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Refer to North Carolina General Statute 116B-53 — Presumptions of Abandonment.


Deposits & other funds held in 

financial institutions
T

he following areas are the most common problems uncovered during an audit. While you will need to consider your own unique accounting system, policies and procedures, the following information should help you to focus your review.

Definitions for terms used in this guide:


Positive owner contact: This means any documented contact initiated by the owner. This would include deposits, withdrawals, correspondence, phone calls, address changes or positive owner contact with a related account. It would not include unreturned mail, automatic interest transfers, automatic drafts, internally initiated address changes or service charges.


Inactive/dormant: According to the dictionary, these terms are interchangeable. Some institutions do create arbitrary definitions, such as inactive accounts are DDA (Demand Deposit Account) and dormant accounts are Savings. Other institutions consider accounts inactive after one year and dormant after two years of no positive owner contact.


Abandoned Account: An account that has had no positive owner contact for five years after the date of the last indication by the owner of interest in the property.

Savings and checking accounts

Savings and checking accounts, regardless of the amount, are presumed abandoned if there has been no positive owner contact for five years after the date of the last indication by the owner of interest in the property. Unless there is a contractual right to the contrary, interest should be paid to the date you must remit the property to the state.

Common problems:
· A computer conversion can cause the date used for aging your accounts to be updated incorrectly.

· Merged branches from other financial institutions have a conversion date problem.

· Your Unclaimed Property reporting program does not ask for accounts older than the current reporting contracts (i.e., the program evaluates for accounts with last activity between July 1, 1996 and June 30, 1997 for the 2002 report). Accounts with last activity dates prior to July 1, 1996 won’t appear on the report.

· The financial institution does a clean up of the computer system, including erasing messages, adding new fields, or other internal modification. These internal activities can cause customer contact field updates when no positive contact has occurred.

· The financial institution assumes that non-returned mail is evidence of owner awareness or that only accounts with bad addresses need to be reported. Indirect evidence of owner contact, such as a statement mailed but not postal returned, is not adequate. Positive owner contact, such as a response received from the account holder, is necessary.

· The financial institution fails to perform “due diligence” prior to reporting. You need to send a letter to accounts having a value of $50 or more between 60 and 120 days prior to reporting. 

 Certificates of Deposit (CDs)

There are two main categories of time certificates. Matured Certificates of Deposit (CDs) are presumed abandoned if there has been no activity for ten years from the date of initial maturity or the date of last interest indicated by the owner per G.S. 116B-53(c)(2). Automatically renewing CDs begin aging toward abandonment upon ten years after expiration of the initial rollover period.


Contact the owner before the initial rollover period, to prevent property from being presumed abandoned. Continue following up with positive owner contact every ten years to prevent abandonment.

I

f an automatically renewing CD reaches abandonment prior to its current rollover date and interest will be forfeited or a penalty charged, reporting may be postponed until the next maturity. In practice, several reports need to be filed throughout the year as CDs complete the term following abandonment. Most financial institutions have decided to waive forfeitures and penalties when reporting CDs to avoid this problem.

Fees & Interest Cessation


General Statute 116B-57 and 116B-64 set the criteria for charging fees and posting interest on potentially escheatable property and dormant accounts.


A one time reasonable charge may be imposed on property presumed abandoned (has reached it’s dormancy period), if there is a valid and enforceable contract between the holder and owner. 


An inactive account can not be charged due to no activity but an inactive and active account may be charged a similar  fee if the account balance goes below a minimum required amount.


Interest on inactive accounts should be paid until the account must be remitted.

Travelers Checks, Money Orders,

Official Checks and other bank checks

Travelers Checks and Money Orders

Travelers checks and money orders are unique in that they are reportable to the state in which issued. If the state of issue is not known, they are reported to the State of the holders principal place of business.  Travelers checks are presumed abandoned after fifteen years and money orders are presumed abandoned after seven years.  Travelers checks and money orders are presumed abandoned from date payable if the instrument has not been negotiated or the owner has not made contact with the issuer per General Statute 116B-53.

Official Checks

Official checks are instruments issued by financial institutions for which they are directly liable.  Such instruments may include: cashier checks, certified checks and registered checks.  These types of checks are presumed abandoned after seven years from date payable if not negotiated or the owner has not made contact with the issuer.

Other Bank Checks

All other types of checks issued by a financial institution are presumed abandoned five years from date payable if not negotiated or the owner has not made contact with the issuer.  Such checks would include: accounts payable, loans, dividend/interest payments, customer overpayments, accounts closed, etc.  Payroll checks are presumed abandoned after two years.


Common problems:
· You may not deduct any charges imposed for failure to present the check or other written instrument for payment.

· Checks should be escheated according to the nature of the underlying obligation not the instrument itself.  For example, if a financial institution uses Official Checks for general purposes such as accounts payable, payments to customers, loans, etc., these Official Checks would be presumed abandoned after five years, not ten and after two years if for the purpose of payroll.

· If you provide a payroll service for companies, payroll service checks are reportable after two years. Return these checks to the issuing company to be reported or report them directly. Most banks report on the companies’ behalf.

· “Buried” checks can go unreported when a check number sequence repeats. If you expect all the older checks to be at top of the outstanding check report, and it sorts by number, you may find buried pockets of older checks deep in the report where the number sequence has repeated.

Individual Retirement Accounts (IRAs),

KEOGHs and other retirement plans


IRAs and similar retirement programs are not payable or distributable until distribution of all or part of the funds would be mandatory. The mandatory payout age is 70 1/2 for IRAs and you will need to age accordingly.  IRAs are presumed abandoned after three years from the earliest of the date of the distribution or attempted distribution of the property, the date of the required distribution as stated in the plan, or the date, if determinable by the holder, specified in the income tax laws of the United States by which distribution of the property must begin in order to avoid a tax penalty.

Safe deposit box contents

All tangible and intangible property held in a safe deposit box is presumed abandoned two years after the box has been drilled for non-payment of rent per General Statute 53-43.7 and 116B-55.


The Department sells contents at an auction after one report year. Holders will be reimbursed from the auction proceeds for their rental charges.

Corporate and Personal Trust

Larger institutions may have a trust department. There are several types of property that needs to be reported in this area.

Equity

Transfer or paying agents acting for a corporation are subject to General Statute 116B-53. While the corporation remains liable to report abandoned stock or dividends as unclaimed property, several trust departments report the unclaimed property as a convenience.

Unclaimed dividends and undelivered stock certificates are presumed abandoned after three years per General Statute 116B-53(c)(4) and (5a).


Per General Statute 116B-53(d) underlying shares and their effective dividends to date are presumed abandoned after three years of uncashed dividends or no contact with the owner.


Unexchanged shares, including fractional shares, are presumed abandoned after three years from the date they become deliverable per General Statute 116B-53(c)(4) and (5a).


Any unclaimed equity related to a municipal issue is presumed abandoned after one year per General Statute 116B-53(c)(12).

Debt
U

nclaimed municipal matured bonds and unredeemed bond coupons or interest payments are presumed abandoned one year from the date payable per General Statute 116B-53(c)(12).  All other matured bonds and unredeemed bond coupons or interest payments are presumed abandoned three years from the date payable per General Statute 116B-53(c)(5) and (5a).


The bond trustee or paying agent has the option of reporting the unclaimed property or returning the property to the issuer. If you choose to return property to the issuer, we would appreciate your help in advising the issuer of the potential reporting requirements.

Internal control

Internal control of inactive accounts is extremely important. It is not uncommon to find these accounts under dual control and other types of security measures implemented. Strong internal controls safeguard member’s accounts and prevent possible theft or misuse of account monies.

Good examples of internal controls include:
· Require special authorization to view inactive accounts.

· Require dual authorizations for any activity to an inactive account.

· Maintain unclaimed property reports in a locked file with limited access.

· Separate reactivation/refund and reporting functions.

· Hold periodic internal audits of inactive account procedures.

Questions and Answers
Q. 
Your Bank’s new computer systems will show automatic interest checks and transfers from CDs as an activity. Is this a problem?




A.
Automated transactions can provide false evidence of activity where no actual contact exists. Depending on the number of accounts you have, you should develop a manual or automated procedure to periodically verify accounts that appear to be active but have no activity other than the automatic transfer.


One common method is to request a listing of all CDs with automatic transfer of interest.  You can verify other accounts with customer generated activities or the cashing of interest checks.

Q.
General Statute 116B-59 requires a “DUE DILIGENCE” letter to be sent to accounts with a value of $50 or more prior to reporting. It duplicates the inactive letter we send a few months earlier. Do we have to send this Due Diligence letter?

A.
This requirement only applies to accounts having a value of $50 for which the holder has a last known address. If mail was previously returned by the post office, you must still mail this final Due Diligence letter.  It is intended to promote a good faith search by the holder before reporting to the State to avoid escheating unnecessary  property.


If other notification letters are being sent out within months of the required letter, you may want to adapt your inactive account system to this legal requirement.

Q.
What is the Unclaimed Property Section’s position on charging a dormant fee and ceasing interest on an inactive bank account?

A.
Court cases have shown that fees charged for inactivity are generally not in the best interest of the missing owner. Other charges imposed are tested in the marketplace and customers complain and/or change financial institutions if a fee is unreasonable. Most “active” customers are unaware of potential inactive charges and are not available to complain when the account becomes “inactive.”


General Statute 116B-64 states that interest shall be paid until the date on which the account must be remitted to the Treasurer.

Q.
If a customer has a dormant savings account but is actively using their checking account, would I have to make contact the customer concerning their dormant savings account?

A.
No, the cross-referencing of dormant accounts to active accounts is sufficient.  The intent of the law is to return money/property to lost owners.  We feel that if a customer of your bank has an active relationship with your bank, they are aware of any dormant accounts.
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Guides to Unclaimed Property are published by the Department of State Treasurer, Unclaimed Property Program. Comments and questions should be addressed to Department of State Treasurer, Unclaimed Property, 325 North Salisbury Street, Raleigh, North Carolina 27603-1385 or call (919) 508-1000.
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