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Building Societies Act 1986 the only practical way that members canreccive
some benefit from ownership is through conversion to plc. Shareholders ina
plc, in addition to their participation in ownership and voting, in proportion
to their holdings, are able to participate directly in pl'OfllS distributed by way
of dividends and also to benefit from future growth of the organisation. The
Act opens up the opportunity of giving members free shares and priority
application rights (or cash to members not qualified to vote on the conversion
issue) and therefore provides a means of realising the benefit of ownershlp to
ex1slmg members, without affecting their position as cuslomers

The mutuality constitution originated with small local terminating building
societiesi.e whose existence terminated upon completion of the houses which
in those early days societies were formed to build. It is the Abbey National’s
view that this is no longer appropriate for an organisation of its size and
complexity operating in an increasingly competitive financial services
environment. True mutuality in building societies ended, anyway, when
terminating societies were superseded by permanent societies in which
borrowing members and investing members had directly opposing interests;
the former wanting low interest rates and the latter high savings rates.

The Preference of the Customer?

A corporate constitution is not an end in itself but a means of providing a
competitive product range and service standards. Research has shown that for
the vast majority of personal customers the constitution of the institution from
which they buy their products is not an issue. Their decision is dominated by
the perceived quality of the product. If a building society fails to compete on
these terms, the fact that it is a mutual will not persuade consumers £0 accept
an inferior service. It is the ability to compete and not mutuality per se thatis
the key to ensuring the best service for customers.

In lhe.Uniled Kingdom mutual life insurance offices are successful because
they have the ability to compete, and many Co-operative retailers are
unsuccessful because they have not.

2. The 1986 Act — An Anachronism

The Building Society Act 1986 is in conflict with the general trend of UK,and

also global, financial deregulation. By placing specific restraints apon one

group in the financial services sectorit undermines the principle of compelitive

neutrality. In short, it creates an anachronism in the fmancml system by.
making building societies extremely vulnerable to inroads on their business

by banks, insurers and new lenders. The latter are not similarly constrained
and therefore have the necessary freedom to adapt to wider exlemal shifts and’
to change the markets in which they operate.
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3. Vulnerability to Environmental Shifts

“In the recent past building societies lost a significant share of total mortgage
business. Between 1970 and 1987 their share of net new mortgage advances
fell from 87.3% of the total market, to 51.5%. This mainly arose because
building societies could not take advantage ~ as the banks were able to — of
the ability to raise wholesale funds which were available at prices more
“favourable than those of retail funds. The banks’ drive into the mortgage
market was joined by new breeds of mortgage lending institutions who were
able to exploit the weaker competilive position of building societies. Building
societics’ market share plummetted 22% between 1986 and 1987 alone.

Fundamental changes are still at work, with a new emphasis on the personal
financial customer by British and foreign banks as well as “new entrants”.
These trends will result in the traditional markets of building societies
‘becoming competitive in ways that cannot be predicted on he basis of their
“cosy” past cxperiences. For example, few would have foreseen retailers
(Littlewoods, Marks and Spencer, and 2 number of others) moving into the
financial services sphere as they are doing. With their highly-developed
distribution systems and level of customer contact we are likely to sce them
exploiting their position further in the future.

In the longer term the growing international character of competition is the

~most significant development for larger building societies. The UK represents
formany European and international organisations the most attractive national
market in which to develop an initial position because of the sophistication of
its financial services sector and itsrelative openness. The major UK banks are
better placed than societies to face this greater competition.

) 'Wilhd-ﬁt‘frecdom from the 1986 Act there is adanger thatsocieties specifically
set up o enable people to obtain a home will not in the long run be able to
compete in their traditional business.

4, Freedom in Future Developments

It is the Abbey National’s view that its objectives, set as a response to the
demands of customers as well as the competitive environment, will be best
served by the flexibility that will stem from conversion.

Freedom to Determine the Direction — '

Societies must significantly broaden their base in order to develop a position
which is both sustainable by being sound and defensible and exploitable by
- opening up further opportunities, e.g., for cross-selling and improving customer
contact. Research carried out by Abbey National indicates clearly that its
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membership would like it to provide a wider range of financial services.
Before thiscan beeffectively done the Abbey National, for reasons mentioned
above, has to free itself from many of the essentially arbitrary constraints
which the Building Societies Act imposes.

— And the Pace

The retention of mutual status not only precludes socictics from developing
certain categories of activities or customers, butalso places limitations on the
pace at which they will be able to develop. A plc, for example, has morc
options in the ways it can raise capital and therefore greater flexibility in the
funding of existing and new businesses. In particular:

(a) Building societies are restricted to 40% of funding from wholesale
sources; whereas banks have in recent years drawn on non-retail sources
well in excess of 40% of total funding.

(b) Constraints exist on the types of financial instruments a building socicty
may employ (o generate funds. Unlike banks, societics have to obtain
permission from their regulatory body each time they wish to use a new
financial instrument. Building societies are thus placed at a disadvantage
to competitors in their ability to make use of innovations in the capital
markets.

(c) Building societies are not allowed to issue equity. As a plc, Abbey
National would have the option to raise money through equity issues or
preference shares to support existingoperations or to fund diversification.
At present the opportunity to acquire companies for shares, rather than
cash, does not exist.

The above factors restrict the pace at which development can take place ona
continuous basis. In addition, conversion itself presents a one-off opportunity
to gencrate funds to support and develop the busincss.

The above account of restrictions to which a building society is subject is not
exhaustive; but the point is that any statutory restrictions place a society ata
potential competitive disadvantage. Abbey National’s future devclopment
should be based on the requirements of customers and the demands of the
competitive environment and should not be constrained unnecessarily by the
restrictions of the Building Societies Act.
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