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Chief Executive’s

summary
The FSCS annual report and
accounts for 2011/12 is out and
sketches a picture of a challenging
year for the compensation scheme,
and for the industry. It was a year
in which we had to raise an interim
levy to compensate consumers
who lost money as a result of the
failure of investment firms.
So what about this year?
Well, 2012/13 is shaping up to be an
equally demanding year. The uncertainty
and unpredictability of our work
continues to be a feature that has
consequences for FSCS, consumers and
the firms that fund us.

Mark Neale, Chief Executive

The first quarter presented the Scheme
with a number of significant issues which
are likely to affect us throughout the
rest of the year. Nowhere is this more
apparent than in the investment area
where we are dealing with claims relating
to major failures such as MF Global and
WorldSpreads, and failures of various IFAs
who had sold CF Arch Cru products.
As I said in the last edition of Outlook,
the costs of claims relating to these firms
may mean FSCS has to raise additional
levies this year. We know the impact
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this has on firms and do not take our
decisions lightly. That’s why we try to
provide as much certainty as we can in
an uncertain environment by updating
you on developments. To that end, you
will find a table assessing the potential for
additional levies this year on page 6.
This gives a red or green projection by
funding sector.
And our latest assumptions indicate
that payment protection insurance will
continue to run at a high level.
At the same time, the consequences of
the previous levies continue to affect
firms and FSCS. During the last few
weeks, we briefed the trade organisations
on the tariff data appeal process
bearing on the levies we raised from
fund managers and investment
intermediaries in 2010/11 to meet
the cost of the Keydata and other
investment failures. Our work revealed
that there was inconsistency in the way
fund management firms were reporting
income from a collective investment
scheme. We have therefore clarified
the legal position on this – such income
should not be included as eligible income
– and have given fund managers until the
end of August to re-submit their
data where they can show they had
wrongly included such income on the
basis of wrong advice from either FSCS
or the FSA.
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are very conscious that many firms
“westruggle
with the unpredictability
of our after-the-event levies and
question the fairness with which they
are pooled across the industry.

Unfortunately, this means it is unlikely
that we will be able to complete the
truing up of the 2010/11 levy numbers
before the end of the year. I am
conscious that this prolongs the process
for firms in the investment intermediation
and fund management sectors.
However, it is important the final
outcome is fair.

”

The Financial Services Authority has
issued a consultation on our funding
model. FSCS must have the funds to pay
claims as they fall due if it is to maintain
consumer confidence. However, we are
very conscious that many firms struggle
with the unpredictability of our after-theevent levies and question the fairness with
which they are pooled across the industry.
We want, if possible, to find a future basis
for funding FSCS which commands wider
agreement. So it is vital that you respond
to the consultation by setting out your
views and ideas. For our part, FSCS
and the FSA will commit to engaging
constructively with you. Keeping you as
up to date as possible will be a priority
during the rest of the year. We will try
to provide as much certainty as we can
about the potential costs coming
your way.
And finally, from September, I will be
“trialling” a new blog in which I hope to
provide updates to the industry on our
work and other issues. You will be able to
find it in the industry section of our web
site. I hope you find it interesting.
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Claims and
compensation Update

MF Global

In October 2011, MF Global Limited
became the first authorised firm to be
placed into default under the new Special
Administration Regime (SAR), which came
into force in February 2011. These new
regulations were developed following the
failure of Lehman Brothers, to improve the
process for creditors when an investment
firm fails.
From the date of default, FSCS has
been working closely with the Special
Administrators to resolve the complex
issues relating to the wide range of business
that the firm undertook.
Some of the areas that needed to be
addressed included:
•

•

•

Clients - the firm had a large number
and range of clients, from private
individuals, who are protected by
FSCS, to multinational corporations,
which are not.
Data – the Administrators advised
that MF Global had more than 30,000
different products (some of which
were not protected), with records held
on many different systems.
Currency – the Administrators reported
that business was transacted in
approximately 30 different currencies.

More than 6,500 application forms
have been sent to individuals, trusts and
corporate clients and FSCS started to make
payments to eligible claimants at the end
of 2011/12. As at 30 June 2012, FSCS has
completed approximately 980 claims and
paid £9.8m in total against MF Global.
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CF Arch Cru

CF Arch Cru funds are open-ended
investment companies (OEICs) which are
substantially invested in Guernsey-based
cell companies. The cell companies were
suspended from dealing on 13 March 2009
because of liquidity problems.
The authorised corporate director (ACD),
Capita, is overseeing an orderly winding up
of the funds and a number of distributions
have been made to investors. In June 2011,
the FSA announced that it had reached
agreement with Capita and two depositories
of the funds to set up a £54m redress
scheme. Payments under this scheme have
now commenced.
The CF Arch Cru funds were largely sold by
independent financial advisors. As at June
2012, FSCS had received around 820 claims
against 27 different failed IFAs connected
with CF Arch Cru.
Because the funds were suspended, investors
have been unable to realise their funds and
so cannot crystallise their losses. As there
appears to be a value in the funds, albeit
uncertain, it has been difficult to quantify
losses accurately as required under FSCS
rules. In light of the uncertainty, FSCS
sought expert advice on the value of the
CF Arch Cru funds. Based on this advice,
FSCS has finalised an approach whereby it
will pay compensation to eligible claimant
on an ‘interim payment’ basis, based on
the current NAV plus a premium of 12% (to
reduce the risk of overpayment). Once the
wind down process is completed (expected
in 2015), FSCS will calculate what further
compensation is due to the claimant, and
make a top-up payment (if appropriate). FSCS
started processing claims this month (July).
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WorldSpreads

In March 2012, WorldSpreads, a
spreadbetting company, became
subject to the Special Administration
Regime (SAR).
FSCS has been working closely with
the Joint Special Administrators of
WorldSpreads. We have now completed
the work required to begin the claims
process for people with claims against
the firm.
FSCS is aware that WorldSpreads has
approximately 21,000 customers, and
that around 14,500 of these have a
positive account balance below £1.
In early July FSCS started emailing
personalised application forms
to potential claimants along with
information about the claims process,
although, where balances are very small
or where no valid email address is held,
FSCS is asking clients to request an
application form.
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Pritchard Stockbrokers

A third firm placed into Special
Administration was Pritchards,
in March 2012.
The population of its clients to which
application forms for compensation will
be sent is around 11,000. Around 5,000
of these are clients of Merchant Capital,
for whom Pritchards acted as custodian.
Working with the Special Administrators,
Mazars, we are considering our options
with the aim of ensuring Pritchard’s
clients are compensated up to FSCS’s
limit (£50,000), and in some cases retain
their tax benefits on products such as
ISAs and SIPPs.
FSCS is expecting to receive details of
clients and agreed balances from Mazars
shortly. This data will be used as the basis
on which FSCS will accept, quantify and
pay claims.

Welcome

More than two-thirds of all new claims
received in 2011/12 (more than 67,000)
related to one firm, Welcome Financial
Services Limited, which was declared in
default in March 2011 having mis-sold
a large volume of payment protection
insurance (PPI) policies. Up to the
end of June 2012, FSCS has received
approximately 63,800 claims relating to
this firm.
However, an innovative restructuring
arrangement means that the costs of
compensating claimants and processing
claims are met by Welcome at no cost to
the industry. The firm also acts as
claims-handling agent on behalf of FSCS
under our direction and control.

PPI claims

Almost half of the remaining claims
(excluding Welcome) that came into
FSCS in 2011/12 related to PPI and more
than 70 per cent of those were made
through claims management companies
(CMCs). This trend is mirrored in the first
quarter of 2012/13. Typically, and often
for little added value, some CMCs keep a
significant slice of the compensation paid,
although there is almost no difference
in the success rates of claims which are
made direct by consumers compared
with those made by CMCs on their behalf.
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Prospects for additional levies in 2012/13

Sub-class

Likelihood of
interim levy
in 2012/13

Reason for
Variance

Deposits

Reduced forecast credit union compensation payments

General insurance provision

Reduced Chester Street compensation payments

General insurance intermediation

Increased PPI compensation payments

Life & pensions provision
Life & pensions intermediation

Increased other investments compensation payments

Investments
fund management
Investments intermediation

Claims against MF Global, CF Arch Cru and Pritchards.
NB: because of the slow return of MF Global application
forms we have consequently carried across into the
2012/13 levy year roughly £20m of the interim levy raised
in March 2012.

Home finance provision
Home finance intermediation

Increased mortgage advice compensation payments but
value not expected to warrant an interim levy

Totals

= Lower Risk

6

cover

= Higher Risk
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Refinancing of loans from
major bank failures

The amount outstanding on the loans for
the major banking failures of 2008/09 as
at 31st March 2012 is just under £18bn.
Interest payable in 2011/12 amounted
to just over £370m compared with more
than £334m in 2010/11. This increase
was because of higher interest rates
in 2011/12.
A review of the loan terms took place in
2011/12 and resulted in a change in the
rate from 12-month LIBOR plus 30 basis
points (0.3%) to 12-month LIBOR plus
100 basis points (1%), adjusted monthly,
or the relevant gilt rate if higher. This took
effect from 1 April 2012.
The interest on these borrowings is
classed as a ‘specific’ cost within the
FSCS’s management expenses. This
means that the interest payments are
funded through levies on firms in the
Deposit class only.

Dunfermline

Based on the best information available
to the directors, FSCS is making an
additional provision for interest in respect
of the Dunfermline Building Society
resolution of £50m for the year to 31
March 2012, mainly due to an increased
estimate of interest costs. This takes our
provision to £505m.

Update on tariff data for interim
levy - Reconciliation update
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We will determine firms’ revised share of
the interim levy once the final outcome
of the review process is known. This will
take account of the final costs of meeting
compensation claims from Keydata and
recoveries received. At that point, further
invoices or refunds will need to be issued
to firms in the Fund Management and
Investment Intermediation sub-classes.

Reporting of annual eligible
income from collective
investment schemes (CIS)

During the course of this levy review
process it became apparent that
some firms in the Investment Fund
Management sub-class (SD01) were
reporting annual eligible income (AEI)
relating to collective investment schemes
(CIS) on different bases.
As a result of this we have published
a statement to explain how we have
been advised firms should be reporting
income from CIS under the current rules
so that firms know how to report in
future. Our statement also explains the
consequences of this for the 2010/2011
levy review process, the final outcome of
which could now be subject to change
for the following reasons:

•
•

new requests could be made outside
of the 2 year period (although they
would need to meet the criteria set
out in the statement);
requests that have been resolved
could be re-opened.

Compensation claims resulting from the
Keydata failure led to an interim levy of
£326m on investment intermediaries in
January 2011, which in turn triggered
a cross-subsidy on investment fund
management.

We have asked that applications are made
by 31 August 2012. We do not know what
impact this may have or the timescales
for reviewing any new requests, but
we now hope to have completed the
exercise by the end of the year.

FSCS is now close to finalising requests
from over 400 firms seeking to obtain a
reduction or remission of their share of
the interim levy. These requests result
from applications to resubmit tariff data
which was originally submitted to the
FSA before 31 March 2010. We are now
close to determining all these requests,
although some are still under review, as
we have needed to obtain additional
information from many firms. We cannot
be certain precisely when the process will
be completed.

The statement is available on the FSCS
website.
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Recoveries

FSCS actively pursues recoveries to
reduce costs to the industry. In 2011/12,
more than £670m was recovered from
the major banking failures of 2008/09.
During 2011/12, FSCS made recoveries
totalling £673m against its costs in the
form of dividend payments from the
insolvency practitioners in four of the
banking failures, namely:

•
•
•
•

£442m from Icesave;
£148m from Kaupthing Singer and
Friedlander;
£60m from Heritable; and
£23m from London Scottish.

This brings the total recoveries from the
major banking failures to almost £2.5bn
since 2008.

Keydata recoveries

FSCS has so far recovered more than
£30m related to Keydata following the
agreement reached with the Norwich and
Peterborough Building Society in April
2011.
As part of our ongoing recovery
investigations, we believe good claims
exist against a large number of IFAs
for losses that have been suffered by
investors in certain Keydata products.
As a result, during the course of this year,
we have issued claims against these IFAs.
We have committed significant funds to
pursuing these claims in the next financial
year but cannot comment further on
these proceedings at this stage.
We also continue to be involved in the
complex restructuring of Lifemark SA, the
Luxembourg securitisation vehicle, which
issued a large number of the investment
bonds marketed by Keydata. As a result
of paying compensation to Keydata
investors and taking assignments of their
claims, FSCS has become the largest
single creditor of Lifemark. We have been
working with the other interested parties
(including the provisional administrator
in Luxembourg) throughout the year on
a restructuring that would allow Lifemark
to maintain its asset portfolio and to
maximise returns to investors. That
process continues. During the year, FSCS
lent money to the estate to ensure that it
had continued cash liquidity to allow for
better management of the assets. This
loan (plus interest) was repaid in full.
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late

payment of levies

We would like to remind firms that FSCS
levies on firms are payable as a debt.
Where firms do not pay their levy invoice
by the due date (i.e. within 30 days), the
“late payment” provisions contained in
the FEES rules (at FEES 2.2.1R) will be
triggered. This means that, for those
firms, they must pay an additional
amount as follows:
1. an administrative fee of £250; plus
2. interest on the unpaid part of the fee
at the rate of 5% per annum above
the Bank of England’s repo rate from
time to time in force, accruing on a
daily basis from the date on which
the amount concerned became due.
We have become aware that some firms
were unaware of these charges. It is
important for the funding of FSCS by all
firms that invoices are paid promptly (and
unfair for earlier payers to support later
payers). FSCS is currently funded on a
“pay-as-you-go” basis and can therefore
only carry out its statutory functions if
it can raise the funds needed in a timely
and orderly fashion. Late payment of
levies places the effective operation of
the compensation scheme at risk; the late
payment rule in FEES 2.2.1R addresses
this, so firms which do not pay on
time are expected to be charged these
additional amounts.
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update

on reform
The Government’s reforms to the
UK banking sector

In June 2012 the Government published
a White Paper outlining the steps it will
take to implement the recommendations
made by the Independent Commission
on Banking (ICB), published in September
2011. The paper titled ‘Banking reform:
delivering stability and supporting a
sustainable economy’, sets out a number
of proposals to ensure a safe and stable
UK banking sector.
The proposals the Government has put
forward are designed to ensure the UK
remains a successful global financial centre
without relying on taxpayers to cover any
costs from failed financial firms. In order to
achieve this, UK banks will need to be more
resilient to issues in the financial markets
and be easily resolveable if required.
The proposals put forward to achieve these
aims are intended to curb excessive risk
taking in financial markets and remove the
current perceived implicit guarantee that
Governments will bail out bad banks.
The direct impact to FSCS will be from
the proposals for banks to ring-fence retail
deposits and to give insured depositors
preferred treatment in the event of an
insolvency. Depositor preference should
both reassure consumers and increase the
amount FSCS is able to recover from a bank
failure. This would reduce the overall cost to
the industry. Depositor preference already
applies in the USA and some European
countries. Adopting this practice would
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not only reduce the cost of compensation
for FSCS and the industry, but would also
incentivise creditors, who would now be
lower down the creditor list, to exert market
discipline on banks.
The Government’s White Paper shares
many of the recent proposals published by
the European Commission for a Recovery
and Resolution Directive that aim to
enhance the resolution tools available to
authorities in the EU to intervene decisively
both before problems occur and early on in
the process if problems are identified.
Both the White Paper and the European
Directive are still currently proposals, so are
subject to change, but any UK legislation will
need to be in line with European legislation.
The Government’s White Paper includes
49 open questions and is open for
consultation until draft legislation is set out
this autumn. Plans for the final legislation
are expected to be in place by 2015.
Banks will be required to comply with all
of the measures proposed by 2019, as
recommended by the ICB.
FSCS, alongside the UK Authorities, will
continue to monitor any European changes
that will impact on FSCS. For example,
the suggestion of a Pan European Deposit
Guarantee Scheme which would be set up
to deal with failures of large cross-border
banks that impact on more than one
European country. It seems likely a scheme
like this would just be for countries within
the Eurozone.
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The key proposals included in
the Government’s White Paper
on banking reform:
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•

banks will need to create a robust ring fence, separating funds for
investment banking and related activities from the more traditional
personal and business lending. Reducing structural complexity will
make banks easier to resolve in a crisis, where speed of execution is
vital;

•

ring-fenced banks must be genuinely independent from other parts of
the group;

•

the ring-fenced bank should not carry out any activities through nonEEA subsidiaries or branches;

•

ring-fenced banks should be able to offer simple hedging products,
subject to the necessary safeguards;

•

the Government believes that a primary loss-absorbing capacity of 17
per cent of risk-weighted assets is the appropriate level for UK banks;

•

to ensure losses fall on those most able to assess bank risks, the
Government will introduce a credible and effective bail-in tool, already
endorsed by the G20 and the Financial Stability Board, through a
European resolution framework; and

•

insured depositors will be preferred in the event of a bank failure.
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New disclosure
requirements for banks, building
societies and credit unions

Coming to
a high street
near you.
From 31 August, new FSA
disclosure requirements will
give FSCS pride of place in
brances of banks, building
societies and credit unions.
FSCS posters or stickers will be
in front windows of branches.
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Meet FSCS’s new Chairman,

Lawrence
Churchill
Lawrence Churchill CBE, was appointed
Chairman of FSCS on 1 April 2012, and
has already started a programme of
visiting the range of trade associations.
Lawrence is currently the Chairman
of the National Employment Savings
Trust and a Non-Executive Director of
Bupa. He was the first Chairman of the
Pension Protection Fund, the statutory
compensation scheme for defined benefit
pension schemes. In his executive career
he was Chief Executive of three insurance
operations (NatWest Life, Unum, and
Zurich Financial Services – UK, Ireland
and International Life). He has served on
the boards of the Personal Investment
Authority, the Association of British
Insurers, where he chaired the Raising
Standards Initiative, and the Financial
Ombudsman Service. He led NatWest
Life to the finals of the European Quality
Award, a customer-focused award for
excellence.

Office move –
our new contact details
FSCS has moved.
From 16 July, the scheme is
located in new premises across
the road from Aldgate station.
The move will reduce our
overhead costs and put all staff
on a single floor in Beaufort
House.
Our new address is:
Financial Services
Compensation Scheme Ltd,
10th Floor Beaufort House,
15 St Botolph Street,
London, EC3A 7QU
The switchboard number is the
same, 0800 678 1100 or 020
7741 4100. All staff have new
direct dial telephone numbers
and will send updated details to
their contacts.

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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