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Chief
Executive’s

Statement
FSCS is a force for financial
stability. The FSCS Annual Report
and Accounts for 2012/13
published in July demonstrates
how FSCS fulfilled that role in
another challenging year.
It was a year in which FSCS received
62,030 new claims and dealt with 359,617
enquiries. We paid out a total of £326m in
compensation and recovered £777m from
the estates of failed firms.
During the year we continued to deal with
a number of significant failures including
CF Arch Cru Funds, WorldSpreads Limited,
Pritchard Stockbrokers Limited and MF
Global UK Limited in the investments
sector; and Municipal Mutual Insurance
Limited and Lemma Europe Insurance
Company Limited in the insurance sector.

Mark Neale, Chief Executive

In addition, we launched phase 2 of
our consumer awareness programme
(in January 2013), with the aim of raising
awareness of FSCS protection particularly
among people who save with UK banks,
building societies and credit unions.
This supports our mission to provide a
responsive, well-understood and efficient
compensation service which underpins
public confidence in the financial
services sector.
Our duty to protect consumers means
that we have to be ready to manage a
sudden failure or future crisis. So it’s vitally
important that we prepare and monitor
our contingency plans, and analyse the
severity and likely impact of an event

2

cover

alongside our preparedness to respond
to it. So, during the year we rigorously
tested our contingency plans for future
failures, with the FSCS Board participating
in a two-day simulation of the failure of
a fictitious life insurance company.
This proved to be an extremely useful
and productive exercise.
So what about 2013/14?
We are continuing to deal with a number
of high profile failures (and claims), and
have provided updates on some of these
in this edition of Outlook.
We are aware of the impact our costs
have on firms and do not take our levy
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 we’ve provided
an early indication on page 6 of prospects
for additional levies in 2013/14. The table
gives a red, amber or green projection
by class, and we hope firms will find this
helpful. At the moment an interim levy
is not imminent but, as always, I should
remind you that these are indications,
and the picture could change as we move
through the year.
The recoveries work we are doing in
relation to the major bank defaults
is continuing as are FSCS’s court
proceedings against a number of IFA firms
in connection with the sale of Keydata
Investment Services products. We’ve also
provided an update on our involvement
in the issues arising from the failure of
Lifemark S.A., which is drawing to
a conclusion.
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We are aware of the impact our costs
have on firms and do not take our levy
decisions lightly. That’s why we try to
provide as much certainty as we can in
an uncertain environment by updating
you on developments.

You can read our update on the recoveries
work we’re doing on page 7. These
recoveries offset the levies we have had
to impose on firms in the past in order to
meet the costs of compensation.

”

From 1 April 2014, FSCS will have the
power to levy firms on an alternative basis.
FSCS will be able to levy the greater of
one-third of the next 36 months’ expected
compensation costs or costs expected
(or incurred) over the next twelve months
from the date of the levy. This will be
subject to the annual class thresholds.
You can find out the details of our
funding policy and proposed approach to
calculating the 36 month compensation
costs on page 9. These proposals were also
published on our website in July, and we
are now considering the responses and will
aim to publish the final policies towards
the end of summer.
Finally, we’ve provided an update on our
progress with phase 2 of our consumer
awareness programme on page 11.
I’m pleased to report that our early research
shows improvements in awareness of FSCS
and associated consumer reassurance, as
well as indicating that increasing awareness
of the Scheme is helping to build consumer
confidence in financial services more
generally. We are cautiously optimistic about
the results so far, whilst we turn our focus
towards optimising the different elements of
the programme. Watch this space for future
updates on how we’re doing.
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claims and

compensation

update

CF Arch Cru Funds

From 1 April 2013 we started calculating
compensation due to investors with eligible
claims in accordance with the consumer
redress scheme announced in December
2012 by the (then) FSA. The rules under
which we operate require us to quantify
compensation in accordance with the
redress scheme. Under the consumer
redress scheme FSCS follows the approach
set by the FCA to compare the value of
an eligible claimant’s CF Arch Cru Funds
investment with the value of a suitable
alternative investment.
FSCS has ceased paying claims under the
“interim payment” approach announced
in April 2012. We have already paid
compensation to over 1,000 CF Arch Cru
Funds investors on that basis, and those
customers will be unaffected by the
changed payment approach. Their claims
will still be reassessed once the CF Arch
Cru Funds losses are known (expected in
2015) to determine if they are entitled
to any further compensation. As these
compensation claims were settled under
the pre-existing COMP rules, we will not
revisit these claims under the new consumer
redress scheme.
FSCS continues to receive claims in respect
of CF Arch Cru Funds arising from new
defaults which fall to us for consideration.
Further information about the Financial
Conduct Authority’s consumer redress
scheme can be found on the FCA’s website.
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Fyshe Horton Finney Limited

FSCS has been working closely with the
joint special administrators of Fyshe Horton
Finney Limited since the firm was placed
into special administration, and we have
now completed the work required to begin
returning funds to clients of the firm.
We will be making direct payments to those
clients holding one account with an agreed
total balance below £50,000 who have
signed and returned their claim agreement
form to the special administrators without
the need for them to provide FSCS with an
Application Form.
In addition, we have sent Application Forms
to the other identified clients. These clients
will need to return a completed Application
Form to FSCS and have agreed their
balances with the special administrators
before payment can be made to those who
are eligible for compensation.

MF Global Limited

This was the first firm to be placed into
default under the Special Administration
Regime (SAR). We now appear to be coming
to the end of this default with few new
claims being received. We currently have
fewer than 50 claims remaining where an
application for compensation has been
received and a decision is to be issued.
We have continued to work closely with the
special administrator and have resolved a
number of issues during the year. A number
of claimants may be due a top-up payment
but this cannot be confirmed or the impact
assessed until the High Court clarifies the
date to be used to determine the value of a
client’s claim.

Of the approximately 6,500 application
forms issued, FSCS has received around
2,850 claims. Over the past year decisions
have been issued on 2,661 claims.
The uphold rate is 80% and compensation
paid is £31.75m. The uphold rate has
decreased following an exercise to close
claims where clients had not responded
to the Insolvency Practitioner’s request
to agree outstanding balances. These
cases may be re-opened if a balance is
subsequently agreed.

WorldSpreads Limited

WorldSpreads Limited specialised in
Contracts for Difference (CFD) and spread
betting in mainly financial products and
had a number of overseas branches.
FSCS issued about 4,000 application forms
by email using the firm’s database for
contact details. So far we have received
3,850 claims and issued 3,847 decisions.
The uphold rate is 80% and we have paid
compensation amounting to £16.39m.
The uphold rate has decreased following
an exercise to close claims where clients
had not responded to the IPs request
to agree outstanding balances, although
these cases may be re-opened if a balance
is subsequently agreed. We currently have
fewer than 10 claims remaining where an
application for compensation has been
received and a decision is to be issued.

Pritchard Stockbrokers Limited

Pritchard Stockbrokers Limited was a
stockbroker on an advisory, execution only
and discretionary basis. This was the third
investment firm that entered into the SAR.
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“ofWethearejudgement
considering the implications
for our handling
of similar claims.
”
The majority of claims relate to a ‘return
of funds’. These were pooled client funds
held on behalf of clients by the firm. FSCS
issued around 5,500 application forms and
so far we have received 2,690 claims and
issued decisions on 2,462. The uphold rate
is 90.2% and compensation paid amounts
to £7.53m. We currently have fewer than
75 claims remaining where an application
for compensation has been received and a
decision is to be issued.

Lemma Europe Insurance
Company Limited (Lemma)

the property investment. We believed
that we acted properly and according to
the rules set for us by the then FSA, and
that we were unable to compensate for
the full loss because we do not protect
investments in property.

As MMI ceased underwriting in 1992, it is
not expected that any private individuals
will need to make claims. However, there
will be claims by policyholders under historic
employers’ liability policies for injuries to
their employees.

The case raised complex issues which it
was appropriate for FSCS to ask the Court
of Appeal to consider. As you know, FSCS
decides each claim depending on its facts
on a case-by-case basis and according to
the rules set for it by UK regulators. We have
a duty to consider all claims objectively
according to our rules. We considered that
we should not compensate Ms Emptage in
connection with the losses arising from the
unregulated investment product. However,
the Court has found in the claimant’s favour
and FSCS accepts the decision. We will not
seek to appeal the judgement of the Court
of Appeal.

Lemma is registered in Gibraltar but
provided domestic and commercial
property and liability insurance in the UK.
The firm had traded in the UK since January
2008 but the regulator in Gibraltar removed
its permissions in August 2012. Partners
in Grant Thornton were appointed as the
provisional liquidators by the Supreme
Court in Gibraltar in September.

MMI provided employers’ liability insurance
predominantly to local authorities and other
public bodies, so most of these policies
will not be protected because the policies
were not a compulsory insurance for these
bodies. However, there will be a limited
number of claims from policyholders
who were not local authorities or other
public bodies.

FSCS declared Lemma in default in October
2012 and we have been working with the
liquidators and their agents to manage
the run-off of insurance claims against the
firm. So far we have paid compensation
totalling £1.6m.There are believed to be
around 760 outstanding protected claims
valued at approximately £19m, although we
expect that a proportion of those will not
be pursued.

We are still in discussions with the firm on
when they will submit claims for payment.
This is now likely to occur in the third
quarter of 2013/14.

Municipal Mutual Insurance
Limited (MMI)

As reported in the Annual Report and
Accounts 2012/13, FSCS is bound by the
actions of the Policyholders Protection
Board, as predecessor, and we are now
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engaged to protect MMI policyholders
under a Scheme of Arrangement.
We expect that the firm will continue to
handle and pay protected claims and that
FSCS will reimburse the firm for those
claims, but with MMI sharing the costs.
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Court of Appeal case between
Charmaine Emptage and FSCS

We are considering the implications of
the judgement for our handling of similar
claims. Therefore, the decision may affect
how FSCS considers this specific category
of claims in the future. The costs of
this case will be borne by home finance
intermediation firms.

Following the recent Court of Appeal
judgment in this case, FSCS will review
Ms Emptage’s claim for compensation.
The claim by Ms Emptage related to
her investment of the proceeds of a
re-mortgage in foreign property. FSCS
made an offer of compensation but did
not include losses from the failure of
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Prospects for

additional

levies in 2013/14
= Lower Risk
= Medium Risk
= Higher Risk

Class

Future prospects Budgeted Fund
- Likelihood of
Balance at 30
further interim
June 2014 (£m)
levy in 2013/14

Latest Forecast
Fund Balance at
30 June 2014
(£m)

Deposits

General Insurance
Provision
General Insurance
Intermediation

Life & Pensions
Provision
Life & Pensions
Intermediation

5.4

0.6

18.6

Paid less in
compensation in
2012/13 than expected

0.0

(4.1)

Increased
number of PPI
compensation
payments

0.6

0.6

(11.1)

0.8

16.4

0.0

(1.2)

Home Finance
Provision

0

0

Home Finance
Intermediation

0.1

0.6

Totals

2.7

25.2

Investment
Intermediation

6

0.6

Reduced our
forecast for credit
union compensation
payments

0.0

Investment
Provision

cover

Reason
for variance

An increase in
pensions review
compensation
payments
Increased recoveries
Increased CF Arch
Cru and Fyshe
Horton payments
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recoveries
and funding
Major bank defaults

On recoveries, the position for Bradford
& Bingley remains that the company
expects to repay the FSCS claim in full,
albeit not for some years. We have
received good levels of interim recoveries
in the administrations of Kaupthing Singer
& Friedlander Limited and Heritable Bank
PLC (recoveries to date now total 79%
and 77.23% of the original compensation
amount respectively). We have also
received dividends totalling 35.1% from
London Scottish Bank PLC, and have
received a first dividend of 45% on
Southsea Mortgage and Investment
Company Limited. We have now
recovered about 50% of the claim in the
winding up of Icesave.

You will find a detailed explanation of
how we calculate and estimate the
potential future charges for interest in
respect of the outstanding loans on
FSCS’s website.

Dunfermline Building Society

(i.e. 2008/09 major bank defaults)
levy information

Interest costs for the year ended 31
March 2014 (to be levied in the summer
of 2014) are forecast to be £429.9m.
This represents an increase of £50.3m
from the original budget as a result of
the general increase in yields for UK

On 31 July 2012, the Independent Valuer
appointed by HM Treasury submitted
his report and determination. Within
the permitted three month deadline,
FSCS requested a reconsideration by the
Independent Valuer.

For further information, the FCA fees web
page has been updated with links to:

• Invoice information sheet and FSCS
covering letter

• Specified Deposit Defaults
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FSCS still expects to levy £363m for the
capital repayments in the summer of
2014, but will keep this under review
in the light of developments on the
insolvent estates.

Dunfermline Building Society was the
first institution to be resolved under the
Banking Act 2009. In March 2009, the
deposits were transferred to Nationwide
Building Society, a bridge bank was
established, and Building Society
Administrators appointed. Under the
regulations, FSCS may contribute to the
Authorities’ costs of resolution, to the
amount that FSCS would have incurred
had the firm gone into an insolvency and
depositor payout. This cap to the FSCS’s
contribution is calculated by FSCS, who
determine the amount of the payout,
and from the report of an Independent
Valuer, who calculates the recoveries
that FSCS would have received from the
insolvency of the firm.

An amount of £791m, representing the
interest on the loans for the year ended
31 March 2013, and capital repayments,
will be payable to HM Treasury on 1
October 2013. The invoices have now
been issued to deposit taking firms,
and are due for payment by
1 September 2013.
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government bonds. The interest rate is
the higher of 12 month LIBOR+100 or, as
applies now, the relevent Government gilt
rate for borrowing of equivalent duration.
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These recoveries will fall some way
of the original investment value,
but will be substantially higher than
would otherwise have been the case
without FSCS’s intervention.
The Reconsideration and Report is dated
30 April 2013, and copies of both reports
are on FSCS’s website. After review of
the Reconsideration and Report, FSCS
decided not to refer the matter to the
Upper Tribunal. HM Treasury has not
done so either. As such the Independent
Valuation process is complete. The next
stage is the calculation of the FSCS cap
on its contribution to the costs of the
resolution. FSCS’ contribution will be
funded by the Deposits class. FSCS will
keep levypayers updated on the timing
of any levy.

Keydata Investment Services

FSCS’s court proceedings against a large
number of IFA firms in connection with
the sale of Keydata Investment Services
products are continuing. The proceedings
were initially stayed for a period of 12
months to allow the parties to complete
various preliminary administrative tasks
and, where appropriate, engage in
settlement discussions. To date FSCS
has settled claims with a number of
defendants for a variety of reasons, the
terms of which are confidential.
The remaining parties are still subject
to the legal proceedings and, as FSCS
remains confident of its position, we will
continue to pursue the claims through
the court process.
On 25 and 26 March 2013 respectively,
Case Management Conferences in the
Lifemark and SLS proceedings took place.
The court gave directions for the next
stage of the proceedings we expect that
the proceedings will move forward with six
Lead Case Defendants (“LCDs”) advancing
defences in relation to a number of lead
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cases, which will give a representative
set of investor claims to be heard by
the court. In that respect, the LCDs’
Defences are expected in the coming
months. Proceedings are stayed against all
defendants not selected to be a LCD and
a further Case Management Conference is
scheduled for February 2014.
Lifemark
Our involvement in the issues arising
from the failure of Lifemark S.A. is
drawing to a conclusion following the
enforcement of the security held over
Lifemark S.A’s assets by the Trustee on
behalf of its creditors. The Trustee has
recently publicly confirmed that total
bondholder returns, before the costs of
distribution through Keydata, will range
from 12% to 15% of the capital invested.
The Trustee has recently made a payment
(before Keydata costs) on account to
bondholders, including FSCS, of 7.5% of
the capital invested.
FSCS issued a Public Statement on
“how it will allocate any recoveries
received from the Lifemark vehicle”
on 21 May 2013:
http://www.fscs.org.uk/industry/news/2013/
may/lifemark-update/index.html
These recoveries will fall some way short
of the original investment value, but
will be substantially higher than would
otherwise have been the case without
FSCS’s intervention. We will provide the
industry with a further update ahead of
the repayment of any recoveries.
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FSCS’s proposed approach
to calculating expected
36 month compensation costs

On 1 April 2013 FSCS’s new funding
system came into force, and from
1 April 2014, FSCS will have the power
to levy firms on an alternative basis.
FSCS will be able to levy the greater of
one-third of the next 36 months’
expected compensation costs or costs
expected (or incurred) over the next
twelve months from the date of the levy,
subject to the annual class thresholds.
It is hoped that taking a 36 month view
of expected costs may allow FSCS to
reduce the volatility of annual levies,
reduce the likelihood of interim levies,
and give the industry greater certainty.
FSCS’ proposed approach to the
36 month calculation is based largely
on past claims experience, which will be
adjusted to take current claims trends and
market intelligence into consideration
when the levy is set. FSCS will review
the claims and costs of the previous
years and compare those against the
information that may be available to
assist the assessment of costs expected
over the next 36 months. FSCS recently
published, and asked for industry views
on, the approach that it is minded to
take to calculate expected 36 month
compensation costs when determining
its annual levy.
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The proposed approach to calculating the
36 month levy included five steps:

• calculate the average figure for
•
•
•
•

compensation and management
expenses paid by the class over
the last three years;
identify, and adjust for, any inflating
or exceptional factors in the last three
years (where the level of costs is not
expected to be repeated);
add costs of known or expected
defaults for which claims have not yet
been paid, but have been identified as
payable over the next 36 months;
factor in any new or current upwards
claims trends expected over the next
36 months; and
account for the opening balances for
each class.

Where the amount reached exceeds
a class threshold, the annual limit cap
will be applied. Funding from other
classes via the FCA retail pool will not
be triggered by the three year
forecasting approach.

The three year cycle is reset each year
and recalculated to allow FSCS to adjust
levies in the event of any additional
information.
In the event that a surplus remains at
the year end, FSCS will use it to reduce
the revised total 36 month amount,
before that amount is divided into
thirds for the levy. FSCS considers that
paying ‘refunds’on an annual basis would
undermine the smoothing effect; and
could lead to interim levies. However, any
deficits will need to be levied for in the
first 12 months and will not be spread
across all 36 months.
The full paper is available on FSCS’
website along with a statement outlining
the approach FSCS will take to raise levies,
borrow and funding more generally,
following the responses to the recent
FSCS funding review. This policy explains
to the levypayers FSCS’ current and
expected future application of the rules
around levying and recoveries.

FSCS believes historic compensation
costs of individual sectors currently
offer the best indicator of future costs
as, although claims values vary from
year-to-year, there have been consistent
demands on funding classes, from firms
that fail resulting in claims to FSCS.
This approach allows for any fall in claims
trends, as it is adjusted each year.
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Investing

in our business
During 2012/13 we invested in a range
of projects to enhance our capabilities,
thereby helping us improve our services
to the consumer and the industry.
FSCS takes its commitment to providing
a high-quality and cost-effective service
very seriously.
So far in 2013/14 we have continued to
make progress with these projects.

• The Connect Programme aims to

•

10

cover

deliver a more efficient, effective and
consumer-focused claims handling
process that will benefit both the
industry and consumers. For consumers,
this will include a new facility to
complete claims online. This, in turn,
will underpin a more consistent and
streamlined process to make it easier
for FSCS and our outsource partners to
handle failures of all kinds. During the
first part of 2013/14, we have moved
into our procurement phase, with
Invitation to Tenders issued and bids
received from potential partners for
delivery of the project.
During 2012/13 we carried out an
exercise to make sure that Northern
Ireland credit unions were fully aware
of all our data requirements. This was
part of our wider efforts to engage
with Northern Ireland credit unions
about the protection FSCS provides
for their members. In the first part of

•

•

this year we completed this project,
and are now reviewing what lessons
we have learnt from the process.
We launched a programme to improve
significantly how we hold and retrieve
data so that we can be confident that
data is held efficiently to enable us to
respond more effectively. We have
now moved into the delivery phase of
this programme.
We also launched some new projects
this year:
o the procurement of suppliers to
cover our cheque provision capacity;
o the procurement of a service to
deal with certain insurance claims.
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Building

confidence through

awareness
FSCS launched Phase 2 of its consumer
awareness programme in January 2013,
which runs until the end of March
2015. The programme emphasises
the protection that FSCS provides
to consumers, specifically focusing
on providing reassurance on savings
protection. It runs across radio, press and
digital advertising channels and has a £3m
budget for the 15-month programme.
Our core strategy is to reach those
‘in need of help’ (i.e. do not know they
are protected, yet own an average of
eight financial products). We are seeing
positive results in building awareness of
FSCS and its work by targeting consumers
when they are most receptive and
interested in saving for milestone events
such as retirement, education, planning a
wedding, and home improvements.
Our early research shows improvements
to awareness of FSCS and associated
consumer reassurance, as well as indicating
that increasing awareness of the Scheme
is helping to build consumer confidence in
financial services more generally.

who were unaware of the Scheme said
that knowing about FSCS would have
had a positive influence over their
purchasing decision.
While we are cautiously optimistic
about the results to date, we are now
optimising the different elements of the
programme and will continue to monitor
results. These, along with robust evidence
and thinking will frame our programme
strategies in the future.

Stakeholder engagement

The Scheme has continued working with
the industry with key input from trade
organisations and consumer groups.
This includes a consumer awareness
advisory panel (made up of industry
and consumer organisations) which has
played a key role in helping to shape our
strategy. The latest regulatory disclosure
requirements have meant that banks,
building societies and credit unions now
display FSCS stickers, posters and leaflets
in branch, increasing visibility of the FSCS
protection message.

Our industry stakeholder management
work is helping to amplify the effect of
the FSCS paid-for advertising and helps
to deepen customer understanding about
FSCS. Some examples of this include:

• Barclays features the FSCS logo
•
•

•

in the advertising for ISA season
in a heavyweight press and online
campaign;
RBS/NatWest featured FSCS logo in
their mailshot to c.4 million customers;
HSBC featured FSCS in its in-branch
radio which, to date, has delivered
6 million exposures of our message
of protection to customers and
front-line staff;
Santander is featuring FSCS on the
home-page of their website, above
their DEFAQTO rating.

In addition, nearly half of all consumers
who were aware of the Scheme felt that
it influenced their purchasing decision.
And four in ten consumers

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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