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Our role, mission and aims

Our mission

Our mission is to provide a responsive, well-understood and efficient
compensation service for financial services, which raises public confidence
in the industry.

Our role

We are the UK’s independent statutory compensation fund for customers of
financial services firms authorised by the Financial Services Authority (FSA).
We can pay compensation if a firm is unable, or likely to be unable, to pay
claims against it. Set up under the Financial Services and Markets Act 2000
(FSMA), FSCS became operational on 1 December 2001 and protects:
• deposits
• insurance policies
• general insurance broking (for business on or after 14 January 2005)

45,000

claims handled
in 2012/13

• investment business, and
• home finance advice and arranging (for business on or after
31 October 2004).
We are funded by levies on the industry (and recoveries and borrowing,
where appropriate). You can find more information about our funding at
www.fscs.org.uk/industry.

Our aims

In taking forward our mission, we aim to:
• respond quickly, efficiently and accurately to consumer claims
for compensation;
• raise public awareness of the protection provided by FSCS;
• ensure that FSCS operates as cost efficiently as possible and maximises
recoveries from the estates of failed providers;
• be ready to respond to defaults in the financial services industry to
protect consumers and financial stability; and
• enhance the capability of FSCS by enabling the people who work for us
to develop their skills, knowledge and professionalism.
The later sections of this plan and budget document discuss our plans
regarding these five aims in more detail.
You can find more information about our aims and objectives at:
www.fscs.org.uk/industry/about-the-fscs.
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Chairman’s foreword
I became Chairman of FSCS on 1 April 2012. Since
that time I have had the opportunity to experience
the organisation first hand, and have been struck by
the admirable shape the organisation is in despite
the range and complexity of its remit. The calibre
and commitment of its people have particularly
impressed me.
I’d like to take this opportunity to
outline my first impressions of FSCS,
and to offer a manifesto for my
Chairmanship.

Lawrence Churchill
Chairman

First impressions

The global financial crisis highlighted
the importance of deposit guarantee
schemes. But the UK’s Scheme –
FSCS – has a much broader remit
than that. We protect not only
people’s savings, but also their
insurance policies, their investments
and their mortgage advice. And
though our obligations to consumers
will always be our first priority,
FSCS plays a vital role as creditor in
maximising what is recovered from
the estates of failed providers.

4
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FSCS’ protection must be visible to
the people we serve. Following the
major bank failures in 2008/09, and
FSCS’s work prior to and since that
time, FSCS is becoming increasingly
recognised for the role it plays in
underpinning public confidence.
Indeed, it has protected more than
4.5m people and paid more than
£26bn in compensation since 2001.
In my view, FSCS is the ‘shop
window’ of financial stability; it is the
part of the institutional framework
that the man in the street has
contact with; it is not a remote
and distant part of the financial
services regulatory structure,
working in the shadows of the other
larger players. FSCS is an integral
part of that structure, playing a
vitally important and visible role:
protecting consumers increases
their confidence in financial services.
That confidence is a necessary prerequisite for financial stability.
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£26bn

compensation paid
since 2001
Key priorities

I have also been very conscious
that FSCS’ role is evolving and that
my role as Chair is to champion
that evolution. With that in mind,
I see four key priorities for my
chairmanship.
• To strengthen FSCS’s role as a
trusted partner in resolving failing
businesses, including in assisting
in financing resolutions which
achieve better outcomes for
consumers than conventional
pay-outs. This goes hand-in-hand
with providing value for money
to those providing FSCS’s funding
– i.e. both levy payers (and those
providing short term liquidity).
In order to try and mitigate
the funding volatility that is an
inherent part of the business
cycle, there needs to be an
appetite for continuing to explore
and consider other funding
options or enhancements which
dampen that volatility, such as
pre-funding.
• To work with our partners
to develop tested plans for
potential future failures, and
consolidate the relationships
which are essential to effective
collaboration in a crisis. It is
essential that we continue to
strengthen and evolve our
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contingency arrangements
so that we are best placed to
respond to failures no matter the
size or the sector.
• To raise awareness of FSCS
protection so that the public
is reassured that their savings
and deposits in banks, building
societies and credit unions are
safe up to the £85 000 limit.
This is where our focus lies at
the moment. Different
compensation limits apply to
different sectors and when we
have greater public awareness
of the level of protection for
cash deposits, we will address
the levels of protection for
investments and insurance.
This could be a complicated
message for consumers, but
ultimately we need to achieve a
readily understandable message
across all areas of our coverage.

FSCS’s ability to perform these
functions and command the support
of a range of disparate stakeholders
will depend not only on upholding
its independence, but on the
continuous development of our
professional skills and standards of
performance. This will ensure FSCS
is fit to play a more diverse and full
role in resolution and consumer
protection – i.e. the ‘shop window’
of consumer confidence and
financial stability.

• To engage even more closely with
industry stakeholders and improve
the transparency of our financial
accountability. I am sure that
close and transparent relationships
with industry stakeholders are
fundamental to maintaining trust,
and that FSCS must demonstrate
accountability to its funders so
that our stewardship is always
open to scrutiny.
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Chief Executive’s overview
Welcome to our Plan and Budget 2013/14.
Lawrence Churchill writes about the demands
being placed on FSCS now and in the future. Those
demands are underpinned by the need for FSCS to
provide a responsive, well-understood and efficient
compensation service which raises public confidence
in the financial services sector.
Mark Neale
Chief Executive

£700m

recovered from
failed providers

In order to deliver that service it
is vital that we do an excellent
job in dealing with business as
usual in the present – meeting our
service standards for claimants and
maximising recoveries for our levy
payers – whilst preparing for the
future demands that will be placed
on us. And it is characteristic of
business as usual, that the demands
of us are unpredictable and volatile.
So our business strategy to deliver
our mission and our aims and
thereby meet those demands is to:
• use outsource providers to
process the great majority
of claims in order to respond
efficiently to fluctuations in
demand, while retaining a
specialist in-house capability
for new, complex or low
volume claims and to support
out-sourcing;

6
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• enable consumers to engage
with FSCS through a variety of
channels, including e-channels,
using cost-efficient and userfriendly technology;
• maximise continuity for
consumers by participating in
innovative resolution and redress
arrangements where more
effective, such as transfers of
accounts to another provider;
• equip FSCS people with the
professional skills needed to
operate our predominantly
outsourced and increasingly
flexible delivery model; and,
• maintain sufficient internal
capability to plan and be ready
for future major failures, to
manage outsource partners,
to raise the profile of the
protection we provide and to
act effectively as a major creditor
of failed businesses on behalf of
the industry.
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Business as usual

We have made significant progress
in delivering our aims in 2012/13.
Some of the key highlights include
handling around 45,000 claims, and
paying out total compensation of
approximately £223m. This included
paying compensation to the vast
majority of savers in four credit
unions in fewer than seven days.
We have worked with the FSA and
with banks, building societies and
credit unions to introduce new
requirements to publicise FSCS
protection in all branches and
online through the use of posters
and stickers, and worked with our
partners to identify the challenges
involved in securing continuity of
cover in the event of a life insurance
company failure.
We re-financed the £18bn borrowing
from HM Treasury arising from the
2008/09 bank failures on fair terms
for the industry and taxpayers, and
recovered around £700m from
the estates of failed providers. In
addition, we put in place a £1bn
commercial revolving credit facility
to enable us to fund future fast
pay-outs of failing banks, building
societies and credit unions or other
major defaults.
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Meeting future demands

We are mindful however, that there
is always more to do. Efficiency
and effectiveness go hand-in-hand.
And to help us achieve both we
have been working to re-design and
unify our claims processes. Known
as the ‘Connect’ programme, the
outcome of this work will be to
both enable us to provide a better
service to consumers who need our
help, including online, and to be
more efficient so benefitting our
levy payers. We have provided more
detail around this on pages 27–28.
We know that people who are aware
of FSCS are more confident as
consumers and more likely to buy
financial products. So increasing
awareness of FSCS is integral to
promoting financial stability. That
is why, with input from all the
major trade organisations, we have
launched the next phase of our
consumer awareness programme.

2013/14 costs

The costs of running the Scheme
are detailed in the Management
Expenses Budget on page 21. The
Scheme’s continuing operations for
2013/14 remain similar to 2012/13,
with little change to the underlying
costs. The uncertainty around claims
volumes means outsourcing costs
are expected to reduce slightly
compared with the outsourcing
budget for 2012/13. At FSCS change
is a constant feature, and in addition
to the continuing operations of
running the Scheme and handling
claims, we shall continue to invest,
to transform and strengthen our
services.
And, of course, all of this work will
take place in the context of new
funding and new regulatory regimes
due to come into effect from
1 April 2013.

The new programme builds on
what we learned from phase one,
with a focus this time on reassuring
consumers about protection for
their savings and deposits. We are
targeting consumers at key stages
in their lives when they are likely to
be more receptive to our message,
and using what we call icons of
protection. You can read more about
this on page 18.
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Chapter 1

Business environment and strategy
As we approach 2013/14, many aspects of the
environment in which FSCS works and the demands
on us display a high measure of continuity with
previous years.

£223m

compensation
paid out

8
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Paradoxically, one thing which stays
the same is the extreme volatility
and unpredictability of demand. For
example, the number of consumers
dealt with by FSCS in 2007/08 was
16,500, compared with a high of
more than 4,000,000 in 2008/09;
and compensation payments have
ranged from £82m in 2007/8 to
£20bn in 2008/09. In 2012/13
FSCS handled around 45,000 claims,
and 200 new failures in the year,
paying out total compensation
of roughly £223m. As with the
failure of MF Global (in October
2011), FSCS often has little prior
warning that its protection will be
triggered. It is this unpredictability
which has caused us to adopt the
predominantly outsourced claims
handling model described in Mark
Neale’s introduction. By drawing on
the economies of scale and spare
capacity of our outsource partners,
we are able to scale up and down
efficiently in response to changes
in demand.

Since the financial crisis of 2007/08,
FSCS has rightly faced higher
expectations of our service delivery.
We are required to compensate
the vast majority of depositors in
a failed bank, building society or
credit union within seven days and
everyone within 20 working days.
This is a target we have consistently
met over the last two years. Since
January 2011 we have paid out 14
credit unions and one bank, with the
vast majority of savers getting their
money back in fewer than seven days.
But, despite these improvements in
our service, FSCS’ protection remains
much less well known than it should
be. Only half of consumers are
aware that FSCS protects deposits in
banks, building societies and credit
unions. Only one person in 10 knows
that the limit of that protection
is £85 000 per deposit-taker. This
lack of awareness creates a risk of
unnecessary panic in response to
actual or possible failure and hence
a threat to financial stability. It
remains a continuing challenge
for FSCS.
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FSCS also faces a continuing
obligation, as the creditor of
failed businesses, to maximise the
recoveries we achieve and return
to the industry. So we continue to
be active members of the creditor
committees of the failed Icelandic
banks, to monitor the wind-down
of the Bradford & Bingley estate
and to pursue vigorously recoveries
from the Keydata Investment
Services failure.
Alongside these continuities in
our business environment, we
have continued to invest in FSCS’s
capability. So in 2012/13 we have:
• upgraded the core IT
infrastructure supporting our
claims processes, substantially
improving system up-time, and
ensuring customer facing staff
have robust access to system
records when dealing with
customers;
• moved to new premises, with
all teams now based on a single
floor, achieving efficiencies both
operationally and financially;
• upgraded skills in our finance
function and are making
good progress in our Finance
Transformation initiative; and
• hosted successfully the
International Association
of Deposit Insurers annual
conference.
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As we approach 2013/14, FSCS also,
however, faces a number of new
challenges and demands.
• From April 2013, the regulatory
regime will change, with the
establishment of the Prudential
Regulatory Authority (PRA)
and the Financial Conduct
Authority (FCA). FSCS will have
a close relationship with both
new bodies. We shall work with
the PRA to help ensure that
systemically important financial
services businesses can fail safely
without adverse consequences
for financial stability and,
crucially, without detriment to
consumers. And we shall work
with the FCA to ensure that
consumers have protection
against the consequences of
conduct failures where businesses
fail and cannot themselves meet
those liabilities. Both PRA and
FCA organisations will have the
ability to make rules that relate
to and therefore impact on
FSCS and will jointly approve
our annual budget and Board
appointments. We are already
forging constructive working
relationships with the precursor
units of both organisations within
FSA and will look to consolidate
those relationships in 2013/14.
• It is increasingly clear that FSCS
may be called on to contribute
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to the resolution of failing
businesses other than through a
pay-out to consumers. Pay-out
is by no means invariably the
best outcome for consumers
because it leads to a loss of
continuity of service. So, just as
FSCS financed the transfer of the
Bradford & Bingley deposit book
to Santander in 2008, we may
finance other resolutions where
these offer better value than a
liquidation and a better outcome
for consumers. For example,
the Bank of England canvassed
in 2012 in a joint paper with
the Federal Deposit Insurance
Corporation1 the possibility of
“bailing-in” FSCS alongside other
creditors in a bank resoulution.
1

FSCS’s potential role in a range
of resolution options underlines
the need for FSCS to work
closely with our partners in
government and the regulator on
contingency planning for a range
of potential failures.
• FSCS’s funding arrangements
will also change from April
2013 to reflect the new
regulatory arrangements and
the conclusions of FSA’s review.
At the time of writing, that review
had not yet concluded, but FSCS
remains strongly committed to
operating the new arrangements
transparently so as to reinforce
the accountability to we have to
the industry which funds us.

Independent agency of the US Federal
Government, that insures deposits, and
supervises banks.

10
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7 days

for the majority of
savers to get their
money back
In the light of these continuities
and changes, we have identified
a number of priorities for 2013/14.
Building on the accomplishments
of 2012/13, we shall focus next
year on:

• sharpening our strategies and
processes for managing external
suppliers to enhance costeffectiveness as part of the
wider transformation of our
finance capability;

• delivering a responsive service
to claimants: we shall handle all
failures and associated claims
within service level agreements
– meeting our obligations to
claimants will remain our
top priority;

• building constructive
relationships with the new
regulators so that FSCS can
play its part in the effective
and efficient resolution of
failing businesses;

• re-engineering our processes to
enhance the responsiveness of
our service: we shall, in particular,
enable claimants to engage with
us through whichever channel
they find convenient, including
on-line, and unify and modernise
our claims processes to improve
efficiency;

• implementing the new funding
rules in a way which commands
the confidence of the industry;
and
• working together within FSCS to
engage our people through clear
accountabilities and effective
leadership.

• carrying forward the second
stage of our awareness strategy
aimed at raising awareness of
deposit protection;
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Chapter 2

2013/14 plans
This chapter sets out in more detail what we plan
to achieve in 2013/14.
Claims

The chapter is divided into
five sections:
(i) Consumers/claimants - meeting
our service standards,
(ii) General public – taking the
protection message to consumers
with the industry,

3,880

life & pensions
and investment
intermediation
claims expected
in 2013/14

(iii) Levy payers – efficient operation
and the maximisation of recoveries,
(iv) Government & regulators –
resilience and readiness,
(v) Our own people – developing our
professionalism.
Our first priority in 2013/14, as
in every year, will be to provide
a responsive and efficient service
to the people who need our help
because they have lost money as
a result of the failure of a regulated
financial services business.
In planning to meet the needs of
claimants, we need both to make
assumptions about the volume and
types of claims we may receive and
set the service standards to which
we will commit in dealing with
those claims.

12
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The outsourcing expenses,
compensation costs and levies
outlined later in this document
are based on our September 2012
working assumptions about our likely
future business. We revisited these
assumptions in December 2012 and
confirmed they are still materially
representative of our future
expectations, with two exceptions,
PPI and Credit Unions. We provide
commentary on our more recent
assumptions on pages 14 and 15.
When determining the key
assumptions used in our planning,
budgets, funding and levies, we face
a high degree of uncertainty as to
the likelihood and timing of possible
defaults and the volumes, types and
timing of claims arising.
Our assumptions are based on our
experience of current claims trends
as well as other information from
the FSA, the Financial Ombudsman
Service and the industry. Clearly,
these assumptions may change over
time. Recent years have shown that
some unexpected larger failures have
significantly impacted our estimates.
Accordingly, we continually monitor
claims trends and default prospects,
and review and update assumptions,
to help us determine the resources,
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Figure 1. Claims assumptions 2012/13 and 2013/14
Class

Default/Type of claim

2012/13

2013/14

Estimate of New claims
completed assumptions
claims
Most Likely Most Likely
SA01

Deposits*

SB02

Insurance Intermediaries
(inc PPI, but excluding
Welcome Financial
Services Limited)

SC02

New claims assumptions

Lower

Most Likely

Estimate of
completed
claims

Upper

Most Likely

5,350

5,350

3,000

6,000

7,500

6,000

19,782

19,046

5,300

13,545

33,000

13,575

Mortgage Endowments
and Pensions & FSAVCs

2,430

2,625

1,100

2,280

3,900

2,370

SC02/ SD02**

Investments exc CF Arch
Cru Funds, MF Global UK
Limited and structured
products

2,689

2,259

1,000

2,680

5,050

2,682

SC02/ SD02***

CF Arch Cru Funds

1,357

1,556

250

1,200

2,500

1,200

SD02

MF Global UK Limited,
Worldspreads Ltd,
Pritchard Stockbrokers
Limited, other
stockbrokers and
structured products

12,072

13,419

350

1,797

12,750

1,837

SE02

Mortgage Advisors

866

943

100

550

2,000

900

44,546

45,198

11,100

28,052

66,700

28,564

Total claims*
Notes:

We currently do not expect any claims for life & pensions provision (SC01), investment fund management (SD01) and home finance
provision (SE01).
* Excluding major bank failures, general insurance provision and Welcome Financial Services Limited.
** Depending on the nature of the claim, some will fall to life & pensions intermediation (SC02), and some to investment intermediation (SD02).
Based on historic data, the estimated compensation costs of these claims have been split 60:40 between SC02 and SD02.
*** CF Arch Cru Funds claims are split between life & pensions intermediation and investment intermediation. Based on historic data,
the estimated compensation costs of these claims have been split 20:80 between SC02 and SD02.
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expenses and levies required to pay
the claims we expect within target
service levels. The assumptions
should not be viewed as forecasts.
In particular, they do not provide
a risk outlook for possible new
claims areas.
Our September 2012 working
assumptions about our likely future
business are shown in figure 1 on
page 13.

14
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Expected claims trends
for 2013/14

We assess our claim volume
assumptions on a quarterly basis
to ensure numbers are updated
following any new information.
However, to allow us to confirm
budget numbers we must choose
a cut-off point. In the case of
our claims assumptions, this was
September 2012.The 2012/13
financial year saw continued
significant claim volumes within
the investment intermediation
sector arising from the defaults
of Worldspreads Ltd, Pritchard
Stockbrokers Limited and other
investment firms, together with
continuing high volumes of payment
protection insurance (PPI) claims.
We anticipate claims against the
above investment intermediation
defaults largely to run off through
the remainder of 2012/13, with
relatively little volume carrying
through into 2013/14. We do
however expect continued high
volumes of PPI claims into next year,
and our 2013/14 budget reflects
this. We are not currently expecting
any new significant failures or other
product based trends to emerge,
although we cannot rule these out.

Deposits (SA01)

Based on our recent experience
of credit union failures combined
with continuing adverse financial
conditions, we have budgeted for a
similar to slightly higher number of
credit union claims next year.
More recently, our December 2012
forecast suggests credit union
volumes may be trending somewhat
higher than budget. We continue
to monitor this situation, but do
not anticipate a material impact on
management expenses.
Our assumptions do not provide
for the failure of any bank or
building society.

General insurance
provision and
intermediation
(SB01 & SB02)

We expect that the most significant
claim area for the Scheme in
2013/14 will continue to be PPI
claims. These costs fall to the
General Insurance Intermediation
sector. Our September 2012
working assumptions anticipated
PPI claim volumes of around 13,000
in 2013/14, however our more
recent forecast, as of December
2012, expects volumes next year to
remain at similar levels to 2012/13,
at around 16,000. This mirrors
the experience of the Financial
Ombudsman Service and experience
in the wider industry. We have
adjusted our 2013/14 budget to
allow for this higher expectation.
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16,000

PPI claims expected
in 2013/14
General insurance
provision (SB01)

For general insurance provision we
expect that 2013/14 will see an
increase in compensation costs.
This is partly due to mesothelioma
claims on the estates of Chester
Street, Builders Accident Insurance
and Independent Insurance
Company Limted. We have also
seen two new defaults this year in
Municipal Mutual Insurance and
Lemma Insurance Europe Ltd, which
will add to costs for 2013/14. For
general insurance provision, FSCS
is primarily responsible for making
payments to claimants, with claims
being processed by run-off agents.
Hence volume expectations are not
included in the above table.

Life and pensions
provision and
intermediation
(SC01 & SC02)

We expect that 2013/14 will see
similar, if not marginally lower,
volumes of mortgage endowment
and pensions/FSAVC* claims
compared with prior years.

Investment fund
management
and investment
intermediation
(SD01 & SD02)

Major Bank Failures

The major defaults, for example,
Worldspreads Ltd, Pritchard
Stockbrokers Limited and MF
Global UK Limited, are expected to
be largely completed in 2012/13.
Volumes of claims arising from
smaller stockbrokers and general
investment claims look to remain
about the same next year. This is an
area where we have seen the most
volatility of claims volumes and
impact of larger failures in recent
years, so our assumptions are subject
to change.

Home finance
intermediation (SE02)

The expected trending increase in
claims volumes did not transpire in
2012/13 so the volume assumptions
have been reduced for 2013/14.

The major bank failures of 2008
which were handled by FSCS, namely
Bradford & Bingley, Landsbanki,
Kaupthing, Singer & Friedlander,
Heritable, London Scottish, and
Dunfermline, are subject to separate
funding arrangements, and are
therefore excluded from this
analysis. Further detail is given on
the major bank failures later in this
document.

Welcome Financial
Services Limited (WFSL)

Claims against WFSL are handled by
FSCS but are not funded by the levy
payer, hence are not included in the
above table. Welcome’s restructuring
arrangements provide for it to
make payments to FSCS to fund
compensation costs and the costs
associated with handling claims. We
expect to process just under 6,300
WFSL claims during 2013/14.

*Free standing additional voluntary
contributions
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Our Service Standards

Our current service levels reflect our
understanding of what consumers
want and expect of FSCS, as well as
the practical constraints we face in
dealing with often complex claims.

We set different target service levels
for different activities and types
of claims. Where possible, we give
priority to people who may be facing
hardship when making a claim. Our
turnaround times for claims are
affected by many factors, including

the type of claim, how complex
it is, the rules we have to apply
and whether we have to wait for
information from third parties (such
as liquidators or other providers).
Our current target service levels for
2013/14 are set out in figure 2 below.

Figure 2. Target service levels for 2013/14
Activity

Claim Type

Service Standard

Answering telephone calls

All

80% within 20 seconds
95% within 90 seconds

Responding to complaints

All

90% within 20 working days

Responding to other
correspondence

All

90% within 10 working days

Deposits

Not applicable as application forms are not used for deposit
claims

Non-deposits

90% within 5 working days

Deposits

Majority of compensation within 20 working days (target 7
days)

Welcome Financial
Services Limited

90% of claims within 8 weeks of receiving a completed
application form

PPI

90% of claims within three months of receiving a completed
application form

Other

90% of claims within six months of receiving a completed
application form.
Of the remaining 10%, no claims should be older than 12
months, unless exceptional circumstances apply

General

90% within 10 working days of acceptance of a
compensation offer (where applicable)

Pension reinstatement of
pension loss claims

Where compensation takes the form of an annuity, we will
arrange compensation within 10 working days of receipt of
all necessary information from third parties, for example, the
notification of reinstatement costs or an annuity quotation

Sending application forms

Confirming claim decisions

Making compensation payments

16
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Claimant Experience
Strategy

How claimants experience the
scheme is of primary importance
to us and is encapsulated into our
mission to provide a responsive
and efficient claims service. In the
last year we have taken a specially
commissioned piece of external
research asking claimants about
their experiences and developed a
set of principles to drive the design
and delivery of our claims processes.
These principles cover:

We have used the principles to drive
changes to both our call centre and
complaints teams to increase the
focus on delivery and are developing
a new claimant feedback survey
to more accurately measure how
we are doing. The strategy and
underlying principles are central to
the process redesign which is being
delivered through our Connect
Programme (see page 26 for more
on this).

• the claimant experience with a
focus on minimising undue stress
as claimants go through a claim;
• people and culture (this is how
we organise ourselves and work
together to deliver the claimant
experience);
• channels, where we will look to
offer choice where it is efficient
and economic;
• segmentation, where we will
look to understand the needs of
claimants with additional needs;
and
• measuring and reporting the
claimant experience.
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£3.6m

investment in
consumer awareness
(ii) General public –
taking the protection
message to consumers
with the industry

The research spells out the reasons
for greater awareness very clearly:
people who are aware of the
Financial Services Compensation
Scheme are more confident as
consumers and are less likely
to panic and more likely to buy
products. That means increasing
awareness of FSCS aids consumer
confidence and promotes
financial stability.
And the need to build awareness
remains high. Research shows about
half of people are aware of the
existence of an industry-funded
compensation scheme to protect
them. This is an increase of more
than 30 percentage points since
2008 but is still too low.

As part of a long term campaign,
during the last quarter of 2012/13,
we launched the next phase of our
consumer awareness programme.
Once again we developed this with
extensive input from the industry
and consumer organisations
which are on our Consumer
Awareness Advisory Panel.
They, like the authorities and
government, recognise the
important role FSCS plays.
The new programme builds on the
firm foundations of our phase one
work, and the things we learned
from the comprehensive research
programme underpinning it. The
message is a lot clearer, and the
focus is on products this time.
Phase two is all about the protection
FSCS provides to consumers. The
objectives are to reassure the
majority their money and savings
are safe, and to warn those who
unwittingly put their money at risk.
It is not about brand building. But
we will use the value of the brand to
“validate” our protection message.
Our research shows people value the
independence of FSCS; it provides a
reason to believe the message.
Our strategy is to target consumers
in particular, when they are receptive
to our message at key stages in
their lives. This will include, for
example, when saving for retirement,
education, planning a wedding, and
home improvements.
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Figure 3. Consumer awareness targets for 2013/14
Actual figures
Metric

Levels at November
2012

Targets to reach
by March 2014

Awareness of market
protection

50%

54%

Reassurance that FSCS
exists

39%

43%

Confidence in money
being safe

66%

69%

During 2013/14, we will continue
advertising on the radio, in print
and online. In addition, media and
public relations will also play a role
in the programme. We have put in
place a robust evaluation framework
which will monitor our progress
against our objectives during the
15 month period of activity. FSCS
is aiming to increase awareness of
market protection to 54% by the
end of March 2014. In addition
we will be monitoring progress on
several other metrics with our focus
on two key areas. First, reassurance
that FSCS exists, where we expect
43% of our consumers to agree
with this statement by the end of
the campaign; and secondly, an
improvement, to 69% in the numbers
who are confident that their money
is safe. We will continue measuring
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the results at key points and will
adapt our approach as necessary
to make sure we get the best result
for the money we are investing.
Our spend for the year of about
£3m will be significantly less than
in phase one.
At the same time, we will continue
working closely with our industry
partners to spread the protection
message to more people. The
displays of posters and stickers by
deposit takers from last summer
has been well received but mystery
shopping proves there is still room
for improvement in the quality of
information people receive about
FSCS from firms. We have worked
with the industry on improving
staff knowledge of this, and we
will continue working with firms to
address the issue.
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(iii) Levy payers –
efficient operation and
the maximisation of
recoveries

FSCS is funded by the industry, and
we must be able to demonstrate
that we provide value for money.
This covers both the efficiency
with which we provide our services
and our effectiveness in making
recoveries from the estates of failed
businesses or other parties where
applicable. These recoveries offset
the compensation costs we pay. We
are also very conscious that, though
FSCS must meet all eligible claims
for compensation and cannot reduce
those payments, firms are keenly
interested in ensuring that the costs
are spread fairly across the industry.
To enable us to meet our 2013/14
priorities, the FSCS Board has
approved a management expenses
budget of £74.4m.
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The management expenses budget
is shown on page 21, and is broken
down as follows:
• Operational & Investment
Expense before Exceptional
Items:
• Existing Operations,
comprising the core businessas-usual expense base
• Outsourced claims handling
• Strategic Change Portfolio,
encompassing the
investments made in the
business
• Exceptional Items, mainly oneoff spending required of FSCS by
regulation and/or our mandate
• Recovery Costs, incurred in
pursuing recoveries on behalf
of the levy payers.
A significant driver of cost is the
volume of claims FSCS is required
to process. Based on current claims
forecasts, we expect volumes
next year to be running at similar
levels to this year for all classes
except investment intermediation,
and this has formed the basis
for the 2013/14 budget. For
investment intermediation we
expect a reduction in volumes as
described earlier in this chapter.
Note however that actual claims
may vary significantly from forecast.

Accordingly direct variable expenses,
notably outsourcing costs, are
subject to change based on actual
claims volumes as they occur.

Management
expenses budget

The table on page 21 breaks down
FSCS’s management expenses
budget for 2013/14 and compares
it with the budget for 2012/13 and
expected outturn for this year.
Total operational & investment
expense falls by £1.5m year on year,
as management has sought to offset
cost pressures in certain areas with
savings in others. Approximately
£0.8m of savings are included in the
budget, largely reflecting efficiencies
in outsourcing costs and lower
premises costs following the office
move. Our change programme will
realise further efficiency gains in
subsequent years.
The cost of the change programme
is expected to be £1.6m higher than
the current year. Further details of
our investment strategy for 2013/14
are given on page 24.
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Figure 4. Management expenses budget
2012/13 Budget
(£ million)

2012/13 Forecast 2013/14 Proposed
(£ million) Budget (£ million)

Existing Operations
- Staff Costs

14.7

15.1

15.3

- External Providers

1.1

1.1

1.3

- Facilities

3.0

3.1

2.8

- IT

2.7

2.4

2.4

- Legal Costs

1.2

1.3

1.3

- Communications

0.5

0.5

0.5

- Other

0.7

0.8

0.7

Subtotal

24.0

24.2

24.3

Outsourcing

13.6

14.3

11.2

Operational total

37.6

38.5

35.5

14.6

14.4

12.4

0.0

0.0

3.6

Subtotal

14.6

14.4

16.0

Operational & Investment Expense total

52.2

52.9

51.4

Exceptional Items

9.1

5.8

14.8

Keydata Investment Services Limited
Recovery Expense

3.9

7.7

7.2

Total Operational & Investment
Expense Budget total

65.2

66.4

73.4

374.9

427.0

-

1.2

1.0

1.0

558.7

0.0

20.0

1000.0

494.4

94.4

Strategic Change Portfolio
- Original 5 Year Programme
- New Initiatives

Major bank failures
- Interest
- Related Management Expenditure
Contingency Reserve
Total Management Expense Levy Limit
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Strategic change
portfolio – improving
FSCS’s effectiveness and
efficiency

FSCS is committed to investing in
its business to improve standards of
service to consumers, whilst ensuring
operating efficiency to minimise the
cost to levy payers.
We are budgeting for investments of
£16m in 2013/14. The details are set
out in section 4 below.

Exceptional items

These are driving a significant cost
increase of £9m, comprising:
• claims handling, set up, and
payment costs on current
defaults and projects which are
presently unclear;
• standby charges for the
syndicated commercial loan
facility;
• the initial thematic review of
banks’ readiness to produce the
Single Customer View (SCV) file
required by FSCS to enable fast
payout; and
• contributions to continue to
reduce the FSCS pension scheme
deficit which it has committed to
do by 31 March 2016.
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Recoveries – reducing the
costs of compensation
for levy payers
Keydata Investment Services Limited
recovery costs are estimated to be
£3.8m higher than budget for the
current year at £7.7m and we expect
to see a similarly high level of cost
next year. Total recoveries from this
effort are expected to be around
£75m, to be recovered over the next
two to three years.
The Scheme actively pursues
opportunities to recover the costs of
compensation wherever it is possible
and cost-effective to do so.
A key focus of FSCS’s efforts in this
respect are the estates of the banks
which failed in 2008.
The Scheme paid out total
compensation of some £20.3bn
in respect of the five major bank
failures, Bradford & Bingley, Icesave,
Kaupthing Singer & Friedlander,
Heritable and London Scottish Bank,
funded by borrowing from HM
Treasury.
Following recoveries, FSCS has
outstanding loans of approximately
£17.3bn with HM Treasury in respect
of the funding of compensation for
these failures. Page 23 updates on
the recoveries from these failures.
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£1.5m

year on year fall in
operational costs
FSCS is also pursuing recoveries
following major failures in other
sectors. Following the significant
compensation paid to investors with
Keydata Investment Services Limited
and the settlement with Norwich
& Peterborough Building Society
resulting in recoveries of some
£30m, FSCS is taking further action
to seek to recover costs from both
the assets of Keydata Investment
Services Limited and the underlying
investments, as well as from firms
who were responsible for the sales of
Keydata Investment Services Limited
bonds to investors. We are claiming
significant recoveries from both the
Lifemark entity and claims against
the advisor firms. This requires
significant investment in preparing
and prosecuting claims against
intermediaries in particular, but FSCS
has been keen to apply a commercial
analysis to its approach to recoveries
in the interests of the levy payers.
FSCS is also taking action to recover
compensation from firms responsible
for the sales of PPI policies and other
structured products.

2008/09 bank failures –
recoveries and loan costs
As at 31 December 2012, the
Scheme had made total recoveries
of £0.68bn from Heritable Bank
Plc, Kaupthing Singer & Friedlander
Limited, London Scottish Bank Plc
and Icesave. These recoveries have
made reductions to the loans from
HM Treasury, thereby reducing the
burden on levy payers.
Our expected total recoveries from
these failures are as follows:
• Heritable Bank Plc: 86% – 90%
• Kaupthing Singer and Friedlander
Limited: 81%–86%
• London Scottish Bank Plc: c. 30%
• Icesave: up to c. 100%
These are projections provided
by the various estates but are not
certain, and timings are not fixed.
Bradford & Bingley has also
forecast full repayment of the
FSCS claim in due course. FSCS
continues to work with UK Financial
Investments on the recoveries from
Bradford & Bingley, but the timescale
is still uncertain.
FSCS will not contribute to the cost
of Dunfermline Building Society until
the end of the resolution process,
but in its last financial statements,
the Scheme made a provision
of £505m based on the latest
information available to it.
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In March 2012 FSCS and HM
Treasury agreed terms for
refinancing loans to FSCS for the
bank failures of 2008/09. FSCS
borrowed £20.4bn from the Bank
of England in 2008, which was
subsequently refinanced with
HM Treasury, to fund the costs of
compensating consumers whose
savings were put at risk by the
failures. The interest expense is a
major expense. With effect from
1 April 2012, the interest on the
loans increased from 12 month
LIBOR plus 30 basis points to 12
month LIBOR plus 100 basis points.
This rate is subject to a floor equal
to the Treasury’s own cost of
borrowing as represented by gilt
rate for borrowing of an equivalent
duration. There is an annual cap on
the amount of interest the industry
will have to pay through FSCS levies.
This cap will be set on the advice
of the FSA (and in due course of
the PRA) and will take into account
what the deposit-taking sector can
afford having regard to other FSCS
and regulatory commitments. Any
interest charges exceeding the
annual cap will be capitalised and
repaid from levies on deposit-takers
over a longer period.
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The latest forecast for the loan
interest cost for the current year
2012/13 is £425m. This will be levied
in July/August 2013 for payment to
HM Treasury on 1 October 2013.
FSCS and HM Treasury agreed
the period of the loans will reflect
the expected timetable for FSCS
recoveries from the estates of
Bradford and Bingley and the other
failed banks. FSCS expects to levy
the deposit taking sector for the
balance of the principal on the nonBradford & Bingley loans, over three
years from 2013/14. We presently
expect to levy £363m as the first
instalment of three to repay the
principal by March 2016, making a
total levy of £788m for 2013/14.
FSCS and HM Treasury agreed that
the terms of the agreement will be
reviewed every three years in light
of market conditions and of actual
re-payments from the estates of the
failed banks.

(iv) Government &
regulators - our resilience
and readiness
As Mark Neale stated in the Chief
Executive’s statement, FSCS must be
ready for future challenges as well as
providing a responsive service in the
here and now.
There are two dimensions to this.
The first dimension is investing
in our capability to increase our
operational resilience and efficiency.
We have already put in place a fast
pay-out capability for banks, building
societies and credit unions. We are
now upgrading our ability to deal
with all other types of claim.
The second dimension is deepening
and enhancing the quality of our
contingency planning and the
relationships with our partners which
underpin it. As outlined in the next
few sections, FSCS is at the centre of
planning for resolution.

Investment strategy

Figure 5 summarises the main
work streams planned for the year.
Note that provision has been made
for certain initiatives that require
further analysis prior to FSCS
Board approval.
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Figure 5.
Budget
(£ million) Notes
Commited Projects
- Claims re-engineering

6.3 To bring all claims processes onto a single consistent platform

- Consumer awareness

3.6 Ongoing investment to promote consumer awareness of FSCS

- Finance transformation

0.7 Investment to strengthen financial control environment

Initiatives subject to further analysis
- Re-procurement of outsourcers

2.0 Procurement for replacement of outsource providers on expiry
of existing contracts

- Other smaller initiatives
and contingency

3.4 Comprises re-procurement of Cheque Provider, IT Toolset and
Intra/Internet and contingency

Total

16.0

Through our investment strategy,
we aim to achieve significant
improvements for our stakeholders
as follows:

Claimants

More convenient, on-line
applications and faster turn-around
times supported by a unified claims
process.

Consumers

Protection more widely understood
and trusted, with an accessible
website.

Government & regulators

Better prepared FSCS with outsource
arrangements, processes and IT
capable of handling major failures;
workable and tested plans for most
likely eventualities with highest
impact.

People

Greater depth of professionalism in
critical areas backed up by a versatile
and flexible capacity to manage both
complex and high volume claims.

Industry

Better value for money based on
more efficient claims processing and
financial management and a more
commercial approach to reporting
of recoveries.
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£425m

forecast loan interest
cost for 2012/13
The three main workstreams include:

Claims re-engineering –
‘Connect’ programme

Consumer Awareness

This programme will deliver a
consistent and standardised end
to end claims process, designed to
process new products more rapidly.
Consistent processes will make it
easier for staff to handle different
products/defaults and therefore
improve the capacity of FSCS to
scale with demand. The programme
also aims to reduce overall
turnaround times to process a claim.
Scheme wide processes will be more
efficient via the use of increased
workflow, less paper, and online
interaction with claimants. The
programme is currently moving from
detailed requirements definition into
the design and delivery phase. It is
expected that the IT Build of the
solution will be largely undertaken
by a systems integration partner with
oversight from key stakeholders.
Details are set out on pages 27 and 28.
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This programme is designed to
increase awareness of protection to
help consumer confidence around
financial stability. For more detail,
please see page 18.

Finance Transformation
This programme is designed
to improve the services which
Finance provides both externally
and internally. It includes
implementation of process
improvements for claimants, to
ensure that the right payments
are made as quickly as possible.
Similarly we will be improving
our internal processes including
supplier negotiation and payments,
financial controls and budgeting and
forecasting. The programme will
also focus on providing improved
management information for Board
and management decision making.
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Project Connect:
delivering
for FSCS’s
stakeholders

1. Respond quickly, efficiently and accurately to
consumer claims for compensation.
The outcome of the project will support the Scheme’s customer
experience strategy which will include:
• Setting accurate expectations with the customer
• Greater use of electronic channels for customer interaction
• Maintaining a reliable single view of customers within each
defaulting organisation
The claims process will:
• Be simpler to operate and report on
• Reduce the “touch time” and elapsed time required to review
and complete the claim
• Support the Scheme in processing all claims as soon as possible

2. Ensure that the Scheme operates as cost
efficiently as possible and maximises recoveries
from the estates of failed providers.
The claims operating model will be based on:

• Delivering a single consistent high level end to end claims process
with consistent statuses and key controls, whether processed in-house
or outsourced
• Having a significant level of automation/workflow/business rules within
Siebel based on volumes/risk
• A “paper light” process with a significant reduction on the reliance on
physical documentation to process claims and the transfer of physical
files to/from outsourcers
• The early identification and capture of information which will optimize
the opportunity for a successful recovery of our outlay
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Project Connect:
delivering
for FSCS’s
stakeholders

3. Be ready to respond to defaults in the financial
services industry to protect consumers and
financial stability.
The project will:

• Support the Scheme’s claims processing strategy of outsourcing the
complete end to end process, encompassing all activities from the
receipt of an application to the production of a payment instruction,
in order to achieve cost efficiencies and scalability
• Enable new claims types to be processed without any system
customisation on a stable platform upon which additional functionality
can be added, where justified by volumes/risk
• Establish the capability for suppliers to supply their services wholly
or in part by way of secure remote access to FSCS systems,
whilst retaining the ability for suppliers to use their own systems,
depending on need (actual connectivity to be established with
the outsourcer outside this project as and when required) and
commercial considerations

4. Enhance the capability of the Scheme by enabling
the people who work for us to develop their skills,
knowledge and professionalism.
The single claims platform will enhance the Scheme’s capability by:
• Offering staff the tools to deliver a deliberate and consistent
customer experience
• Facilitating cross training through a standardised claims process
• Providing consistent management information about claims and
operational performance
• Maintaining appropriate controls and reporting
• Offering a service that is balanced around cost efficiency,
customer experience and risk
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Contingency planning

FSCS’ ability to protect consumers
depends on its effective integration
into the wider regulatory structure
and, in particular, into planning
by government and regulators
for the future resolution of failing
businesses. These structures
and arrangements will undergo
substantial change in 2013/14.

The new regulatory
regime

Financial Services Act 2012
Following agreement by both
Houses on the text of the Bill
it received Royal Assent on 19
December. The Bill is now an Act
of Parliament and confirms the
establishment of the Prudential
Regulatory Authority (PRA) and the
Financial Conduct Authority (FCA).
The legal cutover from the FSA to
the PRA and the FCA is 1 April 2013.
Both the PRA and FCA will have
rule making powers relating to the
FSCS and FSCS is already working
towards building close and effective
relationships with the new regulatory
bodies. Draft Memoranda of
Understanding have been published.

Non-legislative UK
developments

Broadening the resolution regime
In August 2012 HM Treasury
published a consultation ‘Financial
sector resolution; broadening the
regime’. The Government consulted
industry on proposals to ensure that
if parts of the financial system other

Ò Contents

than banks run into trouble, they
could fail in a way that does not
threaten financial stability, without
requiring taxpayer support. The
consultation focused on investment
firms and financial holding
companies, ‘central counterparties’
that place themselves in between
two parties to certain financial
transactions, other financial market
infrastructures (such as payments
systems), and insurers. Changes to
the existing resolution regime may
involve the FSCS, and therefore
FSCS has held discussions with HM
Treasury about the proposals.

Depositor preference
The Independent Commission
on Banking recommended the
introduction of depositor preference
and this proposal has been accepted
by the UK Government. This would
apply to the FSCS protected deposits.

Review of the Special
Administration Regime for
investment banks (SAR).
The Banking Act 2009 requires HM
Treasury to review the ‘Investment
Bank Special Administration
Regulations 2011’ by February 2013.
On 13 December 2012, the Treasury
announced the appointment of Peter
Bloxham to lead the review with a
report to the Treasury due at the end
of January 2013. If, as expected, he
recommends further work, a fuller
report will follow by the end of
June 2013. FSCS has experience of
the Special Administration Regime

(eg MF Global UK Limited) and will
contribute to the review.
In the consultation paper on the
Banking Bill HM Treasury proposed a
number of new statutory provisions
for FSCS: a duty to the claimant,
the appointment of the accounting
officer, and a duty to mitigate costs
to the taxpayer. We are reviewing
these issues with HM Treasury, and
draft clauses are awaited.

European proposals
Deposit Guarantee
Schemes Directive

The initial legislative proposals
were published in July 2010
and have been fully debated
by the European Council and
Parliament. The proposal is
currently under negotiation.

Investor Compensation
Scheme Directive
The initial legislative proposals were
published in July 2010 but as yet no
final proposal has been agreed in this
area. FSCS will continue to work with
the UK Authorities on this issue.

White paper on Insurance
Guarantee Schemes
The White Paper was published
in July 2010 and the UK Authorities,
and FSCS, await further work from
the European Commission in
this area.
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£75m

expected recoveries for Keydata
over next two to three years
Recovery and Resolution
Directive
On 6 June 2012 the European
Commission published a proposal
for an EU framework for bank and
systemic investment firms recovery
and resolution. The proposed
framework is intended to set out
the necessary steps and powers to
ensure that bank failures across the
EU are managed in a way which
avoids financial instability and
minimises costs for taxpayers.
FSCS awaits the outcome of
discussions amongst EU member
states in this area.
FSCS will also monitor developments
with regard to the European
Commission’s consultation on
a possible framework for the
recovery and resolution of financial
institutions other than banks
published on 5 October 2012.

Other international
developments

FSCs will continue to work with the
international counterparts in deposit,
investor and insurance guarantee
schemes to exchange ideas and
experience.

Risk management

FSCS adheres to corporate
governance best practice with a
formal approach to the enterprise
wide management of risk. Structured
processes exist for the identification,
assessment and treatment of all risk
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types. Business and process change
initiatives are also subject to this
formal risk governance. Risk and
control reports and processes are
reviewed frequently by the Scheme’s
Executive Committee, with oversight
being exercised by the Board and
the Audit Committee. This will be
further enhanced in 2013 with the
inauguration of a Risk Committee.

Business contingency

FSCS monitors and prepares for
contingency events by analysing
the likely severity, impact and
preparedness of the Scheme
to respond to identified failure
scenarios using structured analysis
and assessment methods. Analysis
of the subsequent reports enables
FSCS to identify areas for further
development within its contingency
plans and to prioritise testing and
exercising. FSCS also works closely
with the Authorities to exercise
our plans to enable effective joint
working in the event of a crisis
or failure and to guarantee FSCS
is a trusted partner in resolving
failed businesses. Contingency
planning is reviewed quarterly
by the Contingencies Planning
Committee enabling scrutiny of
the Scheme’s readiness to respond
to significant events. During 2013
responsibility for oversight of FSCS’s
contingency planning will be for
the Risk Committee.

(v) Our own people
– developing our
professionalism
The success of any organisation
depends on its people. Attracting,
retaining and developing the right
people is critical for FSCS. It is
essential to providing the best
and most cost-effective service
possible to consumers and our
stakeholders. In 2012/13, we built
on our work in this area following
a major change programme, and
this year we will continue to focus
on this development.
We are working steadily towards
that by developing our people. To do
this we have a people strategy that
puts developing a high performance
culture centre stage along with pay,
performance management, training
and engaging our staff.
During 2011, we established a new
organisational structure to meet
the challenges we face. During
2012/13, we consolidated our
structure by developing all our staff
– new and experienced – to drive
improvements and to meet our
service targets. Going forward, a key
part of this will be work to develop
the core competencies of our staff in
important areas like communication,
analytical thinking and managing
relationships. Doing so will help us
to capitalise on our organisational
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structure and benefit consumers
and the industry.
We also plan to continue developing
our resource management capability
by focusing on financial planning,
budget control and supplier
management. This reflects our
commitment to delivering quality
and value-for-money in our services.
Our employees have a strong
commitment to the organisation
and to the people it exists to
serve. To make sure they have the
skills and experience to do this,
we consistently invest in training
and tools that support career
development. This allows our people
to improve their performance
and achieve their full potential.
Embedding sound performance
management has been a priority for
us in recent years, and will continue
to be so.
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We currently aim to achieve the
following targets in relation to
our people:
• Training – we monitor the
percentage of employees who
have had three days’ training in
a rolling 12 month calendar
• Levels of absenteeism – we
monitor the number of days
lost each year to sickness
• Performance – we monitor the
percentage of staff performance
management journals completed
in each six month review period
• Equal opportunities – we
monitor staff’s perception of
FSCS’s commitment to equal
opportunities for all employees
• Losing key people – we monitor
the number of people with above
average appraisal scores that
leave FSCS
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Chapter 3

The numbers: the levy in 2013/14
The proposed indicative 2013/14 annual levy
(excluding interest on the major bank failure loans)
amounts to £311m. Following the current funding
class structure, this is allocated as follows:
Compensation costs

£311m

proposed
indicative levy
for 2013/14

The compensation costs for
2013/14 (for the period 1 July 2013
to 30 June 2014) are expected to
be £266m. This is a reduction of
£57m from the latest forecast for
the current levy year 2012/13. The
main reduction is in the Investment
Intermediation sector of £52m due
to fewer compensation payments
expected relating to MF Global
UK Limited, Worldspreads Ltd and
Pritchard Stockbrokers Limited, as a
result of our work on these defaults
coming to an end.

Management expenses
- new funding rules
comparison

The new funding rules propose
a change in definition of specific
costs. The current definition is that
a specific cost only includes those
costs that are directly related to a
specific firm in default. However the
new rules will broaden the definition
to include all costs that are related
to a class.
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The result of the change in definition
is that the following costs will now
become specific costs allocated to a
class (not base costs):
• Deposits readiness costs
(including SCV verification,
external payment providers,
Thematic review, IT costs for
Siebel 8.1) can now be allocated
to the Deposits class;
• Consumer awareness is now
allocated to the Deposits class
as the awareness campaign will
be aimed at the banks, building
societies and credit unions;
• Legal, professional and other
costs relating to pre-default work
can now be allocated to the class
in which the default is expected
to occur.
The overall effect for levy paying
firms of the change in definition is
that £10m of costs will switch from
base to specific, of which £9m will be
allocated to the deposits class.
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Figure 6. Proposed indicative 2013/14 annual levy
Classes

2012/13 Annual
Levy (£m)

2012/13 Interim
Levy (£m)

2013/14
Indicative Levy
(New basis) (£m)

Deposits (SA01)

16.0

-

11.0

General Insurance Provision (SB01)

60.0

-

122.0

General Insurance Intermediation (SB02)

36.0

20.0

58.0

-

-

-

46.0

-

17.0

-

-

-

78.0

25.0

76.0

-

-

-

4.5

-

-

24.5

-

27.0

265.0

45.0

311.0

Life and Pensions Provision (SC01)
Life and Pensions Intermediation (SC02)
Investment Fund Management (SD01)
Investment Intermediation (SD02)
Home Finance Provision (SE01)
Home Finance Intermediation (SE02)
Base costs
Total

Figure 7. Projected compensation costs to 30 June 2014
Class

Projected net compensation costs to 30 June 2014 (£m)

Deposits (SA01)

7.49

General Insurance Provision (SB01)

118.54

General Insurance Intermediation (SB02)

48.51

Life & Pensions Intermediation (SC02)

29.56

Investment Intermediation (SD02)

61.83

Home Finance Intermediation (SE02)

0.40

Total

266.33

Ò Contents
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| Next

Ò
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Figure 8. HM Treasury Loan Balance
2012/13 Estimate (£m)

2013/14 Indicative Budget (£m)

17,954

17,284

425

380

Less: Repayments funded through
recoveries

(670)

(258)

Payments funded by levy payers

(425)

(698)

0

(363)

(425)

(380)

Estimated closing balance

17,284

16,708

Costs of major bank
failures from 2008/09

£1m of management expenditure
related to legacy banking failures
is included in the management
expenses budget shown on page 21,
in line with expenditure expected to
be incurred in the current year.

investment intermediation and
insurance intermediation sectors
as a result of higher than expected
compensation costs. However,
we no longer expect to raise a
supplementary levy on general
insurers. Firms should note that our
current projection is that we may
face deficits of £20m on general
insurance intermediation and £25m
on investment intermediation. We
expect to confirm the final amounts
before the end of the financial year,
but do not expect this to trigger
a cross subsidy on fund managers
in 2012/13.

Opening balance
Add: Interest costs

- Capital
- Interest

The costs of the major bank failures
of 2008/09 are treated separately
from other claims.
Compensation paid in respect of
these failures was funded by a loan
from the Bank of England in 2008,
which was subsequently refinanced
with HM Treasury. The table above
provides an estimate of expected
movements in the loan balance this
year and next.
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Potential interim levy

In arriving at the indicative levy
amounts we have assumed that
any potential additional funding
required for failures will have been
raised via an interim levy before the
end of March 2013. Unfortunately,
as indicated in the November 2012
issue of Outlook, we still expect
to raise additional levies in the

Ò Previous

| Next

Ò

Ò Contents

Ò Previous

| Next

Ò

-380.00

-720.76

Loan interest

Amount to be funded

Bank failiures interest
levy 2013/14
Forecast surplus/
deficit

Bank failiures interest
levy 2012/13
Annual levy 2013/14

Forecast fund balance at
1 April 13
Levies payable in
2013/14
Recoveries

380.00
0.03

4.64

11.00

425.00

-415.03

-400.94

-380.00

-13.45

380.00

311.00

425.00

3.40

-394.00

-48.22

Specific costs

Funded by:

-26.20

-7.49

-266.34

Base costs

Management expenses
to 31 March 14

Compensation to
30 June 14

SA01

Total

Deposits
(£m)

0.15

122.00

3.40

-1.27

-123.98

-5.44

-118.54

SB01

General
Insurance
Provision
(£m)

Figure 9. 2013/14 forecast class fund accounts
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0.47

58.00

0.49

-58.02

-9.50

-48.52

SB02

General
Insurance
Intermediation
(£m)

0.61

–

0.74

-0.13

-0.13

–

SC01

Life and
pensions
Provision
(£m)

0.64

17.00

17.22

-33.58

-4.02

-29.56

SC02

Life and
pensions
Intermediation
(£m)

1.14

–

1.30

-0.16

-0.16

–

SD01

Investment
Fund
management
(£m)

0.38

76.00

0.36

-75.98

-14.15

-61.83

SD02

Investment
Intermediation
(£m)

–

–

–

–

–

–

SE01

Home Finance
Provision
(£m)

0.31

–

2.08

-1.77

-1.37

-0.40

SE02

Home Finance
Intermediation
(£m)

0.91

27.00

0.11

-26.20

-26.20

Base cost
(£m)

Financial Services Compensation Scheme
10th Floor
Beaufort House,
15 St Botolph Street,
London, EC3A 7QU
0800 678 1100
www.fscs.org.uk
FSCS Linkedin
FSCS on Twitter @FSCSnews
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