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& May,

The Chancellor thought the Prime Minister be interested to see the
attached figures on how recent reductions in base rates are being

passed on by banks and building societies to mortgage payers.

The attached table covers movements in mortgage payments from
1 December by five high street banks (Abbey National and the four
main clearers) and the twelve largest building societies, which
together account for about 8 million mortgages, over 80 per cent
of the total.

The position at present is that around 4 million borrowers have

had their monthly mortgage payments reduced by over ggp on average

R —
as a result of base rate cuts made since the UK left the ERM,
giving an aggregate of £128 million a month in spending power to
borrowers. By 1 January 1993, over 4.8 million borrowers will

have received an average reduction of nearly £46 in their mortgage




payments since September. The total benefit to mortgage payers
will be over £220 million a month.

The remaining 3.2 million borrowers in this survey are on building
society annual review schemes. Their mortgage payments are
adjusted annually, taking into account changes in interest rates
over the previcus year. Borrowers in this position do generally
have the option of taking advantages of falling mortgage rates
earlier if they apply in writing to the society.

2.7 million of these annual review cases are due to have their
mortgages reduced by April 1993. The majority are paying around
11% per cent at present and will enjoy a reduction of around
3 percentage points if base rates stay at their current level.
The 1.2 million Halifax borrowers on annual review are currently
paying 10.95 per cent and will therefore get a smaller reduction.
The aggregate gain to mortgage payers on annual review will be
around £156 million per month, bringing the total increase in
mortgage payers' spending power since September to around

£378 million a month, or £4.5 billion a year. Since the survey

excludes smaller lenders, the true figure 1is almost certainly

somewhat higher.

The remaining half million borrowers on annual review are with the
Leeds and Woolwich Building Societies. They are currently paying
around 10 per cent and their next annual review dates are in the
autumn of 19@3.

Of course, the overall economic effect will depend on the extent
to which the increase in disposable income for borrowers is offset
by a decrease in income for depositors, and the behaviour of those

two groups.




In summary, most mortgage payers have already gained as a result
of reductions in base rates since September and will benefit from
a further cut in mortgage rates by 1 January 1993. But a
significant number of borrowers on annual review schemes, who have
not yet had their mortgage rates reduced, will see substantial
reductions in their monthly payments in early 1993. Perhaps
£% billion per month, or two thirds of the total increased
spending power which we expect mortgage payers to receive as a
result of reductions in base rates since September, has still to

make its way into mortgage payers' pockets.

Toos,

deen

OWEN BARDER

Assistant Private Secretary
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TIMETABLE OF REDUCTIONS IN MORTGAGE RATES FROM 1 DECEMBER

Average
Date Event Monthly
Saving (£) *
9 socs and 5 banks reduce rates for 14.90 for most
existing borrowers to around 36.10 (C & G)
9% per cent 31.85 (Northern Rock)
30.80 (Abbey National/N & P)

Britannia reduces rates 31.00
for existing borrowers
to around 9% per cent

Woolwich and Bristol & West 30.60 (Woolwich)
reduce rates for existing 49,70 (B & W)
borrowers to around 8% per cent

Other societies and banks reduce
rates for existing borrowers
to around 8% per cent

Annual review date for Nationwide,
Bradford & Bingley and

National & Provincial borrowers
(move from 11% to 8% per cent)

Annual review date for
Cheltenham & Gloucester and
Yorkshire borrowers

(move from 11% to 8% per cent)

Annual review date for
Halifax borrowers
(move from 10.95 to 8.55 per cent)

Annual review dates for 8,045
Leeds and Woolwich borrowers
(move from around 10 per cent to ?)

* based on mortgage of £33,000 t including effect of other mortgage rate
reductions since September
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cc PE-/Chancellor
PS/Chief Secretary
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PS/Economic Secretary
Sir T Burns
Sir N Wicks
Mrs Lomax
Mr Turnbull
Mr Gieve
Mr Gray
Mr S Davies
Mr Franklin
Mr Woodman

Mr Butler - DNS

CHELTENHAM AND GLOUCESTER

We spoke earlier about the C&G's statement this morning that their
base mortgage rate is going up from 10.75 per cent to 10.99 per
cent and that responsibility for this lies with the rate at which

the new National Savings First Option Bond was launched last week.
I suggest the following line to take on this:

investment and mortgage rates are, of course, for

individual banks and building societies to determine.

a number of building societies had already introduced a
similar product to the First Option Bond, 'with

guaranteed rates over a fixed period.

in setting the rates for the First Option Bond, the
Government took account of the rates being offered in

the market by building societies and insurance companies .
“the rates payable on First Option Bond are not the
highest being offered. (First Option Bond rates are
10.34 per cent gross - 7.75 per cent net of basic rate
tax - on amounts from £1,000 to £20,000; 10.74 per cent

is payable on £20,000 to £250,000 - 8.05 per cent nét).
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it should be noted that the First Option Bond gquarantees
a fixed rate for 1 year. The C&G statement refers to

adjustments in their variable product rates.

DNS also offer variable rate products. The gross rate
payable on income bonds (where the investor must give 3
months notice before withdrawals) is 9.25 per cent. The
rate on the investment account (where 1 month's notice
is . required) is-8.5 per cent. These variable gross
rates are therefore lower than the fixed rate offered on
the First Option Bond.

the Government has taken steps to create a more level

playing field for savings institutions, with the
introduction of TESSAs and the abolition of composite

rate tax.

;8 If the question of access to wholesale money is raised, you
might also make the point that societies can get up to 40 per cent

of their funds from the wholesale markets and that none of the big

societies are close to that limit.

Defensive

Will government now reduce DNS rates?

DNS rates are under continuous review in light of market

developments. Cannot speculate on if or when rates might change.

UNCLASSIFIED




27 January 1988

BUILDING SOCIETTES: SCHEDULE 8 REVIEW
STOCRKBROKERS

ter was grateful for
i set out in your
1as noted the
restrictions | posed upon building societies'

ability to own in partic
that stock king subsid will be

making, and on this
basis is content £« the proposal to go
ahead.

I am copying this letter to Miranda
Harvey (Department of Trade and Industry)
and Helen Ghosh (Department of the Environment].

(PAUL GRAY)

Guy Westhead, Esq.,
Office of the Economic Secretary,
HM Treasury.
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BUILDING SOCIETIES : SCHEDULE 8 REVIEW : STOCKBROKERS

The Prime Minister asked for further information about the proposal
to allow building societies to own stockbrokers (your letter of
25 January.) A ST ~

Building societies are already allowed to give advice on investments
to individuals and to make arrangements with stockbrokers for a
share dealing service. Societies will be able to give their
customers better informed advice and a faster, more integrated
service if they are allowed to take a stake in, or acquire,
stockbroking firms. This will allow them to cement brokership
arrangements, and to acquire the necessary broking, research and
settlement expertise. Our present intention, subject to further
detailed work, is to require that building societies’ stockbroking
subsidiaries ensure that a significant proportion of their business
(something like a half) is for individuals. This will encourage
building societies to establish shareshops in their high street
branches, which will give a welcome boost to wider shareownership.

It is proposed that societies’ stockbroking subsidiaries will be
precluded from market making; the riskiest aspect of broking. 1In
addition societies will havé to ensure that customers have funds
in their accounts before the society deals on their behalf thus
removing the main risK " of agency brokers - non-settlement. The
brokinmg—subsidiaries themselves will be supervised by the Securities
Association, and will have to meet in full the capital and conduct
rules of the TSA. The Building Societies Commission will retain
their role as lead regqgulator of all building societies' activities
and the two supervisors will make arrangements to co-ordinate their
activities.




! would be grateful if you could let me know if the Prime Minister
is now content for an announcement to be made as soon as the
necessary Parliamentary Question can be put down.

I am copying this to Miranda Harvey (DTI) and Helen Ghosh (DOE).

L\
\J U~ S /(,bl.r-ﬁj/ 1
. 1

C))*’VV\ . l}\/uf.../rl\_obf_(]

GUY WESTHEAD
Assistant Private Secretary







CONFIDENTIAL
& 2
RAR,

10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 25 January 1988

REVIEW OF SCHEDULE 8 OF THE
BUILDING SOCIETIES ACT 1986

The Prime Minister has seen your letter
to me of 22 January and is broadly content
with the proposals. She is however a little
concerned about the proposals that societies
should be allowed to own stockbrokers. I
should be grateful if you could let me have
a note detailing the limitations that are
proposed in this area.

I am copying this letter to Miranda

Harvey (Department of Trade and Industry)
and Helen Ghosh (Department of the Environment).

PAUL GRAY

Guy Westhead, Esqg.,
Economic Secretary's Office,
H.M. Treasury.

CONFIDENTIAL
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REVIEW OF SCHEBELE 8 OF THE BUILDING SOCIETIES ACT 1986 h’mljgbdﬂaémwt
The Treasury and the Building Societies Commission have been FA?
reviewing Schedule 8 of the Builg;ggw”§ggig5}es Act 1986, which

22 January 1988

1ists the new financial and housing related services that societies\

are permitted to provide. The Economic Secretary proposes to

announce the results of the review, and a number of proposed

extensions to S&ocieties' powers, on Tuesday 26 January by means
Ny | .

of a written PQ and Treasury press notice.

At present the Act is framed so as to prevent societies from
undertaking new financial services activities wunless they are
expressly provided for in Schedule 8. This creates problems because
the detailed terms of the Schedule may not correspond exactly to
the best commercial way of doing things. The review has had two
purposes. The first was to examine whether Schedule 8 could be
recast so that it permitted any activities within certain broadly
specified areas instead of banning everything except narrowly
specified “activities. S

The review also considered the Building Societies Association's
request for a substantial extension of societies' powers. The
original intention was to allow societies time to gain experience
of the new activities already permitted under the Act, and then
to use the Act's quite considerable secondary powers to liberalise
step by step over a period of years adding or widening one or two
powers at a time.

have always recognised at different societies might develop in

It is now clear that tﬁigHEEEE,QX_ﬁiepWapproachmhas drawbacks. We
different ways as best suited thei;fEEmmﬁrgiéi_QlLQBEEEEESes. Indeed

MRS

- ——
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within the range currently permitted individual societies have
been commendably cautious in extending into only a limited number
of new areas. Societies have argued, in pressing for liberalisation,
that they need to be able to plan a few years ahead knowing what
will be 1legislatively possible. They tend each to want to extend
into only one or two new areas. And these differ from society
to society. So step-wise 1liberalisation would arbitrarily meet
some societies' wishes whilst frustrating others until their turn
came up for their favoured deregulation.

We therefore propose to replace the step by step approach by an
immediate wider_wggggggg__pfwmggregulatipn, and rely on prudential
supervision (with limitations via capital requirements and proven
management caution) to prevent any individual society diversifying
excessively.

It is intended that the mainstream business of societies should
remain that of raising funds from the public for lending for home
ownership. But, following discussions with the Chancellor and
the Parliamentary Under Secretary for Corporate and Consumer Affairs,
the Economic Secretary has concluded that it is right that societies
should be allowed to undertake activities which either complement
their mainstream business or which will enable them to compete
more effectively by providing the wider range of financial services
which customers expect of financial institutions. Societies will,
as at present, continue to provide services primarily to the personal
sector, rather than to companies. But the Economic Secretary has
decided that societies should also be allowed to:

a. own both 1life assurance and, with restrictions, general
insurance companies; P,

S —
b manage unit trusts generally (rather than just for the
provision of pensions, as at present) ;

e E’own stockbrokers (subject to limitations);
—

di offer a wider range of banking and housing related services
than hitherto.

There will be some limitations on these new powers. The Economic
Secretary does "not considetr that it would be appropriate for
societies to become involved as stockbrokers in market “gghing,y//
nor would it be desirable for societies to become fully exposed
to the risks inherent in general insurance business. The~ draft
orders which will be brought before the House in due course will

set out the proposed restrictions.

Two other changes to the Act are also proposed. First, societies
have represented that the limit on unsecured lending to individuals,
currently £5,000, is too low. This 1limit covers personal loans
for such items as furnishing and cars as well as credit card limits.
It is proposed to increase the limit to £10,000, This is far less
than the increase to at least £25,000 requested by the BSA. But
the Economic Secretary believes It will be adequate for legitimate
lending purposes whereas a higher figure might arouse concern about
diversion of potential mortgage lending into other personal credit.




CONFIDENTIAL
®
The Building Societies Commission will ensure that societies continue
to have adequate credit assessment and exposure monitoring systems.

The second change concerns the asset 1limits built into the Act.
These limits restrict the assets that societies may hold outside
the traditional area of loans secured on property. It is proposed
to bring forward an order which will provide for staged increases
in these limits to the maximum extent possible within the Building
Societies Act bY'?H€"§§£lZ~lgggi. T

)
This gradual relaxation will prevent societies from diversifying
into new activities too rapidly, though the main restraint apart
from managerial caution, will be prudential supervision of business
plans by the BSC.

I am copying this to Miranda Harvey, Private Secretary to the
Parliamentary Under Secretary for Corporate and Consumer Affairs
at the Department of Trade and Industry and to Helen Ghosh, Private
Secretary to the Minister for Housing and Planning at the Department

of the Environment.
(chr'um S«u.ca:e,@._l
J

GUY WESTHEAD
Assistant Private Secretary
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The Building Societies Act gives societies a variety of new powers
in the housing and personal finance field, including the power to
lend unsecured. Societies can now, therefore, offer personal
loans. They do not have a specific power to issue credit cards but,
“Because credit card lending is one form of unsecured 1lending,
societies have assumed that they are able to issue them. There is,
however, a technical defect in the Act which, if not corrected,
effectively prevents societies from TSsuing cards as principals,
although they can Tandthd%ed already do) issue cards as agents for
banks. The defect is relatively easy to remedy, requiring an
affirmative resolution to be laid and debated.

BUILDING SOCIETIES AND CREDIT CARDS

Although the Government is not committed to permitting societies to
issue c i ards, the Chancellor believes it would be wrong to
prevent them from doing so if they wish to. The three largest
societies (which between them hold over half of the society retail
share market) have indicated that they do wish to issue cards.
They will provide a useful competitive stimulus to the banks which
dominate the credit card business. And both the Chancellor and the
Building Societies Commission are satisfied that societies can
prudently engage in credit card 1lending. The Commission will
ensure that societies' internal systems are adequate and will
commend to societies the use of the various credit reference
agencies.

The Chancellor has considered carefully whether a move on this now
might raise new doubts about the Government's stance on credit
growth. He is satisfied, on the ?dvice of the Bank, that the impact
on credit growth is likely to be minimal. uch society lending
will simply displace oEhér forms o it. And one of the three

societies which wish to enter this market already issues a credit
card as agent, with funds provided by a bank. There is clearly some
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presentational risk. But the Chancellor believes, as do the Bank,
that it will be possible to prevent an untoward market reaction by
suitable background briefing by the Bank and the Treasury. This
will point out the displacement effect on other credit and
emphasise that this is not a substantive new power for societies.

The Chancellor has also considered the timing of the announcement.
It is important that the announcement be low key. He therefore
proposes that the Building Societies Commission should write to the
societies next Monday, 3 Augqust, informing them of Ministers'
decision to table the necessary Order when the House returns in the
autumn. There will be no press notice. But suitable background
briefing will be prepared for use as necessary.

w/A,\@Q_rtj\/
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PRIME MINISTER

MORTGAGE RATES

The position remains rather confused.

Two days ago Abbey and the Halifax were discouraging
em———

P

expectations that their mortgage interest rates for existing

borrowers would be reduced to match those for new borrowers.

Yesterday, Abbey announced a decision to bring them together

at 10.5%. Halifax has a rate for new borrowers which is at
e e

present 10.8%, and has said it will reduce its rate for

existing borrowers on 1 September but has not said the level

s

it will set. Nationwide have said it would be "barmy" to cut

rates.

Nat West and Lloyds are at 10.5% and 10.8% respectively.
Nearly everyone else is at 11 per cent or more.
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31 July 1987
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BUILDING SOCIETIES BILL

CONVERSION OF BUILDING SOCIETIES TO COMPANY STATUS

A consultative paper by HM Treasury

The Government has announced that the Building Societies Bill,
which is published today, will contain provisions allowing building

societies to convert themselves into public limited companies,

with the approval of their members. In view of the céﬁgiéxity

of the issues, the Government has decided to seek comments on
a possible scheme before introducing substantive provisions into
the Bill during its passage through Parliament. This consultative
paper sets out the Government's present thinking. Comments are
invited by 31 January 1986, and should be sent to Mr R.B. Saunders,
HM Treasury, Parliament Street, London SW1P 3AG.

Introduction

2. There are two broad reasons for having such a procedure. First,
the underlying objective of the new legislation is to allow building
societies greater scope to increase the range of services they
offer to the public, while continuing to be recognisably distinct
and specialist institutions. But the greater range of powers
open to societies will inevitably mean that different societies
will evolve in different ways and at different speeds. Some may

in due course find that the logic of their further commercial

—

development is no longer consistent with the constraints appropriate

for building societies generally. The option of becoming a company,

no longer subject to building society legislation, would be an

important one in such cases.

3. Second, at a time of rapid change in the financial and housing
services offered to the public, such developments could provide
a stimulus to competition. To the extent that conversion to company
status allowed different forms, a society either going it alone
or making the change in conjunction with some other institution,
the range and variety of institutions competing in this market

might be further increased.




4. A building society which became a company would no longer be
covered by building society 1legislation. It would instead be
registered under the Companies Act, and would require deposit-taking
authority under the Banking Act with all that that implies. Tt
might have been possible in principle to devise other types of
corporate status, for example joint-stock companies registered
under the Building Societies Act and subject to its provisions,
like the "stock thrifts" in the United States. But legislating
to provide for a new type of body corporate under UK law in this
way would be a matter of extreme complexity without apparent
compensating benefits. It would be an unsatisfactory hybrid,
neither a building society in the conventional sense nor a company

free to develop in its own way.

The need for safeguards
5. It would be wrong however if the procedures were set up in

such a way as to encourage conversions to take place for the wrong

reasons. If an outside institution were able to ”hold dﬁf the

prospeéh of an immediate distribution of shares to members of
the society, and offer to buy them at a significant premium, that
could be highly destabilising. Members might be tempted by what
was in effect a cash bonus rather than consideration of what was
in the best long term interest of their society, secure in the
knowledge that they could transfer their money to another building
society once the process was complete. This could precipitate
a rush of conversions involving too rapid and disruptive a change
to the building society movement, as well as liquidity problems
for newly converted companies. As has been the experience 1in
the USA with conversions of mutually-based savings and 1loan
associations to joint-stock status, there could be large speculative
movements of funds between societies on rumours of impending

conversions.

6. The process must also ensure clear definition and protection
of the rights of shareholding members in building societies. That
must be done in such a way as to ensure reasonable continuity
and not to provoke a rush of ill-founded conversions as a result

of a too readily encashable benefit being conferred on members.

—




The rights of shareholders
7. Shareholding members have certain rights in their building

society. In some ways, their legal and constitutional position

is similar to that of members of a company. Both have rights

to vote on resolutions and in electing the board of directors.

But there are fundamental differences between them.

a) Building society elections are generally conducted on

the basis of "one member, one vote", unlike companies where

voting rights are in proportion to the number of shares held.

b) Building society shares are withdrawable, capital certain
and non-transferable. They earn interest related to market
interest rates, not to the profitability of the society.
In all these respects, they differ from shares in companies.
The effect is that, in financial terms at 1least, they are
more like subordinated deposits. Indeed building society
shares and deposits are treated in the same way for many
purposes, for example the application of composite rate tax,
and building society share accounts compete directly with

bank deposit accounts.

8. Shareholders in both companies and building societies have
contingent rights to the residual reserves in the event of a winding
up. For obvious reasons, however, this is a largely theoretical
benefit for a going concern. But, notwithstanding the theoretical
similarity, the direct financial benefit is very different in

the two cases.

9. There are very few circumstances in which a building society
shareholder's interests in the reserves are reflected in any direct
financial way. There may sometimes be a small bonus payment to
members on a merger, but that would represent at most only a
fraction of the society's reserves. The company shareholder,
on the other hand, will see the value of his asset fluctuate as
its market price changes. While a great many other factors
influence share prices, particularly in the short term, there

is often a broad correlation between the underlying net worth




of a company and its market value in the 1longer term. To that
extent, therefore, a company shareholder may be able to realise
his stake in the company in a way that a building society
shareholder cannot. Moreover, the building society shareholder
has paid nothing for his contingent interest in the reserves,
which have been built up by past members. In contrast, the company
shareholder will have subscribed capital or otherwise paid for

his interest in the reserves when buying his shares.

10. There is thus no general equivalence between the rights and

expectations of shareholders in building societies and companies

respectively. Most building society shareholders would Tmot—want

their iInvestments - which they will regard as deposits - turned

into company shareholdings after a conversion. They would become
deposits instead. It does not follow that their interest in the
reserves of the society should be protected by their automatically
becoming shareholders in the new company rather than by some other
means. It would not be possible to provide an exact continuation
of the precise rights enjoyed by shareholders before conversion.
What is clearly essential, therefore, is to give the members full
opportunities to consider and approve any proposal, to ensure

that their interests are properly reflected.

Voting requirements

11. A decision by members of a society to go ahead with conversion
needs to be properly informed and taken by a sufficient number
of them. There must be voting thresholds high enough to reflect
the profound change in the nature of the institution that is

involved.

12. Any proposal for conversion would therefore require approval
by a special resolution of the society, to be carried by at least
75% of investing members voting. It would also be subject to
a "borrowing members' resolution", as with mergers under the
proposals in the Building Societies Bill, requiring the support
of 50% of borrowers voting, because the change of status might
well affect policy on, for example, interest rates charged to
borrowers. The best way to safeguard the interests of borrowers
would be to require their approval of the prosposal. The resolution
would also have to be approved by a prescribed minimum proportion

of investors eligible to vote. The appropriate figure should




certainly be no less than that for a small building society to
merge with a much larger one, for which 20% is provided in the

Brll .

13. Regulations will set out in detail the information to be
circulated to members ahead of voting on these resolutions, as
described in more detail in the Appendix. This would include
information about the financial position of the society, interests
of directors and compensation payable to them, and any proposed
changes in the terms of mortgages, as for mergers. A conversion
proposal would also include the proposed memorandum and articles
of association of the new company, and appropriate confirmation
from the Bank of England about the granting of deposit-taking

authorisation under the Banking Act.

14. Information would also need to be given about the terms of
any issue of shares in the new company. To the extent that this
constituted a prospectus, it would need to comply with all the
relevant requirements for new issues and, where appropriate, for

a Stock Exchange listing.

The conversion procedure
15. The legislation will need to set out the broad framework within
which particular conversions could proceed. Central to this would

be the basis for issuing shares in the new company.

16. The Green Paper "Building Societies: A New Framework" discussed

the possibility of a "scrip" issue of shares to all existing

shareholders in the society, to the full value of the reserves.
This would in effect convert the reserves into shareholders' funds
in the company sense. Investors in the building society would
have their shareholding converted into a deposit, but would also
at once become shareholders in the new company. But this
combination of a shareholding in, and a deposit with, the new
company would amount to more than just a shareholding in a building
society. To provide for it might limit the flexibility that should
be allowed to deal with the particular circumstances of individual
cases. Moreover, as discussed above, an issue of immediately
marketable shares could precipitate too disruptive a series of

changes.

17. It would be perfectly proper however to recognise the contingent




.

'I’ interest of members of the building society in its reserves without

giving them the option of cashing them in immediately, by delaying
the issue of shares to them. This could be arranged in such a
way as to promote other desirable outcomes, notably encouraging
building society members to subscribe for shares in the new company
and encouraging them to stay on as depositors rather than taking

their money to another building society.

18. There would be a public offer of shares, with investing
shareholders in the society given a statutory right to priority
in the allocation. Further benefits would be available to them

as follows.

a. After one year, those who subscribed to the issue would
become entitled to a bonus scrip issue, in relation to their

original holding with the society.

b. After a further year, the others might be offered a choice
between a cash bonus not exceeding, say, 1%, or some form
of share interest in the company. This would continue the
voting rights of former members and their interest in the
reserves, but might not immediately enjoy other benefits
of ordinary shares, such as dividends or full marketability,
for example by making voting rights not transferable when

the shares are sold.

In all cases, it would be necessary to confine these benefits
to members of some standing, so as to forestall speculative flows
of money on rumours of imminent conversions. A possible criterion
might be those who had been members for at least 2 years before
the share issue and one year before the business transfer

resolution .

19. Provisions on these lines would provide members of the society
with incentives both to participate fully in the new company and
to retain their deposits. At the same time it would give them
at least the protection and benefit that they could have expected
had the building society remained as such rather than converting

to company status.

Ownership
20. On conversion, a building society would probably need to




. increase its capital in view of the greater range of business

which it would be able to undertake as a company. It is quite
likely that terms for a share issue discussed above would be
sufficiently attractive to members of the society that they would
provide most, if not all, of the funds. That would clearly be
a very satisfactory basis on which to proceed. But the possibility
must be acknowledged of a substantial proportion coming from outside
sources. It would be wrong if that need for additional capital
were to lead to a loss of the new company's independence as the

price for raising it.

21. A former building society would need to establish itself in
the company sector, to build up a track record and to develop
investor confidence. In the early stages, it might find itself
vulnerable to takeover through no failing of its own but simply
because the business and investment community had not had sufficient
time to assess 1its prospects. In the special circumstances of
an institution adapting to a new environment of company and banking
legislation, it may be appropriate to provide some restrictions
on initial ownership. This might take the form of a requirement
that no person, or connected group of persons, may hold 15% or
more of shares issued for the first five years of the new company's
life.

22. There should however be room for flexibility. There might
well be circumstances in which a takeover during the first five
years would be best for shareholders in and depositors with the
company . There would therefore be a provision that the 15% limit
on individual shareholdings could be varied or revoked upon a
vote in favour of such a proposal by the holders of at least 75%
of shares; such a vote could not be taken in the first two years,

before the issues of shares to former members had taken place.

23. There may also be circumstances in which an immediate takeover
by an outside institution would best serve the members of the
society. These circumstances would probably be exceptional, and
would therefore need an exceptional level of membership approval.
Thus, a society might be allowed to transfer its engagements to
an existing company, rather than to a new company set up by the
society, if approval was forthcoming from at least 50% of investors

eligible to vote, and from holders of 90% of share capital. The
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' Building Societies Commission would have discretion to waive the

voting thresholds in cases where societies have run into
difficulties and a transfer to a company would be the best way

of securing the capital of shareholders and depositors.

24. Under this accelerated procedure, the steps outlined earlier
for a normal conversion would have to be conflated. There would
be a no share issue to investing members, because the engagements
were being transferred to an existing company. But there would
be a bonus payment to investors representing at least the full

value of the reserves, though perhaps subject to a maximum.

25. There would however be scope for these safeguards to be
nullified by a society entering into a series of long-term agency
agreements with another financial institution which would take
effective control before it could do so in shareholding terms,
thus pre-empting the decisions of members. To prevent this, the
legislation might provide for all agency agreements of the society
to be terminated two years after vesting in the new company, except
those expiring in any case before then. The new company would
be required to provide in its articles of association that new
agency contracts during the first five years should have terms
of no more than three years, or if not have been approved by special
resolution of the company. This requirement could be removed
by resolution of the company in the same way as that restricting

individual shareholdings to 15%.

Tax

26. A Dbuilding society which became a company would enter a
different tax regime. It would be subject to the banks' scheme
for payment of composite rate tax, rather than that applying to
building societies, and to the payment dates for corporation tax
applying to companies, which differ from those for building

societies.

27. The transfer of trade from the society to the new company
would not in general have tax consequences, although capital
allowances on assets not used for the purposes of trade could
not be carried forward. Whether or not the conversion process
would trigger the provisions imposing tax on distributions would

depend on whether the society was "wound up" within the meaning
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of the Income and Corporation Taxes Act 1970. Without specific
legislative provision, the transfer of assets to a new company,
no longer owned by the society, could give rise to a capital gains

tax liability.

28. The process would also need to ensure that the body remained
subject to composite rate tax arrangements and part of the MIRAS
scheme without a break. The extent to which these and the points
discussed above require specific tax legislation will be considered

further.

Conclusion

29. The Appendix to this paper pulls together the main proposals

“in earlier paragraphs and fills in further details, in the form

of an outline scheme for conversion. It is not intended to provide
all these details in legislation. New Clauses will be introduced
during the passage of the Building Societies Bill dealing with
those aspects which need to be covered by primary legislation.
More detailed provision will be made in subsequent Regulations,
although it is intended to 1leave sufficient flexibility to
accommodate the different <circumstances of different «cases.
Comments are invited however on the basis of the scheme as outlined

in the Appendix.







PRIME MINISTER

The Building Societies Bill is published

tomorrow. The Lord Chancellor is arranging

for a Statement to be made about the way

in which "conflicts of idinterest®™ are to

be avoided. I attach the draft reply.
SRR G

///
MYk P

(Mark Addison)

5 December 1985







10 DOWNING STREET

From the Private Secretary 27 November 1985

CONVEYANCING BY LENDING INSTITUTIONS

The Prime Minister has seen your letter
to me of 8 November and noted the proposed
provisions to be included in the Building
Societies Bill about conveyancing services
provided by lending and certain other institutions.

I am copying this letter to Joan MacNaughton
(Lord President's Office) and Richard Stoate
(Lord Chancellor's Office).

(David Norgrove)

Mrs. Rachel Lomax,
H.M. Treasury.
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MR udgGROVE 14 November 1985
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CONVEYANCING BY LENDING INSTITUTIONS

I have seen Rachel Lomax's reply to your inquiry of

28 October.

The position we have reached is not, of course, a
satisfactory one. Why would a building society be motivated
to carry out conveyancing for other building societies'
borrowers? And what help is it to the borrower, compared to
existing arrangements? However, it was a long battle in
Cabinet and elsewhere, even to secure this. Given the
outright opposition of the Lord Chancellor to lending
institutions becoming involved in conveyancing at all, it is
some consolation at least that it will not be necessary for a
future Lord Chancellor to introduce primary legislation in
order to relax the proposed restrictions. All that would be
required would be an Order laid before the House. Thus, the
pro-competitive faction has managed to insert their foot in
the door. Let us hope that the door can be opened fully in

the next Parliament.

/WA e ——

NICHOLAS OWEN

CONFIDENTIAL




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

8 November 1985

David Norgrove Esq
10 Downing Street
LONDON
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CONVEYANCING BY LENDING INSTITUTIONS

Your letter of 28 October recorded the Prime Minister's comment
that policy on conveyancing by building society solicitors needed
to be decided gsﬁggg the building society legislation was
introduced, and that the Government's clear pledge on this should
be fulfilled.

You may like to remind the Prime Minister that following discussion
in Cabinet on 7 and 14 March, policy was eventually determined by H
Committee on 14 May. o
/_,,,———————-—\

The enclosed Clause and Schedule have now been prepared for
inclusion in the Building Societies Bill giving effect to its
decisions. These provisions will remove impediments to provision
of convyeyancing services by lending and certain other institutions.
H Committee accepted €£hat there was a potential conflict of
interest in lending institutions providing conveyancing services
for their borrowers. It is currently intended that the inhibition
agreed by H Committee qié%;ggﬁmbe included in primary legislation,
following the advice in e Lord Chancellor's paper (H(85)29). The
draft Schedule to the Building Societies Bill gives the
Lord Chancellor a power to recognise institutions permitted to
provide conveyancing _services, and to introduce recognition
regulations, which can include a prohibition on providing services

a———

to Porrowers. W S ————

I am copying this letter to the Private Secretary to the Lord
President, since he is Chairman of H Committee, and to the Lord
Chancellor, because of  his responsibility for policy on
conveyancing.

v

'U\/\_.) L AL~

3 /6i Cl~o ¢

RACHEL LOMAX
Principal Private Secretary




Provision of
conveyanc-
ing services
by building
societies
and other
recognised
instutitions.

BUILDING SOCIETIES BILL
DRAFT CLAUSE

Schedule .. to this Act (which relates to the

provision of conveyancing services by building societles and other

institutions where they are for the time being recognised by the

Lord Chancellor under that Schedule as being suitable to undertake

the provision of such services) shall have effect.




BUILDING SOCIETIES BILL

DRAFT SCHEDULE

PROVISION OF CONVEYANCING SERVICES BY RECOGNISED

INSTITUTIONS

Power of Lord Chancellor to make recognition rules

1.«1)

The Lord Chancellor may, in accordance with the

provisions of this Schedule, make rules with respect to the

recognition of institutions as being suitable to undertake the

provision of convej/ancing services.
(2) In this Schedule-
"institution" means any building society or other body
corporate or any unincorporated association;
"officer", in relation to a recognised institution which is a
body corporate, includes a director, manager or secretary;

"recognised institution" means an institution for the time

being recognised under this Schedule;

"recognition rules" means rules made by the Lord Chancellor
under this Schedule;

"unincorporated association" means a partnership or any other

association of two or more persons which is not a body
corporate.
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(3) References in this Schedule to conveyancing services
are references to the preparation of transfers, conveyances,
contracts and other documents in connection with, and other
services ancillary to, the disposition or acquisition of estates or
interests in land; and for the purposes of this sub-paragraph -

(a) "disposition" -
(i) does not include a testamentary disposition
or any disposition in the case of such a
lease as is referred to in section 54(2)
of the Law of Property Act 1925 (short
leases); but
(ii) subject to that, includes in the case of
leases both their grant and their
assignment; and
(b) "“acquisition" has a corresponding meaning.

(4) Nothing in this Schedule applies to the provision of

conveyancing services in relation to estates or interests in land

situated outside England and Wales.

Recognition of institutions

2.(1) Recognition rules may prescribe -

(a) the circumstances in which institutions[, or
institutions of any specified description,] may
be recognised by the Lord Chancellor under
this Schedule as being suitable to undertake
the provision of conveyancing services; and

(b) the conditions which (subject to any exceptions
provided by the rules) must at all times be
satisfied by institutions so recognised [in
relation to the provision of such services] if

those institutions are to remain so recognised.




[(2) Wwithout prejudice to the generality of sub-paragraph
(1Xb) above, rules made by virtue of that provision may prescribe
such conditions as appear to the Lord Chancellor to be appropriate
for the purpose of protecting persons for whom conveyancing
services are provided by recognised institutions from conflicts of
interests that might otherwise arise in connection with the

provision of such services.]

Grants of recognition

3.-(1) Recognition rules may make provision -

(a) for the manner and form in which applications
for recognition under this Schedule are to be
made, and for the payment of fees in
connection with such applications;

(b) as to the period (whether determinate or
otherwise) for which any recognition granted

under this Schedule shall (subject to the

provisions of any recognition rules) remain in

force; and

(c) for the revocation by the Lord Chancellor of
any such recognition on any of the grounds
referred to in sub-paragraph (2) below.

Those grounds are -

(a) that an institution's recognition was granted as
a result of any error or fraud;

(b) that while an institution was a recognised
institution -

(i) the institution, or




(ii) where it is a body corporate, any director,
manager, secretary or other similar
officer of the institution, or

(iii) where it is an unincorporated association,
any member of the institution,

has been convicted by any court in the United

Kingdom of a criminal offence which, in the
opinion of the Lord Chancellor, renders the

institution unsuitable to be recognised under
this Schedule; or

(c) the institution has, while a recognised
institution, failed to comply with any
conditions prescribed in pursuance of
paragraph 2(1Xb) above.

Recognition rules may -

(a) prescribe the manner and form in which any
revocation of an institution's recognition under
this Schedule is to be notified to the
institution; and

(b) provide for any such revocation to be effective

as from the time when the institution is

notified of it in accordance with the rules.

Recording of recognised status

Recognition rules may make provision-

(a) for the keeping [by the Lord Chancellor] of a
list containing the names and principal places
of business of all institutions which are for

the time being recognised under this Schedule;




[(b) for requiring institutions so recogied to notify

the Lord Chancellor of any chag in their

places of businessﬂand

(c) for the information contained in my list kept in
pursuance of paragraph (a) abowto be
available for inspection.

(2) Recognition rules may make provisionasith respect
to the giving of evidence of an institution's status am recognised
institution (or lack of such status) at any particular fiie by means
of a certificate of a description specified in the rules

Delegation of functions

5.-(1) Recognition rules may make provision—

(a) for enabling the Lord Chancellor & delegate
the exercise of any of his fundiins under the
preceding provisions of this Schille, other
than the power to make recognibn rules, to
any officer or officers of his nminated in
accordance with the rules; and

(b) for a decision made by any suchd#icer in
pursuance of paragraph (a) abowto be
treated, for the purposes of angprovision of
recognition rules or this Schedug as a
decision of the Lord Chancelloc

(2) Any such rules may provide for a perm who is
aggrieved by any such decision to be entitled, in sudkcases as may
be prescribed by the rules, to have the matter in qusion

determined by the Lord Chancellor.




Supplementary provisions as to recognition rules

6.~(1) Recognition rules shall be made by statutory
instrument subject to annulment in pursuance of either House of

Parliament.

(2) Any such rules may make different provision for

different circumstances.

(3) Without prejudice to the generality of sub-paragraph

(2), any rules prescribing a fee may provide for that fee [to be

reduced, or] to be waived by the Lord Chancellor, in such
circumstances as may be specified in the rules.

Restrictions on conveyancing by unqualified persons not to apply in

case of recognised institutions

7.-(1) Section 22(1) of the Solicitors Act 1974 (restriction
on person preparing certain instruments when not qualified to act
as a solicitor) -

(a) shall, notwithstanding section 24(2) of that Act
(application of penal provisions to bodies
corporate), not apply to a body corporate by
reason of any act done by an officer or
employee of the body if, at the time it was
done, the body was a recognised institution;
and

(b) shall not apply to any member of an
unincorporated association by reason of any
act done by an officer, employee or other
member of the association if, at the time it
was done, the association was a recognised

institution.




(2) Section 22(1) of that Act shall also not apply to any
officer or employee of an institution by reason of any act done by
him if -

(a) at the time it was done the institution was a
recognised institution; and

(b) it was done by him at the direction and under
the supervision of another person who was at
the time an officer or employee of the
institution or, in the case of an
unincorporated association, a member of that
association; and

(c) it could have been done by that other person
for or in expectation of any fee, gain or
reward without committing an offence under
section 22 of that Act.

Legal professional privilege

8. Any communication made to or by a recognised

institution in the course of its acting as such for a client in

connection with providing conveyancing services for him shall in
any legal proceedings be privileged from disclosure in like manner
as if the institution had at all material times been acting as the

client's solicitor.

Modification of enactments relating to conveyancing

¢ 9.-(1) In the following provisions, namely -
1925 c.20. (a) sections 10(2), 48 and 182 of the Law of
Property Act 1925;
1925 c.21. (b) sections 113 and 144(1Xxxiv) of the Land

Registration Act 1925;




1972 c.6l.
1975 c.76.
1979 c.38.

1983 c.19.

section 12 of the Land Charges Act 1972;

section 13 of the Local Land Charges Act 1975;

section 11(8) of the Estate Agents Act 1979; and

sections 4(3) and 6(2) of the Matrimonial Homes Act

1983,
any reference to a solicitor shall be construed as including a
reference to a recognised institution, and any reference to a
person's solicitor shall be construed as including a reference to a
recognised institution acting for that person in connection with
providing conveyancing services for him.
(2) The Estate Agents Act 1979 shall not, by virtue of

section 1 of that Act, apply to things done in the course of the
provision of conveyancing services by a recognised institution.

Penalty for pretending to be a recognised institution

10.<(1) An institution shall not describe itself or hold itself
out as an institution for the time being recognised under this

Schedule unless it is so recognised.

(2) Any institution which contravenes subsection (1)
above shall be guilty of an offence and liable on summary
conviction to a fine not exceeding level 4 on the standard scale.

(3) Where an offence under this section which has been
committed by a body corporate is proved to have been committed

with the consent or connivance of, or to be attributable to any

neglect on the part of, any director, manager, secretary or other




similar officer of the body corporate, or any person purporting to

act in any such capacity, he as well as the body corporate shall be

guilty of the offence and shall be liable to be proceeded against

and punished accordingly.

[(4) Section 42 of the Banking Act 1979 (offences
committed by unincorporated associations) shall apply in relation to
offences under this section as it applies in relation to offences

under that Act.]







Treasury Chambers, Parliament Street. SWIP 3AG
01-233 3000

26 June 1985

The Rt. Hon. Norman Tebbit MP
Secretary of State for Trade and Industry
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BUILDING SOCIETY LEGISLATION

Thank you for your letter of 31 May. I am glad that you are generally content
with my proposals. ‘

You raised two points. We are in complete agreement on the need to keep in
close and detailed touch about the potential overlap between the building society
and financial services legislation. I understand that my officials will be writing
to your people shortly with some detailed questions. If you had any particular
concerns$ in mind in mentioning the need for such consultation, I should of course
be glad to consider them.

On your second point, about authorisation for investment business, the proposals
were, as you know, discussed thoroughly by Ian Stewart and Alex Fletcher before
the paper was finalised. We are clear that building societies should not go into
securities dealing directly with the public from their own books. And it is not
our intention to allow them to offer, for example, a full financial, investment
and tax planning advisory service at this stage, although that is a power which
could well be given to them by secondary legislation later. But I agree that some
further clarification of your approach and ours would be useful. This could be
considered by our officials when they discuss the interaction between our
respective Bills.

I am copying this letter to recipients of yours.

NIGEL LAWSON







2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

Myref: J/PSO/14407/85

Your ref:

E; June 1985
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I have seen your proposed speech to the Building Societies Assgciation
sent round with your Assistant Private Secretary's letter of 3
June,

In general I am quite content with what you propose. But it would
be a pity to miss an opportunity for some more specific reference
to the new housing powers we shall be giving societies and the
opportunities these will offer for an extension of their housing
role.

I suggest a new paragraph might be added to your speech. I suggest
it might fit best after the existing paragraph 37 and be on the
following lines:

"Building societies have already made an enormous contribution
to meeting the housing aspirations of the British people. In
doing so they have established trust and respect both with

their own members and in public opinion generally. Societies
will have new powers to extend their contribution to British
housing. They will be able to own and develop land and existing
buildings for residential purposes. This is not an invitation

to land speculation - indeed we shall be taking steps to prevent
this. But it is an opportunity for societies to apply their
enormous resources to improving housing conditions. Some of

the larger societies are already innovating in this field within
the limits of the existing legislation and are doing particularly
interesting work in some of our inner cities. The new powers
will make their life easier and allow others to follow more
simply where they have pioneered. Societies will also have
powers which will allow them to extend home ownership to those
who presently cannot afford to buy. With the power to own land
comes the capacity for societies to offer shared ownership.

With the power to make equity mortgages comes a capacity to
offer lower cost lcans and help those on lower incomes to buy
their home or - where they already own it - to improve and
maintain it."
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I am copying this letter to the Prime Minister and Norman Tebbit.
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———

PATRICK JENKIN

Ian Stewart Esqg MP
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Treasury Chambers, Parliament Street, SWIP 3AG

Andrew Turnbull Esqg
10 Downing Street
LONDON SW1 4 June 1985
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SPEECH TO BSA CONFERENCE ON BUILDING SOCIETIES LEGISLATION -
PARLTIAMENTARY ANNOUNCEMENT AND PRESS NOTICE

When we spoke this morning, I agreed to let you have a copy of
the arranged PQ for answer on Thursday, announcing the Government's
proposals in outline; a second arranged PQ, for answer the
following day, drawing attention to the BSA speech which I sent
to you yesterday; and a press notice. Because of the exigencies
of the Finance Bill, Ministers have not yet been able to finalise
the wording, but the Economic Secretary has asked me to forward
it to you ad referendum, given the deadlines to be met. (The
formula of two PQs, one the day after the other, is to avoid
giving the impression of releasing the proposals to the BSA
conference before informing the House.)

o e g
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MISS K S WILFORD
ASST. PRIVATE SECRETARY
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WRITTEN ANSWER
THURSDAY 6 JUNE 1985

DRAFT QUESTION

To ask Mr Chancellor of the Exchequer, if he will make
a statement about the Government's plans for new building
society legislation in the light of the Green Paper "Building

Societies: A New Framework" (Cmnd 9136) published in July
1984.

DRAFT ANSWER (MR IAN STEWART)

The” Government has now considered the representations it
has received on the Green Paper. Decisions “have now been
taken on most of the issues raised in the Green Paper. Early
legislation to give effect to them will be introduced,

I hope in the next Session of Parliament.

The Government's proposals will in general follow the Green

‘Paper, which has been widely welcomed. Building Societies

will continue primarily as secure home for people's savings

and as financers of home ownership, but the present statutory
constraints on their powers will | Dbe loosened. The
legislation will confirm the structure of assets and
liabilities set out in the Green Paper. At least 90 per
cent of "commercial assets" will be in the form of Class
1 loans - that is, loans on security of freehold or leasehold
estate for the residential use of the borrower. This
definition will extend to occupation by the borrower's
dependants and to property which is not the borrower's

main residence, if he 1lives in job-related accommodation.




Up to 60 per cent by floor area may be put to other
residential or business uses without affecting eligibility

for Class ‘1.

Those societies with commercial assets in excess of a stated
figure (probably £100 million) will be able to hold

residential land for sale, rent or development and to lend

money other than on security of mortgage. They will also

be able to set up, or invest in, subsidiary companies for

carrying on business in other member states of the European

Community.

All societies will be given new powers to offer financial
and housing-related services, including money transmission,
full insurance brokerage services, and the ability to act
as agents for others in payments services and consumer
credit. They will be empowered to provide access to the
services of authorised investment businesses, whether or
not members of the Stock Exchange;® to offer structural

survey services; and to set up estate agency subsidiaries.

Thé Green Paper proposals on the constitution of building
societies will be confirmed, with some detailed modifications
in the light of comments received. A minimum shareholding
of £100 will be required for the exercise of rights as
a member. Directors of building societies will be able
to continue in office after the age of 70 only if their
appointment is confirmed by special resolution at successive
annual general meetings. There will be a procedure under

which individual building societies may convert to company
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On the prudential supervision of societies, the legislation
to be introduced by the Government will generally reflect
the Green Paper proposals. Shares and deposits with all
authorised societies will be treated as trustee investments

under the Trustee Investments Act 1961.
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WRITTEN ANSWER

FRIDAY 7 JUNE 1985

DRAFT QUESTION

To ask Mr Chancellor of the Exchequer, if he will place in

the Library of the House a copy of the speech delivered by

the Economic Secretary to the Building Societies Association

on © June.

DRAFT ANSWER

I have already done so.




DRAFT PRESS NOTICE

IAN STEWART ANNOUNCES DETAILS OF NEW BUILDING SOCIETY
LEGISLATION

ok
In a speech today ,of the Annual Conference of the Building
Societies Association at Eastbourne, Mr Ian Stewart MP,
Economic Secretary to the Treasury, spelt out details of
the Government's proposed new building society 1legislation,

which he hoped would be introduced in the 1985/86 Session

of Parliament. A copy of the full text is attached, together

with a written Parliamentary answer setting out the main

points.

e Mr Stewart opened his speech by discussing the broad
changes now under way in the financial sector, drawing
attention also to the proposals in the Government's White
Paper "Financial Services in the United-Kingdom" and to the

current review of the workings of the Banking Act.

3 In producing the detailed legislative proposals, he

confirmed the Green Paper's objective of allowing societies

to diversify while remaining predominantly as specialists
.

in the housing and personal savings market. He drew attention

to the dangers of imprudent deregulation, citing the experience

of some savings and loan associations in the United States.

He then told the building societies not to go outside their

existing powers in anticipation of new legislation, warning




them that the Government would be prepared to seek special

statutory powers to deal severely with any society that did

SO.

4. Discussing the structure of the building society movement,
he said that, while it was likely that the number of societies
would continue to decrease, the legislation would give greater
opportunities for divergence in the type of service offered
by different societies. He confirmed his belief that there

would continue to be room for societies of all sizes, small

as well as large.

5. He welcomed the idea of a voluntary ombudsman for building
societies, along the lines of that for insurance companies
and that being set up for banks. This could replace certain

disputes functions of the Chief Registrar.

6. He confirmed that the prudential supervision of building
societies would be developed from the existing systems of
the Registry of Friendly Societies, and continue to be separate
from that of banks by the Bank of England. The two systems
would need to be more closely aligned as societies developed
over time, with ultimately perhaps both brought together

under a single supervisory authority. !

Finally, he described in some detail the proposed new

power for Dbuilding societies. These will include the

following.




The structure of assets and
liabilities in the Green Paper
is confirmed. In particular,
at least 90 per cent of "commercial
assets" will have to consist
essentially of loans on first
mortgage of property for the
borrower to 1live in. Some part-
residential property, including
for example corner shops, would
be included in this definition.

New lending powerg, including
the ability to lgnd on second
mortgage or equity mortgage.
The treatment of banks and building

societies under the Consumer

Credit Act is to be aligned.

Societies with over a certain
figure of commercial assets,
probably £100 million, will be
able to own residential land
and lend without the security
of mortgage. But such assets
will be within the so-called
"Class 3", which will be 1limited

to 5 per cent of the total.




Societies over the commercial
assets threshold will be able
to set up, or invest in,
subsidiaries for doing business

in other EC countries.

New financial services, including

money transmission, the ability
to act as agents in payments

services and consumer credit,

and the power to offer full

insurance brokerage services

The societies will be able to

offer access to investment business
authorised under the forthcoming

financial services legislation.

Housing services, including

mortgage management, structural
survey, estate management and

estate agency.

i Concluding, Mr Stewart said that these proposals would
open up a wide range of new commercial opportunities for
the societies, who were facing challenges as exciting as

any in their history.




NOTES FOR EDITORS

1. Building societies are incorporated under and governed
by the Building Societies Act 1962.

2 Proposals for new legislation were published by the
Treasury in the Green Paper "Building Societies: A New
Framework" (Cmnd 9316, HMSO) in July 1984. The Green Paper
called for comments by October 1984. Submissions were
received from about 150 organisations and individuals.

3. The present proposals include the following main changes
from the Green Paper:

a) The definition of Class 1 assets has been clarified,
in .particular to ensure that certain property which
is only partly residential is included.

b) The threshold for a society to cross in order
to hold higher risk Class 3 assets will be a certain
level of commercial assets, probably £100 million,
rather than £3 million free reserves.

c) The proposal that "trustee status" would be
available only to societies with free reserves over
£1 million has been dropped.

d) Two of the Green Paper suggestions on the procedures
for mergers between societies will not be pursued,
although the Government will be considering further
what can be done in this area.

e) Building societies to be able to operate, through
subsidiaries, in other EC countries.

f) Powers to offer estate agency, securities and
insurance broking services = suggested only
provisionally in the Green Paper - will be given to
the societies.

g) The legislation will not provide an absolute
retirement age for directors of 70, as suggested in
the Green Paper; instead, directors will be able to
stay on after that age subject to confirmation by
special resolution at successive annual general
meetings.




4 June 1985

MR TURNBULL

BUILDING SOCIETY LEGISLATION

There is no need to trouble the Prime Minister with the
draft of the Economic Secretary's speech. It contains no
new decisions: it simply announces a policy to which the

Prime Minister has already agreed.

The only point worth bringing to her attention is that the
announcement through the PQ and his speech will be taking

place on Thursday.

D osid WU

DAVID WILLETTS
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BUILDING SOCIETY LEGISLATION

Your letter to Rachel Lomax of 20 May indicated the Prime
Minister's consent to the proposals for new building society
legislation in the next Session of Parliament circulated to
ES by the Chancellor on 8 May.

The Economic Secretary has agreed to address the Conference
of the Building Societies Association on Thursday, 6 June, and
he and the Chancellor consider that this would be an appropriate
occasion on which to announce the outline of most of the
Government's final proposals. The building societies will need
to start planning some way in advance how they intend to use
the new powers to be conferred by the legislation, and an early
announcement of where we propose to confirm the Green Paper
proposals, and where to deviate from them, would be highly
desirable. The BSA conference is attended by most people of
note in the building society world and usually receives wide
press coverage. An announcement here would therefore achieve
considerable impact for the proposals, which are expected to
be generally welcomed.

We also propose to give a summary of the principal changes from
the Green Paper in reply to an arranged Written Parliamentary
Question, to be tabled for 6 June. A copy of the full speech
will be placed in the Library of the House.

...I attach a copy of the text which, subject to polishing, the
Economic Secretary proposes to deliver. It has been approved
by the Chancellor. The Economic Secretary would be grateful
for the Prime Minister's approval.

The Prime Minister's assent to the proposals for new legislation
was subject to any comments from ES colleagues. In his letter
of 29 May, the Secretary of State for the Environment indicated
that he was broadly content with the proposals, and soundings
taken at official level suggest that the proposals are unlikely
to cause major difficulty with other departments. I am




. nevertheless copying this 1letter to the Private Secretaries
to Mr Jenkin and Mr Tebbit, in case they have any comments which
may affect the way the proposals are presented here.

72LV5 Suﬁ(éf@f7

Nt i1 5,
KaHorine w,l/mJ.
MISS K WILFORD
ASST. PRIVATE SECRETARY
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BUILDING SOCIETIES ASSOCIATION ANNUAL CONFERENCE 1985

ADDRESS BY IAN STEWART MP, ECONOMIC SECRETARY TO THE TREASURY

Introduction

I thipk I am right in saying that it is three years since

a Treasury Minister addressed your conference. On looking
again at Sir Geoffrey Howe's speech in 1982, I am struck
by how much has chahged in that short ‘time. I refer of
course not only to new- theories about the death of the
dinosaurs, ~to which Geoffrey devoted the opening gections
of his speech. Nor shall I be tempted to be drawn into
the controversy about the aptness of the analogy between
building societies and dinosaurs. Suffice it to say that
the world of the dinosaurs evolved into a new and warm-
blooded era - the mammals. Perhaps that is a suitable. note

on which to open my address to you today.

2 The most important development has of course been the
emerging consensus about the need for new building society
legislation and what it should contain. Three years ago,
Geoffrey Howe spoke tentatively about the need fo;.ea re-
examination of Dbuilding society matters, and about the
possibility - no more than that - of legislation in what
was then the next Parliament. Since then, there have been
so many Green Papers, White Papers, discussion documents
and representations on matters affecting the financial sector

that many of you can be forgiven for no longer knowing who




proposed what and to whom. I hope later today to bring
some of the confusion to an end by indicating what will
be contained in the new legislation that I hope will be
introduced in Parliament this Autumn. If that hope 1is

fulfilled, the new legislation could come into effect from

1 January 1987.

3. But first I cannot let pass without comment the fact

that the last three years have embraced the period of office

of your outgoing Chairman. I am advised that, although
Roy Cox took over as Chairman at your -Annual General meeting
_-yesterday, Herbert Walden remains in office for the purposes
of the Conference. I thought it was only in the House of
Commons that procedures were so complicated. Whether he
is still in office or not, however, I know that you will
all agree with me that Herbert Walden has been an outstanding
Chairman of your Council. Tributes have, I know, been paid
to him over the last two days. I would just 1like to add
what a pleasure it has been for me to work with him. Herbert
will be a hard act to follow, but I feel sure that Roy Cox

is ready for the challenge.

Financial Services

4. To turn for a moment to wider matters, the fhnancial
world is suffering from the ancient Chinese curse of 1living
in interesting times. Institutional structures that have

endured for many years are now changing fast, in the face

of new technologies, wider markets and an invigorating gust




of competition. The forces at work will ultimately be to
the benefit of all concerned. But as the o0ld divisions
break down, and new alliances are forged, the Government

needs to rethink its approach to regulation.

De The proposals for new legislation in the White Paper
'Financial Services In The United Kingdom' reflect this.
The new regulatory structure for the securities industry
will not impinge directly on building societies. But the

societies will be directly affected by the other 1leg of

the proposais, since you are alrédady important intermediaries

in the insurance market and the proposals I shall be
announcing later will allow you scope for further expansion
in the areas that will be covered by the Marketing of

Investments Board.

Review of Banking Supervision

6. A second major strand ih the Government's current work

is the review of the operation of the Banking Act annoﬁnced

by the Chancellor in December 1984. While the review has

in part been prompted by the Johnson Matthey episode, it

goes much wider. It is approaching six years since the

Banking Act came into effect, and the time is clearly ripe
.

to assess its operation in the light of experience *and to

reconsider its provisions.

T3 This too affects building societies. Although there

will remain significant differences between the two sets

of institutions, it is now widely accepted that greater

equivalence of treatment between banks and building societies
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is to be encouraged. The tax changes in the 1984 Budget
were one illustration of this. The growing convergence

of supervisory methods and criteria is another.

8. It is therefore timely that the banking legislation
is being reviewed at the same time as that of building

societies. But this does mean that some proposals inevitably

cannot be finalised until the review of banking supervision

is complete. Questions for further consideration include
the form of any appeal against, or review of, revocation
of authorisation and other decisions of prudential
supervisors, and a number of detailed accounting and audit
questions. And, although we are clear that there needs
to be a statutory scheme for the protection of investors
in building societies, its precise form remains to be settled.

Decisions on these matters will be announced in due course.

Competition and its effects on building societies

9. Building societies have been experiencing a healthy
increase in competition with banks and others in respect
of both mortgages and personal savings. The effects of
that competition, and the reaction of building societies
to it, have been beneficial. Competition will be fostered
by our intention, announced in the Green Paper, to wdthdraw
the exemption of your interest rate arrangements from the
restrictive trade practices legislation. That will not
outlaw building societies talking to each other about interest
rates. It will merely make agreements registrable and require
them to be justified in the public interest. Speaking as

a member of the Government who has to justify his proposals




at the Despatch Box in the House of Commons, I can assure

you that is a useful discipline.

Structure of the building society movement

10. The renewal of competition and the proposals for
widening the powers of building societies should make us
pause for a moment to consider some fundamental structural
issue;. The first of these is mutual status. It is sometimes
suggested that mutuality is an anachronism that should be
removed under new building society legislation. That'' 1s
not a view I accept. While it undoubtedly makes for certain
difficultiés in accountability, variety and choice in the
institutional structures available t6 investors d4is a good
thing. But equally it would be wrong to ossify individual
institutions in a constitutional form that might no longer
be relevant to the 1logic of their commercial development.
The Green Paper therefore proposed that the new legislation
should provide building societies with the opportunity to
convert themselves into companies with the approval of their
members. I can confirm today that such a provision will
be contained in the 1legislation. It will be a flexible
procedure in order to allow for the range of circumstances

in which a conversion might be taking place. This 1is a

.
complex issue, and one in which I know your Council have

expressed interest. I can give the assurance that there

will be further consultation on the details.

11. Rather similiar issues are raised in considering mergers
between building societies and the procedures governing

them. The Government does not have any view as to the optimum




number of building societies, or their size. But I do
believe it would be a pity if the existing variety of building
societies was lost. While the number of societies may
continue to reduce, the range of options available under
the new legislation should help to increase diversity among
them. Building societies of different sizes will be able
to develop their own distinctive role and find their own

place,,in the market. While the largest societies may well

wish to adopt a good many of the new powers that will be

open to them and offer a wide range of services to the public,
fhbelieve there will continue to be a significant rolé€” for
the smaller sbecialist society offering a straightforward
service in the areas wheYe it has traditionally been strong.
In between, there will continue to be a place for the society
offering an intermediate range of services and trading with
a regional identity. I hope the present variety will

continue, and indeed develop, for a diverse movement is

a healthy one.

: B The Green Paper put forward some specific proposals
in respect of merger procedures, and these need to be
considered against this background. First, we have concluded
that it would be wrong to allow mergers to be confirmed
on a majority less than the 75% required for other'bpecial
resolutions. The second suggestion was that borrowing members
should be entitled to a vote on special resolutions dealing
with merger proposals, irrespective of whether they are
also investing members. This proposal 1is confirmed. In
order to be effective, a special resolution on a merger

will need the support of at least 50% of borrowers voting,




as well as 75% of investors voting. Similar thresholds

will apply to votes for conversion to company status.

13. The third of the Green Paper suggestions in respect
of mergers was the most controversial. This was the idea
that one building society should be able to circulate a

proposal direct to the members of another without the

intervention of the second board. It has been suggested

that £his could lead to an auction for the votes of members
of small societies through inducements in the form of bonus
payments.- I accept that this,could have undesirable effects
on the structure of the movement and that the proposal should
net be pursued in its present form. I believe there remains
however a need to reduce the constrictions on the merger
process, and I shall be <considering further whether
modifications are possible to meet the objections that have

rightly been made against the original suggestion.

New building society legislation

14, I have discussed the general context within which the
proposals for new building society legislation will be put
forward. i} emphésise that the Government's main concern
is to respond to current and forseeable developments in
the market place. I do not know what sort of mak%ket or
regulatory needs there will be in 10 or 20 years time. The
new building society legislation may not prove suitable
to determine the pattern into the 2lst century. But our
aim will be to make it as flexible as possible, so as to
allow for some further evolution without primary legislation.

I would not therefore rule out the chances of its surviving




for some considerable time.

15. That legislation will broadly follow the Government's
Green Paper published last July. A great many useful and
interesting comments were received on the Green Paper, and
they have been considered most carefully. While there was

a general welcome for the Government's overall proposals,

there were many comments on particular aspects of them.

As a result of these, we have made several modifications

and clarifications.

16. ~The overall shape of the package remains. We want
to see building societies remaining as specialist providers
of housing finance and as secure homes for people's savings.
While there is legitimate room now for significant relaxation
of existing restrictions, we are not about to rush headlong
into imprudent deregulation. We have all watched with concern
the problems of the savings and loan associations in the-
United States. While many of their problems stem from
financing fixed rate mortgages with funds raised at market
rates, it 1is also clear that some savings and 1loan
associations have used their new powers recklessly.
Deregulation that was in part intended to help them diversify
out of their problems may have ended up by compoundiﬂg them.
While I would not wish to press the analogy with building
societies too far, the American experience is a cautionary
one, which in my wview fully justifies the Government's

gradualist approach to the evolution of building societies.

s Before coming on to the detailed proposals, I should




like to sound one note of warning, Jjust in case it is
necessary, although I would hope it is not. Until the new
legislation is not only passed, but is also brought into
effect, the powers of building societies remain those provided
under the 1962 Act. A society which sought to anticipate
the new powers before then would be gcting irresponsibly
and ultra vires. Lest any society is tempted to steal a
march on its competitors in this way, I should leave you
in no doubt that the Government would not be prepared to
tolerate societies jumping the gun. If necessary, a sanction
against this could be included in the legislation. Any
society which goes- beyond its statutory powers from now
on, notwithstanding this warning, may well find not only
that the Chief Registrar would take legal action to stop
it doing so, but also that it could be subject to severe

penalties or limitations on its activities.

Detailed proposals — constitution

18. With regard to the constitutional proposals in Chapter

5 of the Green Paper, we have decided to confirm many of
these in the light of the consultation. Thus, the threshold
shareholding for voting on resolutions and elections to
boards will be £100. There will be a statutory right for
members to circulate ordinary as well as special resolautions,
so long as they are supported by ten members of at least
two years' standing, and to circulate a statement in support
of no more than 100 words. Members will be enabled to stand
for election to boards if they are nominated by at least
10 other members. They will not have to satisfy any minimum

shareholding requirement before election. They will also




be entitled to circulate personal particulars and other
matters relevant to the election. These provisions will
be capable of variation by subsequent order, if amendment
appears necessary in the light of experience. We also propose
a new statutory requirement that, where a society proposes
a proxy to be appointed by members, they shall have the

right to instruct him on which way to cast their vote.

I8 I should add that we have decided after careful

consideration not to propose an absolute retirement age
of 70 for directors. Instéad,- directors over the,.age of
70 will be able to stay on, but only if their appointment

is confirmed by special resolution at succesive annual general

meetings.

202 I have been interested to see the suggestion that an
ombudsman should be established for building societies,
- along the lines of the .insurance ombudsman and _that being
introduced for the banks. It is not of course for 1égislation
to set up such arrangements, and I believe this is a question
to which your Council has been giving some thought already.
It is an idea which the Government strongly supports. As
building societies expand their activities, the scope for
mistakes, misjudgements and misunderstandings clearly ‘pecomes
greater. They are however better dealt with by an efficient
and responsive mechanism set up by the industry, rather
than formal statutory procedures. The legislation will
therefore contain powers to suspend or repeal the existing
disputes functions of the Registry, if and when an ombudsman

is established.
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Prudential Supervision

21. Change in financial institutions always bring an increase
in the risks to which they will be exposed. But the
Government considers it essential that the changes in the
activities of building societies should no£ jeopardise their
enviable reputation for protecting the money placed with

them..

22. This will require awareness of the risks by the boards
and management of societiesy and care taken to guard agains%
‘them. Societies will have to 1limit the use of their new

powers in line with their management capacity and their

reserves. I understand that the Chief Registrar was talking

about this to some of you this morning.

23. It will also require a strengthening of the prudential
system in the ways outlined in the Green Paper. I have
no doubt that over time the supervisory arrangements fdr
building societies and banks need to be brought closer
together. Eventually there should probably be a single

supervisory authority for both. But I am satisfied that

for the years immediately following this legislation the
L

circumstances of societies and banks will remain sufficiently

different for it to be better to retain separate authorities

and distinct supervisory regimes. They will be directed

to achieving the same degree of protection for investors,
but the methods by which this is achieved will reflect the
differencecs between banks and building societies, and in

particular the statutory limits on the range of activities




of societies.

24, The supervisory regime for societies will therefore
be developed from the present one of the Registry. But
in developing the system, the Chief Registrar will have

very much in mind the desirability of the eventual convergence

of the two systems.

25, I would like to take this opportunity to emphasise
a point which I and the Chief Registrar have both made several
{i%es, and which I know he made again this morning. The
roles of the board of a sociéty and of the Registry are
not the same. It is the role of the board to manage thg
society in the best interests of its members, reconciling
the different interests of different groups, notably borrowers
and investors. They have the primary - responsibility also

for acting prudently, to protect the investors. As the

Green Paper foreshadowed, their duties to do this will be

spelt out in the Act.

26. The role of the Registrar is primarily to ensure that
the boards perform this second prudential task. He will
not be addressing the question "is the proposed pqlicy in
the best interests of the members” - that is for the' board.

But he will instead be addressing the question "has the

board done what it ought to protect the interests of

investors, or is it running risks which it cannot afford
or should not take". If a society is in a strong revenue
and reserves position, if it has strong management and if

keeps well within its capacity, the chance of the Registry




not being so satisfied, and accordingly disputing a board
proposal, is slight. Even in those cases where it does,

it will seek to work by persuasion, rather than by dictat.

27. Some fears about the Registry usurping the role of
the boards may have stemmed from the suggestion in the Green

Paper that societies wishing to hold land and property should

obtain the Chief Registrar's prior approval. I have decided

that it is wrong to single out one particular form of
diversification in this way, and that a procedure for specific
pfior approval would bé(ﬁnnecessarily bureaucratic. Instead,
societies will be expected to inform the Chief Registrar
of their future diversification plans generally as part
of the normal exchanges between individual societies and
the Registry. It will then be open for the Registrar to
ask for such further information, if any, as he thinks
neccessary to satisfy himself that investors will not be
put at risk thereby. If the society cannot satisfy him
on this, he will seek to persuade it to lnoéify its plans
to the extent necessary to do so. Very exceptionally, he
may use his new power to impose a condition on authorisation:
but the criterion he will have to apply will be whether

that is expedient to protect the interests of investors.

Detailed proposals - assets and liabilities

28. The overall framework for the composition of building
society balance sheets will be broadly as in the Green Paper.
Liguid assets will accordingly have to account for no more
than one third of the total, and 80% of funds - at least

initially - will have to be raised from retail sources.




Of the commercial assets - broadly speaking, total assets
less liquidity and fixed assets - at least 90% will have
to be in Class 1 loans and no more than 5% in Class 3 assets.

All these percentages will be capable of subsequent variation.

Z9. The Green Paper suggested that Class 3 assets should
be available in the main only to societies with free reserves
exceeding £3 million. This proposal has attracted some
criticism on the grounds that the absoloute level of free
reserves may not be the best indiciator of a society's

capacity to take on these higher risk assets. There could

~ o

also be room for dispute about whether the threshold had

been crossed, depending on the accounting policy employed,
and scope for manipul;;ion, for example through sale and
leaseback arrangements. We have therefore decided to adopt
a different criterion. The main purpose of the provision
is to ensure that the higher risk business is open only
to societies with both the capital and management resources
to handle them. A threshold based on total commerciél assets,
which represent the total business of the society, would
therefore achieve the objective more precisely and more
fairly. I am therefore consideriﬁg a threshold of £100
million commercial assets when the 1legislation comes into
force, a test which would be passed by most of the societies
.
who had £3 million free reserves at the time of the Green
Paper. I should add that the range of new assets and

functions available to societies below the threshold will

still be wide enough to give them considerable scope to

diversify their business.




30. Representations have also been received about the
proposal that trustee status should be available only to
societies with free reserves in excess of £1 million. It
has been argued that this would have an unfair effect on
small societies which have up to now been able to hold trustee
funds. The Government accepts these arguments, and the

Bill will therefore provide that trustees will be able to

invest in any authorised building society.

31. I turn now to the composition of the three classes
of "asset. A good dead—of comment on the Green Paper,
particularly that from buiiding societies, has centred on
the definition of Class 1 assets, those which must account
for at least 90% of commercial assets. It has been put
to us that this would bear unfavourably on those societies
which have specialised in 1lending, for example, on corner

shops or small lodging houses, or on retirement and holiday

homes.

327 Taking all of these points into account, the Government
‘proposes a definition of Class 1 as follows. It should
consist essentially of loans fully secured on first mortgage
of premises which are for the use of a borrower as his or
her only or main residence. But loans secured on iwoperty
for the use of a dependent relative would be included in
this definition, as would 1loans on residential property
owned but not occupied by a borrower who for the time being
is in job-related accommodation; this last provision will
follow broadly the MIRAS definition. At least 40% of floor
area should be for the exclusive use of the borrower and

his family, and there will be no stipulation as to the use




of the remaining 60%. This would let in many small business
premises, such as corner shops, as well as houses split
into two flats, a point to which your Association drew

attention in its response to the Green Paper.

33 I am firmly of the view that the definition of Class
1, representing as it does the prime assets of building

societies, must be clear and simple, and not trespass onto

lendiné that 1is clearly outside the traditional role of

the societies. If, over time, the proposed definition

J'nappeared to be too restrictive, I should be readier to

consider some modification of the 90% minimum for Class

1 than a substantial redefinition of its contents.

34. Class 2 will extend to all other loans on first or
second mortgage, including equity mortgages. And, as proposed
in the Green Paper, Class 3 assets will consist of loans
not secured on mortage, investment in land, and equity
investment in joint. operations and other subsidiary or

associate companies. Class 3 loans will be limited initially

to £5,000 per person.

35. We intend to amend the treatment of banks and building
societies under the Consumer Credit Act in order to bring
the two into line. At present, all building society lending
on mortgage of land is exempt, whereas such lending by banks
and licensed deposit takers is not. This 1is clearly
inequitable, especially with the increase in mortgage lending

by banks 1in recent years and the new power for building




societies to lend on the security of second mortgage. The
legislation will therefore provide that the Consumer Credit
Act shall apply to all second mortgage lending by building
societies, as it already will for unsecured lending. The
treatment of first mortgage lending by building societies,
banks and licensed deposit takers respectively will be brought
into line, but a final decision on how best to achieve this

has not yet been taken.

36. As to the other Class 3 powers, shared ownership schemes
will be open to societies beloﬁ the threshold, notwiihstanding
the general prohibition on their holding land. Such assets
would be split befween Classes 1 and 3, with the loan on
the portion owned by the tenant scoring against Class 1,

and the remaining equity in Class 3.

37 The power to invest in subsidiaries and associates
would extend to companies engaged in any activity open to
the society itself. In the case of subsidiaries, howevef,
the assets and liabilities would be fully consolidated with
those of the parent society for the purpose of the commercial
asset limits, so as to avoid deviées for getting around

those limits.

Detailed proposals - services

38. The Bill will provide building societies with new powers

to provide a range of financial and housing-related Services.

This will offer significant new commmercial opportunities,
but building societies will have to use them with

responsibility and not abuse their powerful market position.




I'understand that the Director General of Fair Trading has
addressed you in more detail on these matters earlier today,
and I know his Office will be watching developments with
interest. The Bill will require building societies to price
individual services separately, =1o) that any
cross-subsidisation is brought clearly above board, and
will prohibit the granting of Class 1 loans on condition

that some other service of the society is used.

39, Building societies will be given power to offer full
money transmission and-“"foreign currency services. These
will be framed in such a way that the prohibition on unsecured
lending by small societies does not prevent them from offering
guarantee cards, automated teller machines, point of sale
services, and so on. The societies will also be able to
act és agents for other bodies in respect of payment services
and consumer credit. This will allow the further development
of the links that some societies have already built up with
bank;, finance houses and credit card companies. You will

also be enabled to provide access to the services of Stock

Exchange members and other bodies authorised under the

forthcoming financial services legislation, which should

provide a further step in the development of wider share

L ]
ownership. ~

40. The societies will be allowed to act as insurance
intermediaries in respect of any type of insurance business.
As I said at the beginning of my speech, life business will
be subject to the requirements of the financial services

legislation. You will either have to operate clearly as




the agents of particular insurance companies, or you will
need authorisétion in your own right. If you choose the
latter, you would have to submit to the requirements of
the financial services legislation, which are 1likely to
include conduct 6f business rules, the avoidance of undue
dependence on a particular company, and the need for the

business to be run by persons who are "fit and proper" for

the task. Such an independent insurance broking operation

would probably have to be carried out through a separate
subsidiary.

41. Those societies meeting the criterion for holding “Class
3 assets will be able to offer an estate managment service,
and all societies will be able to offer a mortgage management
service. Both these powers might be used when 1land or
mortgage assets have Dbeen sold to another financial

institution which is prepared to engage your expertise.

42. Building societies will be able to offer estate agency
services and structural surveys. As the ‘' Green Paper
indicated, however, there is significant scope for conflict
of interest if a building society manager 1is responsible
both for selling a property and approving a loan to its
purchaser. We therefore propose that the managem&nt and
operation of the two functions should be separated. As
to the proposal that building societies should have a power
to provide conveyancing, this has proved to be a complex
issue, and, since it is still under review, I cannot expand
today on what has already been said. I can say, however,

that the Government will be seeking the introduction of




a code of conduct for building societies offering any services

relating to house purchase.

Europe

43. Finally, building societies will be given a power to
invest in, or set up, housing finance companies in other
member states of the European Community. This will extend
to investment in companies established in the United Kingdom
to provide cross-border mortgage credit. Such investments

will be Class 3 assets open to societies above the commercial

oy
assets threshold.

44. In deciaing to give the societies this power, the
Government was impressed by the emphasis laid on this in
the response of your Association to the Green Paper, and
the careful thought - that- is clearly being given to the
question. It is also fully consistent with the Government's
wish to see a more effective internal market in the European

Community, particularly in the provision of financial

services. The balance sheets of such bodies will not be

consolidated with those of the parent society, so that loans

in other member states will not be confined to 5% of

commercial assets.

Conclusion

45. I hope that what I have said today will enable you
to undertake your planning more effectively. I believe
that the package I have presented will open up a wide range
of new commercial opportunities for building societies,

but consistent with the central role in savings and house




purchase that they have carried out so successfully for
nearly 200 years. While none of us can say what the future
will hold for the societies and the financial markets, I
believe that these measures will allow the further evolution
that is already needed as well as the flexibility to respond
to future developments. The challenges now facing your

movement are as exciting as they have been at any time in

its history. The Government will introduce the legislation

to enable you to respond to them. The rest, as they say.,

is up to you.
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET

LONDON SWIH 0ET 5422

TELEPHONE DIRECT LINE 01-215
SWITCHBOARD 01-215 7877

Secretary of State for Trade and Industry -

3| May 1985

Rt Hon Nigel Lawson QC MP
Chancellor of the Exchequer
HM Treasury

Parliament Street

London SW1

_El_, A¢J&(, /

Thank you fog/éending me a copy of your minute to the Prime
Minister of € May and the accompanying memorandum on building
society legislation which sets out your main proposals in this
area.

2 The issues involved in building society reform are clearly
going to arouse considerable discussion as well as lively debate
when the Bill is presented to the House. Members on both sides
will be looking to see whether the Government has struck the right
balance between the need to maintain specialist organisations for
the provision of housing finance which also offer a safe home for
the 'small' saver, and the need to allow building societies to make
a much greater contribution to society by providing a wider range
of services. I am broadly satisfied that the policy paper strikes
that balance.

3 There are, however, just two points I would like to make. You
rightly highlight the overlap between the Financial Services and
Building Society legislation and the timing of their passage
through the House. In order to achieve consistency between the
two, I would emphasise the need for consultation between Treasury
and DTI officials to be as full as possible.

4 Secondly, para 16 suggests that building societies will only be
allowed to offer transactions in securities and related services
through the medium of other authorised investment businesses, and
will be unable to apply for authorisation to provide these services
themselves. This is in contrast to the treatment accorded to the
clearing banks and contrasts with the insurance broking side of
their affairs, where authorised building societies will be able to
advise consumers on suitable endowment policies and transact the
business directly. I would be grateful for some clarification on
this point.

5 I am copying this letter to the Prime Minister, other members

JH2AQJ




of ES, the Lord Chancellor and to Secretaries of State for the
Environment, Scotland and Wales, the Lord Privy Seal, the Lord
Advocate, the Solicitor-General, Chief Whip and to Sir Robert

Armstrong.

o okt

NORMAN TEBBIT

JH2AQJ
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10 DOWNING STREET

From the Private Secretary 20 May 1985

BUILDING SOCIETY LEGISLATION

The Prime Minister has seen the Chancellor's minute
of 8 May. Subject to any comments colleagues may have, she
is content for the Chancellor to proceed along the lines
he proposes. The way in which the Bill deals with conveyancing
is, of course, still to be resolved.

I am copying this letter to Private Secretaries to members
of ES, John Ballard (Department of the Environment), John Graham
(Scottish Office), Colin Williams (Welsh Office), David Morris
(Lord Privy Seal's Office), Iain Jack (Lord Advocate's Department),

Richard Stoate (Lord Chancellor's Office), Henry Steel (Law
Officers' Department), Murdo Maclean (Chief Whip's Office)
and Richard Hatfield (Cabinet Office).

(Andrew Turnbull)

Mrs. Rachel Lomax,
H.M. Treasury.

CONFIDENTIAL
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BUILDING SOCIETY LEGISLATION

We recommend you agree with the Chancellor's proposals for

the Building Societies Bill in 1985/86. They are close to

the Green Paper published earlier this year, but with some

—————

ifs and buts removed. The legislation would:

Rationalise and extend the range of assets which

buildings societies can hold, subject to proper

supervision.

Permit them to provide a wider range of financial

——

services. They could, for example, allow stockbrokers

to use their premises to set up high street share

shops.
L

These are useful measures to liberalise the régime for

A

building societies. But they will look pretty cock-eyed and

pr——

half-hearted if we don't open up the régime for

conveyancing. So we need to claw back the position on

conveyancing before the Bill is published.

N o Wk

DAVID WILLETTS
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Treasury Chambers, Parliament Street, SWI1P 3AG
01-233 3000
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PRIME MINISTER

BUILDING SOCIETY LEGISLATION

Last July we published the Green Paper "Building Societies: A New Framework"

(Cmnd 9316). The attached memorandum, which I am circulating to ES colleagues,

seeks policy approval to proceed with legislation.

2. The Green Paper proposed that the existing legislation governing building
societies should be brought up to date, and that they should be given wider powers
to compete with other major financial institutions in a developing market. But it
also proposed that their role as principally providers of mortgage finance and their
reputation as a safe haven for individual investors should be maintained. My

proposals for legislation reflect this.

3s The Treasury has received comments from approximately 150 organisations
and individuals on the Green Paper, the majority supporting the Government's
objectives. My officials will be consulting the Building Societies' Association as
appropriate about the drafting of the legislation. In addition Ian Stewart has been
in touch with Ian Gow and Alex Fletcher about details, and the proposals now have

their support.

4. This Bill is likely to attract lively back-bench argument and discussion,
reflecting both the public interest in building societies generally and the concerns

of particular groups affected by individual proposals.

5. The attached paper summarises my proposals. These follow the Green Paper
closely and deal with the structure of societies' assets and liabilities; the provision
of wider financial and housing-related services; prudential supervision; and the

constitution of building societies.
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6. The paper covers only the main proposals for new legislation. There are

three respects in which it is still incomplete:

(a) the proposals in respect of house buying services are necessarily
somewhat tentative while firm decisions have yet to be taken on
conveyancing, in the light of proposed legislative changes relating to
employed solicitors. I am quite clear on the principle that building societies
should be able to offer an estate agency service. But the precise provisions
cannot be settled finally until we know the form in which the societies are

going to be able to offer a conveyancing service;

(b) there are several points of overlap with the planned Financial Services
Bill, which should be going through Parliament at much the same time.
Further work will need to be done as proposals in this area evolve, and

detailed adjustments may be necessary to ensure consistency;

(c) as indicated in the final paragraph of the attached paper, there are
some outstanding technical issues which we are still working up. Many of
them are being considered in the context of the review of banking supervision

that the Treasury and Bank are conducting in the wake of the Johnson

Matthey affair. A place has been provisionally reserved in the 1986/87

Session of Parliament for a Banking Bill. Final decisions on many of these

issues cannot be taken until later in the year.

7. Since these outstanding points, with the exception of conveyancing, are
largely self-contained, I would propose that they should be settled without
reference back to ES. My officials will of course continue to consult other

interested departments on individual issues.

8. Finally, on a structural point, I have decided to go for a Bill that would
replace rather than amend existing legislation. An amending Bill would be very
difficult to follow, entailing heavy cross-referencing both for Parliament during its

passage and for building societies and others who will need to refer to it when it
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has become law. Moreover, the Bill is not a tidying-up measure: it embodies a
major reform and liberalisation of building society legislation, the first for
111 years. We also need to confine its scope to building societies as closely as

possible, although it has been proposed that amendment to the Solicitors Act 1974

relating to conveyancing should also be included: to go beyond that could open up

the Bill to a wide range of undesirable amendments.

9. I am copying this minute to other members of ES, the Secretaries of State for
the Environment, Scotland and Wales, the Lord Privy Seal, the Lord Advocate, the
Lord Chancellor, the Solicitor-General, the Chief Whip, and to Sir Robert

Armstrong.

N.L.
8 May 1985
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BUILDING SOCIETY LEGISLATION

This paper sets out the Treasury's detailed proposals for new
building society legislation in the 1985/86 Session of Parliament.
The proposals are made in the light of comments received on the
Green Paper "Building Societies: a New Framework" and further

consideration of the issues.

ASSETS AND LIABILITIES

2 The basic structure proposed in the Green Paper should be

confirmed. In brief, this is as follows.

(a) At least 90 per cent of "commercial assets" (that
is, total assets 1less fixed assets and liquidity)
should be first mortgages to owner occupiers, Class

1l assets.

Up to 10 per cent may be in the form of secured
mortgage lending (Class 2) or other new types of
asset (Class 3), Class 3 to amount to no more than

5 per cent of the total.

Liquid assets should be not more than one-third of
the total.

Retail deposits from members of the public should

amount to at least 80 per cent of funds.

3 The detailed definitions of "liquid assets" and "retail

deposits" would be set out in secondary legislation. The

percentage 1limits, and contents of the asset classes could
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.be varied by order.

Class 1 assets

4. These would be loans secured on first mortgage of freehold
or leasehold estate for the residential use of the borrower.
They would include loans on property partly (but not mainly)
used for business proposes, such as corner shops. By analogy
with the arrangements for mortgage interest relief,
"owner-occupation" would include occupation by a borrower's
dependent relative, or former spouse, and property for later
occupation by a borrower currently living in tied, job-related
accommodation. Second homes, which offer considerable scope
for letting, should be excluded. And, to exclude blocks of flats
etc, the borrower (or his dependant) should occupy exclusively
at least 40% by floor area, thus allowing him to 1let half the
property, with some allowance for common areas. Loans to bodies
corporate, such as housing associations would not be included.
If this appeared in due course to be squeezing the supply of
funds to such bodies, this could be taken into account in

considering the case for changing the 90% limit on Class 1.

Class 2 assets

Bis The Green Paper proposal that these should include second
mortgages, equity mortgages and loans above valuation indemnified
by a local authority wunder the 1980 Housing Act should be
confirmed. Other first mortgages not in Class 1 would also be
in Class 2. Second mortgages would be subject to no statutory

limit as a percentage of valuation.

Class 3 assets

6. As foreshadowed in the Green Paper, most Class 3 assets would
be open only to societies which passed a minimum size test. The
threshold should not however be the £3 million free reserves
suggested in the Green Paper, but £100 million commercial assets,
a test that is at once clearer and generally a better indication

of size.
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i. Lending

7. Class 3 loans - that is, those without Class 1 or 2 security
- would be subject to an initial limit of £5,000 to any one person,
although this figure could be increased if there is pressure

during the passage of the Bill through Parliament.

8. Building societies and other 1lenders should be treated in
the same way for the purposes of the Consumer Credit Act 1974.
(At present all mortgage lending by the societies is exempt,
but banks have no such general exemption). The Building Societies
Bill would extend the Act to building society second mortgages;
first mortgages by banks and licensed deposit takers could be
exempted in the Banking Bill provisionally planned for the 1986/87

Session.

ii Land and Property

8. The larger societies would be able to purchase, build, hire
or lease property whose purpose was primarily residential, and
subsequently to sell or let it. They would also be able to hold
land for the purpose of development or improvement for primarily
residential purposes. Shared ownership schemes (when the occupier
buys part of the equity with the aid of a building society mortgage
and rents the remainder from the society) would be open to all
societies. The mortgage on the portion owned by the tenant would
be in Class 1 and any residual equity owned by the society in
Class 3.

iii Investment in subsidiaries and associates

10. The societies would have a general power to transact elements
of their business through subsidiaries, and might be obliged
to offer some services (eg estate agency) in that way. They
would be empowered to 1issue guarantees to subsidiaries and

associated bodies.

115 The assets and 1liabilities of subsidiaries carrying on
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business which societies can do themselves - for example, housing
associations or consumer credit subsidiaries - would be fully

consolidated with those of the society.

Overseas operations

12. The societies should be allowed to set up or invest in housing
finance subsidiaries in other countries, and to invest in UK-
based subsidiaries providing cross-border services. This
subsidiary route is preferred to direct operations through branches
principally because of the constitutional and legal complexity
of operating direct, but it should also enable better management
of exchange risk through the matching of assets and liabilities
in different currencies. The assets and 1liabilities of such
subsidiaries would not be aggregaked with those of the building
society for purposes of the asset claSses, although their nature

and scale would have to be taken into account in supervision.

13. The power would initially extend only to other EC countries,
although it could be extended by order later, because it is only
in the Community that a good co-operative supervisory framework
exists. The legislation will also need to confine the investment

power to institutions engaged primarily in housing finance.

Financial futures etc

14. A power to enter into financial futures contracts, gilts
options and other financial instruments is proposed, but it would
need to be suitably framed to ensured that it applied to hedging

operations, and not to speculation in futures.
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...iabilities

15. As well as the 80% minimum of liabilities to be raised from
individuals, there would be a requirement for at least 50% to
be in the form of shares (ie capital) rather than deposits and

other loans.
SERVICES

16. We should provide building societies with broad powers to
offer money transmission and other financial services to their

members. These would enable the societies:

-to enter into reciprocal payments arrangements and joint
operations with other financial institutions, and offer

foreign exchange facilities, etc;

-to guarantee payments, and thus to issue guarantee cards,

etc;

-to collect payments, transmit documents, provide receipts
etc. as agents for other bodies. The societies could,
for example act as agents for the Crown (TV licences,
National Savings, benefit payments, etc), local authorities
(rent and rates), utilities (bills), or retailers, but

there would be no prescribed list;

-to provide credit facilities as agents for banks, licensed

deposit takers and credit card companies;

-to allow authorised investment businesses to offer

transactions in securities and related services through

building society branch networks, although implementation

of this part of the legislation might need to wait until
the new financial services legislation was fully.

operational.

17. The societies would be able to offer mortgage management

services to others, which may help the development of a secondary
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.mortgage market. The larger ones would also be able to provide

an estate management service as an adjunct to their power to hold
housing assets. All societies would be allowed to offer full
insurance broking services, and would be subject to the requirements

of the financial services legislation.

18. The provision of conveyancing services by building societies
is being considered separately. They should be allowed to offer
estate agency and structural survey services, although separation
of the management of the estate agency from that of the lending
business would be needed to avoid conflicts of interest. The
precise details will need to be considered in the light of final

decisions on conveyancing.

19. There would be a power to add other financial and housing-
related services to this list. Making the provision of 1loans
conditional on the use of any of these services should be illegal.
The societies should also be required to quote the price of each
individual service separately, so as to bring any
cross-subsidisation above board. The BSA would be asked to prepare
a code of conduct for societies offering housebuying services.
A reserve power would be taken to make regulations if a satisfactory
code of conduct was not drawn up or was persistently ignored;
the sanction for failing to observe the regulations would be

withdrawal of the society's power to offer the particular service.

PRUDENTIAL SUPERVISION

20. The main instrument of prudential supervision by the Registry
of Friendly Societies would be the granting and revocation of
authorisation to take money from the public. A new power to impose
statutory conditions on continued authorisation would be provided.
There would also be new powers to require information from societies
and restrictions on its disclosure. The existing powers to control

advertising would be continued.

21. Building society boards would be made subject to a series
of specific duties, broadly as described in the Green Paper, to
protect the interests of shareholders and depositers. Their

fulfilment would be crucial to decisions about the use of prudential

powers.




CONFIDENTIAL

225 The general objective would be to enable the Registry to
provide an equivalent level of investor protection as the Bank
does for recognised banks and licensed deposit takers, but with
a rather less onerous prudential regime, reflecting the narrower
range of Dbuilding society assets. Whenever appropriate, the
prudential powers would be harmonised with the Banking Act in
order to ease the path of an eventual merger of bank and building

society supervision in the longer term.

23. Building societies would not have to seek the prior approval
of the Chief Registrar for particular innovations, although they
should be generally required to keep him informed of their plans
for future development. As proposed in the Green Paper, the Chief
Registrar should no longer have a power to designate particular
societies for the purposes of trustee investment. But the Green
Paper proposal that only those with free reserves greater than
£1 million should have trustee status should be dropped in view

of the strong protests from and on behalf of small societies.

24. The Registry would monitor compliance with the main balance

sheet 1limits, with discretionary powers to require societies to

draw up plans for conversion to company status if they breached

the limits and were unable or unwilling to rectify the position.
There would also be a specific prudential duty on boards to comply
with the commercial asset 1limits, because of their prudential
overtones. In the case of the limits on wholesale funds and liquid
assets, which are more 1liable to accidental breach and easier
to rectify, the supervisory authority should have discretion to

act in the event of transgressions.

CONSTITUTION
25. The Bill should provide a procedure under which societies

could convert to company status.

26. The Green Paper proposals in respect of ordinary and special
resolutions, and elections of directors should be broadly confirmed,

although with several detailed modifications in the 1light of




CONFIDENTIAL

comments received on them. A new proposal would be that proxy

voting forms would have to give the member the opportunity to

specify how the proxy vote should be cast, although he could still
give it to the Chairman with discretion to cast it as he saw fit.
It is also not now proposed to impose an absolute retirement age
of 70 for directors; the most likely alternative would be along
the lines of the Companies Act requirement that directors over
70 need to be re-elected annually by resolution of the annual

general meeting.

27. It 1is proposed that borrowers should be given the right to
vote on merger proposals, something that is available only to
shareholders at present. But a separate Green Paper suggestion
that the majority required to signify approval of a merger by
the members should be reduced from 75% to 60% should not be pursued.
A third suggestion - that the board of one society should be able
to circulate members of another with a merger proposal - is likely
in its present form simply to result in too much concentration
in a few large socieites. Further thought is being given to other
possible ways of promoting desirable rationalisation of the

industry.

28. An ombudsman has been suggested for building societies, as
already exists for insurance companies and is being introduced
for banks. This should be encouraged, but on a non-statutory
basis. Provision would be included in the Bill for the suspension
of the Registry's existing disputes functions, for use if the

ombudsman proposal got off the ground.

Other Issues

29. There remain some further, relatively self-contained topics
which it has not yet been possible to work up. They will be dealt
with as soon as possible. They include:-

-the detailed procedures for conversion to company status;

-the introduction of a statutory investor protection scheme

giving equivalent protection to that given under the
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. Banking Act to depositors with the monetary sector. This

would replace the voluntary scheme now run by the BSA;

-limitations on directors' interests;

-how the procedures for review of the Chief Registrar's
control powers should be strengthened, whether by an
independent appeal procedure, as under the Banking Act,

or otherwise.

HM TREASURY
30 April 1985
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PRIME MINISTER

Mortgage Rates

Sir Peter Middleton and Frank Cassell at the Treasury

saw the Building Societies Association this morning to discuss

the prospects for mortgage rates. Despite the fact that there
e

had been a fall in bank interest rates during the course of

the morning“§9q1§g§pite being told by Sir Peter Middleton that

there was a reasonable prospect of still further downward

movements in the future, the building society representatives

said there could be no question of withdrawing the proposed
_____‘___‘__——‘-_"_——;_‘

. . \..._"
INCE e in their rates. M i a
increase 1 r rates ortgage demand was hlgh nd the

inflow of deposits was still much too low to sustain this.

Following the chanée to the cgmpositeurate of tax, the banks

were bidding aggressively for deposits from the retail sector.

The building societies thought that base rates would have to
L e s

fall to 11.5 per cent before a reduction of 1 per cent in

their mortgage rates could be justified. Even then they might

want to adjust only slowly as they needed to rebuild their
liquidity which had suffered over the past three or four
months. The outlook is, therefore, rather gloomy on this

front.

The Treasury also report that the RPI Advisory Group
which has been considering whether mortgage interest should be

a component of the RPI is unlikely to recommend a change in

N—————-
———————

the present position.

ANDREW TURNBULL

19 April, 1985
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Arundel Tastle

7 August 1984

The Rt Hon Mrs Margaret H Thatcher MP

10 Downing Street /

LONDON SW1l NK
~

\Y,

I am disgracefully late in thanking you for having
come to lunch at the Building Societies Association headquarters
on 1 August, but I have been travelling around.

It was a great occasion for them and the first visit
by any Prime Minister. You were truly generous in talking so
freely and, in particular, they were thrilled at your final comment
that you would never withdraw the tax relief on mortgage interest.

The Green Paper has provided an excellent basis of
discussion before the coming Bill is drafted; and I hope eventually
a solution will be worked out on the lines of the strata system in
Australia for dealing with the ownership of flats. Your brilliant
decision to allow Council houses to be purchased has greatly
extended home ownership; and I personally, having seen in my many
years in Germany the great advantages of private rented housing
for young married couples who wish to move ,through being promoted
in their firms, hope something can be done on the lines of shared
ownership in this country.

If it is not impertinent, may I congratulate you on
all you are achieving, particularly in up-dating our industrial
relations. If only we had the Ernest Bevin charter that was given
to Germany in 1945 of only 15 Unions, no closed shops and all
decisions by secret ballot!’

}WV(’M,] Srcanely
Mike
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THE BUILDING SOCIETIES ASSOCIATION

3 Savile Row, London W1X 1AF
Telephone: 01-437 0655
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*CONFIDENTIAL

10 DOWNING STREET

From the Private Secretary 1 August, 1984

Dec. Adran,

Prime Minister's Lunch with the Building Societies
Association

The Prime Minister had lunch today with the Building
Societies Association. (I was grateful for the briefing
provided by the Treasury and the Chief Registrar.) It was
an enjoyable occasion for the Prime Minister which provoked
a lively discussion.

Mr. Walden drew the Prime Minister's attention to the
BSA's views on leasehold reform. They had put to the Lord
Chancellor a recommendation that new blocks of flats could
be built adopting the strata title system developed in
Australia. This would enable owners of flats to acquire a
permanent freehold. The Prime Minister acknowledged that
leasehold was often unsatisfactory and she took note of the
point.

The discussion then turned to the role of building
societies in developing new forms of tenure, particularly
the inner cities. Mr. Ellis (Abbey National) argued that
fiscal parity was increasingly being applied to banks and
building societies, though the latter were investing, out of
a sense of social concern, in projects which generated less
than a full commercial return. He wondered whether building
societies should be offered some fiscal concession in
recognition of this. (He also pointed out that the
application of VAT to alterations had upset the economy of
the Stockbridge Village Project.) The Prime Minister argued
that it would be wrong to offer concessions to building
societies generally. Where additional finance was needed,
it was best offered in the form of specific grants, e.g.
from the urban programme, or through the provision of
infrastructure, as had been done with the Merseyside and
London Docklands Development Corporations. Mr. Spalding
said the Halifax welcomed the opportunity to own land. They
preferred to wait until this was permitted by legislation

CONFIDENTIAL
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Qather than go through the elaborate intermediaries which
he Abbey National and the Nationwide had been forced to
adopt.

Mr. Cumming (Woolwich) said the Green Paper had been
too timid on the prospects for building societies operating
in Europe. It would inevitably be difficult to secure the
consent of other Governments but building societies would
find it difficult to press for this while there were still
obstacles set by the UK Government. The Prime Minister said
she welcomed the principle of greater freedom of trade in
services in the community and she agreed to consider this
point further.

There followed a animated discussion on differential
mortgage rates. The Prime Minister took the view that these
had no economic justification as larger mortgages did not
cost more to administer and that they were unfair to those
living where housing was more expensive. She was naturally
supported by Mr. Cumming (Woolwich has no premium rates) and
Mr. English (the Nationwide does not charge a premium under
£40,000 though it has a higher basic rate at the moment).
Mr. Cox tried to defend differential mortgage rates on the
grounds that building societies raised a large proportion of
their finance at premium rates. The Prime Minister argued
that the different cost of deposits should be averaged out.

Mr. English (Nationwide) argued against ending the
advised rate. He believed that it was helpful, particularly
for small societies, for the BSA to meet and advise a rate.
The Prime Minister argued strongly that the rate each
society set should reflect its circumstances, as would the
prices charged by different retail outlets. It was
appropriate for the BSA to provide a forum for discussion
but not to advise a single rate for both large and small
societies. Mr. Cox argued that the mortgage demand was
still not satisfied. Competition was therefore greater on
the investment side and a freer regime was likely to push
interest rates up rather than down. Mr. Spalding said this
asymmetry would last so long as there was unsatisfied
demand. Owner occupation was currently around 63 per cent
and would eventually go over 70 per cent. The free market
would operate satisfactorily when the market was in
equilibrium but this was some time off.

The Duke of Norfolk argued that the private rented
sector should play a greater role and suggested an extention
of tax relief, particularly for shared ownership. The Prime
Minister shared his regret about the decline of the private
rented sector but resisted extension of tax relief. She
confirmed that mortgage interest relief would remain so long
as she remained Prime Minister. She also added that she
thought the ceiling was too low.

CONFIDENTIAL
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I am copying this letter to Richard Stoate (Lord
Chancellor's Office), Paul Britton (Mr. Gow's office) and
Michael Bridgeman (General Registrar, Friendly Societies).

ANDREW TURNBULL

Adrian Ellis, Esq.
Economic Secretary's Office

CONFIDENTIAL




MR TURNBULL 31 July 1984

LUNCH WITH THE BSA

We suggest the Prime Minister could focus on two main

subjects at tomorrow's lunch:
putting across the positive themes in the Building
Societies Green Paper, and emphasising the

opportunities now open to building societies

emphasising that the demise of the interest rate cartel

should not lead to delay in reducing mortgage rates.

The Building Societies Green Paper

There are four key themes to the Green Paper:

Building societies must remain a safe, reliable place

for the small investor to put his savings. They don't
have the management resources or skills to engage in
fancy financial and lending operations risking
significant amounts of their assets. The last thing we
want is a building society crisis in a few years' time

like the secondary banking crisis of the 1970s.

The building societies have done a lot to spread home-

ownership, and their activities should continue to be




focussed on this key objective. The Green Paper
suggest a rule that 90 per cent of building societies'
assets must be mortgages on residential property. Do
they have any further ideas for encouraging wider home-

ownership?

But there is scope for buildings soceities to provide a
rather wider range of services, particularly related to
housing and land. So they could use up to 10 per cent
of their assets for, for example, buying land and
housing directly. They should also be free to engage
in conveyancing and property surveying. And finally,
their retail network is well-suited to a variety of
financial services like carrying out share transactions
for clients, or paying people's bills by transfers. If
they move into these areas, there would be more healthy

competition in the high street.

The Green Paper is a prelude to new building society
legislation in the 1985-86 Session, as the 1962
Building Societies Act is now very much out of date.
The financial scene is changing so fast, so the new

legislation must be more flexible than the old

legislation was so that, where possible, regulations

can be changed by Statutory Instruments rather than new

primary legislation.




The Green Paper has broadly been welcomed by the building

societies, and they should be happy with these themes.

The quality of building society management

The Prime Minister won't wish to raise this explicitly, but
the lunch is an opportunity for her to assess the vigour and
competence of building society management. They have had an
easy life providing a relatively simple financial service at
low risk and with a cartel fixing the cost of a mortgage.
Any entrepreneurial energies they possessed have gone into
growing bigger than their rivals - hence the mass of high

street branches.

By encouraging them to extend their operations and end the
cartel, we encounter a chicken and egg problem. Opponents
of change argue that because the societies have been
nannied, they won't have the drive to take advantage of the
opportunities we've offered. The reformers say that unless
these wider opportunities are offered, there is no incentive
for a society to become more commercial. We favour this
bolder approach. The Prime Minister will want to assess
whether the building societies are likely to rise to the

challenge offered by the Green Paper.

The demise of the interest rate cartel

Currently, the BSA's interest-fixing arrangements are exempt




from the Restrictive Trade Practices Court. Legally, this
will change with the promised building society legislation.

In practice, the cartel is already beginning to break down.

The building societies may argue that the end of the cartel
will make mortgage rates stickier. Why should a bold
society bring its mortgage rate down if the cautious ones do
not follow suit? All the existing mortgagees can't
immediately transfer to the society offering lower rates,

and so it gets the same amount of business as before, but

1
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There are two answers

In the long run, the end of the cartel will create real
competition. If the better building societies succeed
in cutting their costs, they will be able to offer
relatively higher deposit rates as well as reducing
their mortgage rates. So they will be able to attract
and finance a lot of new business, and thus grow

relative to their competitors.

Meanwhile, a building society will gain prestige from

leading rates down.

The lunch is an opportunity for the Prime Minister to exhort

the building societies not to be slow to move rates down

Vand. Wikketix

DAVID WILLETTS

when financial circumstances permit.
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THE PRIME MINISTER'S LUNCH WITH THE BSA : WEDNESDAY 1 AUGUST
I attach the following briefing notes:-

(1) Note by the Chief Registrar on the
Prime Minister's hosts, and the

particular interests of their societies.

Note by the Lord Chancellor's Department
on the BSA's report "Leaseholds -

A Time for Change".
Note by the Treasury on:-
(a) Interest rates and the
Chancellor's Bow Group
speech.
Competition for Savings.
(c) Investor Protection.
2 The Prime Minister will find the Building Society
representatives reluctant to talk about their future plans

in front of competitors. Rather than asking the individual

societies where they see their future opportunities, the Prime

A Minister might strike more of a spark by asking them whether

they regard themselves as equipped and their staff as adequate,

to cope with the new possibilities. She may also care to
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glance at the record of the Economic Secretary's dinner, which
gives the flavour of their initial reactions to the Green

Paper.
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CHAIRMAN'S COMMITTEE OF THE BUILDING SOCIETIES ASSOCIATION

1 AUGUST 1984

The hosts are the President of the BSA (the Duke of Norfolk), the eight members

of the Chairman's Committee and the Secretary-General. The Committee is the steering

committee for the 30-strong Council, normally meeting twice a month ahead of the Council
meeting. Like the Council, it is composed almost exclusively of chief executives.

(Building societies usually have non-executive chairmen and largely non-executive boards.)

2. The Committee includes representatives of the 5 largest societies. Together the
eight represent nearly 60% of the assets of the movement. The members, and their

societies, are:-
Duke of Norfolk (Miles)

President since 1982 - succeeded Earl of Selkirk. No previous links with
building societies.

Earl Marshal. Major-General (ret'd). Director of Robert Fleming (Holdings)
Ltd since 1969.

Walden (Herbert) Heart of England BS (£0.3bn)
Age 57. In middle of two years as Chairman of Council. Has proved very
effective through a testing time for Association - break down of "cartel", New
Cross, taxation of gilts, second version of report on Constitution and Powers

following reaction of building society boards against first:

General Manager since 1974 of Heart of England BS. A West Midlands society,
formed by a series of amalgamations, head office in Warwick. Mr Walden has
worked with Warwick BS and its successors since end of war. Was Chairman, South
Warwickshire Hospital Management Committee 1964-72. Other interets: football,

cricket.

Society is well run, but relatively conservative. Mainly interested in new

powers for widening housing functions of societies.
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Cox (Roy) Alliance BS (£2.8bn)

Age 58. Deputy Chairman. Presumptive Chairman from June 1985 to May 1987.
Has reputation for being slightly unpredictable. Still to be tested in BSA

office.

Chartered accountant. Joined Alliance in 1965. Chief General Manager since
1970. Has built up a strong financial management team under him, certainly on a

par with the largest societies.

Main innovations have been on raising money. Pioneered issue of "yearling
bonds". More recently has set up with Bank of Scotland "BankSave", possibly the

most effective of the building society/bank joint schemes so far.

Is interested in development of housing finance. But also anxious to
develop consumer credit, whether unsecured or secured by second mortgage, where

he is convinced societies could out-compete finance houses.

Cumming (Alan) Woolwich Equitable BS (£4.5bn)

Age 52. Chartered accountant. Joined Woolwich 1958. Chief Executive since

1969.

Was Chairman of BSA 1981-83. Almost certainly best chief executive of the
larger societies and has built up strong management team under him. Was good,

but not outstanding, Chairman of BSA.

Has expressed irritation at limitations of present legislation, but has been
less specific about which particular powers he would envisage Woolwich using.
The Woolwich has set up a housing trust company (like Nationwide) to take

initiatives which they cannot do at present under existing powers.
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Ellis (John) Abbey National BS (£ 14.3bn)

Age 51. Chartered secretary. Joined Abbey 1956. Secretary since 1979. A
"substitute" member of the BSA Council. Appointed last autumn when Clive
Thornton resigned as Chief Executive. Apparently chosen because it would have
been invidious to choose one of the internal candidates for the succession to
Thornton. Thornton's successor, Peter Birch (ex Gillette), is now in post but
has not yet taken over as representative. This has caused some problems since
for the last nine months of marked changes, the second largest society has not

had an authoritative representative at BSA.

Abbey's prime objective is to overtake the Halifax. Under Thornton it took
a number of new initiatives, particularly in relation to housing. It formed the

Abbey Housing Association to provide low cost homes and houses to rent.

(Arrangements of this type under existing legislation are inherently

unsatisfactory and have to be limited in scope. A major objective of new
legislation will be to enable this to be done properly.) The Abbey were

associated with Barclays in the major renovation scheme for an ex-council housing
estate outside Liverpool (Cantril Farm). They have also launched a cheque

scheme, for which the Co-op Bank act as clearing agent.

Under chairmanship of Sir Campbell Adamson the society is likely to continue

emphasis on housing.

English (Cyril) Nationwide BS (£7.3bn)

Age 61. Joined society (then the Co-operative Permanent BS) in 1939. Chief

General Manager since 1981. Retires next year.

Appears to be a very competent manager. Professes himself against
"fashions", but is probably more innovative than an initial conversation would

suggest.
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Nationwide have set up a housing trust company, to do broadly what the Abbey
Housing Association does. They have, over the years taken a significant number
of initiatives in inner city areas, but with less blowing of trumpets than the
Abbey. Would like to use new powers in the housing field, and also in some areas
of money transmission which is not possible under present legislation. But is
likely to be fairly cautious, at least in front of other societies, in saying

what they would like to do.

The Nationwide have been a target for the Building Societies Members'
Association (Mr Punt and others). In some ways this is ironic because Nationwide
has given members more rights than some other societies. Neither side has come
out particularly well. The management (but not Mr English personally) have been
somewhat inept. The members have concentrated most of their criticism on relative

trivia.

Hemingway (Peter) Leeds Permanent BS (£4.8bn)

Age 58. Chartered accountant. Joined Leeds 1962. Chief General Manager
1982.

The Leeds gives the impression of being the least dynamic of the big
building societies. Yet it continues to grow at much the same rate and to be
reasonably strong financially. It is just putting its toe into the water with

the installation of Automatic Teller Machines (ATMs) - about six so far.

Spalding (John) Halifax BS (£16.8bn)

Will be 60 on Saturday next. Solicitor. In local government service before
joining Halifax in 1964. Chief General Manager since 1982. Does not appear to
carry as much weight in discussions in BSA as might be expected for occupant of
his position. Still tends to look at things from a narrow legal viewpoint, and
not to recognise implications of Halifax being a major financial institution with

considerable economic influence.

Is BSA representative on the Conveyancing Committee (Chairman Professor

Farrand).
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Chaired the original BSA working party, which led to its first report on
Constitution and Powers, published in spring 1983. (That report is usually
referred to as the "Spalding Report", although the BSA Council changed some of

the recommendations of the Spalding Committee before it was published.)

The Halifax's prime objective is to stay ahead of the Abbey. It too has a
cheque scheme. It has made more headway than any other building society with
installation of ATMs and will have more than 200 by the end of this year. It too
has been supporting various housing initiatives in inner city areas. A new
chairman, Richard Hornby (ex MP and junior minister, who then retired from

politics to J Walter Thomson) took over last year and it remains to be seen

whether it will change its "somewhat slow, sound and thoroughly reliable" image.

Strickland (Frank) Sunderland and Shields BS (£0.2bn)

Age 56. Whole career in building societies. Joined one of the constituents
of his present society in 1963. Chief Executive since 1975. While on the BSA

Council has been mainly concerned with its finance and tax work.

The Sunderland and Shields has been formed by bringing together some 15
societies over the last 20 years, all in a relatively tight geographical grouping
between Durham, Sunderland and the River Tyne. It is a good example of a strong
local society competing effectively with national societies. (NB Mr Strickland
may be somewhat reticent to say too specifically how he does it, in front of the

national societies!)

Like the Heart of England, Sunderland and Shields is probably mostly

interested in the widening of the housing powers.
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Weir (Richard)

Age 51. Barrister. Secretary-General of the BSA since 1981. Previously
Director of the Retail Consortium and before that Secretary, Co-operative

Wholesale Society Limited.

Registry of Friendly Societies

30 July 1984




BSA REPORT: "LEASEHOLDS - TIME FOR A CHANGE?"

1. The transfer and enforcement of positive and restrictive covenants in

both freehold and leasehold property give rise to fundamental problems in property
law., The problems were recently examined in depth by the Law Commission

in their report on Positive and Restrictive Covenants (Law Com. No. 127). That
report proposes a new scheme of land obligations but is intentionally incomplete,
because of the need to solve some outstanding problems including transfer

of Crown land and questions relating to compulsory purchase., The Lord Chancellor
has accepted the report as a working document for further consultation and

has written both to Members of Parliament and to the Building Societies Association
to say that this is his intention.

2. A separate Government initiative has been taken by the Minister for

Housing and Construction over the law governing the management of blocks of
flats. He has set up an enquiry on the subject under the Chairmanship of

Mr E G Nugee, QC, although that Committee is working on the matter in the context
of the law of landlord and tenant rather than that of tenure.

3, The BSA's report "Leaseholds - Time for a Change?" thus forms part of a wider
consideration of these issues. The BSA advocate the so-called strata title
system which has existed in New South Wales for some years. The Lord Chancellor
has acknowledged the Building Societies Association Report and asked his
officials to consider it in conjunction with the Law Commission Report No. 127,
The Minister for Housing and Construction has sent a copy of the B.S.A. report

to the Nugee Committee with a request that they should take its findings into
account.

Line to take

4. The BSA report "Leaseholds -~ time for a change" presents an attractive and
persuasive argument for dealing with the leasehold flat problem by adopting

the strata title system developed in New South Wales. However, the proposals
will have to be examined in greater depth before any conclusion can be reached and
account taken of its relationship with the Lord Chancellor's work on the

Law Commission Report on Positive and Restrictive Covenants (Law Com. No. 127)
and with the Committee on the management of privately owned blocks of flats
chaired by Mr E G Nugee QC, to whom Mr Gow has sent the BSA report.
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INTEREST RATES AND THE CHANCELLOR'S BOW GROUP SPEECH

Following the increase in bank base rates, the BSA increased
its "advised rates" on 13 July, by 2% per cent on mortgages
to 12% per cent, and 1% per cent on ordinary share accounts
to 7% per cent. But most of the big societies have announced
that their basic mortgage rates will be higher than the advised
rate. The most common figure is 12% per cent, although Abbey
National have gone for 12 7/8 per cent, and Nationwide and
Leeds Permanent 13 per cent. (They have in general stuck
to the advised share rate, so that the extra income can be

used to widen margins and/or finance new premium accounts.)

2% The BSA have suggested that this was encouraged by the
Chancellor's speech to the Bow Group on 3 July, in which he
trailed the main Green Paper proposals, including withdrawal
of the interest rate cartel's exemption from restrictive trade
practices legislation. The BSA were given about 24 hours'
notice of the content of the speech. They were aware earlier
that the cartel would be discussed in the Green Paper, with

a strong steer towards its abolition, although they were not

expecting the recommendation to be as firm as it came out.

Points to make

For a year or so, mortgage rates had been less uniform
between societies. The cartel was breaking down
in practice. Why should the Chancellor's speech
make such a difference? The Green Paper's comments
on the cartel have been generally received as
retrospectively validating what the societies have

already done.

The main reason for the increase was that in bank
base rates. The Chancellor's speech could not

have anticipated this.




COMPETITION FOR SAVINGS

The attached table shows the relativities between interest
rates paid by National Savings, building societies and banks
on comparable investments before and after the recent increases
in ~rates. National Savings have become more competitive
compared with building societies for tax payers, but the

societies can still offer better rates. For non tax payers,

National Savings do better than banks, and both give a higher

return than building societies. There is no building society
instrument comparable with the new National Savings certificate,

which offers 9 per cent per annum tax free over five years.

27 The building societies have not reacted strongly against
the new National Savings package. They will be watching
the total amount funded through National Savings, and will
be quick to react if National Savings look 1like exceeding

the target of £3bn for the current financial year.
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INVESTOR PROTECTION SCHEME

At present a voluntary scheme run by the BSA protects investors
in societies. It guarantees 90 per cent protection to
investors in participating societies (which represent the
great majority) and 75 per cent for the minority of very small

societies who do not contribute to the scheme.

2. The Green Paper proposes replacement by a statutory scheme,
still underwritten by societies as a whole, which has several
advantages, notably earlier repayment in cases 1like the New
Cross. Minimum protection along the 1lines of that under
the Banking Act - 75 per cent of deposits up to £10,000 —~is
proposed. But it would allow further protection if the
societies wanted voluntarily to top up to the 1level of the

existing BSA scheme.

32 This was highlighted in the "Times" report of the Green
Paper, attached, the gist of which was that building society
investments would as a result be less secure. Unfortunate

remarks by the Abbey National and Nationwide were included.

Line to take
4. The Prime Minister could take the offensive. We are

concerned about the unfortunate remarks by some societies

quoted in the press. As the Green Paper makes clear, investor

confidence is essential for the societies as a whole. Remarks
like those quoted could undermine that confidence. 1 R By
would be preferable instead to go for a higher degree of
mandatory protection than under the Banking Act, the Government

would certainly be prepared to consider it.

5ka It may be suggested that in practice societies in trouble
are taken over, so avoiding any risk of loss by investors.
(The Woolwich did so in both the Gray's and New Cross cases.)
If that is the case, however, the remarks in the "Times" become
doubly unfortunate because they will have caused needless

concern.
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Building societies

win freedom
to act as banks

. Building societies have effec-
tively received vernment

mmoﬂ’qa I range of
cheque

. competition with the high street
banks. high

But the price of this freedom
¢ uld‘hebe a li;niﬁarnl reduction
in degree of protection
offered investors in smaller
socicties, and & reluctance by
Socicties 10 cut the mortgage
rate when interest rates are

Fi government proposals
contained in a Green Paper
published yesierday give
societies most of the con-
cessions requested - the
ability to offer the full range of
personal banking facilities and
the freedom to hold land which
would enable societies 10 build
homes for renting or sale.

These be

proposals  will
included in legislation, due 110
be enacted in the 1985-86
Parliamentary session and are
expected 1o be in effect by
January 1987, .

But the controversial aspect
of them is the firm recommen-
dation that the building
societies existing compensation
scheme be brought into line
with the deposit protection

visions under the 1979

king Act. This would reduce
the amoypnt of compensation to
which building society investors
are entitled.

By Lorna Bourke

Under the voluntary scheme'
investors in building societies
are compensated in the event of
a building society failing, for 90
per cent of their investment,
without limit. The 1979 Bank-
ing Act offers compensation for
a maximum of 75 cent on

its up 1o £10.000.

Green Paper envisages
the continuation of the 90 per
cent cover as a voluntary “top
up” arrangement in addition to
the statutory minimum. But
there will be little incentive for
the larger societies 1o join such a
scheme.

“1_don’t know whether all
socicties will want to contribute
10 a voiunu% scheme. It will
100 per cent agreement - it is 8
difficult situation™, Mr Herben
Walden, chairman of the
Building Societies Association,
saj
That view was echoed by Mr

Malcolm  Hughes néral
manager (market planni
Natonwide Building Society.

"1 think _a lot of building
socicties are becomi
ively more urtha n%u% Ee
way small becom-
4

Mr Bayliss (left) and
Mr Walden: new freedom

Eﬁﬁn.ﬂlmi;_hs_m_i
ink it will be very hard 1o get
agreement on a voluntary top-
up scheme™

The other proposal which |
could upset building society i
borrowers is the Government's

recommendation  that  the
societies’ exemption from the
Restrictive Trade Practices Act
be withdrawn.

That exemption allowed the
socicties 10 operate the interest
rate agreement - now largely
abandoned. But if they were
precluded from even “advising”
on rates, as they might be once
the exemption is formally
withdrawn, then there could be
real difficulties in getting
morigage rates down when
interest rates generally are
falling.

Other proposals, contained in
the Green Paper, that societies
should be free 10 offer estate
agency, insurance  broking,
conveyancing and valuation
services on an in-house basis
have not yet been given full

government approval and are |

still under review.
silion reaction to the
Green Paper was adverse. Dr

Oonagh McDonald, Labour's
spokesman on economic affairs,

said: “It will mean lending short
term at greater risk without the
essential expertise in credit
analysis and control.

® From September next year,
building societies will = be
obliged to quote an annualized
pereentage rate 1o borrowers, in

line with the requirements of !

the Consumer Credit Act, the
ment of Trade and

Industry announced yesterday. |

This will make it easier for
borrowers 1o compare rates with
the banks, which already quote
an APR.
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NOTE FOR THE RECORD

DINNER WITH THE BSA: WEDNESDAY 25 JULY

The Economic Secretary attended a small dinner hosted by
Herbert Walden, Chairman of the BSA and members of the
Chairman's Committee. A guest 1list is attached. Before
broaching the main topic of the evening's conversation, the
Green Paper, Mr Walden raised two points which concerned
the BSA.

Corporation Tax

First, members of the BSA were worried by the implications
of the 1loss of the special rate for Building Society

Corporation Tax announced in the Budget. Would building

societies be hooked up in any eventual rise above 40 per

cent? The Economic Secretary made two comments in reply.

First, while he obviously could not speak for any future
administration, this one had no intention of 1letting the
rate of corporation tax rise. Secondly, he explained that
one of the implications of greater fiscal neutrality was
the dismantling of special rates. The move had been part
of the broader trust of the Budget.

Taxation of Pensions

Mr Walden said that he was aware that there were rumours

circulating to the effect that the Government was considering
whether or not the commuted part of pensions ought to be
subject to tax. dot only would the staff of the building
society movement be adversely effected by any such move,
the pattern of investment would also be affected as the

commuted part of pensions were more often than not invested
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in building societies. He hoped that, if such a move were
being considered, then there would be no question of it being
introduced "out of the blue"” in the same way as the changed
basis of taxation for building society gilts had been on

23 February. The Economic Secretary explained that this

topic was far from his Ministerial remit but that he would

certainly pass on the points raised.

Green Paper

Mr Walden gave the Green Paper 18% out of 20, marking it

against the BSAs recommendations. It was marked down on

the following points:

- Class one assets. Confinement to owner
occupied housing was a little too
restricted. What about purchases on

behalf of other members of the family?

Estate agency: the recommendations
here were too pale a shade of green.
The Government was clearly not convinced
of the merits of a move by building

societies into this area;

Minimum holdings for resolutions. £100
was much too low. Why not the BSA's

recommendation of £2507?

Investor protection. 75 per cent was
too low a figure. Mr Walden would
have preferred to see 90 per cent and
doubtless the BSA would be recommending
some form of top-up scheme to take

societies above the 75 per cent level;
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Removal of the cartel. His own
considered view was that the removal
of the cartel would on balance result
in higher rates, and the downward
movement of rates would be more sticky
than had been the case in the past.
There would need to be careful
consideration of how, in the absence
of cartel, an advisory system would

operate for the smaller societies.

In picking up discussion of the cartel, Roy Cox commented
that although in theory there was a period of some years

grace before the exemption from the Restrictive Practices
Act was removed, in reality there was, as one can see from
the latest mortgage rise, no transitional period at all.
He and Mr Walden were both of the opinion that the Chancellor's
trailer of the abolition of the cartel in his recent speech
had been decisive in shaking a number of societies loose

from the recommended rate. Both he and Mr Spalding expressed

concern that if "unarraigned" competition in attracting funds
had an adverse impact on macro-economic factors in general
and PSL2 in particular, then the Government ought not to
attempt to control the volume of lending through other means.
This would, inevitably, be a temptation but would be at odds
with the whole thrust of competition policy. Mr Spalding
added that he was concerned that if the various deregulatory
measures anticipated in the Green Paper did have adverse
implications to monetary policy, then the Treasury would
not communicate its displeasure with "oblique and easily
misunderstood signals". Early and explicit consultation

with the building society movement should be sought.

Prudential Framework

Mr Spalding observed that the tighter prudential framework
had the danger of awarding Draconian powers to the office

of the Chief Registrar. He had some misgivings about such
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powers being awarded to an officer of Government. Mr Walden
welcomed the proposal for an inter-mediate powers and commented
that it would have been useful if the Registrar had had such
powers during the New Cross case. It offered protection
to the Chief Registrar and to any society with which he was

concerned. The Economic Secretary commented that in

considering the appropriate system by review, he had come
to the conclusion that a general framework was needed rather
than a highly discretionary one. The movement at present
was not suited to the sort of discretionary system under
which licenced deposit-takers were reviewed under the Banking

Acts. Mr Weir agreed.

Impact of Proposals on Smaller Societies

Mr Walden commented that he was not worried by the suggestion
in the Green Paper that societies with less than £3 million

free reserves should be allowed the same powers as the larger

societies. They would not, in any case, have[f the

infrastructure to exercise them. In an aside Mr Bolleat

commented that middle-sized societies would be the most
adversely affected by the proposals. The smaller societies
would carry on much as they had done and would be supported
by their strong local roots. The very large ones would move
rapidly into new areas. The middle ones would be left with
neither the infrastructure to exercise new powers nor the

local roots to survive on traditional business.

A M ELLIS
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DINNER WITH THE BSA: WEDNESDAY 25 JULY

Economic Secretary

Herbert Walden - Chairman of the BSA Council & Chief
General Manager of the Heart of England
Building Society

Roy Cox - Deputy Chairman of the Council & Chief General
Manager of Alliance

John Spalding - Chief General Manager of the Halifax

Richard Weir - Secretary General of the BSA

Mark Bolleat - Deputy Secretary General

Barry Henderson - PPS to the Economic Secretary

Adrian Ellis
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Building Societies: A New Framework

The Lord President has seen the Chancellor's
minute of 123,/July to which was attached
the text of the Green Paper. He is content

for the Green Paper to be published on
23 July.

I am sending copies of this letter to the
Private Secretaries to other members of
E(S) Committee, to John Ballard (Department
of the Environment), John Graham (Scottish
Office), Colin Jones (Welsh Office) and
Richard Hatfield (Cabinet Office).

yines

R D LAWRENCE
Asst Private Secretary

David Peretz Esq
HM Treasury
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From the Private Secretary 16 July 1984

Building Societies: A New Framework

The Prime Minister has seen the Chancellor's
minute of 12 July to which was attached the text
of the Green Paper. She has noted the new
Ministerial foreword and is content for the Green
Paper to be published on 23 July.

I am copying this letter to the Private
Secretaries to other members of E(S) Committee,
to John Ballard (Department of the Environment),
John Graham (Scottish Office), Colin Jones (Welsh
Office) and Richard Hatfield (Cabinet Office).

ANDREW TURNBULL

David Peretz, Esq.,
H.M. Treasury.

RESTRICTED




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

BUILDING SOCIETIES: A NEW FRAMEWORK

I attch a draft of the Green Paper on the future of building societies promised in our

Manifesto. The text is very similar to that which you have already seen and which

incorporated comments from Patrick Jenkin and Norman Tebbit. It will form the basis
of the Building Societies Bill for which QL has granted a place in the 1985/86
legislative programme. With the agreement of colleagues in ES, I intend to publish the
Green Paper on Monday 23 July. I regret that printing deadlines mean that any
comments which might affect the text must therefore reach me by close on Monday

16 July. ——

B it 1
2 The main themes of the Green Paper are brought out in the Ministerial foreword.

It is essential for building societies to continue to be seen primarily as safe havens for

the small saver and as providers of finance for home ownership. But there is scope for

societies to diversify without prejudicing that successful formula, fulfilling the twin

objectives of allowing them a more direct and active role in housing and of improving

competition in High Street financial services.

3. The Green Paper contains other recommendatios too. Chapter 5 deals with

constitutional questions, proposing various improvements in election procedures etc,
and suggesting a new procedure enabling societies who so wish to convert to company
status. In Chapter 6 we propose the ending of the building society interest rate
cartel's exemption from the restrictive trade practices legislation when a new Building
Societies Bill is enacted. A separate appendix discusses the prudential supervision by
the Chief Registrar of Friendly Societies and makes various proposals for changes in

his regulatory powers, partly in the light of experience in the New Cross affair.




CONFIDENTIAL

4. I should be grateful for colleagues' agreement to publication of the Green Paper

on 23 July.

5. I am copying this minute to the other members of ES Committee, to the
Secretaries of State for the Environment, Scotland and Wales and to

Sir Robert Armstrong.

N.L.
12 July 1984
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‘FOREWORD

Building societies play an important part in the lives of millions of British people. They
have been highly successful in offering a safe haven for people's savings, and in lending
people money to buy their homes. The building societies have performed a key role in

increasing the proportion of home ownership in this country to over 60 per cent. Since 1980

alone, their assets have risen by more than 30 per cent in real terms to a massive
e ]

£86 billion.
——
But the law that governs building societies was not designed for institutions as large as they
have now become. It imposes limits on the business that they can do which in many cases
make little sense today. As the pattern of housing has changed, people have looked to the
societies to provide a wider range of improved services. But they have been constrained by

their outdated legal framework from doing so.

The Government's election manifesto last year accordingly promised early public

consultation on how the building societies could play a fuller part in providing people with

new housing, and how to bring the law up to date. This Green Paper invites views on

specific proposals which could form the basis of new legislation during the lifetime of this

——

Parliament.

Our purpose is to ensure that the building societies continue primarily in their traditional
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