household spaces rented from the private sector.

319Due to the low numbers of branch openings in the Accessible Countryside supergroup the margin of error was such that these
data were considered to be insuYciently robust for analysis. therefore, Accessible Countryside areas have not been considered
in this report. The data is presented in Table 3 for information purposes only.
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At the opposite end of the spectrum were areas which had lower than average rates of branch closure
between 1995 and 2003: these areas were Suburbs and small towns (–16.9%), coastal and countryside
(–17.0%) and industrial hinterlands (–18.6%). Thus, in contrast to those areas that suVered higher than
average, which were urban in character, the areas that experienced lower than average rates of closure were
mainly small towns, suburban and rural areas. Moreover, all three supergroups areas with closure rates
below the national average have no socioeconomic variables that are far below, or indeed far above the
national average. They can, therefore, be considered for all intents and purposes to be ‘Middle England’.
Coastal and countryside wards are evenly located throughout the UK, apart from the south east of England,
where they are mainly absent. The Suburbs and small towns supergroup is comprised of three sub-groups:
suburbs, prospering suburbs and commuter suburbs, and is widely distributed throughout England and
Scotland (see Figure 1). Places such as Wootton in Bedford, Bishop’s Stortford All Saints and
Sawbridgeworth in East Hertfordshire are typical wards in this supergroup. The third and final supergroup
with a lower than average closure rate was Industrial hinterlands, comprising two sub-groups, ‘out of town
housing’ and ‘industrial’ areas. Industrial hinterland wards are concentrated in south Wales, southern
Scotland and northern England, are again characterised by a large number of socioeconomic variables close
to the national average. In explaining why Industrial hinterland areas were less aVected by branch closure
it is important to note that these areas had already been pruned of most of their branches during the first
wave of closure in the period 1989 to 1995.

4. Interpretation and discussion

A total of 16 interviews were undertaken with representatives of leading retail services organisations,
industry bodies and pressure groups to discuss the changing geography of retail financial services branches
within Britain. An analysis of the findings of these interviews makes it possible to identify at least four
processes that have an influence on the changing geography of bank and building society branches in
Great Britain:

(i). Corporate governance

Rates of branch closure are, on average higher, for public limited companies than for mutually owned
organisations. Thus, rates of branch closure are higher in banks than in building societies (see Table 1). One
interpretation of the faster rate of closure is that public companies are under more pressure to make costs
savings—which branch closures can deliver—as they are driven by the necessity of producing value for
shareholders:

[Bank A has] thrown a lot of money at technology in branches, [and] when I go and speak to them
they say, ‘Well we’re giving it 18 months; if it doesn’t work, we might have to do something
diVerent, because the analysts and the media crawling all over our figures and saying you’ve got
to get a bigger performance’. [Bank B] are a global bank, but the UK’s cost income ratio is totally
out of sync with the rest of the group. They say they pick up 33% of the costs in the UK, but only
deliver a 25% of the profit they’ve got to do something about it, which is why they have embarked
on a [new] branch closure programme. (Derek French, Chair, Campaign for Community Banking
Services, Interview, 2005)

Such pressures, some of our respondents argued, led to banks closing not merely branches that were losing
money, but also branches that were profitable, but just not profitable enough.

Building Societies, meanwhile, are seeking to exploit their organisational structure by revaluing their
branches and even using them as part of a marketing strategy that enables them to be diVerentiated from
banks. As one respondent put it:

Building societies are closing branches at a much slower rate than banks. [T]he general view
amongst building societies is that the branch network is valuable for member relations customers
value the personal contact. That’s not universally so but it tends to be the case that building
societies keep their branches open for both financial and non-financial reasons. There are some
societies who say it’s a sort of badge of honour that they would not close a branch, particularly if
it’s the last branch in a community (Industry Organisation B, Interview, 2005).

However, as the figures illustrate, building societies have been engaged in a long run process of branch
reduction as they struggle to reconcile being mutually owned organisations within a highly competitive
market for retail financial services.
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(ii). Branch closure policies

We have identified a more or less general convention of evaluation that banks and building societies use
to assess the performance of their branches. Branch performance is continuously assessed, usually as part
of a formal annual review. The failure of a branch to meet its targets initiates a series of interventions. These
range from discussions with management, through new investments and/or the installation of a new
management team, to the closure of the branch. The level intervention will depend on: the perceived nature
of the local market—that is, its prospect of supporting a successful branch—which is assessed with the help
of what are known as ‘branch planning services’, which are provided by companies such as CACI, and
Geographical Information Systems tools, which are provided by a range of consultancies, and; the perceived
deficiencies of the branch in question. However, the vigour with which such interventions are pursued varies
markedly from institution to institution. As indicated above, the likelihood of closure is greater for public
limited companies than for building societies. However, there are important exceptions: for example, one
leading retail bank insists that it is now company policy not to close branches, and has not done so
voluntarily since 2000, and actively cross-subsidises branches that fail to cover their costs. Moreover, there
was evidence from interviews that, despite the accelerating rate of branch closure since 1995, many retail
financial institutions are now beginning to reconsider the value of their branches.

(iii). New socio-economic geographies

Many institutions are dealing with the legacy eVects of earlier rounds of branch network construction.
Most of Britain’s leading financial institutions have regional origins (Pratt, 1998), which means that many
still have branch networks which are heavily skewed towards their region of origin. Therefore, over the past
10–15 years or so banks, but mainly building societies, have been faced with the uncomfortable task of
closing numerous branches within regions with which they are, or have traditionally been, associated, with
significant negative reputational eVects in some cases. At least one building society representative admitted
to being reluctant to close unprofitable ‘local’ branches as the negative publicity they would generate would
more than outweigh the potential economic savings. Nevertheless, changes in the social and economic
geographies of British society have meant that for many financial institutions, a significant number of their
branches are ‘in the wrong place’. For them, closure programmes are part of a geographical restructuring
exercise that seeks to ensure that their branch networks reflect these new social and economic geographies.
This involves redirecting their assets away from economically struggling communities, where aggregate
demand is falling, and towards new, more prosperous communities, where market opportunities are greater.
As one senior manager responsible for his bank’s branch networks put it,

the social and economic geography of [some places have] changed absolutely fundamentally, and
yet as a bank one is expected still to be there because it’s actually always been there it’s a bit like
a post oYce people are very emotionally attached to it. And certainly sometimes when we have
[undertaken] closures people living in particular places can see life kind of ebbing away from their
town, and almost when the bank goes that’s the final [straw]. And it isn’t the bank that’s killed the
town, the town is actually now fulfilling a diVerent function, and activity is now elsewhere. And
so to me it would seem absolutely perverse to expect that 1,500 plus branches would always stay
in exactly the same place because life, the community, the geography, is changing so rapidly, and
it’s not like this is just aVecting banks; there’s a zillion and one other things as well. So we need to
be responding to that. In many respects we’re so far behind this curve that actually there’s some
catching up to do. (Bank B, Interview, 2005)

There is some evidence to back up claims that the geography of branches lags behind that of population.
For example, Table 4 compares the share of population and branches by geodemographic supergroup.
Significantly, those areas that experienced below average rates of branch closure—that is, Suburbs and small
towns, Coastal and countryside and Industrial hinterlands—remained underrepresented in their share of
branches given their share of the population as a whole. Meanwhile, many of the more urban areas that
experienced higher than average rates of bank branch closure between 1995 and 2003 had a much larger than
expected share of total branch networks given their share of the total population. However, it is important to
note that this over-representation in urban areas is to some extent explained by the proximity of these areas
to city centres which contain many branches that serve geographically distributed populations, rather than
the populations that live closest to them. A further reason why Suburbs and small towns remain
underrepresented in their share of branches is the inability of financial services firms to open in these
locations due to planning restrictions. As a representative a leading Building Society pointed out:

At the moment we’re looking at certain locations where we’d love to actually open a branch, if we
could actually find a location that we could buy. There are certain areas [where] we’ve been
banging our heads trying to find suitable sites for a considerable time, and simply couldn’t find
[any]. So it’s not a case of not wanting to be in those places, it’s just because of zoning and things
like that [we can’t open a branch] unless another financial institution closes in that area; the zoning
and the local council don’t want too many financial [branches] in the streets, so [if] a cafe or a
restaurant [closes], you’ve got to get it reclassified to be able to open it as a financial institution,
which means physically there’s a limit to where you can go. (Interview, Building Society E, 2005)
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Therefore, although the geography of net branch closures was uneven between 1995–2003, these
diVerences may have been even greater had not local planning regulations prevented financial services firms
from opening branches in many small towns and suburban locations.

(iv). Use of branches and new distribution channels

The accelerating rate of branch closure after 1995 was influenced by the normalisation of new distribution
channels introduced to the retail financial services sector and changes in the ways in which customers used
branches. The use of the telephone as a distribution channel was developed within the British retail financial
services industry during the 1980s and became common-place during the 1990s. From the late 1990s
onwards, the Internet became an additional distribution channel for retail financial products. Both these
developments were cited in interviews with key informants in financial services firms as factors which not
only mitigated any negative social and economic consequences of branch closures, but also partly
contributed to closures in that it took business away from the branch. Indeed, some institutions reported a
steady fall in the volume of business through branches, with one even issuing a ‘use or lose it’ challenge to
its customers in regards to some of its branches. But the ability to use the telephone and Internet to mitigate
the impact of branch closure is highly uneven across the population as a whole, as there are cost and cultural
barriers to the use of these media among many financial services customers; for such people, they are not a
direct substitute for face-to-face contact with staV in a branch.

Perhaps the most significant new distribution channel for financial services has not been either the
telephone or the Internet but the partial integration of the Post OYce into the British financial services
industry. As part of a campaign against financial exclusion, the government marshalled the Universal
Banking Agreement with the 16 largest banks and the largest building society, which required these
institutions to introduce Basic Bank Accounts for low income customers. These accounts provide deposit
and cash handing—but not overdraft—services. To facilitate the availability of such accounts to poorer
communities, particularly those that might have been aVected by earlier rounds of bank branch closures,
such services were made available at Post OYces. Moreover, under further government pressure, some
leading retail banks and building societies—have signed distribution deals with the Post OYce to provide
counter services for their regular personal customers. Given that the Post OYce still has 14,500 oYces, this
considerably widens the geographical scope of the retail financial services industry.

However, during interviews, the growing integration of the Post OYce with the retail financial system was
identified as problematic, in at least two regards. Firstly, it was cited by some respondents as a potential
factor in driving further bank branch closures. As one respondent argued:

It does cost the banks significant amounts of money to make an arrangement with the Post OYce
and so they do it on a competitive basis, where they think their customers will really value it. But,
you know, if I were a bank who had made that investment I’d be looking at my branch network
[because] there is an obvious read-across there [for potential closures]. (Industry Organisation A,
Interview, 2005).

That is, banks could see Post OYce branches as eVective substitutes for their own branches, which could
be taken into account in future rounds of branch closure. This might not matter if such services were
universally available at Post OYces, given their current geographical distribution. However, the Post OYce
has recently initiated a branch closure programme, reducing its network down from over 16,000 branches
in 2004, nor are all banks and building societies permitting the Post OYce to distribute their products.

The reason for this is the second problem, which is the emergence of the Post OYce as a direct competitor
to banks and building societies following the introduction of Post OYce-branded financial products as part
of a joint venture with the Bank of Ireland. This development has deterred several leading banks and
building societies from signing full distribution deals with the Post OYce. Moreover, it would be a surprise
to see those organisations that have a distribution deal cite its existence as an oVsetting factor in future bank
or building society branch closures, given the almost universal hostility expressed in interviews to the idea
of the ‘white label’, or shared, branch which has been proposed by the Campaign for Community Banking
Services (CCBS). This proposal suggests that as branch networks continue to shrink the number of
communities able to support branch operations will also decline, leading to more and more communities
being denied access to counter services and other financial services delivered through a branch. One solution
proposed by the CCBS is that, following the closure of the last branch within a community, a white label
branch be established to act as a transaction agent for banks and building societies, in much the way that
the Post OYce acts currently for those financial institutions with which it has a distribution deal (see http://
www.communitybanking.org.uk/report whitelabel.htm). However, during our discussions, it emerged that
the representatives of both banks and building societies were uneasy with such a proposal as it would
represent a loss of control over their products at the point of distribution; the strength of this opposition
suggests that both the idea of the white label branch and the extension of the Post OYce’s role as a
transaction agent is likely to be highly problematic and not entered into voluntarily by the banking and
building society industries.
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5. Conclusion

The branch networks of bank and building societies in Britain have been in decline since at least the late
1980s. They are likely to continue to shrink over the medium term as a result of continued competition and
pressures to lower costs and increase revenues. The geography of closures has been uneven, with higher than
average closures taking place in predominantly less aZuent urban areas. More aZuent non-urban locations
have, for the most part experienced lower than average closure rates. The diVerence in closure rates would
have been greater if not for the proximity of many poor urban areas to city centres where bank and building
society branches serving wider populations are located and the impact of local planning regulations which
have acted to restrict the number of financial services branches on the high streets of more aZuent suburbs
and small towns. However, against a background of overall decline, we anticipate a further reduction in the
share of bank and building society branches located within less aZuent urban areas and a relative increase
in the proportion within suburban areas and small towns.
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Table 1

BRANCH NETWORKS OF TOP 10 BUILDING SOCIETIES, TOP SIX BANK GROUPS AND
TOP 10 CONVERTED BUILDING SOCIETIES, GREAT BRITAIN, 1989-2003*

Branches Change (%)
1989 1995 2003 1989–1995 1995–2003 1989–2003

Top 10 Building Societies** 1,699 1,478 1,403 –13.0 –5.1 –17.42
Top 6 Bank Groups*** 12,659 10,406 8,077 –17.8 –22.4 –36.2
Top 10 converted building 3,473 3,348 2,702 –3.6 –19.3 –22.2
societies****

* Note that the figures for converted building societies include branches also included as part of the larger
banking groups above of which they are a part: thus, Cheltenham & Gloucester are owned by Lloyds-TSB,
Halifax and Birmingham Midshires are owned by HBOS, Woolwich Equitable is owned by Barclays

** Nationwide, Britannia, Yorkshire, Portman, Skipton, Leeds & Holbeck, Derbyshire, Coventry, West
Bromwich and Chelsea. (Source: Building Societies Yearbook 2002–03)

*** Barclays, HBOS, HSBC, Lloyds-TSB, and RBS-Natwest (Source: Authors’ research)

**** Abbey National (converted to public limited company in 1989), Alliance & Leicester (1997),
Birmingham Midshires (1999), Bradford & Bingley (2000), Bristol & West (1997), Cheltenham & Gloucester
(1995), Halifax (1997), National Provincial (1996), Northern Rock (1997) and Woolwich Equitable (1997).
(Source: Experian. Note that his section of the database was updated to 2004)
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Table 2

ONS GEO-DEMOGRAPHIC AREA CLASSIFICATION: “SUPERGROUPS”
(source: http://www.statistics.gov.uk/about/methodology by theme/area classification/wards/

cluster summaries.asp)

‘Supergroup’ ‘Supergroup’ Groups Subgroup % of UK
number Population

Industrial Hinterlands 1 Industrial Areas Industrial Areas A 4.7%
Industrial Areas B 6.2%

Out of Town Out of Town 4%
Housing Housing A

Out of Town 4.6%
Housing B

Traditional 2 Built-up Built-up 4%
Manufacturing Manufacturing Manufacturing

Transitional Transitional 4.3%
Economies Economies A

Transitional 3.3%
Economies B

Built-up Areas 3 Built-up Areas Built-up Areas A 1.7%
Built-up Areas B 1.6%

Prospering Metropolitan 4 Prospering Prospering 2.8%
Metropolitan Metropolitan A

Prospering 0.91%
Metropolitan B

Student Communities 5 Student Student 1.1%
Communities Communities A

Student 3.4%
Communities B
Student 0.4%
Communities C

Multicultural Metropolitan 6 Multicultural Multicultural 3.1%
Areas Areas
Inner City Inner City 3.6%
Multicultural Multicultural

Suburbs and Small Towns 7 Suburbs Suburbs A 7.8%
Suburbs B 6.4%

Prospering Prospering 3.5%
Suburbs Suburbs
Commuter Commuter 5.5%
Suburbs Suburbs A

Commuter 4.4%
Suburbs B

Coastal and Countryside 8 Countryside Countryside A 2.5%
Countryside B 4.5%

Senior Senior 2.7%
Communities Communities
Out of Town Out of Town 6.8%
Manufacturing Manufacturing
Northern Ireland Northern Ireland 0.91%
Countryside Countryside

Accessible Countryside 9 Accessible Accessible 5.1%
Countryside Countryside
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Table 3

BRANCH CLOSURES AND OPENINGS BY BANKS, CONVERTED BUILDING SOCIETIES
AND BUILDING SOCIETIES, BY SUPERGROUP AREA, GREAT BRITAIN, 1995–2003

‘Supergroup’ Total Total Branch Branch Net Net
branches branches closures, openings, change change

1995 2003 1995–2003 1995–2003 (%)

Industrial Hinterlands 1873 1524 479 130 –349 –18.6
Traditional Manufacturing 1677 1303 499 125 –374 –22.3
Built-up Areas 1832 1424 508 100 –408 –22.3
Prospering Metropolitan 1431 1111 480 159 –321 –22.4
Student Communities 1829 1442 579 192 –387 –21.4
Multicultural Metropolitan 1040 795 329 84 –245 –23.6
Suburbs and Small Towns 2651 2209 628 180 –448 –16.9
Coastal and Countryside 2341 1942 497 98 –399 –17.0
Accessible Countryside* 164 128 42 6 –33 –22.0
Total 14838 11871 4041 1074 –2967 –20.0

Note: This analysis includes 97.5% of total branches open in 1995, and 93% of openings between 1995
and 2003. Branches which could not be geocoded, that is given a location, were excluded from the analysis.

* Due to the low numbers of openings branches in this Supergroup, the margin of error was such that
these data were considered insuYciently robust for analysis and so Accessible Countryside areas have not
been considered in the report. The data is presented here for information purposes only.

Table 4

SHARE OF POPULATION AND BRANCHES BY SUPERGROUP, GREAT BRITAIN,
1995 AND 2003 (%)

‘Supergroup’ Share of population Share of branches Share of branches
2001 1995 2003

Industrial Hinterlands 19.6 12.6 12.8
Traditional Manufacturing 11.7 11.3 11.0
Built-up Areas 3.3 12.3 12.0
Prospering Metropolitan 3.7 9.6 9.4
Student Communities 5.0 12.3 12.1
Multicultural Metropolitan 6.7 7.0 6.7
Suburbs and Small Towns 27.7 17.9 18.6
Coastal and Countryside 17.3 15.8 16.4
Accessible Countryside 5.1 1.1 1.1
Total 100 100 100
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Figure 1:

THE GEOGRAPHY OF THE MULTICULTURAL METROPOLITAN AND SUBURBS AND
SMALL TOWNS SUPERGROUPS, 2001.

This work is based on data provided through EDINA UKBORDERS with the support of the ESRC and JISC
and uses boundary material which is copyright of the Crown and the Post OYce.
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Memorandum submitted by WaterUK

Committee Inquiry—Financial Inclusion

1. We are pleased to have the opportunity to submit written evidence to the Committee for its inquiry on
financial inclusion. The Committee’s focus in this respect is very welcome, and can only help to clarify the
policy issues involved in this extremely important and diYcult area of Government policy.

2. Water UK is the representative body for the regulated water businesses in the UK. We are a policy-
based organisation and represent the industry’s interests with Government, regulators and stakeholders in
the UK and in Europe.

3. Water UK has been actively lobbying Government to introduce reforms to address the aVordability
of water services, having made representations to Defra as part of the Cross-Government Review of Water
AVordability, undertaken in 2004. Papers previously submitted to Defra on benefit reform and data are
attached to this response. (Not printed)

4. WaterUK has also worked closely with consumer groups, principally the Consumer Council for Water
(formerly WaterVoice), the National Consumer Council, the National Association of Citizens Advice
Bureaux and Help the Aged, in seeking to persuade Government of the need for reform to address the
growing issue of water aVordability.

5. Water UK strongly believes that as part of any review of financial inclusion the issue of water
aVordability needs to be considered. Reform of the existing Water Direct Third Party deduction scheme
operated by the Department for Work and Pensions, coupled with wider reform of the tax and benefits
system, should be undertaken to assist consumers. We believe these reforms would fall within consideration
of the Treasury Committee’s review as part of the 6th area identified within the terms of reference:

“The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment.”

6. Much of the Government’s financial strategy centres on bank accounts and the use of direct debits for
budgeting. Many consumers on low incomes are reluctant to use basic bank accounts other than as a
repository for receiving and then withdrawing cash. Costs associated with bounced payments levied by
banks are commonly given as a reason why switching to direct debit from a cash-based approach will not
be considered by consumers. Such fees for ‘bounced’ direct debit payments typically range from £15 to £39
per transaction.

7. The Department for Work and Pensions operates a direct payment scheme that allows deductions to
be made directly from benefit and paid to creditors, such as water companies, known as Third Party Direct
Deductions. Currently this scheme is restricted to allowing consumers or their creditors to apply for
deductions to be made only when a debt has already accrued, and additional costs such as court fees have
potentially been levied on the consumer.

8. Changes to the Third Party Direct Deduction scheme could be made which would provide consumers
with greater choice and flexibility in how they manage their budget which could prevent debts building up
and additional costs being incurred either from costs levied by creditors in pursuing debts or potentially
bank charges incurred when payments are returned unpaid being avoided, therefore helping to combat
poverty.

9. We propose that there is a need for improvement and expansion of the Third Party Deductions Scheme
to enable the scheme to be proactively used by consumers as a budgeting tool of choice.

10. We believe the scheme should:

— Be promoted as a budgeting scheme, available to all consumers on benefits and tax credits at the
outset of their claim. It would then be a payment option of choice, not a last resort mechanism for
tackling debt and the potential increased costs which may already have been incurred.

— Enable consumers to join the scheme and remain on it once arrears have been repaid to prevent
the movement on and oV the scheme as debt is first repaid and then accrued again.

— Be extended to include all income replacement benefits (including Working Family Tax Credits)

— Enable consumers moving from one benefit to another as they move towards employment to
remain on the scheme automatically, hence maintaining ongoing bill payment and encouraging
good money management skills where appropriate.

11. Research undertaken jointly with Ofwat/WaterVoice and undertaken by Accent Marketing and
Research320, indicated that consumers who face diYculties in meeting their water bills would welcome the
choice of joining the Third Party Deduction Scheme at the point they began to receive benefits and/or
became responsible for paying their water charges.

320“Paying for Water” 2003.
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12. Whilst reform of Third Party Deductions as proposed would significantly improve consumers’ ability
to manage their bills, and avoid potential costs of debt recovery action and other costs, in isolation these
reforms will have limited impact in tackling the wider issues associated with water aVordability and hence
its impact on the wider financial inclusion agenda. Water UK’s evidence papers submitted to Defra
(enclosed) detail further reforms we believe will assist in tackling this diYcult issue.

13. We noted with interest the announcement by Northern Ireland Minister, Sean Woodward, of the
launch of a Government scheme, funded through general taxation, which will cap water charges at 3% of
income for all eligible low-income households in Northern Ireland.

We believe innovative and direct measures by Government are also required throughout England and
Wales to truly address problems of water aVordability and to assist with financial inclusion more generally.

14. We are grateful for the opportunity to make these comments and would welcome any further
questions from the Treasury Committee in due course. Any enquiries about this response should be made
to Philip Mills, Director of Water Services at Water UK (tel 020 7344 1833).

January 2006

Memorandum submitted by the Welsh Assembly Government

1. Extend the entitlements made to the Children’ Trust Fund (CTF) accounts of those raised in
care by local authorities

The Assembly Government is presently consulting local authorities in Wales on arrangements to establish
a new CTF grant scheme from autumn 2006 to encourage local authorities to make annual contributions
to the CTF accounts of certain categories of children for whom they have responsibility. OYcials are
presently unable to outline the predicted cost of this initiative, but it is estimated that following the target
launch date (1st September 2006), and according to the definitions used in the consultation, approximately
650 children will be immediately eligible, with a further 200 children made eligible annually each year
thereafter. Consideration is being given to reimbursing local authorities up to £50 for the costs incurred in
contributing to each eligible child’s account.

2. Improve the standard and extent of financial literacy education in schools

ACCAC (the Qualifications, Curriculum and Assessment Authority for Wales) is presently revising the
curriculum and is hoping to incorporate new elements as well as strengthen the existing elements on financial
education within the Personal and Social Education Framework. Consideration is also being given to the
possibility of adapting the Mathematics curriculum. The revised curriculum is to be issued for formal
consultation during academic year 2006–07 and it is hoped that it will be implemented in September 2008.
There is, however, an apparent need to sensitively and delicately deliver such educational initiatives, so as
to avoid increasing the stigma experienced by the children of low income families. Consideration will be
given to the potential synergy between the activity of credit unions and financial literacy initiatives in school,
including exploring with credit unions the possibility of establishing savings schemes through schools.

3. Establish a National Centre for Financial Education

The Assembly Government fully intends to emulate in Wales the Scottish Executive’s Scottish Centre for
Financial Education, an innovative institution that ensures the dissemination to schools and local
authorities of the teaching materials, guidance and best practice necessary to the professional delivery of a
financial literacy education framework. It has recently been agreed that the Financial Services Authority
will act as an agent of the Assembly Government in liaising with prospective private sector investors to
examine options for the establishment and funding of the Centre. It is envisioned that a Centre in Wales
could build links between service providers such as credit unions, the Basic Skills Agency and individual
Citizens Advice Bureaux (all of which play an important role in the delivery of financial education and the
training of money advisors).

4. Distribute to citizens affected by divorce/job loss the contact details for Money Advice
Agencies

Financial exclusion is often caused or reinforced by life-changing incidents such as these and we are
presently establishing the level of support that local authorities might proVer and intending to build links
with Community Legal Service Direct Wales, the Law Society and the Probation Service to eVectively
disseminate contact details to those independent, local organisations that provide money advice. This
process would encompass (1) identifying the partners needed to signpost those in need, and (2) research into
the eVects of such events on the individual particularly regarding health and child poverty.
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5. Encourage and support income maximisation and debt minimisation initiatives

These will include co-working with Job Centre Plus on local initiatives; ensuring maximum take-up of
benefits, tax credits and pension credits; council tax rebate etc through proactive awareness raising
initiatives within the community; and active promotion of credit unions. EVorts will be made to investigate
the possibility of rolling-out those income maximisation measures that have already been tested on the
ground: a Citizens’ Advice Bureaux has provided advice on the relationship between the new Tax Credits
and Maternity Grant entitlement, and the Flintshire Bureau’s ‘Family Matters’ project advises families at
risk of losing the grant given misconceptions of the new system.

6. Support the development of the credit union movement in deprived/disadvantaged areas (as
exemplified by the Welsh Assembly Government’s Communities First programme)

These bodies are often located in the immediate community, sensitive to local conditions and encourage
saving and sensible spending. Critical to the Assembly Government’s financial inclusion agenda, credit
unions provide a workable alternative to the sub-prime/illegal money-lending markets. There is the
possibility of expanding debt redemption schemes such as the DRAMA project (Debt Redemption and
Money Advice) in the Welsh coalfields (in April 2003, the Coalfields Regeneration Trust granted the sum
of £115,000 to the Wales Co-operative Centre to oversee a three-year pilot for a Loan Guarantee Fund
partnership between credit unions located in the Welsh coalfields and the providers of free money advice
services in those areas). The scheme enables credit unions to redeem high interest loans or make emergency
bill payments and oVer loans at lower interest rates. Before taking out loans borrowers are encouraged to
seek budgeting and money advice from specialist money advisors.

The Department for Work and Pensions £36 million Third Sector Growth Fund provides financial
assistance to credit unions and community development financial institutions—the proportion of this made
available for use in Wales should accurately recognise the severity of the situation in Wales relative to
England, Scotland and Wales.

7. Challenge the illegal-money lending market

We are keen to monitor the findings of the DTI funded pilots in Glasgow and Birmingham. We
understand that the DTI is presently undertaking research into the prevalence of illegal money lending and
it should help establish to what extent and in what areas of Wales it exists. Interim reports on the operation
of the project and associated costs are expected imminently. A Welsh-specific evaluation and mapping of
loan sharking may be undertaken should the report on the pilots fail to account for the situation in Wales.

8. Study the experience of the Scottish Executive in co-ordinating debt advice, which has included
extra investment, 120 new money advisors and working towards minimum standards

Of the DTI’s £45 million Face-to-Face Debt Advice Fund, £3.15 million has been made available for use
in Wales and the future use of this Fund should properly acknowledge the severity of the situation in Wales.
We would recommend greater co-operation with the Legal Services Commission, one of the largest funders
of advice and information services in Wales and the UK.

9. Investigate co-working with utility companies to reduce the burden on targeted groups

Water poverty is particularly fundamental and talks with Dwr Cymru (Welsh Water) revealed that
around £20 million could be saved by the company if bill collection were administered by local authorities
throughout Wales (currently only 11 local authorities do this). The Welsh Assembly Government hopes to
broker discussions between the Welsh Local Government Association and Dwr Cymru, and savings from
local authority collection could be recycled to tackle the issue of water poverty with a particular focus on
helping disadvantaged groups, such as families with very young children. This mode of negotiation should
then be explored with gas and electricity providers.

10. Stress the mutuality of financial inclusion initiatives and social enterprise

The Assembly Government has acknowledged the importance of social enterprise in its Social Enterprise
Strategy for Wales (published June 2005) and our objectives in supporting financial inclusion measures and
the development and growth of this sector are coterminous. Social enterprise “closes the circle” of financial
inclusion and provides employment and wealth-creating opportunities in those areas where public and
private provision is no longer able to satisfy essential local need.

June 2006
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Memorandum submitted by Which?

Introduction and Background

1. Which? campaigns for all consumers. With around 700,000 members in the UK, we are the largest
consumer organisation in Europe. Entirely independent of government and industry, we are funded through
sales of our consumer magazines and books.

2. Thank you for the opportunity to submit evidence to the Treasury Committee inquiry into financial
inclusion. For a number of reasons set out below, we think that tackling financial exclusion is one of the key
public policy challenges facing the UK. We also argue that, due to major ‘environmental’ trends under way,
financial exclusion is likely to be a growing problem for policymakers.

3. Moreover, exclusion aVects the way the whole range of consumers’ financial needs are met321 although
we appreciate why the committee has focused on banking services, aVordable credit, access to advice and
provision for the future/ long-term savings as these are probably the most pressing issues.

4. On final point we would make in the introduction is that exclusion has generally been associated with
consumers in the lowest income/ socio-economic cohorts. And it is quite true that the most vulnerable
consumers in society are most aVected by financial exclusion and its associated disadvantages. However, we
take the view that exclusion aVects a much wider population of consumers especially the mass market of
consumers on lower-medium incomes—this can be seen especially in the ability of the retail financial services
industry to provide access to decent, value for money pensions and long-term savings products and objective
financial advice.

5. Which? campaigns to ensure that the needs of all consumers are met fairly and cost-eVectively. The
financial products and services sold by the industry are just means to an end, ways of meeting those needs.
We are agnostic about whether consumers’ needs are met by state, market, or alternative models although
clearly we have to be pragmatic about our recommendations322.

6. Financial inclusion is a complex and sensitive subject. Consumers are not homogenous and can be
profiled in many ways according to income, age, region, ethnicity, gender and so on—each associated with
specific aspects of exclusion. Therefore, when formulating policies to promote financial inclusion these need
to be tailored to meet the needs of diVerent groups.

7. However, in the broadest sense, we have identified three groups of consumers classified according to
how well the ‘market’ can meet their needs. This classification is closely correlated with income but perhaps
it is more accurate to think in terms of profitability to the retail financial services industry. These groups are:

— Consumers who are permanently excluded and whose core financial needs can only be met by state
sponsored or provided solutions

— Comparatively wealthy consumers whose needs and wants can be successfully and profitably met
by the retail financial services industry

— The mass market of consumers on lower-medium incomes who make up the largest group in
society and whose core needs are best met by a combination of state, market and quasi-market
solutions as their circumstances dictate.

8. While the most disadvantaged in society are worst aVected by the consequences of financial exclusion,
we think the mass market group present the most diYcult policy challenge for government. The major trends
we have identified lead us to question the degree to which the retail financial services industry can meet the
needs of the ‘average’ consumer in many of these core areas. As a result, we argue that radical thinking is
needed to meet the core needs of this group.

9. Therefore, when addressing the financial inclusion challenge, we argue that the government should be
looking at the issue from the perspective of these two groups—permanently excluded and mass market
consumers—not just tackling the more obvious exclusion borne by consumers on lowest incomes.

10. The extent to which the retail market can meet the needs of all consumers very much depends on
which core need (and which product associated with meeting those needs) is being evaluated. For example, it
could be argued that the retail market has been very successful at meeting the needs of mortgage consumers.

11. However, the same cannot be said for pensions or access to generic financial advice and guidance
where the retail market has not been able to provide access to consumers on lower-medium incomes on terms
which both make sense for consumers and met shareholders expectations of return on capital. This is why

321 These needs are: decent, secure and sustainable retirement incomes; protection against lifetime risks (income, health); decent
long-term and social care; access to fair and aVordable banking services; aVordable home ownership; fair and aVordable
borrowing; short term savings; saving/ investing for future events; and insurance for possessions/ lifestyle. These are
underpinned by the need for objective financial advice and guidance.

322 Eg. there would not be much point campaigning for state operated mortgage markets even if we were convinced that the
existing market based system was irredeemably dysfunctional. However, we are pleased that the idea of a National Pension
Savings Scheme has been recommended by the Pensions’ Commission.
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we actively promote alternative models such as collective pension schemes, and a National Financial Advice
Network. And we are very pleased that the idea of collective pension schemes in the form of a National
Pension Savings Scheme has been recommended by the Pensions Commission in its second report.

12. We think that similar thinking will be needed to develop alternative solutions for meeting a wider
range of consumers’ core financial needs such as equity release and income protection products. To this end,
Which? will be bringing out a report this year called Bridging the Gap which will propose alternative
solutions to meet these needs using a combination of state, third sector and market based initiatives.

13. So far, in contrast to other major countries such as the USA, France and Canada, the UK government
has relied on a voluntary partnership approach with the financial services industry to tackle financial
exclusion supported by a number of specific programmes such as the Financial Inclusion Fund and
Financial Inclusion task Force. We do not think that this approach is likely to address eVectively the existing
or potential problems associated with financial exclusion.

14. The individual Government initiatives and programmes are very welcome of course but we believe a
dedicated and coordinated strategy is needed to ensure that the core needs of consumers currently aVected
by exclusion, and those who face the risk of future exclusion, are met fairly and eVectively.

15. In practice, this means that the limits of market based solutions must be recognised and alternative
state sponsored/ quasi-market solutions promoted by government—especially when it comes to providing
access to objective financial advice and guidance, and core products such as pensions, savings and loans and,
in the future, equity release and insurance products.

16. Moreover, despite the public commitments (and the eVorts of some individual financial institutions),
we do not believe that the retail financial services industry generally is genuinely committed to tackling
financial exclusion. Therefore, we argue that it is time for government to formally intervene to ensure that
exclusion is challenged. The precise form of intervention needs to be consulted on but we think interventions
such as a Universal Service Obligation (USO) for basic banking services or a US style Community
Reinvestment Act (CRA) should be considered—although we recognise that these are diYcult issues which
need to be evaluated carefully.

17. In addition, we recommend that the government introduce CRA style disclosure requirements so that
policymakers can gauge the extent of financial exclusion and the behaviour of individual firms.

18. The role of regulators in tackling public policy issues such as financial exclusion should also be
considered by government. The FSA does not currently have an explicit public policy objective to tackle
financial exclusion nor does it oversee USO’s. We are currently assessing whether the FSA is the appropriate
institution for overseeing public policy on financial exclusion and will be publishing our recommendations
in a policy report on financial regulation due to be published in the Spring of this year.

1. Access to banking services

— Action taken by the Government and the banking industry towards reducing the 1.9 million
households in the UK without a bank account

— Access to banking services, including the operation, usefulness and regulation of basic bank
accounts, and access to cash withdrawals.

19. We think there are two key issues relating to basic banking services:

— Access to the important benefits provided by current account type facilities; and

— The impact of changes in the ATM and bank branch market

Access

In today’s world, we argue that access to banking should be seen as a utility rather than a discretionary,
commodity good. It is becoming as increasingly important as other utility goods such as energy (electricity
and gas) and telecommunications. Therefore, when market failure occurs (in the sense that consumers are
denied access to basic services) it is valid to consider all type of intervention to ensure that consumers core
needs are met fairly and eYciently.

20. We will not go into great detail about the scale of exclusion in the banking sector or the impact that
can have on consumers as this has been covered in great detail in reports from HM Treasury and others323.
However, the headline figures are striking. According to the Family Resources Survey 2003–4, over 13% of
individuals in the UK do not have a current account. As nef points out in its discussion paper on basic bank
accounts324, the problem is even greater for those in deprived areas—35% of individuals in deprived areas
in the UK lack basic accounts. The UK fares badly against other European countries—the percentage of
excluded in most European countries is much lower than UK levels at around 4-5%.

323 For example, see HM Treasury, Promoting Financial Exclusion, December 2004, or nef discussion paper, Basic bank
accounts: The case for a universal service obligation, 2005

324 nef discussion paper. Basic bank accounts: the case for a universal service obligation, nef, 2005.
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21. This regional dimension is important. Mapping the regional distribution of financially excluded
groups suggests that 68% of financially excluded groups live in the 10% of the most financially excluded
postcode districts, with a quarter living in the 3% of post codes with the highest concentrations of financial
exclusion325.

22. The knock-on eVects for consumers facing financial exclusion are well documented. Not having
access to current account facilities and direct debits can lead to consumers: paying higher charges for other
financial transactions such as cheque cashing; denied access to, or paying higher charges for, other products
and services such as telecommunications, and utilities such as gas or electricity; denied access to loans or
being forced to turn to non-mainstream lenders. Financial exclusion has wider consequences for society (as
pointed out by HMT326) through entrenching social exclusion and contributing to child poverty.

Progress made

23. Therefore, progress made by the banking industry should be judged against the scale of detriment
caused by financial exclusion. In that case, we do not think that reasonable progress has been made.

24. The UK government has relied on a voluntary, partnership approach with the major UK retail banks
to tackle the problem of access to basic banking facilities. The key initiative in this field has been the basic
bank account which oVers a simple transaction account and facilitates use of ATMs and direct debits. These
accounts are accessible free of charge over the counter at most post oYces. UK banks signed up to a
commitment to work with the Government to halve the number of unbanked households by 2006.

25. Progress has not been encouraging in our view. While the headline figures quoted by the British
Bankers Association seem to indicate that this voluntary strategy has been a success, careful analysis
suggests otherwise. For example, there is a significant disparity between the net numbers of basic bank
accounts opened and the increase in the number of post oYce accessible accounts327.

26. In addition, nef reports that, in contrast to the claims by the BBA that 5.7 million basic bank accounts
had been opened by March 2005, only 1.3 million of the new basic accounts had been opened since the
launch of universal banking in April 2003328. Furthermore, only 2.2 million of these accounts are accessible
through the post oYce.

27. Overall, we suspect that there is a significant diVerence between the headline figures quoted and the
number of accounts that are actually being actively used by consumers who were previously excluded which
suggests that progress towards the 2006 target needs to be challenged.

28. As well as doubts about the actual penetration of basic bank accounts among the target market,
concerns have been raised about the attitudes of the banks in promoting basic bank accounts.

29. To be fair, recent mystery shopping carried out by the Banking Code Standards Board (BCSB) in
2005 suggests that there have been improvements in the experiences of consumers trying to open basic bank
accounts329. 67% of people who took part in the exercise would be prepared to recommend the bank they
had opened an account (this is up from 41% in 2003, and 57% in 2004).

30. But there is room for improvement and a wide variation in the performance of diVerent banks
assessed in the survey. For example:

— the BCSB survey found 30% of its assessors had diYculty in getting literature and in some cases
it was not available at all

— 26% (over 1 in 4) staV did not recognise the need for a Basic Bank Account. In one case, the figure
was close to half (47.5%).

— only in 38% of cases was literature displayed in branches, in 62% it was either behind the counter
or not on display at all

— in 20% of cases on average assessors were actively dissuaded from opening a basic bank account.
In the case of one bank, this figure was 40%.

— In about 20% of cases, attempts were made by staV to sell a more complex product than the basic
bank account. In the worst case, this happened on 40% of mystery shops.

— Speed of opening an account is crucial where payment of benefits is concerned. The BCSB states
in the report that unnecessary delays (in one case up to 7 weeks) are unacceptable and more must
be done to help applicants, many of whom are not financially literate or may not have English as
a first language.

325 HMT Promoting financial inclusion, December 2004, p 14, para 2.18.
326 HMT Promoting financial inclusion, December 2004, p 10, para 1.10.
327 the BBA reports net openings of 285,761 accounts over the half year to September 2005 yet there has been an increase of just

under 52,000 post oYce accessible accounts over the same period.
328 Nef discussion paper: Basic Bank Accounts: the case for a universal service obligation.
329 see Banking Code Standards Board, Survey of Subscribers providing Basic Bank Accounts, November 2005.
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31. The wide variation in performance of diVerent banks and building societies is confirmed by looking
at the data for the number of basic bank accounts opened. BSCB/ BBA analysis suggests that the number
of basic bank accounts being currently opened by diVerent institutions as a proportion of ordinary current
accounts ranges from 2% to 54%330.

32. We conclude that the evidence strongly suggests that the level of commitment from the banking sector
generally (with a few notable exceptions) under these voluntary arrangements is insuYcient to deal with
exclusion from basic banking services.

33. Banks in other major developed economies face statutory regulation in relation to financial exclusion.
For example, in the USA, the Community Reinvestment Act and Home Mortgage Disclosure Act require
banks to disclose details of consumers to whom they are currently providing services. Indeed, it is possible
for anyone with access to the internet to see how what proportion of loans individual branches of banks
have made to various groups of consumers eg. those on diVerent incomes, or diVerent minority ethnic groups
etc. Banks are rated by the banking authorities and these scores are publicly available. This has led to banks
investing in local communities to ensure a positive score under the legislation.

34. In France, consumers have a legal right to a bank account under the 1984 Banking Act—if banks
refuse to open an account for consumers s/he can apply to the Bank of France which nominates a financial
institution to provide the bank account. And in Canada, legislation entitled ‘Access to Basic Banking
Services Regulations’ was introduced in 2003 to ensure that all Canadians could obtain bank accounts
without diYculty.

35. Therefore, we argue that it is time for government to formally consult on the use of interventions such
as a Universal Service Obligation (USO) for basic banking services or a Community Reinvestment Act
(CRA)—although we recognise that these are diYcult issues which need to be evaluated carefully.

36. In addition, we recommend that the government introduce disclosure requirements along the lines of
the CRA so that policymakers can gauge the extent of financial exclusion and the behaviour of individual
firms. It is diYcult to see how the required disclosure requirements could be operated eVectively under a
voluntary Banking Code.

ATMS and bank branches

37. However, it is not just in relation to basic bank accounts that we doubt the commitment of the major
retail banks to financial inclusion. We have submitted evidence previously to the TSC on the impact of the
growing number of surcharging ATMs and the closure of bank branches in deprived urban and rural
areas331. With respect to financial exclusion the most worrying aspect is the potential impact of the growth
in surcharging machines.

38. As evidence from the Campaign for Community Banking Services (CCBS)332 submitted to the TSC
shows, 40% of the branch network (over 5000 branches) have been closed since 1989. Branch closures have
direct and indirect impacts on local communities—branch closures can lead to reduced access to free ATMs .

39. Although the branch closure programme was halted by fierce public and political opposition we are
concerned that this pause is about to end, as indicated by the closures in 2005 by HSBC—the first of the
major banks to recommence branch closure programmes. Analysis by CCBS estimates that approximately
a thousand more communities are at risk of losing their last branch.

40. As we said in our submission to the Select Committee’s Inquiry on Cash Machine charges, the
banking industry had turned to the Post OYce as a solution for consumers to access and manage their
accounts. However, we noted that Post OYces too have been subject to branch closures and that many of
the ATMs installed in and around Post OYces already charged or were about to charge. We were pleased
to see that the intervention of the Select Committee triggered a positive response on the part of the Post
OYce which announced its decision to increase the number of free ATM machines. However, despite this
positive step, we remain concerned. It is not clear how much progress the Post OYce has made yet towards
its targets for introducing free machines, or what impact the decision to end the contract for the Post OYce
Card Account will have on the business case for introducing free machines. But more importantly in our
view any increase in free Post OYce based machines has to be set against the continued growth in charging
machines. Nationwide state that the number of charging machines increased by 16% between September
2004 and September 2005 while the number of free machines fell by 0.3% in the same period. It estimates
that if current trends continue charging ATMs will make up 50% of the total by end-2007333.

330 see page 5, Banking Code Standards Board, Survey of Subscribers providing Basic Bank Accounts, November 2005
331 see Which? evidence to TSC inquiry on ATMs, December 2004.
332 Which? is a core member of this campaign.
333 Nationwide Building Society, The increasing threat to free cash withdrawals, November 2005.
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41. The impact of branch closures on ATM availability is diYcult to ascertain without detailed mapping
of the present and future situation regarding free non-branch ATMs. We would like to see the financial
institutions and IADs providing detailed information on the localities where new surcharging ATMs will
be cited. To provide some impetus for this, we have undertaken the precursor to such a project.

42. For a sample of 58 of the 800 communities that the CCBS have identified as branchless, we conducted
some rudimentary non-scientific research to assess access in those communities of free and charging ATMs.
For each community name supplied to us by the CCBS, we used the ‘ATM Locator’ tool on the LINK
website to map the closest five free and surcharging machines to the given epicentre. Of the 58
communities assessed:

— 4 communities (6.9%) had no ATM less than 2km from the epicentre;

— 21 (36.2%) had a free ATM within 2km of the epicentre;

— 13 (22.4%) had a free ATM between 2 and 4km of the epicentre; and

— For 24 communities (41.1%), the closest free ATM was 4km from the epicentre or further.

43. Our findings would suggest that branch closures are indeed having an impact on consumer’s free
access to their own money. In view of the economics of cash machines, we think these ‘free ATM black out
areas’ are likely to increase significantly over the next few years.

44. As ATMs convert from free to surcharging machines, groups of people living in aVected areas will
be ostensibly forced to use surcharging ATMs for their primary cash access. While we agree that surcharging
ATMs are reasonable as convenience machines where consumers can exercise clear choice, we are seriously
concerned that matters of financial exclusion and location will make ‘convenience’ machines used for more
than they were designed.

45. This is particularly disturbing in an era where consumers have salaries, benefits or pensions deposited
directly into their current account (the latter two as a result of a clear government policy).

46. What is most disappointing is the attitude of the major banks to the alternative shared branch
solution proposed by CCBS. We do not expect the retail major banks to maintain branch networks which
lead to unacceptable losses for shareholders. Therefore we have been campaigning for the industry to adopt
a cost-neutral branch sharing model for vulnerable communities.

47. CCBS has undertaken feasibility studies into this model and it has been shown to work in the USA.
Which? as part of the CCBS attempted to persuade the BBA to undertake a proper pilot study of the shared
branch model. The BBA did undertake their own version of a pilot study. However, Which? wrote to the
BBA setting out our concerns about the flaws in the way the pilot study was being established and concluded
that the pilot was designed to fail. Therefore, we were not surprised when the BBA concluded that as a result
of the lessons from its pilot study, the shared branch model was not viable.

48. We would urge the TSC to revisit the issue of shared banking334. We would be happy to provide the
TSC with copies of the communications setting out Which?s serious reservations regarding the BBA’s
pilot study.

49. Therefore we believe that as well as measures to ensure that banks meet their obligations on basic
bank accounts we recommend that:

— banks and building societies should be required to carry out a proper feasibility study into shared
branch services.

— in the certain communities where even shared branches are clearly not justifiable, the banks and
building societies must commit to ensuring that these communities are served by free non-
branch ATMs;

— there should be exemptions for those individuals who rely on state support to meet basic living
costs. The technology should be developed so that ATM cards belonging to current accounts
receiving (for example) income support, disability allowance, or pensions are earmarked to be
exempt from ATM surcharges.

2. Access to affordable credit

— Measures to enable households excluded from mainstream credit to have access to aVordable
credit;

— The role of credit unions and community development finance institutions;

— The provision of interest-free loans from the Social Fund.

50. It is important to stress that credit is not a bad thing per se—managed well, access to fair and
aVordable credit provides useful benefits to consumers. However, there are major issues to be addressed in
the market. We think the three key issues relating to provision of credit which policymakers need to address
are as follows:

— Access to fair and aVordable credit

334 In its report of 30 July 2002, the TSC expressed an intention to revisit the issue on completion of the BBA pilot study.
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— Unfair and irresponsible practices in the lending sector

— Access to objective advice to cope with debt related problems as a result of the fall-out from the
explosion in personal debt

51. According to the NCC, in 2002 7.8 million consumers were denied access to mainstream credit335 and
had to turn to the sub-prime providers such as home credit lenders who in some cases charge in excess of
300% APR.

52. In addition, organisations such as CABx and the Consumer Credit Counselling Service report an
increase in the number of clients reporting with debt problems.

53. We believe that tackling debt-related exclusion issues will become an increasingly important challenge
for government because of the growth of risk based pricing by the financial services industry and the level
of consumer debt in the UK.

54. Therefore, coordinated action is needed to meet three objectives of providing access to alternative
sources of credit; ensuring the lending industry behaves fairly and responsibly; and providing access to
financial advice.

Alternative sources of credit

55. We are encouraged by the initiatives undertaken so far by the government to promote and develop
alternative sources of credit for those consumers the mainstream industry cannot serve fairly and cost-
eVectively. We are very supportive of the role of credit unions in meeting the savings and credit needs of
communities. We think the role of credit unions could be expanded to meet other needs eg providing access
to general financial advice. We see credit unions as providing one of the access points in a National Financial
Advice Network.

56. However, despite the obvious potential credit unions have for promoting financial inclusion, the
sector faces a major hurdle in that individual credit unions need to build up substantial savings before they
can lend out to borrowers. Furthermore, credit unions as mutual organisations cannot be expected to take
undue risks with members’ savings.

57. The decision to relax the interest rate cap on credit union loans should help credit unions oVer more
competitive savings and therefore increase the available loan capital and allow better management of risks.
But this is not enough in our view. As part of our Bridging the Gap work, we are evaluating whether better
use could be made of ‘quasi-market’ sources to provide credit unions with access to low risk sources of loan
funds. In addition, we are investigating what role the government could play in underwriting loans for
consumers who do not have savings built up within a credit union—allowing credit unions to administer
the actual loans. We see merit in the idea of allowing independent organisations such as CABx or CCCS
recommending clients who have a need for emergency funds to credit unions for this type of loan. However,
this clearly needs to be evaluated further and we will be producing more detailed models as part of our
Bridging the Gap report.

Ensuring the lending industry behaves fairly and responsibly

58. We are of the view that the behaviour and practices of parts of the lending industry (mainstream and
sub-prime sectors) have contributed to the unprecedented levels of personal borrowing in the UK. The
FSA’s recent Financial Risk Outlook reports that 1 in 8 families are having diYculty meeting their
obligations336.

59. We have been critical of a number of practices followed by the sector337 in particular:

— Unsolicited credit limit increases and unsolicited credit card cheques

— Aggressive direct mail marketing campaigns which promote inappropriate or expensive products
when better options are available

— Mis-selling of add-on products such as payment protection insurance

— Lenders not doing enough to ensure that consumers can aVord the credit oVered—data sharing is
a particular issue.

60. As part of our Time For A Change strategy we are developing a series of principles and practices
including specific measures for the lending sector. These will cover: product design marketing practices, pre-
contractual information, credit-checking, final contract and account management, and data sharing. We are
hoping to persuade the sector to work with us in developing a set of voluntary standards to promote fair
and responsible lending along the lines of our successful Fair Mortgage Campaign.

335 NCC, Mind the Financial Gap, Access to Financial Services, September 2004
336 FSA, Financial Risk Outlook 2005, p 41.
337 see Which?, Sneaky Tricks and Hidden Charges, January 2005.
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61. So far, we have ruled out supporting the idea of a cap on interest rates to tackle extortionate lending.
Our fear is that given the existing capacity constraints there is a risk of more consumers being displaced into
the fringes of the lending industry. We believe it is preferable if the government focuses on building capacity
in the third sector.

Providing access to financial advice

62. As mentioned below in our response to question 3, we think the case for a coordinated, centrally
managed National Financial Advice Network is compelling. We appreciate that debt advice is a priority for
government. However, we believe that it is preferable to look at providing advice on consumers’ general
financial needs rather than focus on one specific aspect. Moreover, we think this would be more cost eVective
rather than have individual advice solutions for debt, pensions and other general financial advice needs.

3. Financial education and access to financial advice

— The role of the Financial Services Authority, the Department for Education and Skills and others
in promoting and supporting improved financial education in the schools, other education
institutions and the workplace and the progress of the national strategy for financial capability;

— The provision and regulation of generic financial advice about savings and debt

63. We strongly support the work of Government and others such as the Personal Finance Education
Group (PFEG) to promote and support financial education. Financial education and information
campaigns as a prerequisite for an informed and active consumer population. However, it is our view that
given the legacy problems facing the UK it may take a generation for initiatives to pay dividends. More
importantly financial education should not be seen as a substitute for eVective regulation of markets.

64. We believe there is evidence of growing demand and need for unbiased advice and guidance on
general financial matters. We do not think it is possible to look at debt and savings in isolation. General
financial healthchecks and help on individual matters are becoming increasingly important.

65. These demand factors include:

— 1.5 million overindebted households

— in the field of pensions, the risk and responsibility of providing for the future is increasingly being
transferred from the state and employers to individuals, coupled with major changes to employers
final salary schemes

— the need for ‘emergency’ advice in the face of mis-selling scandals eg. pensions mis-selling,
mortgage endowment mis-selling and contracting out mis-selling. Consumers can be reluctant to
return for advice to the same industry which caused problems in the first place.

— Consumers may need advice and guidance when obtaining due redress whether at the individual
level or as a result of major scandals. An indication of that demand and need can be seen from the
1 million unique visits Which? had to its mortgage endowment website.

— The UK’s state benefit system is seen as being very complex and there is a need for advice on
claiming benefits and resolving benefit problems.

— The UK financial system and products is hugely complex so we believe there is a real need for help
with general financial planning. However, the retail industry is unable to serve consumers on
lower-medium incomes because of the economics of access.

66. It is too early to judge the eVectiveness of the national strategy for financial capability. However, we
are very concerned that the FSA appears to be placing too much emphasis on the private sector to meet this
need for generic advice.

67. The need and demand for advice and guidance among all parts of society can be best met by a ‘mixed
economy’ of providers including the state, third sector and private sector.

68. There are already a large number of third sector organisations of various types who are involved in
delivering advice and education doing a commendable job. However, we are of the view that these eVorts
are being dissipated by the absence of a coordinated programme to provide access to advice to those who
need it most.

69. We conclude that the combination of factors facing the UK mean that the need for a National
Financial Advice Network is more compelling than ever. This network should be the key agency for
delivering advice and coordinating the delivery of the national strategy for financial capability.

70. We are campaigning for the creation of a National Financial Advice Network using the existing
infrastructure of citizens advice bureaux, local government advice centres, the workplace, specialist
charities, trades unions etc and supported by a dedicated helpline) to provide access to financial
healthchecks/guidance but which could also coordinate and deliver financial education on the ground. This
is built around the existing model of the Community Legal Service which provides access to legal advice for
consumers on lower incomes.
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71. Which?s preliminary estimates are that it would cost about £200 million a year to run. This need not
necessarily be new money—it could be funded by redirected resources from the existing fragmented financial
education programmes and by fines on industry. If consumers are to be truly educated, informed and
protected there will need to be a move away from the current fragmented and uncoordinated approach
towards a more coherent and coordinated strategy which addresses the diVerent stages of consumer need.

72. A degree of additional central funding may well be needed but not providing this much needed
resource would be a false economy. Providing access to financial advice for consumers on lower-medium
income consumers costs money regardless of whether this is provided through a NFAN type institution or
through existing private sector channels. The question is which is the most cost-eVective and fairest
mechanism for meeting the existing need for unbiased advice?

73. We are of the view that it is likely to cost more to meet this need through private sector channels not
least because of the additional regulatory requirements. One of the main reasons for regulation is where
conflicts of interest exist in the distribution chain—a primary cause of these conflicts of interest are the
commercial imperatives which operate when the private sector financial services firms are involved. This is
not a criticism per se, but there are clear conflicts between consumer and shareholder/producer interests
which need to be addressed by regulation/intervention with consequent cost-implications. These particular
conflicts would not exist with a NFAN type organisation.

74. Moreover, we believe that a NFAN would result in cost-savings for the industry as many consumers
who are not profitable for industry to serve would be filtered out. This would produce a double benefit for
industry as conversion rates338 would be improved which in turn would free more time for ‘prospecting’ for
new sales leads. As the Pensions Commission report shows, these prospecting costs are a significant
proportion of business costs and when coupled with low conversion rates results in major ineYciencies in
the advice system (see answer to Question 5 below for details).

75. However, it is diYcult to put a precise figure on the cost of operating a NFAN because of the diVerent
assumptions and because we do not have access to the commercial data needed. Therefore, this is why as a
first step we are calling for the Government to fund a proper feasibility and pilot study to evaluate the costs.
We suggest this could be a job for the Financial Inclusion Task Force.

76. We do not see the FSA as being the appropriate organisation for operating this network. Its priority
should be focusing on making markets work in the consumer interest. We have previously raised concerns
about the structure of the FSA primarily concerning the dual roles of wholesale and retail regulation.
Requiring the FSA to coordinate the delivery of advice and education would further undermine its
eVectiveness.

77. We favour two possible models for coordinating delivery of advice and education. Either a standalone
agency similar to the Financial Ombudsman Service could be established which would be linked to the FSA
but operationally independent. Alternatively, a standalone agency could be created under the auspices of a
major government department similar to the Legal Services Commission which coordinates the Community
Legal Service. Whichever model for coordinating delivery of advice and education is chosen, the critical
factor is that this should be properly resourced339.

4. Incentives and barriers to saving for people on below average incomes

— The operation of the Government’s Savings Gateway accounts programme;

— The impact of the Basic Advice Regime in encouraging saving;

— The extent to which decisions on saving are influenced by factors aVected by financial services
regulation, such as the cost of regulated advice, as opposed to other factors, such as State
benefits system

78. This issue is the main focus of our submission to the TSC and is hugely relevant given the
recommendations of the Pensions Commission to establish a National Pensions Savings Scheme. Our
analysis suggests that the retail industry cannot provide pensions to the lower-medium income segment of
the market as the economics of access prohibit this. We are pleased to see that the collective approach to
providing access to savings that Which? has been advocating for some time now340 has been recommended
by the Pensions Commission in the form of the National Pensions Savings Scheme. We see no other way of
providing the decent, fair, sustainable and aVordable pension schemes consumers want.

79. However, we are very concerned that the retail insurance industry recognises that the NPSS exposes
the poor value of its pension products and will seek to undermine the NPSS before it is established.
Moreover, we are concerned that actions taken by the FSA will undermine the NPSS, further exacerbate
aVordability problems in the pensions market, and inadvertently create the conditions for mis-selling (see
RU64 below).

338 that is, the number of successful sales as a proportion of initial interviews
339 we find the CLS model an attractive one in terms of coordinating delivery of services. However, the Government’s record

on providing access to legal advice has attracted criticism recently. We attribute this to levels of funding rather than any flaw
in the LSC/ CLS concept.

340 see Which?: Blueprint for Pensions, 1997; Blueprint for National Pensions Policy, 2003; Choice and Pensions, 2005.
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Reasons why UK consumers are not saving enough for the future

80. Before commenting on the three specific issues outlined above it may be helpful to set out the reasons
we believe consumers in the UK are underproviding for the future.

81. Which?s qualitative and quantitative research points to the following reasons as being the prime
factors: unaVordability (compounded by record levels of personal debt); industry ineYciencies caused by
weak competition and the absence of economies of scale; lack of incentives due to lower long-term
investment returns; lack of confidence and trust in pensions and pension providers; fears about
stockmarkets and a marked preference for less risky assets such as cash deposits and other ‘assets’ such as
property.

The impact of the FSA’s proposals to remove the RU64 rule

82. The RU64 rule was the mechanism which gave eVect to the substantial improvements stakeholder
pensions (SHPs) brought to one of the most dysfunctional sectors consumers encounter. The FSA’s
proposals are hugely detrimental to the consumer interest and the wider public interest. The removal of
RU64 will:

(i). undo much of the progress made by the government and consumer advocates in introducing market
disciplines and meaningful competition to the retail pensions sector and will simply prolong
market ineYciencies. Prices are bound to rise significantly breaching the SHP price cap—making
pensions even less aVordable and wasting substantial amounts of taxpayers money in the process;

(ii). undermine the valuable consumer protection provided by RU64, by creating the conditions for
sales of unsuitable, expensive products; and

(iii). undermine public policy initiatives initiated by the government. Removing RU64 will fatally
damage stakeholder pensions thereby setting the FSA in direct conflict with the government’s
desire to introduce market disciplines and make retail pensions competitively priced and
aVordable. The abolition will also allow the retail pensions industry to seriously undermine the
National Pension Savings Scheme before it gets oV the ground. Abolishing RU64 will allow the
retail industry to build up a ‘war-chest’ to fund marketing initiatives to persuade consumers to opt
out of the NPSS.

83. The FSA has fallen for the classic industry lobbying technique which argues that regulatory
intervention is preventing the market from working. Therefore, it is trying to create the conditions for the
market to deliver.

84. We are at a loss to explain why the FSA seems to have bought so unquestioningly the disingenuous
arguments put forward by the insurance industry that the SHP price cap has exacerbated pension
underprovision by lower-medium income consumers in the UK and that, if only prices were allowed to rise,
the industry would play its role in closing the pensions gap.

85. For this contention to be valid, a number of conditions would need to be met—namely, (a) that the
industry has an interest in selling products to this market and (b) the price cap has prevented consumers
from accessing pension providers.

86. The FSA has not made a reasonable case to support either argument. There is no evidence that the
industry has ever been interested in this particular market except on hugely expensive terms. Nor is there
any evidence to suggest that the industry would be interested in this segment of the market given the margins
available elsewhere (unless of course they were able to sell to this market in the belief that the likelihood of
regulatory intervention would be reduced because of the removal of RU64).

87. Crucially, the FSA has not explored in any detail the more likely reasons why lower-medium
consumers are not contributing enough to pensions. The FSA is wrong to blame restricted access to pensions
on the price cap eVect and therefore is wrong to justify allowing prices to rise on these grounds. To allow
substantial price rises to occur at a time when aVordability and lack of trust and confidence are the key
barriers to consumers contributing to pensions is misguided in our view.

88. The impact on public policy initiatives seems not to have been understood by the FSA. The insurance
industry is well aware that the report of the Pensions Commission and other research highlights the basic
unsuitability of the ‘retail’ pensions model for meeting the pension needs of lower-medium income
consumers. There is a growing belief that alternative models are needed to meet the needs of this consumer
segment to circumvent the ineYciencies of the retail model. This, of course, threatens the basic business
model of the industry.

89. So, we suspect the real reason for this lobbying to raise prices is that, as well as allowing firms to
maximise revenues from higher income groups, a rise in personal pension charges will allow the insurance
industry to entrench its position in advance of the implementation of the Pensions Commission’s
recommendations.

90. We hope at this stage that the TSC would be able to bring some pressure to bear on the FSA to
reconsider its approach to RU64 as its proposals in our view are a grave mistake and would constitute a
major strategic policy error on the part of the FSA.
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91. Even if the industry was interested in the lower-medium income market, making pensions more
unaVordable is counterintuitive and the very consumers the FSA claims it wants to help will have less
incentive to save for the future, and industry sales people will have less scope for recommending personal
pensions—assuming of course personal pensions are sold in a properly regulated environment.

92. The industry may well have sold products to lower-income groups in the past. But it should be
remembered on what terms this was—the charging structures were such that it was taking between 7–10
years for consumers making monthly contributions to break even and this was at a time when markets were
delivering double digit growth. Overall, it must be reasonable to assume that the combination of industry
ineYciency, and shareholder demands will force firms to maximise the opportunity provided by FSA to
extract greater revenue from higher income groups—industry is unlikely to want to sell to lower income
groups unless it can missell without fear of regulatory intervention.

93. But it needs to be said that the FSA will be creating the conditions for the mis-selling of unsuitable
products if it goes ahead with these proposals. One of the other major benefits of SHPs was that it made
mis-selling almost impossible in a properly regulated environment as SHPs were so demonstrably better
value and more suitable for consumers. RU64 was the mechanism which made this benefit clear. Removing
RU64 will make the sale of more expensive and therefore unsuitable products easier for industry who it
should be remembered have a primary duty to shareholders. It is expected that bancassurers and multi-ties
will grab an increasing share of market among lower-medium income groups and as the FSA’s realises these
distribution channels only have to recommend most suitable products within their ‘range’—and it is unlikely
that they will include the remaining SHPs within their range.

94. It is misguided of a regulator to condone and promote significant price rises when aVordability is a
major issue. As mentioned, we find little to suggest in the FSA’s arguments that information solutions or
‘competition’ will keep a lid on price rises—even the FSA seems to accept that to be fair. Indeed, it is likely
that further upward pressure will be put on charges as a result of depolarisation. As the ABI report on
‘Paying for Financial Advice’ suggests, commission levels already appear to be bid up. This must feed
through to higher charges unless the industry is willing to absorb these increased costs—which is highly
unlikely.

95. The answer to the underfunding of pensions is not to allow pension charges to rise but to implement
the National Pension Savings Scheme as recommended by the Pensions Commission.

Savings Gateway

96. The idea behind government initiatives such as the Savings Gateway and the Child Trust Fund is
attractive. Getting consumers used to the savings habit can have significant additional benefits in terms of
financial inclusion—not least in providing consumers with greater confidence to deal with financial issues.
The savings gateway concept seems a relatively simple concept with the benefits readily understandable.

97. However, it is too early to say whether the Savings Gateway will make a significant diVerence to
financial inclusion. We suspect that much more will need to be done in terms of raising awareness to
overcome the barriers to saving outlined above.

Impact of the Basic Advice regime in encouraging savings

The extent to which decisions on saving are influenced by factors aVected by financial services regulation, such
as the cost of regulated advice, as opposed to other factors, such as State benefits system

98. The issues relating to the Basic Advice Regime and impact of financial services regulation are linked
so we have commented on these two issues together.

99. We do not think that the introduction of the Basic Advice Regime will have any significant impact
in encouraging savings. This goes back to the fundamental point that the retail industry cannot serve this
target market on terms which both (i) provide an incentive for consumers to forgo current consumption and
save for the future and (ii) meet shareholders expectations of returns on capital. Nor has this been the case
in the past despite the claims of the industry. Therefore, not surprisingly we see no sign that the Basic Advice
regime is encouraging retail insurance firms to actively target consumers on lower-medium incomes.

100. Regulation can have potentially positive and negative eVects on the levels of savings:

— EVective regulation can provide consumers with confidence to provide for the future, while at the
same time avoiding unnecessary costs

— IneVective regulation can undermine consumer confidence and/or add to distribution costs which
can have the eVect of denying access to consumers

— misguided regulatory actions can cause ineYciencies and distortions in a market.
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Regulation and consumer confidence

101. We have not explicitly researched whether regulation per se is having an impact on consumer
confidence but our research suggests that one of the key barriers to providing for the future is consumer
confidence and trust in the financial system and products341. We believe that this confidence has been badly
shaken by a series of financial scandals such as Equitable Life, various mis-selling scandals such as pensions
and mortgage endowment scandals and scares relating to occupational schemes.

102. One of the FSA’s statutory objectives is to maintain confidence in the financial system and while this
objective may well be met in relation to ‘systemic’ issues in the wholesale financial markets it is diYcult to
maintain that this objective is being met suYciently well in relation to individual consumer confidence.
Therefore, we would argue that improving confidence in the regulatory system is one of the critical factors
in improving and maintaining confidence in the financial system and products.

103. Which? is producing a policy report in the Spring of 2006 which will detail our proposals for
improving the eVectiveness of the regulatory system from a consumer perspective.

104. Regulatory costs and savings behaviour

105. It is important to challenge some of the claims made by the retail financial services industry about
the impact of the costs of financial regulation on savings behaviour. To summarise, the industry claims that
the existing regulations are too costly and this prohibits firms from selling to lower-medium income
consumers under the stakeholder pensions price cap—1.5% for the first ten years and 1% thereafter342.

106. We actually agree with the retail industry that it cannot sell to the target market at the price cap
levels (certainly in its current form). The point we have always made to HMT and FSA is that the industry
would need to sell at a charge level around twice the current price cap level. This would clearly be
unacceptable as it would provide no incentive for consumers to save using long-term products and selling
products at those charge levels would in our view constitute mis-selling given consumers appetite for risk.

107. We argue that during the consultation on the level of the stakeholder pension price cap the industry
was being disingenuous in arguing for an increase in the price cap from the then 1% per annum. It did not
seek a price cap rise in order to sell to the Government’s target market but rather to maximise revenue from
more profitable groups of consumers on medium to higher incomes. In the end we were pleased that the
Government did not give in to the industry’s more unacceptable demands and limited the increase to 1.5%
for the first 10 years and 1% thereafter. Our evidence suggests that this is more than enough to allow the
industry to make a reasonable return on capital from consumers making contributions of around £100 a
month.

108. However, while we were encouraged by the Governments firm but fair stance towards the industry
during the price cap consultation, it is dismaying to see that the industry seems to have achieved its objective
of breaking the new price cap through alternative means (see The impact of the FSA’s proposals to remove
the RU64 rule, above).

109. Without access to confidential figures it is diYcult to say precisely what proportion of distribution
costs arises from explicit regulatory costs. No one supports unnecessary regulation and we have argued for
a long time that an overreliance on rules based regulation encourages a culture of compliance and adds to
costs without addressing the root causes of market failure and consumer detriment343.

110. However, we have long suspected that the industry has tried to overplay the cost of regulation by
conflating general business costs and regulatory costs. Even if the FSA didn’t exist (with the associated
compliance costs), firms would still have to gather information in order to establish which products are
suitable for potential clients—this should be a requirement as part of due diligence, and it should be hoped
that firms and advisers would see this as being good business practice anyway regardless of whether
statutory regulation existed or not.

111. In a sense, the conduct of business and disclosure rules, and compliance requirements deployed
under statutory regulation simply ‘codify’ what should be part of the normal business and risk management
process. To be sure, there is a debate about the amount of information that must be disclosed and collected
and we see merit in having a debate around streamlining this volume of information.

341 see Which? Choice and Pensions, 2005.
342 as the Pensions Commission report states, ‘there are currently 8.5 million individuals aged 21 or over who earn in excess of

£5,000 a year who do not currently to any form of pension. Yet the insurance industry does not appear to be strongly interested
in selling pensions to many of these people, arguing that the costs of providing and administering pensions makes them
unprofitable under the present Stakeholder Pension charge cap regime. This is despite the fact that the present price cap is far
above the costs achieved in large occupational schemes.

343 Financial products regulation, Consumers’ Association, 1998.
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112. A common criticism we hear from industry is that FSA requirements have greatly increased the costs
associated with the sales process (ie. the fact finding referred to above) and compliance costs. The FSA does
indeed mandate certain information requirements. However, it should also be noted that the FSA also
works by setting down high level principles and allows firms significant discretion as to how these high level
principles are met. The FSA does not mandate specific approaches for example in ensuring sales are
compliant with high level principles. It is very much up to directors in firms to weigh up the risks to the firm
of various approaches. They are free to choose how many sales are double checked by compliance staV. We
have been made aware of one example inside a major UK financial institution where compliance
departments double check 100% of sales by front line staV.

113. The industry claims that the length of time to complete the sales process has increased signficantly
under regulation and this has therefore increased distribution costs. It is not clear how much of this increase
is attributable to regulation per se. We suspect that much of the claimed increase is ‘self-imposed’ in that
firms are ‘gold-plating’ the regulatory requirements to ensure that mis-selling is not occurring. As
mentioned, the FSA allows firms significant discretion as to how the high level principles are met.

114. Therefore, it has been our view that the main costs of distribution relate to general business costs
and specifically marketing and selling costs, and set-up costs not regulatory costs. So, cutting regulatory
costs would result in a very small reduction in overall distribution costs.

115. There is strong evidence to support this view. To begin with, charges on personal pensions and other
long-term savings products such as endowments were unacceptably high even before the FSA came into
existence—or the disclosure requirements which were introduced in 1995.

116. Compelling evidence comes from the Pension Commission’s Second Report which looked at the
distribution costs associated with the existing personal pensions market. The Commission modelled the set-
up and ongoing costs of providing a group personal pension to a small employer344 of 23 employees. The
total costs assumed by the Pensions Commission were £805 in set-up costs plus a further £31 a year345 in
ongoing costs.

117. The key components in the set-up costs were:

Costs embedded in IFA commission

Prospecting/ marketing £233

Establishing the scheme £217

Advising individual whether it is worth saving £80

Persuading individual to save in particular scheme £80

Initial set-up costs for provider

Sales consultant and staV incentives £160

118. It is worth noting that compared to these major set up costs the Pensions Commission modelled the
cost of complying with regulations to be £5. In terms of ongoing costs, of the £31 annual cost, compliance
costs amount to £4.50.

Impact of benefits on savings behaviour

119. Some commentators have argued that a combination of a higher universal state pension (which
would remove the need for means testing) plus incentives would provide the necessary encouragement to
stimulate savings.

120. It would seem ‘obvious’ that means testing is a barrier to getting consumers to save. But the issue is
more complex that it may first seem. We begun our qualitative research programme on pensions expecting
to find that that means testing would be a clear disincentive to save. However, on reflection it became clear
that if means testing was a disincentive then a number of conditions would need to be met.

121. Firstly, consumers would need to be consciously thinking about contributing to pensions and be
consciously weighing up options for providing a retirement income some years down the line. Secondly,
consumers would need to be aware of means testing and the impact of means testing on pensions.

344 details can be found in Figure F.12, Appendix F, page 227 of the Pensions Commissions Second Report.
345 for in-force policies.
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122. However, the qualitative research Which? undertook suggest that neither conditions are necessarily
met—certainly within the reluctant groups of savers.

123. There did not seem to be a great deal of awareness of how means testing works among the groups
we surveyed (see Summary of research contained in Which?’s submission to the Pensions Commission). To
be sure, once this was explained there was a great deal of ‘anger’ among group members. However, in
practice means testing did not make a diVerence as the groups had no intention to save anyway. The majority
were simply not making conscious decisions or choices about whether to rely on means tested benefits. The
sense we got from our research was that respondents were expecting ‘something to turn up’. But there was
no sense that means testing was that ‘something’.

124. Therefore, although it may seem counterintuitive, it looks as if means testing is not having a
significant direct impact on savings behaviour of groups who are not making the necessary level of
contributions. It is unclear whether means testing is having an impact on the savings behaviour of those
groups who are currently making some savings—ie. if means testing is causing those savers to contribute
less than they might do.

125. The key point is that, whatever the perceived impact, changing means testing on its own will not
provide eVective incentives to save.

126. However, regardless of the direct impact of means testing we do take the view that simplifying the
pensions structure is important and should be done as one of a number of measures. Simplicity is crucial to
encouraging consumer engagement with the pensions system. Means testing per se may not be a barrier to
savings, but it does add to the complexity of the pensions system and this complexity does act as a very real
barrier. Moreover, means testing makes the advice process more complex, more uncertain and therefore
more expensive.

5. The role of the Government, the Financial Services Authority and other bodies and
organisations in promoting financial inclusion

— The work of the Financial Inclusion Taskforce, and the use of resources from the Financial
Inclusion Fund;

— Lessons from successful local or regional initiatives designed to address geographical
concentrations of financially excluded households.

127. Which? supports the various government initiatives and the work undertaken by others to promote
financial inclusion. However, we take the view that this work needs to be better coordinated particularly in
relation to developing alternative financial products, providing access to unbiased advice, delivering
financial education programmes, and implementing policies to tackle financial exclusion (including industry
monitoring).

128. As stated in our answer to question 3, we favour two possible models for coordinating action. We
do not think the FSA is the appropriate body for coordinating this work. We would suggest that either a
standalone agency similar to the Financial Ombudsman Service or Legal Services Commission be created.

129. While the coordination of financial inclusion policy should be undertaken centrally, specific
problems with exclusion need targeted solutions especially when it comes to access to banking services, and
provision of advice. As outlined above, the regional dimension is important with 68% of financially excluded
groups living in the 10% of the most financially excluded postcode districts, with a quarter living in the 3%
of post codes with the highest concentrations of financial exclusion346.

130. The Financial Exclusion Taskforce provides an ideal opportunity to coordinate pilot studies for
shared branch banking, and the National Financial Advice Network.

6. The benefits of financial inclusion and the extent to which financial inclusion measures can
contribute to combating poverty and reducing barriers to employment

131. We have not made any comments in relation to this issue as other organisations are much better
placed to do so.

January 2006

346 HMT Promoting financial inclusion, December 2004, p 14, para 2.18.
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Supplementary memorandum submitted by Which?

Follow up to evidence session on 24 January 2006 347

Regulation of the Equity Release Market (Q 76)348

1. The potential growth of the equity release market in the UK has been exaggerated in some quarters349

but it is clear there will be a significant growth over the coming decades because of a combination of:

a. changing demographics,

b. under-provision for retirement and general household savings,

c. rising costs of health care,

d. rising consumer expectations,

e. a huge growth in property values; and

f. the behaviour of the retail financial services industry—we expect more activity in this sector on the
part of firms as margins are squeezed in other product areas.

Transitional Problems Facing the UK

2. The Government has recognised the need for reform to ensure the long-term sustainability and
aVordability of the UK pensions system. We are now awaiting the pensions White Paper following the
reports of the Pensions Commission. If the reforms are successful, then this should bring significant benefits
to future generations of pensioners and taxpayers. However, due to the long-term nature of retirement
planning it will be some time before the benefits of pension reform work through the system

3. Which? is concerned that there will be significant transitional challenges for the cohorts of consumers
in their late forties and fifties who will face an uncertain retirement over the next decade. They will retire
too soon to benefit to the same degree as younger generations from the current reforms, nor will they be in
a position to make suYcient additional pension provision due to the closeness of retirement. To be sure,
the Government could protect these cohorts of consumers through targeted PAYG state pension provision.
However, we believe there is real scope for the Government to investigate radical funded solutions to
supplement retirement incomes in cases where the market cannot deliver.

The Need for Alternative Solutions to Bridge the Gap

4. It is our firmly held view that there is a real need for alternative ‘quasi-market’ solutions in a number
of key areas to bridge the gap between state and retail market provision. This can be seen in the provision
of financial advice (which is why we have been campaigning for a National Financial Advice Network); the
provision of decent and aVordable pensions (which is why we have supported the idea of a National Pensions
Savings Scheme); and access to banking (as our support for the concept of shared branch banking shows).
The same principle applies to providing access to aVordable means of supplementing retirement income.

5. Because of the limitations of the retail private sector model we are of the view that an alternative form
of equity release product/provider is needed to provide access to those consumers the market cannot serve
fairly and eVectively. We have been undertaking some preliminary work in defining what the key features
would be of such a product.

6. We should stress that Which? needs to undertake much more work on the costings, distribution and
regulation of such a scheme but we are confident that such a product could be constructed and access
provided through the not-for-profit sector and other channels such as local authorities.

Limitations of Current Market Model

7. Equity release could play an important role in helping consumers manage the demands of retirement.
However, as the Committee will be aware, Which? has a number of concerns about the way the market has
developed including: some of the selling practices in the market, the design and transparency of the products,
the high cost of products, and restricted access.

8. This last point is a crucial one for Which?. We envisage that the market will develop in such a way as
to focus on consumers with significant housing and other assets. The products are expensive as mentioned
and the minimum sums that can be borrowed can be quite high. We believe that the retail private sector

347 Ev 1–25
348 Ev 13
349 The report from the Institute of Actuaries, “Equity Release Report 2005” (13 January 2005) demonstrated there are natural

limiting factors.
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financial services industry will find it hard to provide fair and decent products for consumers on lower-
average incomes or those who live in regions with lower levels of housing wealth. This is unfortunate as it
is these groups of consumers who are likely to need a boost to income in retirement or who may be in
desperate need for additional sources of income to fund expenditure such as home repairs.

9. As with much of retail financial markets and financial inclusion (eg. stakeholder pensions), the issue
is all about the economics of access. The margins are not there which would allow retail firms to serve this
part of the market—or to be more precise on terms which would represent value for lower-medium income
consumers. The retail industry could design equity release products for this market (ie with smaller
borrowing requirements) but we think the cost of doing this would be prohibitive for the consumer.

Proposed Key Features of Alternative Equity Release Scheme

10. If a new equity release scheme is to deliver benefits to consumers who are in greatest need of access
to additional income then we believe the following key features would be important:

a. It should provide small amounts of equity. We are undertaking more research on consumer needs
and have not arrived at a final figure yet but we think that a minimum figure somewhere in the
region of £3,000 would be appropriate.

b. There should be a no-negative equity guarantee.

c. It should be low cost in terms of interest rate charged and other fees. This does not necessarily mean
that the interest rate should be lower than interest rate charged on retail private sector products.
The key issue is one of access ie. providing access to small amounts of equity on reasonable terms.
We do not think retail providers would be able to provide access to small amounts of equity—to
be precise they would only be able to do this on terms which were prohibitive for consumers.

d. early redemption and repayments should be possible.

e. clear, fair and simple. Any terms and conditions such as redemption fees and switching costs should
be clear, fair, reasonable and transparent eg. they should not be linked to fluctuating financial
instruments which are hard to predict and understand such as gilts.

f. it should be transferable to other properties.

g. an ‘income drawdown’ facility should be available to allow equity to be withdrawn in instalments
as well as a lump sum.

h. we are evaluating whether the scheme should be operated on ‘roll-up’ basis where the interest is
rolled up and added to the loan or a fixed rate basis where the amount owed by the consumer is
fixed at the outset.

Funding

11. Due to the nature of the potential market and the economics of access problems for the private sector,
the Government would need to facilitate the core funding for this scheme. We stress that this should not be
seen as a direct ‘grant’. The aim should be for this to be cost-neutral for the taxpayer.

12. This is a crucial point for the success of such as scheme. If the economics of access are to be viable
then two conditions must be met:

a. some form of central funding (or facilitated access to funding) needs to be made available to provide
the economies of scale to minimise costs and

b. the scheme needs to be funded on a cost-neutral basis (or possibly cross-subsidised) to allow costs
to be minimised further.

13. In our view, the Government is best placed to facilitate the operation of such a scheme.

Funding Mechanisms

14. We are exploring two possible funding mechanisms—both involving the establishment of a ‘Central
Equity Release Fund (CERF)’350.

15. The first involves government providing loans from the CERF at wholesale market/government bond
rates to approved equity release scheme providers who would then provide equity to consumers at an interest
rate/price which incorporated the additional costs such as administration and necessary regulation.

16. The alternative model involves approved providers applying for tranches of interest free funding from
the CERF with the Government taking an agreed share of the proceeds when the home is sold.

17. Both funding mechanisms imply diVerent levels of risk for the diVerent parties involved in the scheme
depending on the appropriate interest charging rate applied to the scheme and the nature of the product ie.
whether it works similar to a private sector ‘roll-up mortgage’ or fixed-repayment mortgage.

350 working title.
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18. A variation on the CERF would be to create a ‘quasi-market’ vehicle to manage the funding of equity
release schemes. This would be similar to the Fannie Mae and Freddie Mac institutions in the USA which
fulfils a similar role for mortgages. However, concerns have been raised about the governance arrangements
relating to these institutions in the USA and m-ore thought needs to be given as to the appropriate regulatory
regime—although this in our view does not undermine the fundamental value of the concept.

Providers, Cost and Regulation

19. As mentioned above, we are undertaking further detailed work on: who would be the appropriate
providers for the scheme; how much the scheme would cost; pricing arrangements (eg. should the interest
rate be capped?); and appropriate form of regulation.

20. With regards to providers, our initial view is that the providers should be local authorities and a
restricted list of other ‘approved providers’ such as charities operating on a not-for-profit basis.

21. The scheme and providers would undoubtedly attract a degree of regulation both in terms of
‘prudential’ and conduct of business regulation.

22. Although providers would not be putting their own (or depositors) capital at risk, they would in eVect
be acting as gateway providers of taxpayers money and as such would be expected to act prudently and
responsibly. We are examining whether the credit union regime could be used as a model for prudential
regulation.

23. We are confident that the degree of conduct of business regulation need not be as rigorous as that
required for private sector equity release schemes. The reason for this is that providers would be operating
on a not-for-profit basis and we do not envisage the same conflicts of interest between providers and
consumers being present in the distribution chain as is the case with retail financial services.

Other Issues to Consider

24. There are a number of other issues we are in the process of investigating to finalise our proposals. The
two key areas are: state aid rules and the impact of other state benefits and health care funding.

25. We need to be certain that government involvement in facilitating the scheme funding would not be
classified as ‘state aid’. Our preliminary view is that this is not the case as providers of this new scheme would
not be in direct competition with existing retail private sector equity release providers.

26. Finally, we are considering how this new scheme would interact with rules relating to existing state
benefits such as minimum income guarantee and pensions credit and local authority funding for residential
care. The existence of such rules are outside our remit as a consumer organisation but clearly we need to
understand what the eVects would be on the success or failure of the scheme.

May 2006

Supplementary memorandum by Which?

Shared Branch Banking Pilot Study

1. Which? is concerned about the impact of bank branch closures on vulnerable communities. We are
one of the core members of the Campaign for Community Banking Services (CCBS) along with other groups
such as Help the Aged, Federation of Small Businesses, and New Economics Foundation.

2. The research CCBS members have conducted suggests that branch closures exacerbate financial
inclusion and have a significant detrimental eVect on local economies351. In our view, the potential for
detriment is further compounded by the restricted access to free-to-use cash machines in deprived
communities. We submitted preliminary evidence to the Committee’s Inquiry into Cash Machine Charges
in December 2004 which suggested very strongly that many communities which had been identified as
‘branchless’ also had severely restricted access to free cash machines352. For example, in 41% of the
branchless communities we studied, the closest free cash machine was 4km from the epicentre of that
community.

3. We appreciate that there are commercial considerations for banks in relation to maintaining a
comprehensive bank branch network. Therefore, we have been keen to find alternative solutions to deal with
the eVect of branch closures which address the detriment consumers face but which also are viable for the
banking sector.

351 Details can be found in the CCBS’ own submission dated January 2006
352 see para 10.7 of Which? submission December 2004.
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4. Which? in conjunction with the CCBS has been trying to persuade the banking industry to adopt a
flexible model of shared branch banking (details can be found in the CCCBS’s own submission). We believe
this oVers a low-cost method of maintaining access to basic banking services for vulnerable communities
with additional opportunities for providing access to other important financial services such as generic
financial advice and aVordable credit (for example, by working with credit unions). This shared branch
model has evaluated by academics from Loughborough University Banking Centre and been successfully
tried in the USA within the credit union sector.

5. We lobbied the British Bankers Association (BBA) to undertake a pilot study to further assess the
feasibility of the concept and to highlight any practical issues in relation to the operation of shared branch
banking. The industry agreed to carry out a small pilot study throughout 2002.

6. However, as the Committee may know we were very critical of the design of the pilot study. We set
out these concerns to the BBA in October 2001 before the pilot study commenced353 arguing that in eVect
the scheme was ‘designed to fail’ and that no meaningful conclusions about the feasibility of shared branch
banking could be drawn from this poorly designed, limited pilot study.

7. We were encouraged by the view expressed by the Committee in paragraph 15 of the Fifth Report of
Session 2001–02 published in July 2002 which stated that the Committee ‘is disappointed by the lack of
enthusiasm shown by the largest clearing banks, and the limited scope of the BBA pilot study’ and that
‘ . . . the Committee may look further into the matter to review progress’.

8. In light of the limited nature of the banking sector’s eVorts so far to address shared branch banking
(and what we believe is generally a half-hearted approach on the part of the sector towards financial
inclusion), we strongly urge the Committee to recommend that the banking sector undertake a proper pilot
study into shared branch banking as part of a wider assessment of the impact of the reduction in basic
banking services on specific vulnerable communities.

9. Which? believes the issue is a relevant as ever—and indeed as mentioned above the impact of branch
closures is compounded by restricted access to free cash machines. The Committee’s intervention in this
matter we believe would help ensure that the banking sector takes its responsibilities seriously and encourage
a proper evaluation of policy solutions aimed at promoting financial inclusion.

May 2006

353 We would happy to provide the Committee with copy of our communications which set out in detail our concerns about the
methodology and design of the pilot scheme.
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