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Chief Executive’s

summary
This time last year in Outlook I
discussed the importance of FSCS
discharging its accountability by
engaging with the organisations
that pay the FSCS levy. So I would
like to focus on how we can work to
help firms plan for FSCS levies and
how we communicate with firms
and customers.

Mark Neale, Chief Executive

2

cover

We received some positive feedback
after publishing our projections for
additional levies in previous editions of
Outlook and have again provided our
latest projections in this edition.
In some sectors costs have increased; in
others they are lower. You will find a half
year update on page 4. Unfortunately,
as indicated in the August issue of
Outlook, we still expect to raise additional
levies in the investment intermediation
and insurance intermediation sectors
as a result of higher than expected
compensation costs. We may also raise
a supplementary levy on general insurers
for the same reason. Firms should note
that our current projection is that we
may face deficits of just under £15m on
general insurance provision, around £21m
on general insurance intermediation and
over £25m on investment intermediation.
The latter projection is not expected to
trigger a cross subsidy on fund managers
in 2012/13. As always, it is important to

point out that these are not set in stone,
and the unpredictability of our business
means the outlook could change.
By way of industry engagement, in
September we hosted a meeting with
senior colleagues from the UK’s deposit and
insurance sectors. The meeting included
speeches by Andrew Bailey and Martin
Wheatley, and a round-table discussion
about the role of FSCS protection in
restoring customer confidence in financial
services. It was obvious from our discussion
there is strong support for working with
FSCS to raise awareness of the protection
we provide, so it is timely that we are
launching phase two of our consumer
awareness programme in January 2013.
The programme will emphasise the
protection FSCS provides to consumers and
we will continue to work closely with the
industry to deliver results. You will find more
information about phase two in the section
on policy later in this publication.
I’m pleased to report that in September
we launched Perspectives, my new
industry blog, in which I provide
updates on FSCS’s work, and other
important issues. In my September blog
I discussed the importance of FSCS
having a sustainable funding model that
commands wide industry support.
That is why I encouraged you to make
your views on the various funding choices
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sectors costs
“Inhavesomeincreased;
in others
they are lower.
”
clear to the FSA during its funding model
review consultation which closed on
25 October 2012. I discussed the
outcome of another FSA consultation
that concluded earlier this year in my
October blog. This consultation resulted
in some important new rules, governing
the way FSCS works, coming into effect
from 1 October 2012.
I encourage you to take a look at these
and future editions of Perspectives. If you
have any comments on it, or suggestions
for future topics, please feel free to email
communications@fscs.org.uk.
Meanwhile, in the wider world, both
the European Commission and the UK
Government have published important
proposals for resolving banks and
other systemically important financial
businesses. I shall be examining the
implications of these proposals for FSCS
in the next edition of Outlook in the
New Year. These and other international
developments were among the issues
discussed when FSCS hosted the
annual conference of the International
Association of Deposit Insurers (IADI)
in October. The conference provided an
opportunity to share experience among
deposit insurance schemes from around
the world.
Finally, we take this opportunity to update
on the position of the levy restatements
for the 2010/11 interim levy; the Funding
Review; a new insurance failure; Northern
Ireland credit unions; and recoveries.
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levy
UPDATE
Funding indicators for six months to 30 September

Sub-class (sector)

Deposits

SA01

Status
August
2012

= Potential surplus

Status
September
2012

= Likely deficit

Reasons

Compensation costs have been lower than we estimated:

• There have been fewer credit union failures than
expected

4

General
Insurance
Provision

SB01

General
Insurance
Intermediation

SB02

Life & Pensions
Provision

SC01

Life & Pensions
Intermediation

SC02

Investment Fund
Management

SD01

Investment
Intermediation

SD02

Home Finance
Provision

SE01

Home Finance
Intermediation

SE02
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Compensation costs have been higher than we estimated:

• We have seen an increase in the number of
mesothelioma claims
A supplementary levy in 2012/13 is likely

Compensation costs have been higher than we estimated:

• We have seen increased numbers of PPI claims,

particularly from claims management companies
A supplementary levy in 2012/13 is likely

Compensation costs have been higher than we estimated:

• Pritchard Stockbrokers Limited and Worldspreads Ltd
costs were not previously levied
A supplementary levy in 2012/13 is likely
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When does FSCS raise an
interim levy?
The decision to raise an interim levy
has to be made taking into account
the particular circumstances that are
relevant at the time. Whilst it is not
therefore possible to state categorically
the circumstances that would give rise to
an interim levy, we feel it is important to
reiterate the following guidance:

•

FSCS will only raise an interim levy
where it has reasonable grounds for
believing that the funds available to
it to meet relevant compensation
costs or management expenses for
the period until the next levy is due
are, or will be, insufficient.

•

•

•

Compensation update

We cannot levy in advance where
there is not a reasonable expectation
that we would have to deal with
claims in a particular sector.
Borrowing between sub-classes or
using our commercial facilities is
generally only utilised as a way of
managing short term cash flow, or
where the amount of the funding
shortfall is considered to be too
small to warrant an interim levy.

•

We would not normally expect to
raise an interim levy on any sub-class
for an amount of less than £10m,

the general insurance provision sector
as a result of increased mesothelioma
claims, and the failure of Lemma Europe
Insurance Company Ltd. We also expect
to incur higher compensation costs in
the general insurance intermediation
sector as a result of increased volume
of PPI claims, particularly from claims
management companies, and in the
investment intermediation sector
following the failures of Pritchard
Stockbrokers Limited and Worldspreads Ltd.

In our Plan and Budget 2012/13, we project
total compensation costs forward to 30
June to reflect the fact that our annual levy
only becomes payable from July.
In effect, the element of our levy which
covers compensation costs is based
on a 1 July to 30 June year. Therefore
compensation costs that arise in the first
quarter of the 2013/14 financial year will
be covered by the annual and (if necessary)
interim levies we raise in 2012/13.
As outlined in the table on page 4 we
now expect to incur higher compensation
costs than we estimated in relation to

and would give careful thought to
amounts upwards to say £20m,
especially if the compensation
became due close to the end of
the financial year.
FSCS does not take levy decisions,
either to trigger or otherwise affect
the cross-subsidy. The key purpose
of the levy is to safeguard sufficient
funding for known or reasonably
expected costs, applied as within
the rules.

until later in the financial year. Our current
projection is that we may face a deficit
of just under £15m on general insurance
provision, around £21m on general
insurance intermediation and just over
£25m on investment intermediation
before the next levy becomes available.
At this stage, we would not expect to
have to trigger a cross-subsidy on fund
managers in 2012/13. We have levied
£66m on the investment intermediary
sector so far this year which leaves £34m
headroom for further compensation costs
levies before any cross-subsidy is triggered.

It is possible that these higher costs may
mean we have to raise an interim levy
this year against each of these sectors,
although we shall not take a final decision

Deposits

SA01 Deposits

Compensation
01/07/12 - 30/06/13
Recoveries

Budget
2012/13
£m

Variance
£m

(3)

(13)

10

-

-

-

Mgmt Expenses

(4)

(5)

1

B/Fwd from
2011/12

5

1

4

(2)

(17)

15

Funding
Requirement for
2012/13

5

September
Forecast
2012/13
£m

cover

Interim Levy
Indication
August
2012

Interim Levy
Indication
September
2012
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Credit unions in Northern Ireland
Following the authorisation of over 170 credit unions in Northern Ireland at the end of March this year, the regulatory deadline for these
firms to submit Single Customer View (SCV) reports and files for verification has now passed. The vast majority of firms have provided the
documents. Verification has now begun on the first SCV files submitted and this work will continue until the end of February.

General insurance provision

SB01 General
Insurance
Provision

September
Forecast
2012/13
£m

Budget
2012/13
£m

Variance
£m

(121)

(92)

(29)

Recoveries

19

19

(-)

Mgmt Expenses

(2)

(3)

1

B/Fwd from
2011/12

30

17

13

(74)

(59)

(15)

Compensation
01/07/12 - 30/06/13

Funding
Requirement for
2012/13

Mesothelioma
Earlier this year, FSCS reassessed the
treatment and costs of mesothelioma
claims on employers’ liability policies where
negligent exposure straddled 1 January
1972 (the date employers’ liability insurance
became compulsory).
The impact on such “straddling cases” has
resulted in the payment of higher levels
of compensation than originally forecast.
To a limited extent this has been offset by
some savings on other claims expected
on the Independent Insurance Company
Limited Estate, but we are monitoring the
potential impact on the levy, and will keep
the industry updated.

Lemma Europe Insurance
Company Ltd
FSCS is stepping in to help customers of
Lemma Europe Insurance Company Ltd,
which failed in October.
FSCS has declared the firm in default
and is working closely with the firm’s
provisional liquidator in Gibraltar, Grant
Thornton, to protect up to 7,000 UK
policyholders.
The firm was regulated by the FSA, having
been “passported” in to provide the
following insurances from 9 January 2008;

• Liability for ships (sea, lake, river
•
•
•
•
•
•
•
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and canal vessels)
General liability
Miscellaneous financial loss
Legal expenses
Ships (sea, lake, river and canal vessels)
Goods in transit
(including merchandise, baggage
and all other goods)
Fire and natural forces
Other damage to property

Interim Levy
Indication
August
2012

Interim Levy
Indication
November
2012

The firm ceased to be authorised to write
new contracts of insurance on 1 August
2012 by the Financial Services Commission
in Gibraltar, and there are outstanding
claims from individuals, small businesses
and in respect of solicitors’ professional
indemnity, with a potential value of £20m.
Claims will be handled by the run-off agent
appointed by the provisional liquidator,
Quest Consulting, in London. FSCS has now
met Quest Consulting and agreed with
the parties a process for the handling of
protected claims.
The provisional liquidator is in the process
of gathering and assessing the company’s
records. In the meantime, we have
provisionally assumed that an additional
£6m - £8m to June 2013 will be required to
fund compensation relating to this insurer,
although this figure may change.
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General insurance intermediation

SB02 General
Insurance
Intermediation

September
Forecast
2012/13
£m

Budget
2012/13
£m

Variance
£m

Compensation
01/07/12 - 30/06/13

(60)

(42)

(18)

-

-

-

Mgmt Expenses

(10)

(10)

-

B/Fwd from
2011/12

13

16

(3)

(57)

(36)

(21)

Recoveries

Funding
Requirement for
2012/13

7

Payment protection insurance (PPI)

Welcome Financial Services Limited

Payment protection insurance (PPI)
continues to be a significant claim
area for the Scheme in 2012/2013.
Approximately two thirds of the PPI
claims we receive come from claims
management companies (CMCs).
The number of new claims has increased
at a rate higher than expected, and the
average compensation amount per claim
has also increased. These two factors
combined have led to an increase in
expected total compensation in the
insurance intermediation sector for
2012/2013.

The number of claims received in respect
of the Welcome Financial Services
Limited (WFSL) default was 68,200 at
the end of September 2012. By the
end of December 2011, application
forms had been sent to all known WFSL
policyholders who were sold a PPI policy
by the firm after 14 January 2005.
FSCS is now only receiving a small
number of ad-hoc application requests as
we continue to process the remainder of
the claims.

cover

Interim Levy
Indication
August
2012

Interim Levy
Indication
September
2012

In assessing the eligibility of these claims
FSCS has paid compensation on 95% of
claims. The remainder have been rejected
for a range of reasons, including where a
compliant sale was made, no financial loss
was incurred or the customer has already
received redress for the policy concerned.
The total value of compensation to date
has amounted to £116m of which £50m
has been paid as cash compensation.
The remaining £66m has been offset
against the outstanding liabilities with the
firm. This money has also been provided
by WFSL and does not come out of the
FSCS industry levy.
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Investment intermediation

SD02 Investment
Intermediation

September
Forecast
2012/13
£m

Budget
2012/13
£m

Variance
£m

Compensation
01/07/12 - 30/06/13
(excl Rockingham)

(113)

(65)

(48)

1

1

-

(15)

(10)

(5)

Levy Redistribution

4

-

4

B/Fwd from
2011/12
(Adjusted for
previous years
levies not received)*

20

(4)

24

(103)

(78)

(25)

Recoveries
Mgmt Expenses

Funding
Requirement for
2012/13

Interim Levy
Indication
August
2012

Interim Levy
Indication
September
2012

*The B/Fwd balance has been adjusted for the proceeds of the levy redistribution resulting from the 2010/11 interim levy tariff data resubmission exercise, which will
also be raised prior to the end of the 2012/13 year. The amount of the levy redistribution will be known when all of the credit note requests have been confirmed.

The main reasons for the expected
increase in compensation payments in the
investment intermediation sector relate
to claims against Pritchard Stockbrokers
Limited and Worldspreads Ltd.

Pritchard Stockbrokers Limited
Pritchard Stockbrokers Limited was placed
into special administration in March 2012.
From the date of default, FSCS has
been working closely with the special
administrators to confirm claims are in
relation to protected business. These claims
relate primarily to return of funds and assets
that were held by the firm at the date of
administration.
The special administrators have paid a
dividend of 50p in the pound to clients
for fund balances, and details of those
funds and the resulting shortfalls have
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been sent to FSCS to arrange for further
compensation payments to be made. Asset
claims will be dealt with separately.
Application forms for compensation
were sent to around 5,800 clients of the
firm and so far FSCS has received 1,540
application forms.
FSCS started paying compensation to
eligible claimants in October 2012. We
expect to pay out £16m in the 2012/13 levy
year which had not been levied for due to
the recent nature of the default.

Worldspreads Ltd
In March 2012, Worldspreads Ltd, a
spreadbetting company, became subject to
the Special Administration Regime (SAR).

and that around 14,500 of these have a
positive account balance below £1. FSCS
has been working closely with the joint
special administrators of Worldspreads
Ltd and started paying compensation to
eligible claimants from July 2012.
Where balances are very small or where
no valid email address is held, FSCS is
asking clients to request an application
form. For other cases, approximately
5,000 application forms have been issued
to potential claimants. To date 3,477
application forms have been received and
£13.4m has been paid to 3,119 eligible
claimants. We expect to pay out £17m in
the 2012/13 levy year that has not been
levied for.

FSCS is aware that Worldspreads Ltd
has approximately 21,000 customers,
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MF Global UK Limited
In October 2011, MF Global UK 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.
Since the default, FSCS has worked
closely with the special administrators
to resolve the complex issues relating to
the wide range of business that the firm
undertook. There remain a number of
clients of the firm who have submitted
applications to FSCS but who have not
yet agreed their outstanding balance
with the special administrator (which is
required before FSCS can finalise a claim).
More than 6,500 application forms were
sent to individuals, trusts and corporate
clients. To date 2,216 application forms
have been received and FSCS has made
1,639 payments totalling £20.6m to
eligible claimants. We expect to pay out
about £5m more in the 2012/13 levy year.

CF Arch Cru Funds
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.
Capita Financial Managers Limited is
winding up 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 Financial
Managers Limited and two depositories
of the funds to set up a £54m redress
scheme.
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FSCS has now commenced processing
claims received against IFAs in relation to
advice to invest into CF Arch Cru Funds.
To date, FSCS has received 1,800 claims
against 60 different IFAs. Decisions on
350 claims have been issued so far, with
compensation of £5m paid. FSCS expects
to receive more claims throughout
2012/13 and 2013/14.
As explained in the August 2012 Outlook,
FSCS will calculate the compensation
due to eligible claimants by accounting
for the current net asset value of an
investor’s CF Arch Cru Funds holding, plus
a premium of 12% (to reduce the risk of
over-compensating a claimant).
FSCS will review claims in 2015 when the
CF Arch Cru Funds wind-down process is
complete. We will then decide whether
any additional compensation is due to
claimants (which could be the case if the
CF Arch Cru Funds investments ultimately
realise less than is currently expected).

Reporting of annual eligible income
from collective investment schemes
(CIS)
On 29 June 2012, FSCS published a
statement on our website clarifying the
correct approach that investment firms
should be taking to report income from
collective investment schemes (CIS),
after it became apparent that there
were inconsistent approaches to this
amongst firms.
In short, income from business conducted
with CIS may be removed in its entirety
as ineligible; there is no need to analyse
the eligibility of underlying investors in the
CIS. Notwithstanding the two year limit
for making a claim to revise tariff data, we
noted that:

• where a firm had already made a claim

Rockingham Independent Limited
FSCS declared Rockingham Independent
Limited in default in October, and can
start issuing decisions on claims against
the firm. However, we are not yet able to
process claims relating to advice given
by Rockingham Independent Limited
to its clients to invest into bonds issued
by the Luxembourg-based entity, ARM
Asset Backed Securities SA (ARM). FSCS
is still investigating whether it has a role
to play in compensating customers of
Rockingham Independent Limited who
may have lost money as a result of their
dealings with the firm in relation to the
ARM bonds. It is not yet clear whether
Rockingham Independent Limited is
legally liable for any losses suffered, and
therefore unclear whether FSCS will be
able to accept these claims.

•

to revise their data which related to the
issue of what constitutes eligible income
and they believed the statement affected
their resubmission then they could write
to us with details; and
new claims to revise 2010/11 tariff data
would only be considered out of time
where the firm could show that they were
under a mistake of law attributable to an
error on the part of the FSA or FSCS.

Firms in either category were asked to
apply to FSCS by 31 August 2012. In total,
we have received applications from 35
firms in respect of 2010/11 data and have
completed 32 of those requests. Some
firms have also applied to revise their
2011/12 and/or 2012/13 tariff data. The net
effect of the overall impact of the tariff data
resubmissions exercise, and the exercise
to review annual eligible income from
collective investment schemes, is shown in
the table on page 10.

We will provide a further update in the
next edition of Outlook.
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Update on 2010/11 tariff data
resubmissions
More than 400 fund management
and investment intermediary firms
resubmitted their levy tariff data for
2010/11. Firms had two years within
which to make a claim to revise their
data and this expired on 31 March 2012.
Claims from firms that applied for a
reduction of the amount levied within the
two year period totaled over £89m. This
excludes £21m additional claims relating
to CIS.
FSCS’s review of these requests is now
largely complete. The status of decisions
under the review is as follows:
• Accepted: £71m (not all these
acceptances have yet been issued
as credit notes by FSA however)
• Rejected: £39m (£26m from
the levy review and £13m from
CIS Requests.)
The amounts remain to be confirmed
and we will update levy payers when
the exercise is complete.

In the April 2012 Outlook we stated that
an overall surplus of £37m had arisen for
the 2010/11 levy year as a result of £7m
lower than anticipated compensation
costs and £30m recoveries from Norwich
& Peterborough Building Society. Of this
£37m surplus, £35m was attributable
to investment fund managers and £2m
to investment intermediaries. The £2m
surplus on investment intermediaries
was used against the 2011/12 interim
levy, but the £35m for the investment
fund managers’ surplus is still due to be
redistributed to firms.
The reason that the £35m has not so far
been redistributed to firms is that FSCS
has needed to wait until all the tariff data
resubmission and CIS requests had been
received, reviewed and decided upon.
Now that this exercise is complete, we
can true up the 2010/11 levy to ensure
that it (a) reflects the compensations
costs actually incurred in that year, (b) is
distributed fairly on the corrected levy
base, and (c) takes into account the £30m
of recoveries received in 2010/11.

We shall do this by:
1.

re-running the 2010/11 levies for
both fund managers and investment
intermediaries to recover the
compensation costs actually incurred
in 2010/11 on the basis of the
revised levy base corrected to reflect
successful re-submissions;

2.

allocating the recoveries attributable
to each sector to firms in proportion
to their shares of the revised levy;

3.

comparing the net liabilities of this
exercise to the levy actually paid by
firms in 2010/11 (corrected for any
subsequent re-payments as a result
of re-submissions); and

4.

either charging and re-paying firms,
as the case may be, the difference
between their original liability for
the 2010/11 levy and their revised
liability.

Investment Fund
Management £m

Investment
Internediaries £m

Total
£m

(68)

(3)

(71)

35

0.00

35

Estimated total credit notes payable

(68)

(3)

(71)

Projected fund deficit for 2010/11 - to be levied

(33)

(3)

(36)

Tariff data resubmissions credit notes issued and estimated
Credit notes issued by FSA
Illustrative fund deficit for 2012/11 - to be levied
Funds to be repaid to sub-class

As it is now expected that £71m of credit notes in total will be issued, this would leave an illustrative shortfall of funds of around £36m in the
Scheme which will need to be funded. According to the latest projections this will mean a redistribution levy of £33m for some investment
fund managers and £3m for some investment intermediaries. This is in addition to the potential £25m interim levy on the investment
intermediation sector mentioned in the update on page 5.
When the final figures are known FSCS will announce to the industry what the redistribution levy will be, in advance of the expected levy date
in early 2013.
Recoveries relating to the relevant compensation costs for the 2010/2011 levy received after June 2011 will be allocated in accordance
with the FSCS Position Statement issued in April 2011 and/or to claimants pursuant to COMP 7 as appropriate. Recoveries falling within this
category received to date are not expected to materially impact the above numbers.
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2012/13

Year

0
66
1
-

General Insurance Intermediation

Life & Pensions Provision

Life & Pensions Intermediation

Investment Fund Management

Investment Intermediation

Home Finance Provision

Home Finance Intermediation

Base Cost

SB02

SC01

SC02

SD01

SD02

SE01

SE02

Total

56

General Insurance Provision

SB01

209

42

0

29

15

Deposits

£m

56

24

4

-

12

0

4

0

7

4

1

£m

Compensation Management
Costs
Expenses

SA01

Sub - Class/ Fee Block

Annual Levy

265

24

5

-

78

-

46

-

36

60

16

£m

Total

2012/13 Levy split between compensation and management expenses

362

362

£m

Management
Expenses

SDD Levy

209

-

1

-

66

0

42

0

29

56

15

£m

418

24

4

-

12

0

4

0

7

4

363

£m

Compensation Management
Costs
Expenses

627

24

5

-

78

-

46

-

36

60

378

£m

Total

Total Levies Raised in the Year

-

60

70

100

270

100

690

195

775

1,840

£m

Levy
Thresholds

Recoveries
Major bank defaults

Keydata Investment Services

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 73%
and 74.52% of the original compensation
amount respectively), and have received
dividends of 25.1% from London Scottish
Bank PLC. We have now recovered about
50% of the claim in the winding up of
Icesave. We expect a first dividend on
Southsea Mortgage and Investment
Company Ltd before the end of the
calendar year.

FSCS is currently pursuing court
proceedings against a large number of
IFA firms in connection with the sale of
Keydata Investment Services products and
we remain confident of our position. FSCS
offered those firms against whom we have
lower value claims the chance to settle out
of court and we are pleased that a number
of firms have taken up this offer, and others
have engaged in settlement negotiations to
resolve the matter. The remaining parties
are still subject to the legal proceedings
that were commenced by FSCS (although
those proceedings are currently stayed) and
FSCS will continue to pursue its options for
advancing the claims against those firms in
due course.

Dunfermline Building Society

We continue to be involved in the issues
arising from the failure of Lifemark S.A.
Since the last issue of Outlook, the trustee
has been unable to reach agreement with
the liquidator of Lifemark about the terms
on which a controlled liquidation may be
implemented. As a result, the trustee has
enforced the security and taken control
of the Lifemark assets. This will help to
preserve and realise value of the underlying
assets through a managed sale process and
run-off. FSCS has been working closely with
all the interested parties, including through
the provision of short term liquidity, to
try to preserve value in the assets for a
potential recovery, and we are pleased to
report that the realisation of assets for the
benefit of creditors is now underway.

Following the resolution of Dunfermline
Building Society in March 2009, HM
Treasury appointed Ian Burns as the
independent valuer pursuant to s.214D(3)
of the Financial Services and Markets Act
2000 and the statutory regulations. The
valuer issued a report and determination
dated 31 July 2012, and we have now
published the determination notice on
the FSCS website.
We have made a request of the valuer
(under regulation 14) to reconsider the
determination.
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Policy
Funding review
Over the last few months the FSA has been
consulting on FSCS’s funding arrangements.
The FSA’s consultation paper (CP) gave
firms the opportunity to shape FSCS’s
future funding model. The CP closed on
25 October.
FSCS plays a critical role in protecting
consumers when authorised financial
services firms go bust. The existence of
the Scheme helps to promote consumer
confidence and needs a sustainable funding
model to pay people compensation. It is
vital that the funding review provides a
sustainable system which is affordable for
firms and provides adequate funding for
FSCS to meet its obligations.

Changes to compensation rules
Following a consultation (CP12/7), the
FSA published its Policy Statement (PS
12/15) in September 2012, in which
it announced a number of important
changes to FSCS’ compensation rules.
These changes aim to give FSCS flexibility
in certain circumstances to pay claimants
more quickly and efficiently.
The key changes

• simplifying eligibility criteria for some
•

claimants; and
giving FSCS the ability to pay
compensation without a full investigation
of some (or all) aspects of the claim
if the costs of the investigation were
disproportionate to the benefits.

There was some concern about the
proposed rule giving flexibility to FSCS in
relation to quantifying claims. The FSA
noted that guidance had been provided to
FSCS in relation to the use of this power
including on the type of claims and other
factors, such as whether the amount of
the claimant’s overall claims were likely to
be assessed within a reasonable timeframe
and the nature of the products to which the
claim related.
Proposals to simplify eligibility were
adopted following feedback received.
FSCS will now have a limited discretion to
treat directors and persons who contributed
to the firm’s default as eligible claimants, if
excluding them would prevent the efficient
performance of FSCS’s functions.
The proposed rule giving FSCS the ability
to pay compensation without a full
investigation of some (or all) aspects of the
claim will proceed. FSCS cannot use the rule
unless it is satisfied that:

The majority of the feedback received
related to the three main proposals:

• it is reasonably in the interests of

• giving FSCS some additional flexibility

• the costs of investigating the claim

in appropriate cases to pay full
compensation where, under present
rules, consumers would have to wait
an excessively long time to receive
compensation;
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firms; and

Other rules that were amended include
granting FSCS the option to take an
automatic assignment of the claimant’s
rights against the failed firm and against
all third parties for all sectors other than
insurance. FSCS has also been granted the
power, in cases involving a client money
shortfall, to pay compensation to a firm
taking over the business rather than to
individual claimants, subject to the firm
being willing to accept the payment, and
FSCS being satisfied this would not result in
FSCS paying out more compensation than
it would otherwise.
An amendment to the disclosure
requirement for deposit takers was
proposed and following feedback the
original proposals have been modified and
will proceed on the modified basis.
The rule changes came into force on
1 October 2012, with amendment to
consumer disclosure from 1 April 2013.
CP12/07 also discussed a number of
issues relevant to insurance and sought
feedback that will inform any future
consideration of the desirability of changing
the existing approach. FSA are reviewing
the responses, and in the meantime, the
Treasury are considering whether the UK
authorities should introduce a resolution
regime for insurance firms, including a set
of stabilisation powers for resolution of
insurance firms.

are likely to be disproportionate to the
benefit of the investigation.
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was overwhelming support
“There
for working with FSCS to raise
awareness of the protection it
provides and the contribution it
makes to consumer confidence

Building confidence through
awareness
FSCS will be launching phase two of
its consumer awareness programme
in January 2013. The programme will
emphasise the protection FSCS provides to
consumers, and we will continue to work
closely with the industry to deliver results.
Key messages are to emphasise
protection and reassurance to
consumers and will focus on ‘savings’
protection. Our strategy is to target
consumers when they will be most
receptive to our message, often at
key stages in their lives - for instance,
when saving for retirement, education,
planning a wedding, and home
improvements. We have a 15 month
programme of planned activity across
radio, digital and press advertising
channels.
The Scheme will continue working with
the industry, with key input from trade
organisations and consumer groups.
This includes a consumer awareness
advisory panel which has played a key role
in helping to shape our strategy.
The latest FSA 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.
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In September 2012, we hosted an
industry meeting with senior individuals
from Britain’s building societies, banks
and insurance companies. The meeting
included speeches by the leaders of
the new regulators, Andrew Bailey and
Martin Wheatley. Following the speeches,
there was a round-table discussion about
working together to restore customer
confidence in banks and financial services,
with a particular emphasis on FSCS
protection and how that raises customer
confidence. There was overwhelming
support for working with FSCS to raise
awareness of the protection it provides
and the contribution it makes to
consumer confidence.

”

Whilst our latest mystery shopping results
show improvements in the quality of
information provided by firms, there
is still work to do. FSCS successfully
produced a training module with the
Financial Skills Partnership aimed at front
line staff. Several large banks and building
societies have used this training as part of
their staff training programmes.
We will provide regular updates in
Outlook.

Resolving systemically important
financial services businesses
There have been a number of UK and
European consultations considering
resolution and crisis management options
for both banks and the non-bank sector.
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Bank resolution: UK proposals.
Last month, the government
published the legislative proposals
for implementing the Vickers Report.
Following a recommendation made
by the Independent Commission on
Banking, the Government has proposed
to adopt depositor preference in the
draft Banking Bill.
Depositor preference will ensure that
all deposits which are eligible for
compensation by FSCS (“insured deposits”)
will, in the event of the insolvency of a
bank, rank ahead of the claims of unsecured
creditors. Since FSCS will take on the claims
of insured depositors, depositor preference
should increase the amount which FSCS is
able to recover in the event of bank failure,
reducing the costs to deposit takers.
The paper also included important new
proposals affecting FSCS’ governance and
levy payers. FSCS is currently considering
the implications of these proposals and will
be engaging with the industry about them.
EU framework for bank recovery
and resolution
Earlier this year the European Commission
adopted a legislative proposal for bank
recovery and resolution. The proposed
framework sets out the necessary
steps and powers to ensure that bank
failures across the EU are managed in
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a way which avoids financial instability
and minimises costs for taxpayers. The
proposals consider:

• Preparation and prevention –
•
•

•

considering banks’ recovery and
resolution planning as well as obstacles
to resolvability.
Early intervention – early supervisory
intervention to ensure financial
difficulties are addressed as soon as
they arise.
Resolution powers and tools harmonised resolution tools and
powers, together with resolution plans
prepared in advance, so that national
authorities in all Member States have a
common toolkit.
Resolution funding - consideration of
funding and a target fund proposal of
1% of covered deposits in 10 years.

Resolving other systemically
important financial businesses:
UK consultation
On 1 August 2012, HM Treasury
published a consultation paper (CP) on
‘Financial sector resolution: broadening
the regime’. The proposals outlined in
the CP will help the authorities deal with
the failure of systemically important
firms other than banks.

The Government has already committed
to reform the structure and supervision of
the banking sector by taking forward the
recommendations from the Independent
Commission on Banking. However, banks
are only part of the financial system, and
the latest proposals from HMT consult
on responding to the risks associated
with other financial institutions, and
with financial market infrastructures
– the various networks that connect
market participants, and discuss possible
insurance resolution.
EU consultation of a possible
recovery and resolution framework
for financial institutions other than
banks
On 4 October, the European Commission
published a consultation on a possible
recovery and resolution framework for
financial institutions other than banks.
The consultation paper looks to ascertain
how and when the failure of a financial
institution other than a bank can threaten
financial stability. The main institutions
considered in this respect are financial
market infrastructures, such as central
counterparties and central securities
depositories, and systemic insurance
companies.
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capability
FSCS is continuing to invest in enhancing its capacity to respond to future major
failures. We expect to invest £20m in these initiatives in 2012/13.
In addition to phase two of our Consumer Awareness programme outlined on
page 12, our key initiatives include the development of a number of projects to
improve the efficiency and effectiveness of claims handling. One of the major
programmes (known as ‘Connect’) will focus on increasing our ability to react more
rapidly to demand and deliver a more consistent end-to-end claims process across
different product types. The aim of this is to enhance the customer experience as
cost efficiently as possible.
Our Electronic Payout project will enhance our capability to meet the EU requirement
(in force since 1st January 2011) that customers of failed deposit takers can be paid
out within 20 working days from the date of failure, but with an aspiration from the
UK Government to pay the majority of depositors within seven calendar days. This will
enable FSCS to respond to high volume defaults and enable customers to provide us
with payment instructions on-line.
The Finance Transformation project will enable the Scheme to make a step change
in addressing risks, controls and reporting. The main benefits of completing the
transformation will be to enhance our ability to provide appropriate reporting to key
stakeholders; reduce operational risks; and improve financial control ensuring more
accurate and timely reporting.
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financial summary

for six months to
30 september 2012
Management expenses

Continuing operations
Outsourcing costs

YTD
Actual
£m

YTD
Budget
£m

2012/13
Forecast
£m

2012/13
Budget
£m

12.0

11.3

24.2

24.5

6.8

7.3

12.1

13.6

18.8

18.6

36.3

38.1

4.6

7.1

20.0

14.6

23.4

25.7

56.3

52.7

New activities

1.7

1.8

8.2

8.6

Major recoveries initiative

4.1

3.6

7.7

3.9

Total expenses excluding major
bank default expenses

29.2

31.1

72.2

65.2

Plus major bank default expenses

238.1

188.1

455.8

376.1

Total Scheme management expenses

267.3

219.2

528.0

441.3

Total continuing operations costs
Change investments
Total operations and investment expense

NB These numbers exclude all compensation costs and management expenses for Welcome Financial Services Limited

Most items are in line except for:

•
•

The continuing operations of the Scheme are marginally higher at the half year
point of the financial year. This is due to employment costs relating to contractors,
covering vacancies not yet filled.
Outsourcing costs are lower than budget due to the prompt settlement of PPI
claims resulting in overall lower costs.

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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