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You can sign up to the RSS
feed on FSCS’s website to
receive regular news updates.
FSCS will be moving to new
offices in the summer of 2012.
Our telephone numbers
(0800 678 1100 and 020
7741 4100) will not change.
Our new address will be:
10th Floor Beaufort House,
15 St Botolph Street,
London, EC3A 7QU

Chief Executive’s

summary
Welcome to this edition of Outlook
in which FSCS confirms its annual
levy for the coming year and briefs
on prospects. To remind you, our

levy covers not only the compensation
costs which we expect to incur in the
year ahead, but also the management
costs of FSCS itself. In addition, we levy
the deposit-takers annually to meet the
interest costs on the HM Treasury loans
we entered into following the 2008
bank failures.

We have set the levy for 2012/13 at
£265m. This is an increase of £44m
compared to the £221m announced in
the Plan and Budget 2012/13 which was
published in February. The main drivers
for this increase are known claims to date
relating to CF Arch Cru and MF Global.
You can find a full explanation on page
5 of why the numbers have changed
between our provisional view in February
and our final determination now.

Mark Neale, Chief Executive
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I usually warn that our levy is
not necessarily the last word on
compensation costs in the year
ahead. We set the levy to reflect the
compensation costs we know about and
can quantify now. That avoids making
premature demands on the industry for
costs which have not yet crystallised.
However, we may need to raise additional
levies during the year if we face

compensation costs not allowed for in
the annual levy. We have raised additional
levies in each of the previous four years,
for example.
This year I can say that I think it more
likely than not that we shall again have to
raise additional levies. The full extent of
potential compensation costs for CF Arch
Cru and MF Global has yet to emerge.
We are also likely to pay compensation
to investors in Worldspreads Ltd. And a
recent ruling by the Supreme Court on
mesothelioma liabilities may also result in
costs increasing for the general insurance
sector. You will find more information
about these prospective costs on pages
6-7.
We will do all we can to provide more
certainty on the costs of these failures as
soon as we can.
I am also very conscious that firms in
the fund management and investment
intermediary sectors want a clear
explanation of how the levies falling on
them this year and in the two previous
years reflect the compensation FSCS
has actually paid, particularly in respect
of Keydata and other recent investment
failures, the recoveries we have received,
and the rebates due to some firms
because of successful tariff data
re-submissions. We have provided this
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set the levy to reflect the
“We
compensation costs we know
about and can quantify now
”
explanation on pages 7-9, although I
should emphasise that the process of
dealing with tariff data appeals is not yet
fully complete.
Finally, FSCS recently agreed the terms
for refinancing the loans for the major
bank failures of 2008/09. 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. These interest
costs will fall to the deposits sector. We
expect the interest costs for 2012/13 to
be around £510m. Full details are outlined
on page 12.
It gives me great pleasure to welcome
Lawrence Churchill as the new Chairman
of FSCS. He takes on the role at an
important time for FSCS and will bring
a great deal of experience to our work,
while building on the significant
successes of his predecessor, David Hall.
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How we arrive at claims
and levy assumptions
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, expenses and levies required to
pay the claims we expect within target service levels.
As a result, the assumptions should not be viewed as forecasts.
In particular, they do not provide a risk outlook for possible new
claims areas.
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Key components

of 2012/13

annual levy

Overview

Compensation Costs
•	The total proposed levy for 2012/13
has increased by £44m to £265m
after we refined our projections
following publication of our FSCS
Plan and Budget 2012/13.
•	The main drivers of compensation
costs include general insurance and
investment claims
• Life and pensions intermediation and
investments intermediation sectors
have seen increases in their levies
compared to the indicative levy
amounts published in the FSCS Plan
and Budget 2012/13.
•	The figures do not include
the potential costs for some
claims relating to MF Global and
Worldspreads which we cannot yet
predict accurately but that we do
expect during this year. These costs
may lead to an additional levy during
the year for investment firms.
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Management expenses
•	The 2012/13 management expenses
are expected to be £65.2m. This
includes base costs of £24.5m
(down from £29.5m in the FSCS
Plan and Budget 2012/13) but
excludes the interest cost of loans
and other associated management
expenses for the major bank
failures of 2008/09.
Interest on loans from HM Treasury
•	The 2011/12 interest cost for the
major bank failures of 2008/09 is
estimated at £369.1m. The actual
amount will be calculated after the
year end, by the Bank of England
and will be levied in July 2012.
• We estimate that the interest cost
for 2012/13, to be levied in July
2013, will be around £510m.
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Levy
and
compensation costs
Compensation costs

We project total compensation costs
forward 15 months to 30 June 2013 to
reflect the fact that our annual levy only
becomes payable from July. In effect,
therefore, the element of our levy which
covers compensation costs is based on a
1 July - 30 June year, with compensation
costs arising in the first quarter of the
2012/13 financial year covered by
the annual and interim levies raised in
2011/12.
We estimated that at 31 March 2012
we would have funds of £113.5m in
respect of levies raised in 2011/12
(including the 2011/12 interim levy on
firms in the investments intermediation
sector announced in March), to fund
compensation costs for the period to
30 June 2012.
Unforeseen events in financial markets
can impact upon our assumptions
and our funding and subsequent levy
requirements may change substantially
as a result. We do not levy unless there
is a reasonable expectation that we will
have to meet the costs of claims in a
particular area. The rules made by the
FSA state we have reasonably to
anticipate the compensation cost
funding we will need in the 12 months
following the levy.
Our assumptions about compensation
costs are based on “most likely” claims
assumptions for the year ahead. We
then adjust these costs to reflect our
expectations about the recoveries we
shall achieve over the same period.
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The compensation costs for the period
to 30 June 2013 (net of projected
recoveries) are quantified as £308.9m
and are set out by sector in table 1.
Firms will receive their annual levy bills in
July 2012 (payable within 30 days).

The main changes to the
levy explained

General insurance intermediation
The annual levy of £36m represents
a reduction of £21m compared to
the indicative levy amount of £57m
announced earlier this year.
This is mainly because of a decline in the
number of payment protection insurance
(PPI) claims FSCS expects to receive in
the coming months compared to our
expectations earlier this year.
Life and Pensions Intermediation
and Investments Intermediation
The levies for firms in the life and
pensions and investments intermediation
sectors have increased since the
indicative levy proposals made earlier
this year.
Firms in the life and pensions
intermediation sector will face an
increase of £28m in the annual levy to
£46m, compared to the £18m announced
earlier this year.
In addition the levy for firms in the
investment intermediation sector is
up by £45m to £78m compared to the
indicative levy of £33m announced
earlier this year.

Underlying these levies are some
important assumptions. Following a
more up-to-date analysis of claims
paid in 2011/12 that FSCS classifies as
“other investments”, we can now see
that an increased proportion of these
(approximately 59%) arise from life and
pensions intermediation activities, with
41% from investment intermediation
activities. Previously an analysis of
the data suggested the split was 70%
investment intermediation, 30% life
and pensions intermediation. We have
assumed that this 59:41 split between
these sectors will continue in 2012/13
and have allocated the costs accordingly.
In addition to this, FSCS now assumes
that 30% of CF Arch Cru claims will
be attributable to life and pensions
intermediation activities and 70%
to investments intermediation. The
indicative amounts announced in the
FSCS Plan and Budget 2012/13
assumed 100% investments
intermediation activities.
FSCS also continues to assume a slowly
declining flow of mortgage endowment
and pensions claims, consistent with
recent history. These are at much lower
levels than a few years ago.
Other sectors
The levies for all other sectors have either
remained the same, or have not changed
significantly.
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Table 1: Updated compensation cost assumptions for the 15 month period to 30 June 2013

Sector

2012/13
Included in
Final Annual
Levy (15 Months)
£m

2012/13
Included in
Indicative Annual
Levy (15 months)
£m

2012/13
Increase / Decrease
£m

Deposits (excluding interest on
2008/09 major bank defaults)

18.0

15.8

2.2

General insurance – provision

96.7

98.8

(2.1)

General insurance –
intermediation

53.7

70.7

(17.0)

0.0

0.0

0.0

42.0

18.5

23.5

0.0

0.0

0.0

97.9

32.7

65.2

0.6

1.3

(0.7)

308.9

237.8

71.1

Life & pensions – provision
Life & pensions –
intermediation
Investments – fund
management
Investments – intermediation
Home finance – intermediation
Totals

Prospects in 2012/13

We expect that FSCS will face additional
compensations costs in both the
investment and insurance sectors which
are not allowed for in the levies set
out above.

closely with the special administrators of
MF Global, KPMG, to process claims, but
cannot do so until claimants have agreed
their balances with KPMG. As a result a
considerable uncertainty remains around
the value and volume of claims FSCS may
need to compensate.

Claims relating to mesothelioma claims
had been on hold pending the court
case. Following the Supreme Court ruling,
FSCS expects to accept and pay such
claims, where protected, as submitted to
it by the insolvency practitioners of the
relevant estates.

The possible drivers for further costs
in the investment sector are potential
claims against Worldspreads and any
further costs for CF Arch Cru and MF
Global. It is still too early for FSCS to
calculate the costs. FSCS is working

The recent “EL Trigger”* ruling by the
Supreme Court on the policy cover for
mesothelioma claims may result in costs
increasing for the insurance sector so as
to require an additional levy.

Against that background, the table below
sets out our current view of the likelihood
of additional levies in 2012/13.

* TRIGGER - BAI (Run Off) Limited (In Scheme of Arrangement) (Appellant) v Durham (Respondent) [2012] UKSC 14, the test-cases known as
the Employers’ Liability (“EL”) Trigger Litigation
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Table 2: Prospects for additional levies in 2012/13

Sector

2012/13
Final
Annual Levy
£m

2012/13
Indicative
Annual Levy
£m

Deposits (excluding
interest on 2008/09
major bank defaults)

16.0

15.0

1.0

General insurance –
provision

60.0

63.5

(3.5)

General insurance –
intermediation

36.0

57.0

(21.0)

Life & pensions –
provision

0.0

0.0

0.0

Life & pensions –
intermediation

46.0

18.0

28.0

0.0

0.0

0.0

Investments –
intermediation

78.0

33.0

45.0

Home finance –
intermediation

4.5

5.0

(0.5)

24.5

29.5

(5.0)

265.0

221.0

44.0

Investments – fund
management

Base costs
Totals

2012/13 Future prospects
Increase/
Likelihood of
Decrease
further interim
£m levy in 2012/13

= Lower Risk
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= Higher Risk
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Levies falling on fund managers
and investment intermediaries

A number of fund management and
investment intermediary businesses have
asked how the levies they face in 2012/13
and in the two preceding years reflect the
compensation actually paid by FSCS and

the recoveries received following
the failure of Keydata and a number
of other investment firms. Therefore
we have taken this opportunity to
provide an explanation.

The compensation projections
underpinning the 2010/11 interim
levy for the investment intermediation
sector assumed that compensation
paid to 30 June 2011, net of expected
recoveries, would amount to £344.03m.
This exceeded the £100m compensation
cost levy limit for the investment

intermediation sector and triggered the
cross subsidy from the investment fund
management sector.

we achieved, mainly from the Norwich
& Peterborough Building Society, were
£30.24m higher.

In the event, compensation paid out for
firms in the investment intermediation
sector to 30 June 2011 was £7.01m
lower than assumed, while recoveries

This gave rise to an overall fund surplus
of £37.25m at the end of 30 June 2011,
as illustrated in table 3.

Table 3: 2010/11 investment intermediation compensation and recoveries out-turn

Compensation paid to 30.06.2011
Recoveries

N&P

Actual
out-turn
£000

344,845

337,835

7,010

0

29,506

29,506

Out-turn
variance
£000

other

-818

-1,551

733

Subtotal

-818

-31,057

30,239

344,027

306,778

37,249

Net compensation

The fund surplus of £37.25m was split
£35.33m investment fund management
and £1.91m investment intermediation,
as illustrated in table 4. The basis for this
is as follows:

•

Levy
assumption
£000

•

All the £7.01m surplus arising
from the lower than expected
compensation paid in 2010/11
accrues to the fund managers, under

•

the rules governing cross subsidy.
However, the allocation of the
£30.24m recoveries received is
driven by when the individual
claim, relating to an individual
recovery, was paid.
Recoveries relating to claims
funded and paid in 2009/10
(before the cross subsidy from
the fund managers) accrue to the

•

•

investment intermediaries.
Recoveries relating to claims paid
in 2010/11 (when the cross subsidy
was required), however, will accrue
to the fund managers, up to the
level of the compensation cost
cross subsidy (plus interest).
Any recoveries which exceed this
will then fall to the investment
intermediaries.

Table 4: 2010/11 out-turn variance attributable to sector

Investment Fund
Management
£000

Investment
Intermediation
£000

£000

7,010

0

7,010

28,349

1,157

29,506

-25

758

733

Subtotal

28,324

1,915

30,239

Total

35,334

1,915

37,249

Compensation paid to 30.06.2011
Recoveries

N&P
other

Net compensation
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Total

The £1.91m fund surplus for the
Investment Intermediation sub-class has
been applied against the 2011/12 Interim

Other things being equal, £35.33m is
therefore now due back to firms in the
Investment Fund Management sector,
as illustrated in table 5.

Levy recently announced, thus
reducing the costs for firms this year.

Table 5: 2010/11 Interim levy repayments due by sector

Investment
Fund Management
£000
Fund surplus from 2010/12 Interim Levy

Investment
Intermediation
£000

£000

35,334

1,915

37,249

0

-1,915

-1,915

35,334

0

35,334

Funds used against 2011/12 Interim Levy requirement
Funds to be repaid to sub-class

However, more than 400 fund
management and investment
intermediary firms have sought to
correct their levy tariff data for 2010/11.
The claims from firms that applied for a
reduction of the amount levied now
total £86m.

FSCS is now close to finalising its review
of these requests although some requests
are still under review, as FSCS has needed
to obtain additional information from
many firms.
The current status of decisions under the
review is as follows:

•
•
•

Total

Accepted: £56m (not all these
acceptances have yet been issued
as credit notes by FSA however)
Rejected: c£21m
No decision: c£9m

The amounts remain to be confirmed
and we will update levy payers when
the exercise is complete.

Table 6: Tariff data resubmissions - credit notes issued and estimated

Investment
Fund Management
£000

Investment
Intermediation
£000

£000

Credit notes issued by FSA

-37,784

-2,393

-40,177

Estimated further credit notes payable

-14,878

-945

-15,823

Estimated total credit notes payable

-52,662

-3,338

-56,000

If credit notes totalling £56m were
ultimately to be issued to firms, then
this would leave an illustrative shortfall
of funds of around £20.67m in the

Scheme. FSCS will therefore need to
levy fund management and investment
intermediary firms to make good any
such shortfall: the illustration in table 7

Total

indicates that sums of £17.33m for the
investment fund managers, and £3.34m
for the investment intermediaries could
be required, as illustrated in table 7.

Table 7: Illustrative fund deficit for 2010/11 - to be levied

Investment
Fund Management
£000

Investment
Intermediation
£000

£000

35,334

0

35,334

Estimated total credit notes payable (see 4)

-52,662

-3,338

-56,000

Projected fund deficit for 2010/11 - to be levied

-17,328

-3,338

-20,666

Funds to be repaid to sub-class (see 3)

The levy necessary to make good the
shortfall in funds for 2010/11 will be in
addition to final levies for 2012/13, as
mentioned elsewhere in Outlook.
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The analysis in table 7 illustrates the
possible further levy impacts across
the two sectors as a whole. Clearly, the
net amounts that individual firms could

Total

need to pay in any further such levying
exercise would vary depending on their
individual situation and the positions of
specific firms could differ widely.
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FSCS
Management Expenses
FSCS’ management expenses in 2012/13 will total £65.2 million. This is an increase of £6.2m compared to the £59m levied in
2011/12. The major components of the budget are set out in table 8 below.

Table 8: Management expenses

2012/13 Budget
£m*

*Rounding errors occur
Continuous operations expense - excludes outsourcing cost

24.5

Outsourcing costs

13.6

Total continuing operations costs

38.2

Change investments

14.6

Total operations and investment expense

52.7

New activities

8.6

Major recoveries initiative

3.9

Total expense excluding major bank failures

65.2
1,000.0

Management expenses levy limit

From this it will be seen that the costs of
running FSCS would be falling were it not
for the costs of a number of new activities
and for the costs of pursuing recoveries.
The costs of recoveries will ultimately be
offset against the recoveries achieved.
The new activities provided for in the
2012/13 budget include:

•

10

A £1 billion borrowing facility to
enable FSCS to meet cash flow
demands, including to achieve fast
pay-out to depositors in a failed bank
or building society before the levy
becomes available; and

cover

•

An electronic pay-out capability which
will enable depositors in a failed bank
or building society to arrange for
compensation due to be paid into an
alternative deposit account.

For the purposes of the levy FSCS’s
management expenses are divided into
base costs and costs which are directly
attributable to the claims we receive.
Base costs are defined in the rules as
management expenses that are not
dependent on the level of claims. These
are charged to firms by reference to their
FSA periodic fees. The base cost
calculation assumes a core staffing
requirement of the Chief Executive and

senior management team and a proportion
of other non-claims staff, with related
accommodation, depreciation, IT and other
overheads also treated as base. Base costs
also include all of the strategic change
investment costs.
The total base costs levy for 2012/13 will
be £24.5m as outlined in table 5. This is
lower than the £29.5m included in the
Indicative levy, owing to a surplus in respect
of 2011/12, relating primarily to lower than
anticipated change investment costs.
The base costs levy is allocated to FSA fee
blocks as set out in table 9 across (with the
indicative base costs and 2011/12 base
costs also shown for comparison):
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Table 9: Final base costs levy for 2012/13 compared with indicative base costs levy in the
Plan and Budget 2012/13

2012/13
Final Levy
£m

2012/13
Indicative Levy
£m

2011/12
Levy
£m

A000

Minimum fee

0.7

0.9

1.4

A001

Deposit takers

8.5

10

10.3

A002

Home finance providers

0.4

0.5

0.8

A003

General insurance

1.6

2

2.6

A004

Life insurance

3.2

3.7

3.9

A006

Society of Lloyd’s

0

0

0.1

A007

Fund managers

1.8

2.1

2.4

A009

Operators/trustees CIS

0.4

0.5

0.5

A010

Firms dealing as principals

2.6

3

2.5

2.1

2.4

2.3

1

1.5

3.1

A012

Advising /arranging (holding client money)

A013

Advising /arranging (not hldng client money)

A014

Corporate finance

0.6

0.7

0.7

A018

Home finance mediation

0.4

0.6

1.1

A019

General insurance mediation

1.2

1.6

2.3

24.5

29.5

34.0

Total
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2008/09 major bank

failure interest costs

update
The 2011/12 interest cost for the 2008/09
major bank failures is now estimated at
£369.1m compared to £360.7m announced
in the Plan and Budget 2012/13. The actual
amount will be calculated after the year
end, by the Bank of England.
The estimate of the 2011/12 major bank
failure interest cost was based on actual
costs to date and an a projected interest
rate of 1.99% for the remaining months of
2011/12. The actual outturn of these costs
could therefore be materially different from
the estimate. It is noted that a 0.5% change
affects the annual interest cost by some
£100m, and underlying assumptions about
the amount of principal can also change (if,
for example, further recoveries were to be
received before the year-end).

Refinancing of loans for 2008/09
major bank failures
FSCS and HM Treasury have agreed
terms for refinancing the loans to the
FSCS for the major bank failures of
2008/09. FSCS borrowed £20.4bn from
HM Treasury in 2008 to fund the costs
of compensating consumers whose
savings were put at risk by the failures.

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 will be subject to a floor equal
to the Treasury’s own cost of borrowing
as represented by gilt rate for borrowing
of an equivalent duration. As mentioned
above, based on these new terms, we
now estimate that the interest costs for
2012/13, (to be levied in July 2013) will
be £510.5m.
FSCS and HM Treasury have agreed
the period of the loans will reflect the
expected timetable for FSCS to realise
assets from the estates of Bradford and
Bingley and the other failed banks. FSCS
expects to receive full re-payment of the
debt of £15.6bn owed to it by Bradford
and Bingley as the residual assets of the
bank are wound up. The winding up of
the estates of the other failed banks are
expected to realise around 80%-90% of
the outstanding debt over the next three
years. The exception to this is London
Scottish Bank for which the estimated
recovery is 30%. FSCS expects to levy the
deposit taking sector for the balance of
the principal on the non-B&B loans.

There will be 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 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.
FSCS and HM Treasury have 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.
Following the increase in the interest
cost from 1 April 2012, to 12 month
LIBOR plus 100 basis points, we expect
the interest costs for 2012/13 to be
£510.5m (to be levied in July 2013).

Contact us:
Phone: 0800 678 1100 Email: Publications@fscs.org.uk
Please include your name and address with any messages sent
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