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Around 4 million individual 
deposits are protected by tenancy 
deposit protection schemes
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Introducing deposits or no-deposits one year on.

A year ago this month I released a paper titled ‘Deposit or No-Deposit Insurance – 
What we need to know.’ The paper discussed the need for stakeholders in the private 
rental sector – landlords, agents and tenants alike – to ensure that before signing up for 
no-deposit insurance products, they fully understood how their chosen model worked 
and, most importantly, whether these products really were the solution to the affordability 
problems that traditional deposit taking caused.

The past 12 months or so have seen many legislative changes to the lettings world that 
have, or will, impact landlords and letting agents. The over-arching aim of the changes has 
been to put more power into the hands of the consumer, especially the tenant. Housing, 
and in particular renting, has become a political priority for the current administration. 
Younger voters, who are the demographic faced with the prospect of long term renting, are 
more important to all political colours than ever and will, according to many commentators, 
heavily influence the result of the next general election in 2020. 

Given the political context it is no surprise that the increasing cost of renting is in the 
spotlight at the moment. So long as the country tries in vain to catch up with house 
building demand, the rental sector must continue to grow and flourish to meet the shortfall 
in housing. 

As you would expect, my focus is deposits. This paper aims to bring us up to date in this 
space, to spark further debate as to whether traditional deposit taking is past its sell by 
date and explore whether the arguments of a year ago still hold true.

Eddie is the longest serving CEO of all the tenancy deposit protection schemes. 

Eddie Hooker
mydeposits Chief Executive Officer
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Some statistics surrounding the current 
level of traditional deposit taking

Official government statistics regarding traditional deposit taking in 
England and Wales throw up some interesting debating points.

In September 2017 (the most recent published statistics provided by the three authorised 
TDP schemes), the total number of deposits protected (both custodial and insurance 
backed) stood at 3,760,000 with a combined value of £4.1BN. This was an increase of 
7% by number and 10% by value against the official stats published one year earlier in 
September 2016, which in turn had been an increase of 7% (number) and 10% by value 
against the September 2015 published statistics.

The average deposit level across the country in 2015 stood at £1,038 compared to £1,091 in 
September 2017; an increase of just under 5% during that period. 

There are of course regional differences, especially in London and the south east, but 
overall more deposits are being traditionally protected and individual deposit levels are 
not increasing above the cost of inflation in real terms. It would also be safe to state 
that as deposits are generally linked to multiples of weekly rent, rents as a whole are not 
dramatically increasing as some would have us believe. Again, there will always be those 
agents and landlords that try to maximise rents each and every year but as an average these 
statistics are encouraging. 

Sensationalist headlines scream that the cost of renting now outstrips the cost of buying your 
own property (in terms of mortgage repayments). We should remember that we are living in 
an unprecedented low interest rate environment – although likely to change over the coming 
months and years – and the statistics do not include the cost of the down-payments required 
to obtain a mortgage, which increasingly are being funded by the bank of mum and dad. 

I do not wish to address the pros and cons of renting over purchasing, but two things stand 
out for me when looking at these statistics. Firstly, traditional deposit taking is still the most 
popular protection afforded to landlords against damage and missed rental/bill payments. 
Secondly, the level of those deposits has not increased over and above general increases 
in the cost of living. In short, there is little evidence that the market is adopting – at least not 
on a wide scale basis – alternatives to traditional deposits. Whether this has changed over 
the past year we will not know until the figures for September 2018 have been released. 
But even then, any reduction in numbers or values will not provide an accurate picture as 
there are no published figures from the no-deposit alternatives as to the successes of their 
business models. Also whether any possible reduced deposit numbers are due instead to 
landlords/agents exiting the market. 
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One final statistic of interest is the percentage of deposits (by value) held by landlords and 
letting agents rather than being held in custodial schemes. As at September 2017 this figure 
stood at 68% held by landlords or agents and 32% held in custodial schemes.  
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No-deposit alternatives

In my previous paper, I challenged these new schemes about their 
alternative models. In particular, that the tenant continues to be liable for 
damages and missed rent payments at the end of the tenancy, despite 
them having purchased what is apparently an insurance policy. 

Over the last year I have continued to investigate the viability of these models and sought 
out specific advice from consultants and commentators who are experts in Financial 
Conduct Authority (FCA) matters. None of these organisations and individuals will provide 
an absolute opinion – even the FCA themselves will not issue an authoritative statement. 
However, the general consensus is that ‘no-deposit’ insurance alternatives (whereby tenants 
purchase an insurance policy that will reimburse the landlord if they cannot or will not pay 
any losses they find themselves liable for), could be fundamentally flawed. This is particularly 
true when the tenant remains accountable for the losses regardless. 

The argument holds that in order for an insurance policy to be valid, the policyholder (in this 
case the tenant who has paid the premium), must have an insurable interest in the item that 
is being insured (in this case a deposit or lack of one). This way they benefit from its safety/
protection or (and this is the important bit), freedom from their liability in the event of a loss. 
There is a strong swathe of opinion that the tenant actually receives no direct benefit from 
purchasing one of these products as the benefit rests entirely with the landlord and the 
tenant remains liable for recompense to the insurer for any outlay made. 

As by default an insurance man, I remain uncomfortable that vulnerable tenants who find 
themselves liable for rent payments and damages, are still on the hook regardless of the 
fact that they purchased a ‘policy’ that they may think protects themselves against such an 
eventuality. 

Even those models that claim not to be an insurance scheme – rather they set themselves 
up as a membership scheme and provide a financial guarantee to the landlord that they will 
pay the losses if the tenant can’t or won’t, and then reinsure their liability – could still find 
themselves in the same boat relating to regulations surrounding financial guarantees and 
transparency of terms and conditions. If it looks like an insurance policy, sounds like one 
and speaks like one, then the reality is that it probably is one! 

Regardless as to whether my argument holds water or not, it is clear that further clarity from 
the FCA is needed relating to these products so that the market does not unwittingly fall into 
possible mis-selling allegations some years down the track. 
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I am encouraged that, following my 2017 paper, most of these alternative providers have 
attempted to be more transparent with the tenant. However, my over-arching concerns 
remain that these products are aimed firmly at those tenants that can easily afford a deposit 
but opt for a lower cost alternative, rather than at those tenants who really need the support 
or are experiencing challenging financial circumstances. This is evidenced by the increasing 
use of tenant ‘passports’ to confirm eligibility for the no-deposit products, which are in 
reality online referencing mechanisms and risk selection tools. Remember my words above, 
if it looks like an insurance policy…

I have also been pleased to see that the majority of these new businesses have tried to 
involve the traditional TDP schemes in the dispute and claims process at the end of the 
tenancy. A major concern of mine was the suggestion that the insurance company would 
try to manage these disputes on a typical insurer basis of the least cost route for settlement 
with little regard for providing access to fair and independent recourse. The main benefit 
of TDP schemes is the end of tenancy management and the fact that both landlords and 
tenants have access to fair and independent recourse regardless as to the value of the 
dispute in hand. 

The new alternatives would like their models to feel as close to traditional deposit taking 
as possible and using expert adjudicators and case handlers gives that impression and 
ensures access to a fair outcome for all parties. Of course this expertise does come at a 
cost, so it will be interesting to watch whether no-deposit alternatives will slowly pull away 
from this current good practice as competition and the inevitable pressure on premiums/
fees/commissions increases between providers. I notice that at least one provider already 
charges the tenant for dealing with a dispute (albeit returning the charge if the tenant is 
successful with his defence). This is something the government has not allowed traditional 
deposit schemes to do as it prevents [vulnerable] tenants from accessing fair and 
reasonable justice.     

But these products are now out there and increasing in number and no one will be able to 
judge their effectiveness until the end of the tenancy when the claims start to come in!
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Weaknesses of the current TDP 
schemes

I accept that my last paper attracted several critics, who claimed that I 
focused on the issues faced by no-deposit providers without considering 
the deficiencies of the current system, with which I am actively involved. 
I was also accused of protectionism and bias. It is therefore right that 
I recognise that the current TDP approach has also attracted a fair 
amount of criticism over the years. I do, however, maintain that overall 
it has proved to be a durable and successful solution to the original 
problems experienced by the market pre-2007 and fundamentally works.

It is also fair to say that a number of inherent anomalies still exist and these issues still have 
the potential to undermine the positive influence the scheme has had.

The current system allows for two forms of protection that can be used in order to comply 
with the law. These are namely the custodial model and the insurance backed model. Both 
models have their strengths and weaknesses and the overall TDP legislation itself has also 
come under scrutiny.

Weaknesses of custodial schemes

Starting with the custodial scheme, the main areas of concern have always been firstly the 
speed at which the deposit money can be released by the scheme at the end of the tenancy 
and secondly the processes required to ensure that this is done quickly and efficiently.

The length of time it takes for a party to recoup their money can be slow. The process 
relies on both parties consenting and authorising the release before the payment can be 
processed. If either party fails to cooperate with the scheme, they can successfully hinder 
matters further. Practical issues which are beyond the control of the scheme, such as 
providing correct bank account details, remain an issue, especially if the tenant has left the 
country after vacating the property, as is common with student lets. 

The law prescribes a ten day period for the deposit return to be agreed by the landlord. 
However, the only “penalty” for not doing so is that the tenant can initiate the dispute process. 
Meanwhile, the tenant can also frustrate the landlord by ignoring release requests, leaving the 
landlord to undertake an inconvenient single release process or raise a dispute themselves.

Even in a smooth release it can take days until the monies arrive in the hands of the 
right party. Not surprisingly, there have been documented instances of hardship in cases 
where the tenant needs the money for another deposit or has to leave the country. For a 
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landlord, not having sufficient money to pay cleaners or to fund repairs means that getting 
the property back onto the market can be delayed. The repayment process over the years 
has significantly improved. Faster payments are possible due to technology and better 
cooperation from banks. But the speed at which deposit money is released and weaknesses 
in the process for ensuring this happens are justified concerns about the custodial scheme 
and more needs to be done to address them. 

Another criticism of the custodial system is the potential large sums of money which are not 
claimed. In England and Wales it has been estimated that 2% of deposits remain unclaimed 
and whilst concerted efforts are made to contact the tenant, including text messaging and 
increasingly social media, the schemes have been accused of continuing to earn interest on 
this money and this money being lost to the economy.

The weaknesses of the legislation were pretty much resolved in the Scottish custodial 
model, where automatic release of the monies is possible if one of the parties does not 
co-operate. But even there, the tenants fail to initiate the release as they are required 
to provide accurate contact and payment details for the process to work. According to 
statistics, over half a million pounds remains unclaimed. 

Whilst small risks of fraud and coercion still remain in a custodial scheme, studies have 
shown that overall custodial schemes are the most favoured type of scheme from the 
tenant’s perspective.

Weaknesses of insurance backed schemes

The insurance backed schemes have the advantage of being much less process heavy - the 
transaction of the deposit money at the end of the tenancy is sorted out between the parties 
with no interaction from the schemes. The landlord or agent manage the process and are 
more in control of the service provided.

However, the main weakness of the insurance backed schemes is their vulnerability to 
misappropriation, especially by unscrupulous letting agents and larger landlords. In addition, 
whilst the insurance element underpinning the schemes mostly protects the tenant, there 
are limitations to the liabilities that can be incurred by the scheme’s underwriters. The 
success of the insurance schemes is based on the assumption (so far correct) that they 
will never have to pay out substantial claims in a short period of time. Of course, should a 
large or national letting agent holding tens of millions of pounds of deposits go bust then 
the capacity to settle these claims would severely test the financial resilience of any of the 
current schemes. 

The insurance schemes have worked consistently to ensure that the protection they provide 
is as robust as possible, yet the perception of the tenant (and external focus groups) is that 
their money is not as secure as with the custodial scheme.

Another concern is tenant awareness about the mechanics of the insurance backed 
schemes. Many tenants do not realise that their deposit money is held by the landlord or 
agent and that the onus is on them to get their money back from the landlord or agent, 
rather than from the scheme itself.
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Affordability issues relating to TDP

It is increasingly apparent that the upfront costs of entering the rental 
market are becoming real barriers to many people looking to access the 
sector. Fees charged by agents are one of the most obvious areas that 
the government has taken steps to address, and the current move to 
ban fees charged to tenants illustrates this.

However, there are also concerns about the huge financial burden that the tenancy deposit 
imposes on tenants simply in order to rent a property.

Most deposits are based on the weekly/monthly rental amount paid for the property. This 
is an easy calculation to understand, and the tenant can see the connection between 
the deposit and their rental commitment. Traditionally the typical deposit equated to one 
months’ rent and was paid with a months’ advanced rent at the start of the tenancy. 
Deposits have in recent years increased and now are more likely to be an equivalent of 
six weeks’ rent or more. There is a pseudo cap legally in place in so much as a deposit is 
considered a premium if it exceeds three months’ rent and this results in the rent payment 
frequency being changed to reflect this; in other words if a three month deposit is taken then 
the rent period is every three months.

The combination of this practice and increased rents mean that finding the deposit is 
becoming more challenging and significant numbers of tenants are resorting to borrowing 
the money for a deposit. However, since they do not have access to this money for the 
duration of the tenancy and whilst they get the money back at the end of the tenancy, the 
initial burden can be significant. This is more prevalent in London and the south east, but is 
also noticeable elsewhere. 

It is the affordability issue that plays straight into the hands of the no-deposit alternatives 
and anti-TDP commentators. Although there is evidence now emerging that the lack of a 
deposit coupled with the imposition of a deposit cap is increasing the practice of some 
landlords and agents taking more than one months’ rent in advance. The result could be 
that notwithstanding the availability of no-deposit alternatives, vulnerable tenants will still be 
expected to find substantial amounts of money upfront, especially as increasing numbers of 
landlords are becoming more cautious towards this cohort following housing benefit caps 
and the introduction of Universal Credit.



13Deposits or No-Deposits  - One Year On

Misappropriation of deposits

I have already highlighted the issue surrounding the safety of the 
deposit money and the potential for misappropriation once the tenant 
has handed it over to the landlord or their agent, especially where it is 
protected by insurance backed schemes.

Once the money leaves the control of the tenant they are dependent on the landlord or 
agent to handle the money appropriately and either place it in a custodial scheme or insure 
it. Currently the law provides a period of 30 days from the landlord or agent first receiving 
the money to protect it with a scheme. Critics of the current TDP schemes highlight the risks 
of the money being misappropriated and the tenant not being able to recover their money. 

When designing the schemes the emphasis was, to a certain extent, on the landlord and 
agent having an element of control over the process and for it not to be too arduous or 
complicated. When it came to the insurance backed schemes, the agent sector pointed 
out that it was a legal requirement that deposits (being client money) should be kept in a 
secure and separate client account not connected to the business. They argued that they 
were therefore fit custodians for the money and the concept of ‘stakeholder’ meant that 
they had an obligation to the tenant to protect their interests. The problem in reality was 
that what was understood by a ‘client account’, was not clear. Banks do not monitor or give 
advice about this and there is inconsistent audit or accountability by the financial sector. In 
addition, if the business legitimately fails the administrators or liquidators often ignore the 
separate status of the client accounts and appropriate the funds as part of the assets of the 
company. There are also instances of agents stealing the money either blatantly or often just 
using the client money to prop up their businesses.

It is argued however that there are a number of safeguards in place that mitigate the risk of 
misappropriation to a minimum. Firstly, with insurance backed schemes, in the event that 
the monies are not forthcoming the scheme pays the tenant and then chases the landlord or 
agent for the money. Secondly, the landlord remains ultimately responsible for the deposit 
even if they use an agent. Thirdly, the schemes are responsible for some acceptance criteria 
for agents and undertake monitoring and audits. 

There is also the view that, as the landlord is ultimately responsible for the money, they 
should also be given the choice to use the insurance backed schemes. The supporting 
argument is that whilst they have no obligation to hold a client account, they usually own the 
property (and therefore a fixed asset), and also remain personally responsible for the monies 
and cannot limit their liability.
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The insurance schemes are generally not open to landlords who do not own the property or 
engage in subletting (rent to rent).

Overall, the insurance backed system has served the sector well. The number of 
unrecovered deposits is very low and the cost of fees has consistently come down as the 
risk factors have demonstrated that the losses are less than expected. That said, there are 
still a number of areas where the tenant could suffer a personal loss in the form of their 
deposit. Whilst individual cases have come up and the schemes have underwritten the 
losses, the reality is that insurance backed schemes are riskier than the custodial ones.

The custodial schemes are also not risk free however, as the tenant relies on the landlord  
or agent actually lodging the money. The landlord or agent can legitimately be in possession 
of the deposit for up to 30 days after receipt, providing ample opportunity for this money to 
go missing.

The argument over insurance backed versus custodial has continued throughout the history 
of TDP and whilst for the vast majority of tenants the experience is not materially different 
from one scheme to the other, it has been accepted that a further level of protection should 
be in place – namely client money protection (CMP). 

Client money protection

This new insurance, mandatory for all letting agents in England from April 2019 (already 
mandatory in Scotland and Wales) will place more emphasis on robust client money account 
processes, auditing of client accounts. It will only be available to be purchased through 
authorised providers that will be monitored by the government. The new insurance will be 
required to fund losses without financial limitations (including rent, maintenance and other 
monies) and will help plug any limitations relating to insurance backed TDP schemes until 
such time as the government completes its review of the current TDP regime. Of course, 
membership of a relevant scheme will come at a cost, with agents using insurance backed 
schemes likely to pay more for this insurance as they are sitting on larger amounts of client 
money than those agents that have opted to use a custodial model.      

It should be noted that CMP is not mandatory for landlords, regardless of their size, and 
there is no requirement for them to have client money accounts. This includes the large 
corporate landlords and the emerging Build to Rent companies. 

A significant proportion of the agent market currently operates outside the protection of CMP, 
so this new initiative is being welcomed from all quarters of the market and is another step 
towards creating a level playing field in professionalism and financial protection for consumers. 
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Possible solutions for consideration

Given the changes in the market and future developments, after ten plus 
years of successful operation the argument for a change in relation to 
TDP is strong.

Whilst constantly evolving, the emergence of no-deposit options, the move towards regulation 
and the extension of redress/complaints services make it an appropriate time to look at 
fundamental changes to TDP to make it fit for purpose for the next decade and beyond. 

I do not accept that the only way to change or innovate in this area is to delete the current 
practice of deposit taking. I do not accept the argument that by not taking a deposit the 
tenant is free from all responsibility and can spend his newly found windfall on holidays and 
furniture (as is promoted by a few of the alternative providers). 

Apart from the argument that we all need to promote financial accountability and 
governance, the fact of the matter is that landlords need the security and comfort that their 
tenants will treat their property in a fair and reasonable way, will pay their rent and bills on 
time and leave the property in the state that they found it at the start of the tenancy.

In short, tenants need to have some accountability. Whilst ‘no-deposit’ alternatives may 
claim that their products provide an equivalent security and comfort to the landlord (e.g. 
having their credit score affected or not having access to their products in the future), 
in reality there is no substitute for a physical ‘skin in the game’ stake at the outset. The 
alternative is simply pushing tenant accountability down the track to the end of the tenancy 
(increasingly two years or more), when the tenant’s financial health may be completely 
different. Physical deposits are the only solution to this argument. 

TDP schemes are as capable of innovation as any other product and the agenda for change 
contains many possibilities – some of which I discuss below. 

Moving to a custodial only scheme environment

Despite the evolution of the insurance backed form of TDP, the inherent weaknesses of 
such schemes mean that tenants who are protected under this system face disadvantages 
compared to those whose money is in a custodial scheme. From a tenant perspective, there 
should be a level playing field and every tenant should be equally protected.

From the landlord and agent’s point of view, the prolonged period of low interest rates 
mean that holding the deposit money has not been as financially advantageous as it has 
been in the past. In addition, improvements in the transfer and repayment of deposits mean 
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that delays, while still an issue, are nonetheless fewer than they were and the control of the 
monies under a custodial scheme is much easier now than in the past.

When other jurisdictions in the British Isles have implemented TDP, and for those currently 
looking at it, the custodial model has been the scheme of choice.

Scotland has a custodial only scheme and whilst the Northern Irish adopted a hybrid 
between the Scottish custodial and English insurance backed schemes, the take up of the 
insurance model is minimal in the province.

Wales has indicated that, had it had a choice in 2004, it would not have opted for an 
insurance system and States of Jersey introduced custodial only as their model. The 
Republic of Ireland are only considering custodial and I am aware of no other insurance 
backed TDP worldwide.

Removing political or principled arguments from the debate, from an operational point 
of view the abolition of the insurance backed schemes would have minimal effect on the 
current schemes as they all currently offer both flavours of scheme. Whilst interest rates 
have been low and the yield on the monies held has been small, the cumulative return on 
large pools of money is healthy enough to run the schemes without a loss of service or risk 
to the schemes and in fact could benefit the tenant with excess interest payments made to 
them, as was originally intended.

The fees charged for the insurance backed options have fallen steadily. However, the 
overheads of insurance and risk management have increased and under a pure custodial 
model would be all but eliminated. All the schemes have now capitalised their investment 
in the technology to deliver a custodial scheme and whilst the setup costs of the insurance 
backed schemes were less, the ongoing costs of the systems are no greater than if TDP 
was custodial only.

A migration period would probably be needed, however the change could be implemented 
relatively quickly and smoothly.

From the industry’s perspective, this move would be unpopular with some quarters. 
However, there would actually be very few consequences in moving to a custodial only 
environment for the majority of landlords as the deposit amounts they hold are relatively 
small. Some of the larger corporate landlords may have objections as the interest return 
they obtain from holding large sums of money go towards operational costs, investment and 
ultimately profits for the organisation.

It may be argued, especially if the government wants to encourage the build to rent sector 
and introduce mandatory longer term tenancies, that tying up billions of pounds of cash in a 
custodial scheme when this could be used to invest in the housing sector is not a productive 
use of the money. However, using the tenant’s money without assurances that it is safe and 
accessible is not a sustainable argument given the risks involved.

Work could be done with this part of the market to look at whether there are options that 
could allow deposits to be used as capital loans in these circumstances, however the tenant 
would still need to be fully protected. Unclaimed deposits is one example of monies that 
could be used as loans against future deposits.

Agents may also argue that moving to a custodial only scheme would be detrimental to the 
services they are able to provide. They may point to the forthcoming tenant fee ban and the 
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potential income loss they could suffer as a consequence of this, possibly arguing that the 
insurance backed schemes give them the opportunity to charge the landlord for services 
carried out while protecting their deposits and dealing with any disputes. Of course those 
who charge the tenant (very few but it does happen), will fall foul of the fee ban, but the 
charging of the landlord is currently legitimate and fairly wide spread.

Agents may still be able to charge for administering a custodial scheme for a landlord, but 
given that the custodial schemes have hitherto been free, the incentive for the landlord to 
involve an agent in the process may be diminished.

Deposit ‘passporting’ in a pure custodial environment is much more workable. This would 
entail deposits to be electronically transferred from scheme to scheme at the end of the 
tenancy, without the need for the tenant to find a new deposit. Rules surrounding what 
happens in a scenario where there is a dispute at the end of the tenancy still need to be 
worked through, but again technology can deal with this without too much disruption to the 
schemes. Work is already undergoing on this innovation and is being actively encouraged by 
the government. 

I have already mentioned the benefits a custodial only environment will have on the costs of 
CMP when the schemes are launched. 

Overall a move to a custodial only TDP scheme remains a strong option.

Transferring the responsibility of protecting the deposit from landlord or 

agent to tenant

Currently the onus to protect a deposit falls on the landlord or their agent. This means  
that the tenant has no choice or control over how and where the deposit is once they  
have handed it over. The landlord remains ultimately liable for the deposit and must ensure 
that the prescribed information is provided to the tenant. However, often tenants do not 
totally understand how the process works and they are not clear about how to get their 
money back.

There are numerous examples of tenants being told that their deposit is protected with a 
scheme, but the tenant is unaware of the type of scheme – insurance or custodial – being 
used. Countless surveys of tenants over the years show that tenants think that their money 
is securely held in a custodial model when it is not.

The existing systems require the tenant to demonstrate that they are entitled to get their 
deposit back and not the other way round. Empowering the tenant to be able to protect the 
deposit would mean they would be in control of the process and they would benefit from the 
reassurance that it is protected.

The process could be very simple, with the tenant being required to demonstrate to a 
prospective landlord or their agent that they have protected a sum of money, which would 
then enable them to access the rental market. The deposit would be easily portable to 
another property, with the tenant being able to top up the deposit to take into account any 
deductions or an increased deposit. The burden of the Prescribed Information and the risk 
of prosecution would be removed from the landlord as well as the defence by the tenant 
against a Section 21 eviction.
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The landlord and tenant would be obliged to engage in any dispute resolution process and 
the landlord would be entitled to access the monies in the case of abandonment or rent 
arrears without the tenant cooperating.

Schemes would have to be more ‘tenant-friendly’ to attract tenants to their scheme rather 
than the current practice of focusing the majority of education and promotion towards the 
member with the tenant being an after-thought or inconvenience to the scheme. 

Facilitating deposit loans and instalments

The issues of affordability and upfront costs have been identified as critical, however the 
deposit process has not been as flexible as it could be either. This has been the main 
catalyst for the emergence of no-deposit alternatives, which as previously mentioned, raise 
as least as many questions as they solve.

The TDP schemes have always been able to facilitate the tenant paying the landlord the 
deposit in instalments, however they have not had the power to protect the landlord in  
these situations. This has meant that the risks of offering this option to the tenant have  
been too high. In Scotland the tenant has more rights to ask for deposit payment by 
instalments to be put in place, however this discourages landlords from accepting tenants 
that want that option.

The solution to the dilemma is to look at protected instalments and deposit loans. These  
are not new but have not to date been properly incorporated into the TDP regime.

Deposit loans were conceived by some local authorities and charities as a way of allowing 
low income tenants the opportunity to access properties with minimal upfront costs. They 
are not wide-spread and quite a few schemes have been rolled back due to cuts to local 
authority budgets and the fact that some councils and charities got their fingers burnt  
with defaults.

Other councils run deposit guarantee schemes, which are the precursor to the new 
no-deposit schemes. These have meant that tenants could access the sector without a 
deposit and the council would underwrite any losses or damage. These schemes however, 
were limited meaning that the tenant did not have a stake in the property and were denied 
access to dispute resolution as the council dealt directly with the landlord.

Another form of deposit help are deposit saving schemes. This is where the council or 
charity guarantee the deposit but the tenant pays instalments until the deposit is collected 
and it is then protected like a conventional deposit. This means the council does not have  
to loan the money but the tenant gets a protected deposit and access to dispute resolution.

All these schemes are currently limited in their availability to vulnerable people and it is a 
moot point whether, under Universal Credit, councils will continue to offer these type of 
schemes or be encouraged to expand them.

Some private companies offer their employees a loan for deposits; again these are not 
widely available but are something the government is keen to promote. My business 
operates this facility and it is welcomed and widely used by many of my employees 
regardless of salary level. For the large cohort of mainly young and employed people,  
known as Generation Rent, there is little assistance available other than the no-deposit 
option, which offers few of the protections that paying a traditional deposit has. 
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It would therefore seem that the next logical step would be to allow the TDP schemes to 
explore the provision of deposit loans and deposit saving schemes.

The schemes could be allowed access to secure lending that could be paid into their 
custodial schemes and the tenant would repay this at a preferential interest rate. The default 
risk could be insured and the scheme paid for by a small set up fee. mydeposits has already 
sourced (but yet to launch) one such facility that will provide deposit loans up to £2,000 to 
be repaid over ten months at a competitive rate of interest. But it requires custodial TDP as 
the default deposit protection option rather than insurance backed. 

The loan solution if adopted by the TDP schemes would have to be subject to commercial 
considerations and may not be suitable for all tenants. However, particularly for the 
vulnerable tenants on benefits there is also scope to look at loan options, possibly by using 
the unclaimed deposit monies held by the schemes which are currently redundant.
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There is in my view a unique opportunity at the moment to put together 
a joined up strategy for the regulation of the private rental market, 
that affords the appropriate level of consumer protection, and raised 
standards, is not onerous on the industry and does not stifle innovation 
and entrepreneurial spirit.

The government will rely on a healthy private rented sector to provide a significant 
proportion of the housing needs in the country until the planned house building programmes 
can kick in.

The industry has consistently delivered a good service for a majority of tenants and the 
regulations that have been introduced have worked relatively well, not least TDP. However, 
any change to the current TDP system should embrace the existing benefits and enhance 
them.

As I said in my last paper in June 2017, I am not anti-innovation and I certainly recognise 
that systems and processes introduced more than ten years ago may not be fit for purpose 
in today’s world. As an experienced TDP operator - but also involved across the sector 
through the other services my company runs - I favour evolution rather than revolution and 
my suggested reforms encompass this approach.

I hope that this paper offers up a balanced view of both the traditional deposit taking 
environment and the new comers approach whilst also recognising that more needs to be 
done. There is never any one single silver bullet and the one size fits all approach never 
really works. Ultimately, it comes down to choice and what version of deposit protection you 
feel personally works for you. 

With the contracts to operate insurance backed TDP schemes coming up for renewal by the 
government in the next two years, now is the time to look at the whole deposit landscape. 
However, we must ensure that we focus on the continued protection of all consumers and 
stakeholders – landlords, agents and tenants alike.

Eddie is the longest serving CEO of all the tenancy deposit protection schemes. 

Conclusion
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Tenancy Deposit Solutions Limited, trading as mydeposits. Registered in England No: 05861648.  
Registered office: Lumiere House, Suite 1-3, 1st Floor, Elstree Way, Borehamwood  WD6 1JH. VAT No. : 893 9729 49

www.mydeposits.co.uk

Contacting mydeposits

Premiere House, 1st Floor, Elstree Way, 
Borehamwood WD6 1JH

0333 321 9401

info@mydeposits.co.uk

The mydeposits website is packed full of guides and videos on how to comply with deposit protection and more 
details on alternative dispute resolution process. 

http://www.mydeposits.co.uk
mailto:info@mydeposits.co.uk



