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FINANCIAL SERVICES COMPENSATION SCHEME (FUNDING REVIEW)
INSTRUMENT 2013
Powers exercised

A The Financial Services Authority makes this instrument in the exercise of the powers
and related provisions in:

1) the following sections of the Financial Services and Markets Act 2000 (“the
Act”):
@) section 156 (General supplementary powers);
(b) section 157(1) (Guidance);
(c) section 213 (The compensation scheme);
(d) section 214 (General); and
(e) section 223 (Management expenses); and

2 the other powers and related provisions listed in Schedule 4 (Powers
exercised) to the General Provisions of the Handbook.

B. The rule-making powers referred to above are specified for the purposes of section
153(2) (Rule-making instruments) of the Act.

Commencement
C. 1) Part 2 of Annex B to this instrument comes into force on 1 April 2014.
(2) The remainder of this instrument comes into force on 1 April 2013.

Amendments to the Handbook

D. The modules of the FSA’s Handbook of rules and guidance listed in column (1) below
are amended in accordance with the Annexes to this instrument listed in column (2)
below.

1) )
Glossary of definitions Annex A
Fees manual (FEES) Annex B
Supervision manual (SUP) Annex C
Dispute Resolution: Complaints sourcebook (DISP) Annex D
Compensation sourcebook (COMP) Annex E
Citation
E. This instrument may be cited as the Financial Services Compensation Scheme

(Funding Review) Instrument 2013.

By order of the Board
17 January 2013
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Annex A
Amendments to the Glossary of definitions

In this Annex, underlining indicates new text and striking through indicates deleted text,
unless otherwise stated.

Insert the following new definition in the appropriate alphabetical position. The text is not
underlined.

retail pool the pool of classes to which the FSCS allocates levies as described
in FEES 6.5A [to follow].

Delete the following definition.

bl ¢ thecl ¢ narticinant & ithinacl :

Amend the following definitions as shown.

annual eligible income  (in FEES) (in relation to a firm and a sub-class) the annual income
(as described in FEES 6 Annex 3R) for the firm's last financial year
ended in the year to 31 December preceding the date for
submission of the information under FEES 6.5.13R attributable to
that sub-class. A firm must calculate annual eligible income from
such annual income in one of the following ways:

base costs management expenses;-other-than-establishment-costs; which are
not dependenton-the-level-of claims-made-on-the-FSCS attributable

to any particular class.

class
(5) (in FEES) one of the bread classes to which FSCS allocates
levies as described in FEES 6.5.7R.

compensation costs the costs incurred:
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levy limit
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(e) by virtue of section 61 (Sources of compensation) of the
Banking Act 2009;

(including the costs of paying interest, principal and other costs of

borrowing to pay such costs).

(in FEES) the maximum aggregate amount of compensation costs
and specific costs that may be allocated to a particular sub-elass-or
class in one financial year as set out in FEES 6 Annex 2R.
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Annex B

Amendments to the Fees manual (FEES)

In this Annex, underlining indicates new text and striking through indicates deleted text,
unless otherwise stated.

Part 1:

6.1

6.1.4

6.1.4A

6.1.5

6.1.6

6.1.7

Comes into force on 1 April 2013

Financial Services Compensation Scheme Funding

Application

General structure

G

Section 213(3)(b) of the Act requires the FSA to make rules to enable the
FSCS to impose levies on authorised persons in order to meet its expenses.
These expenses include in particular expenses incurred, or expected to be
incurred, in paying compensation, borrowing or insuring risks.

Section 224F of the Act enables the FSA to make rules to enable the FSCS
to impose levies on authorised persons (or any class of authorised
persons) in order to meet its management expenses incurred if, under Part
15A of the Act, it is required by HM Treasury to act in relation to relevant
schemes. But those rules must provide that the FSCS can impose a levy
only if the FSCS has tried its best to obtain reimbursement of those
expenses from the manager of the relevant scheme.

The FSCS may impose three types of levy: a management expenses levy
(consisting of a base costs levy and a specific costs levy), a compensation
costs levy and a MERS levy. The FSCS has discretion as to the amount and
timing of the levies imposed.

In calculating a compensation costs levy, the FSCS may include
anticipated compensation costs fer-defaults expected to-be-determined in
the 12-month period following the date of the levy. The total amount of all
management expenses levies attributable to a financial year wbe
restricted-to may not exceed the amount set out on an annual basis in
FEES 6 Annex 1R.

In order to allocate a share of the amount of specific costs and
compensation costs to be funded by an individual participant firm, the
funding arrangements are split into five eight classes: the depesit deposits
class; the life and pensions provision class; the general insurance
provision class; the investment provision class; the life and pensions
intermediation class; the home finance intermediation class; the
investment intermediation class and the general insurance intermediation
class. The business-earried-on permissions held by a participant firm
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6.1.10

6.1.11
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determines determine into which class, or classes, it falls.

aetlwﬂes—'lihrs—tegethep\,t\ﬂ%h—the The prOV|5|ons on the aIIocatlon of levies

to sub-classes up to their levy limits;+meets meet a requirement of section
213(5) of the Act that the FSA, in making rules to enable the FSCS to
impose levies, must take account of the desirability of ensuring that the
amount of the levies imposed on a particular class of authorised person
reflects, so far as practicable, the amount of claims made, or likely to be

made, in respect of that class of person. Fhe-depesit-class-ismade-up-ofa
)
single Skbl ele&ss_ Fhis '.“EEH"S. tIlIEtt|6t|eIe|Fe||ee to-a SEI'b G||EESS .“'"I unlless the

The management expenses levy

G

G

A management expenses levy urderCOMP may consist of two elements.
The first is a base costs levy, for the base costs of running the
compensation scheme in a financial year, that is, costs which are not
dependent upon the level of activity of the compensation scheme and
which therefore are not referable attributable to any specific default class.

The second element of a management expenses levy is a specific costs levy
for the "specific costs" of running the compensation scheme in a financial
year. These costs depend-on-the-number-of clatms-and-types-of-default are
attributable to a class, and include the salaries salary costs of the certain
staff of the FSCS and claims handling and legal and other professional fees
paid-inrespect-of particular-defaults. It also may include the cost of any
insurance cover that FSCS secures against the risk of FSCS paying out
claims above a given level in any particular sub-class (but below the levy

limit for that sub-class for the year) er—theeeesteeﬁeemmepeml—be#ewmg%

Feaeheel The speemeeests Qecmc cost S are aHeea{ee attrlbuted to the
sub-class which is responsible for those costs urder-COMP-en-the-basis-of

the-protected-claims-against-that-persen. When the FSCS imposes a

specific costs levy, the levy is allocated to the class which is responsible
for those costs up to the relevant levy limits. The FSCS may include in a
specific costs levy the speeiie-costs specific costs that the FSCS expects to
incur (including in respect of defaults not yet declared at the date of the
levy) during the financial year of the compensation scheme to which the
levy relates. The amount that each participant firm pays towards the
specific costs levy is calculated by reference to the amount of business
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6.1.15

6.1.16

FSA 2013/1

conducted by the firm in each of the sub-classes to which the FSCS has
allocated specific-costs specific costs. Each sub-class has a separate "tariff
base" for this purpose, set out in FEES 6 Annex 3R. Participant firms may
be exempt from contributing to the specific costs levy.

The compensation costs levy

G

G

Fhe In imposing a compensation costs levy in each financial year of the
compensation scheme is-made-up-of the FSCS will take into account the
compensation costs which the FSCS has incurred and has not yet
recovered-from-participantfirms raised through levies, {less any
recoveries it has made using the rights that have been assigned to it or to
which it is subrogated);-tegetherwith and those compensation costs it
expects to incur (including in respect of defaults yet to be declared) over
the 12 months following the date of the levy.

Compensation costs are principally the costs incurred in paying
compensation. Costs incurred:

(1) insecuring continuity of long-term insurance; or
in safeguarding eligible claimants when insurers are in financial

difficulties;; or

(2)
(3) in making payments or giving indemnities under COMP 11.2.3R
and; or

(4) asaresult of the FSCS being required by HM Treasury to make
payments in connection with the exercise of the stabilisation power
under Part 1 of the Banking Act 2009; or

(5) inpaying interest, principal and other costs from borrowing to allow
the FSCS to pay claims attributable to a particular class;

are also treated as compensation costs. Compensation costs are attributed
to the class which is responsible for the costs. Ferfunding-purpeses; When
the FSCS imposes a compensation COsts Ievv %hes&eest&aw&”eea%ed—by

the levy i |s allocated to the class which i |s responsible for the costs up to

relevant levy limits ane-then-in-accordance-with-the-aHoeation-provisions
ir—FEES6.5.2R. Certain classes may be funded, for compensation costs

levies beyond the class levy limit, by the retail pool.

Participant firms that are members of more than one class

G

If a participant firm is a member of more than one sub-class the total
compensation costs levy and specific costs levy for that firm in a particular
year will be the aggregate of the individual levies calculated for the firm
firm in respect of each of the sub-classes for that year. Each sub-class has
a levy limit which is the maximum amount of compensation costs and
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6.1.16A

6.1.17

6.3

6.3.1

G
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specific costs which may be allocated to a particular sub-class in a
financial year for the purposes of a levy. Onee-the-costs-attributable-to-a

particular-sub-class-have-exceeded-the-lewy-limit-the-excess-costs-are

that-nsurance: [deleted]

Incoming EEA firms

G

Incoming EEA firms which obtain cover or 'top up' under the provisions of
COMP 14 are firms whose Home State scheme provides no or limited
compensation cover in the event that they are determined to be in default.
Under FEES 6.6, the FSCS is required to consider whether incoming EEA
firms should receive a discount on the amount that they would otherwise
pay as their share of the levy, to take account of the availability of their
Home State cover. The amount of any discount is recoverable from the
other members of the incoming EEA firm's sub-class.

The FSCS’s power to impose levies

General limitsonlevies Imposing management expenses and compensation
costs levies

R

The FSCS may at any time impose a management expenses levy; or a
compensation costs levy er-a-MERSHevy, provided that the FSCS has
reasonable grounds for believing that the funds available to it to meet
relevant expenses are, or will be, insufficient, taking into account
expenditure already incurred, actual and expected recoveries and:

(1) inthe case of a management expenses levy, the level of the FSCS’s
anticipated expected expenditure in respect of those expenses in the
financial year of the compensation scheme in relation to which the
levy is imposed; and
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6.3.4A

(@)
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(2) inthe case of a compensation costs levy, the level of the FSCS’s
anticipated expected expenditure in respect of compensation costs in
the 12 months immediately following the levy.

The FSCS will usually levy once in each financial year (and in respect of
compensation costs, for expenditure expected in the period of 12 months
following 1 July in that year). However, if the compensation costs or
specific costs incurred, or expected to be incurred, exceed the amounts
held, or reasonably expected to be held, to meet those costs, the FSCS
may, at any time during the financial year, do one or more of the

following:

(1) impose an interim compensation costs levy or management expenses
levy; or

(2) utilise other sources of funding such as commercial borrowing or
other borrowing including from the National Loans Fund; or

(3) utilise money collected from firms as set out in, and subject to, FEES
6.3.17R (Management of funds).

The FSCS will generally impose a levy rather than borrow or utilise funds
as described in (3), unless the latter options appear to it to be preferable in
the specific circumstances prevailing at the relevant time; for example, to
address short-term liguidity issues, or in order to deal with a significant
failure without having to wait for a levy to be imposed or collected.

-The

FSCS has committed itself in the Memorandum of Understanding with the
FSA (the text of which can be found on the FSA website www.fsa.gov.uk)
to publish regularly an indicative timetable for its levy procedures and its
policy in respect of levying.

Imposing a MERS levy

R

The FSCS may at any time impose a MERS levy provided that the FSCS
has reasonable grounds for believing that the funds available to it to meet
relevant expenses are or will be insufficient, taking into account relevant
expenses incurred or expected to be incurred in the 12 months following
the date of the levy.

Limits on compensation costs and specific costs levies on sub-elasses-and
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6.3.14
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classes

R

The maximum aggregate amount of compensation costs and specific costs
for which the FSCS can levy each sub-elass-and class in any one financial
year of the compensation scheme is limited to the amounts set out in the
table in FEES 6 Annex 2R.

Management of funds

R

G

G

The FSCS must hold any amount collected from a specific costs levy or
compensation costs levy to the credit of the classes and-relevantsub-
elasses, in accordance with the allocation established under FEES 6.4.6R
and FEES 6.5.2R.

Interest earned by the FSCS in the management of funds held to the credit
of a sub-class must be credited to that sub-class, and must be set off
against the management expenses or compensation costs allocated to that
sub-class.

The FSCS must keep accounts which shew include:
(1) the funds held to the credit of each class and-relevant-sub-elass; and
(2) the liabilities of that class and-relevant-sub-elass.

. bt this fo " I I inant firms §

whem-the-money-has-been-coHlected: [deleted]

require |||e||tF_tI|at Ell'e pneeeelbuel A EESIIQ 3 $.5| : 5"9|H|d Rot ple.jbl.dle.e the
[deleted]
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B8y (&)wouldnetbeapplicable-to-the-extentthat the funds-used-are-in

R (1)

()

; I ot b-class i I ol
rules-onalocationh-FEES-6.5:2 R{1)and(2)- [deleted]

The FSCS may use any money held to the credit of one class (the

creditor class) to pay eempensation-costs compensation costs or

specific costs n-respeet-of attributable or allocated by way of levy
to another class(the debtor class) if the FSCS has reasonable

grounds to believe that this would be more economical than
borrowing funds from a third party or raising a levy.

Where the FSCS acts in accordance with (1), it must ensure that:

(c) the amount lent by the creditor class to the debtor class is
taken into account by the FSCS when considering whether to

impose a eempensation-costslevy compensation costs levy on
the creditor class under FEES 6.3.1R.

G FEES 6.3.17R deals with how FSCS may use money already available to it
and does not affect the rules on levy allocation in FEES 6:5:2R 6.4, 6.5

R Unless FEES 6.3.20R applies, any recoveries made by the FSCS in
relation to protected claims must be credited to the sub-classes to which
the related compensation costs were-alocated was attributable.

R (1)

Fhisrule-applieswhere Where the FSCS makes recoveries in

relation to protected claims where a related compensation costs levy
would have been metby allocated to a sub-class (sub-class A) had
the levy limit for sub-class A not been reached and have-therefore
been-met-by has been allocated to another sub-class or sub-classes in
the retail pool, the recoveries must be applied:

(@)  first, to the classes to which the costs levied were allocated in
accordance with FEES 6.5A in the same proportion as those
classes contributed, up to the total amount of that allocation
plus interest at a rate equivalent to the Bank of England's
Official Bank Rate from time to time in force; and

(b)  thereafter, to class A.

This rule applies even though the recovery is made in a subsequent
financial year.
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@ G : y Lo L retail

te}

pool (see FEES 6.5.2 R(2)}) to the classes and sub-classes to

sub-class-A: [deleted]

6.3.21 R If the FSCS has more funds (whether from levies, recoveries or otherwise)
to the credit of a sub-class than the FSCS believes will be required to meet
levies on that sub-class for the next 12 months it may refund the surplus to
members or former members of the sub-class on any reasonable basis.

Firms acquiring businesses from other firms

6.3.22C R (1)

2

This rule applies to the calculation of the levies of a firm (A) if:

(a)

(b)
(©)

either:

(1) A acquires all or a part of the business of another firm
(B), whether by merger, acquisition of goodwill or
otherwise; or

(i) A became authorised as a result of B’s simple change of
legal status (as defined in FEES 3 Annex 1R Part 6);

B is no longer liable to pay a levy; and

that acquisition or change takes place after the date to which,
or as of which, A’s most recent statement of business under
FEES 6.5.13R is drawn up so far as concerns the sub-classes
covered by B’s business.

A must pay an additional amount equal to the levy that would have
been payable by B in relation to the relevant business and relevant
sub-classes if the acquisition or change in status had not taken place
and B had remained liable to pay levies. The amount is based on the
most recent information supplied by B under FEES 6.5.13R. A is
included in the sub-classes applicable to the relevant business.
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6.4 Management expenses

Base costs levy

6.4.5 R Unless Subject to FEES 6.3.22R apphies, the FSCS must calculate a
participant firm’s share of a base costs levy by:

(1) identifying the base costs which the FSCS has incurred, or expects to
incur, in the relevant financial year of the compensation scheme, but
has not yet levied; and:

(@ allocating 50% of those base costs as the sum to be levied on
participants in activity groups A.1, A.3, A.4, A.5 and A.6 (as
listed in FEES 4 Annex 1R); and

(b)  allocating 50% of those base costs as the sum to be levied on
participants in all the activity groups listed in FEES 4 Annex
1R;

(2) calculating the amount of the participant firm’s regulatory costs as a
proportion of the total regulatory costs relating to all participant
firms for the relevant financial year;-and.

(a) if the participant firm belongs to any of the activity groups in
(1)(a), imposed by the FSA in respect of those groups; and

(b) if the participant firm belongs to any of the activity groups in
(1)(b), imposed by the FSA in respect of those groups; and

(3) applying the proportion calculated in (2)(a) (if any) to the figure sum
in (1)(a), and the proportion calculated in (2)(b) (if any) to the sum

in (1)(b).

6.4.5A G The effect of FEES 6.4.5R is that if a participant firm belongs to activity
groups in both (1)(a) and (1)(b) of that rule, it will be required to pay a
share of the base costs levy in respect of both sets of activity groups.
Specific costs levy
6.4.6 R  The FSCS must allocate any specific costs levy amongst the relevant sub-

classes in proportion to the amount of relevant costs arisirg-from;-of

expected-to-arise-from-claims-nrespectof arising from the different
activities represented-by for which firms in those sub-classes have

permission up to the levy limit of each relevant class.
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6.4.7 R The FSCS must calculate a participant firm's share of a specific costs levy
(subject to FEES 6.3.22R (Adjustments to calculation of levy shares) by:

(1) identifying each of the relevant sub-classes to which the participant
firm belongs, using the statement of business most recently supplied
under FEES 6.5.13R;

(2) identifying the management expenses other than base costs which
the FSCS has incurred, or expects to incur, in the relevant financial
year of the compensation scheme, allocated to the sub-classes
identified in (1), but not yet levied;

(3) calculating, in relation to each relevant sub-class, the participant
firm's tariff base as a proportion of the total tariff base of all
participant firms in the sub-class, using the statement of business
most recently supplied under FEES 6.5.13R;

(4) applying the proportion calculated in (3) to the figure in (2); and

(5) if more than one class ersub-elass is relevant, adding together the
figure in (4) for each sub-class.

6.4.10A R (1) This rule deals with the calculation of:

(©) the tariff base for the elass-er-sub-classes classes that relate
to the relevant permissions or extensions, as the case may be.

6.5 Compensation costs
6.5.1 R
6.5.2 R The FSCS must allocate any compensation costs levy te-the-sub-classes-in
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6.5.4

FSA 2013/1

 that other sub-class { inthe-deposit class_for-which there
only-one-sub-class) first, to the classes in proportion to the amount
of compensation costs arising from, or expected to arise from, claims
in respect of the different activities for which firms in those classes
have permission up to the levy limit of each relevant class; and

(2) any excess ahove the levy limit of the class must be allocated to each

i thereafter, where the levy limit
has been reached (whether as a result of compensation costs or
specific costs or both) for a class whose attributable costs may be
allocated to the retail pool, to the retail pool in accordance with
FEES 6.5A.

The use made by FSCS of borrowing facilities to provide liquidity until the
next levy does not affect the attribution of compensation costs, nor the

allocation of costs-ineurred-oranticipated compensation cost levies; the

allocation of a compensation costs levy occurs at the time that the FSCS
imposes a levy.

Fhe eale. u.lanen oFthe relative sizes of the levy limits for the purpose of
FEES 65 2I|%(2)| (m}e_ludl Y al'” allleeat_le_| s Ieal useell_by_ tﬁlne e;l d |aus| E'el“ oFa

; ) ; : I L o I
sub-elass: [deleted]

@m%mm%mmmmﬂm

- [deleted]

If a participant firm which is in default has carried on a regulated activity
other than in accordance with a permission, the FSCS must aHeeate treat
any compensation costs or specific costs arising out of that activity te-the

relevantsub-class-which-covers-thatacthrty-or- Ha-levy-himit-of-the
relevant sub-class or class has been exceeded, FSCS must allocate any

i i i 52R as if
the relevant permission were held by the participant firm.

If the relevant person in default is an appointed representative, the FSCS
must aHeoeate treat any compensation costs or specific costs arising out of a
regulated activity for which his principal has not accepted responsibility to
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6.5.12

FSA 2013/1

chass-or-chass-has-been-exceededFSCS-mustallocate any-compensation

i 52R as if the principal

had accepted responsibility.

1)

(2)

A participant firm must pay to the FSCS a share of each
compensation costs levy allocated to the classes of which it is a
member unless either the firm is exempt under FEES 2 (Exemption)
or the FSCS has chosen to exercise its discretion under FEES
6.3.23R in respect of that firm.

" I o) y ¥ : eutar |

limit (1) I - q I " bcl
orclass-whese-lewy-Himit-has-been-exceeded: [deleted]

The FSCS must calculate each participant firm's share of a compensation
costs levy (subject to FEES 6.3.22R (Adjustments to calculation of levy

shares)) by:

(1) identifying each of the sub-classes to which each participant firm
belongs, using the statement of business most recently supplied
under FEES 6.5.13R(2);

(2) identifying the compensation costs falling within FEES 6.5.1R
allocated, in accordance with FEES 6.5.2R, to the sub-classes
identified in (1);

(3) calculating, in relation to each relevant sub-class, the participant
firm's tariff base as a proportion of the total tariff base of all
participant firms in the sub-class, using the statement of business
most recently supplied under FEES 6.5.13R;

(4) applying the proportion calculated in (3) to the figure in (2); and

(5) if more than one class ersub-elass is relevant, adding together the

figure in (4) for each sub-class.

Sub-¢elasses Classes and tariff bases for compensation cost levies and specific
costs levies

R When calculating a participant firm's share of a compensation costs levy or

specific costs levy allocated to each sub-class the FSCS must use the sub-
classes and tariff bases as set out in the table in FEES 6 Annex 3R.

Membership of several classes ersub-classes

G A participant firm may belong to more than one class;-and-more-than-one
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becl thin ) lass,
Reporting requirements

6.5.13 R (1) Unless exempt under FEES 6.2.1R, a participant firm must provide
the FSCS by the end of February each year (or, if it has become a
participant firm part way through the financial year, by the date
requested by the FSA) with a statement of:

(@) sub-classes to which it belongs; and

(b) the total amount of business (measured in accordance with the
appropriate tariff base or tariff bases) which it conducted, in
respect of the most recent valuation period (as specified by
FEES 6 Annex 3R (Financial Services Compensation Scheme
- classes and-sub-classes)) ending before the relevant year in
relation to each of those sub-classes.

(3) Fhisrule-deesnotapply-inrelationto-the-home-financeprovision
sub-class E1. Therefore any reference in the Handbook to
'|||Ie|||nat|en ? |at||s ell |nust’be S.HF X plleFeI H“dl o tllns Fule-must bl'e Fead

provisions—relating-to-FSA-periodicfees: [deleted]

6.5.13A G For example, when the tariff base for a particular sub-class is based on a
firm's annual eligible income the valuation period for that sub-class is the
firm's last financial year ending in the year to 31 December preceding the
financial year of the FSCS for which the calculation is being made. In the
case of a firm in sub-class Al (Deposits) its valuation period will be 31

December.

6.5A The retail pool [to follow]

6.7 Payment of levies

6.7.6 R Ifafirm ceases to be a participant firm or carry out activities within one or
2(]:?1;?71 iﬂb-classes part way through a financial year of the compensation

(2) the FSCS may make one or more levies upon it (which may be
before or after the firm firm has ceased to be a participant firm or
carry out activities within one or more sub-classes, but must be
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before it ceases to be an authorised person) for the costs which it
would have been liable to pay had the FSCS made a levy on all
participant firms or firms firms carrying out activities within that
sub-class in the financial year it ceased to be a participant firm or
carry out activities within that sub-class.

6 Annex 1R Financial Services Compensation Scheme — Management Expenses
Levy Limit

This table belongs to FEES 6.4.2R

Period Limit on total of all management expenses levies attributable to that period

(£)

1 April 2012 to | £1,000,000,000
31 March 2013

1 April 2013 to | £[insert figure]
31 March 2014

6 Annex 2 R Financial Services Compensation Scheme — annual levy limits

This table belongs to FEES 6.3.5R and FEES TP 2.5.2R

| becl irnit (£ million:
Peposit
Deposit 1,840
£ I )
Life-and-Pensions 100
fiai
General-nsurance
Generalllnsurance Provision | 745
General-nsurance 195
o
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Investment
Fund management 270
tvestment-termediation 100
HomeFinance
Home Finance Provision 70
Home Finance 60
liat]
Class Levy Limit (£ million)
A: Deposits 1,500
B1: General insurance provision 600
B2: General insurance intermediation 300
C1: Life and pensions provision 690
C2: Life and pensions intermediation 100
D1: Investment provision 200
D2: Investment intermediation 150
E2: Home finance intermediation 40

6 Annex 3R Financial Services Compensation Scheme - classes and-sub-classes

This table belongs to FEES 6.5.7 R ard- FEESFRP-2.5:2R

Class A

Depesit Deposits

| basis f .
elass-A Firms with

permission for:

Class B

General Insurance

Sub-¢lass Class B1

General Insurance Provision
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L asis f .
sub-elass B2 Firms with
permission for:

Sub-¢lass Class B2

General Insurance Intermediation

L basis f .
sub-¢class B2 Firms with
permission for:

Tariff base

Sub-¢class Class B1:...

Sub-elass Class B2: annual eligible income where annual
eligible income means annual income adjusted in accordance
with this table. Annual income is calculated as the sum of (a)
and (b):

(@) the net amount retained by the firm of all brokerages, fees,
commissions and other related income (for example,
administration charges, overriders and profit shares) due to
the firm in respect of or in relation to sub-class B2 activities,
including any income received from an insurer; and

(b) if the firm is an insurer, in relation to sub-class B2
activities, the amount of premiums receivable on its contracts
of insurance multiplied by 0.07, excluding those contracts of
insurance which result from sub-class B2 activities carried
out by another firm, where a payment has been made by the
insurer to that other firm and that payment is of a type that
falls under (a).

Notes relating to the calculation of the tariff base for sub-
elass class B2:

(3) Net amount retained means all the commission, fees, etc.
in respect of sub-class B2 activities that the firm has not
rebated to customers or passed on to other firms ...

(4) Sub-elass Class B2 activities mean activities that fall
within sub-class B2. They also include activities that now fall
within sub-class B2 but that were not regulated activities
when they were carried out.

(5) A reference to a firm also includes a reference to any
person who carried out activities that would now fall into
sub-class B2 but which were not at the time regulated
activities.
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Class© Life and Pensions
Sub-¢lass Class C1 Life and Pensions Provision
| bhasis f .

sub-¢class-C1 Firms with
permission for:

Sub-¢lass Class C2

Life and Pensions Intermediation

| basic § .
sub-elass-G2 Firms with

permission for:

Tariff base

Sub-class Class C1.:...

(1) Eligible mathematical reserves are calculated in
accordance with the method for calculating mathematical
reserves in fee block A4 in part 2 of FEES 4 Annex 1 R with
the following adjustments.

(7) The provisions relating to pension fund management
business in Part 2 of FEES 4 Annex 1 R do not apply. A firm
undertaking such business that does not carry out any other
activities within sub-class C1 (ignoring any activities that
would have a wholly insignificant effect on the calculation of
its tariff base for sub-class C1) must use its Long-term
insurance capital requirement instead of gross technical
liabilities. ...

Sub-class C2: annual eligible income where annual eligible
income means annual income adjusted in accordance with
this table. Annual income is calculated as the sum of (a) and

(b):

(@) the net amount retained by the firm of all brokerages, fees,
commissions and other related income (for example,
administration charges, overriders and profit shares) due to
the firm in respect of or in relation to sub-class C2 activities
including any income received from an insurer, and;

(b) if the firm is a life and pensions firm, in relation to sub-
class C2 activities, the amount of premiums or commission
receivable on its life and pensions contracts multiplied by
0.07, excluding those life and pensions contracts which result
from sub-class C2 activities carried out by another firm...
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Notes relating to the calculation of the tariff base for sub-
class C2:

(2) Life and pensions firm means an insurer. It also means a
firm that provides stakeholder pension schemes or personal
pension schemes if those activities fall into sub-class D1.

(4) Net amount retained means all the commission, fees, etc.
in respect of sub-class C2 activities...

(5) Sub-elass Class C2 activities mean activities that fall
within sub-class C2. They also include activities that now fall
within sub-class C2 but that were not regulated activities
when they were carried out.

(6) A reference to a firm also includes a reference to any
person who carried out activities that would now fall into
sub-class C2 but which were not at the time regulated
activities.

Class D Investment
Sub-¢lass Class D1 Fund-management Investment provision
| basic f o

sub-elass-B1 Firms with
permission for:

Sub-elass Class D2

Investment Intermediation

| basis f e
sub-elass-B2 Firms with
permission for:

Tariff base

Sub-¢elass Class D1: annual eligible income where annual
eligible income means annual income adjusted in accordance
with this table. Annual income is equal to the net amount
retained by the firm of all income due to the firm in respect of
or in relation to activities falling within sub-class D1.

Sub-elass Class D2: annual eligible income where annual
eligible income means annual income adjusted in accordance
with this table. Annual income is equal to the net amount
retained by the firm of all income due to the firm in respect of
or in relation to activities falling within sub-class D2.
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Notes on annual eligible income for sub-classes D1 and D2:

(1) For the purposes of calculating annual income, net
amount retained means all the commission, fees, etc. in
respect of activities falling within sub-class D1 or D2...

ClassE Home Finance
Sub-cl . ..
sub-class E1
.. I . ion:
iministori I ; ion:
] lated activi hich is withi
oftheabove-
Sub-¢lass Class E2 Home Finance Intermediation
| basis f .
sub-class-E2 Firms with
permission for:
Tariff base Sub-elass-E1-FSA-periodic-fees
Sub-¢lass: Class E2: ...
Notes

(2)

In calculating annual eligible income a firm must apportion income between different
sub-classes...

6 Annex 4G Guidance on the calculation of tariff bases

This table belongs to FEES 6.5.8G

Calculation of annual eligible income for firms in sub-class D1 who carry out
discretionary fund management and are in FSA fee block A7
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-1.1

The tariff base for sub-class D1 is calculated by taking gross income falling into
sub-class D1 and then deducting commission, fees and similar amounts rebated
to customers or passed on to other firms (for example, where there is a
commission chain). ...

1.2

Annual eligible income should exclude

income received or receivable from assets managed on a non-
discretionary basis, being assets that the firm has a contractual duty to
keep under continuous review but in respect of which prior specific
consent of the client must be obtained for proposed transactions, as this
activity is covered in sub-class D2 (the investment intermediation sub-
class).

Calculation of annual eligible income for firms in sub-class D1 and who carry
out activities within FSA FSA fee block A9

2.1

The calculation of income in respect of activities falling into sub-class D1 and
FSA fee block A9 should be based on the tariff base provisions for that fee block
(in Part 2 of FEES 4 Annex 1R). ...

2.2

Although the calculation should be based on the one for fee block A9, the
calculation is not the same. FSA fee block A9 is based on gross income. Sub-
elass Class D1 is based on net income retained.

Calcu

lation of annual eligible income for a firm in sub-class B2 or sub-class C2

Difficulties in calculating annual eligible income

4.1

G

The purpose of Note 2 in the section of notes at the end of FEES 6 Annex 3R
(Financial Services Compensation Scheme - classes and-sub-elasses) is to deal
with the practical difficulties of allocating income correctly between different
sub-classes and in deciding whether income falls outside FEES 6 Annex 3R
altogether. ...

Gross

technical liabilities and mathematical reserves for non-directive friendly societies

5.2

The figures for gross technical liabilities and mathematical reserves of a non-
directive friendly society for the purpose of calculating its tariff base in sub-class
B1 (General Insurance Provision) and C1 (Life and Pensions Provision) are

based on a valuation. ...

Insert the following after FEES TP 6. The text is not underlined.
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TP 7

7.1

Part 2:

6.1

6.1.6

6.1.6A

6.1.14

FSA 2013/1

Transitional provisions relating to changes to the FSCS levy arrangements
taking effect in 2013/14

R As at 31 March 2013, the FSCS must:

1)

@)

allocate any surplus or deficit in the balance of an activity group in respect
of base costs, as listed in FEES 4 Annex 1R, to the account of that activity
group as at 1 April 2013; and

take that surplus or deficit (so allocated) into account when calculating the
amount to be levied under FEES 6.4.5R in respect of the financial year
commencing on 1 April 2013.

Comes into force on 1 April 2014

Financial Services Compensation Scheme Funding

Application

General structure

(@)

In calculating a compensation costs levy, the FSCS:

(1)  for claims for protected deposits, may include compensation costs
expected in the 12-month period following the date of the levy-—Fhe

total amount of all management expenses levies attributable to a
basistH-FEES 6-AnnexAR:; and

(2)  for other protected claims, may include up to the greater of one
third of the compensation costs expected in the 36-month period
following the date of the levy, or the compensation costs expected
in the 12 months following that date.

The total amount of all management expenses levies attributable to a
financial year will be restricted to the amount set out on an annual basis in
FEES 6 Annex 1R.

The compensation costs levy

G

In imposing a compensation costs levy in each financial year of the
compensation scheme the FSCS will take into account the compensation
costs which the FSCS has incurred and has not yet raised through levies,
any recoveries it has made using the rights that have been assigned to it or
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6.3.1

6.3.2A

FSA 2013/1

to which it is subrogated and a further amount calculated taking into
account:

@)

for claims for protected deposits, those compensation costs it
expects to incur (including in respect of defaults yet to be declared)
over in the 12 months following the date of the levy; and

for other protected claims:

(@) the compensation costs it expects to incur in the 12 months
following the date of the levy; or, if greater

(b) one third of the compensation costs it expects to incur in the
36 months following the date of the levy (see FEES 6.3.1R
(Imposing management expenses and compensation costs

levies)).

The FSCS’s powers to impose levies

Imposing management expenses and compensation costs levies

R The FSCS may at any time impose a management expenses levy or a
compensation costs levy, provided that the FSCS has reasonable grounds
for believing that the funds available to it to meet relevant expenses are, or
will be, insufficient, taking into account expenditure already incurred,
actual and expected recoveries and:

G

1)

(2)

in the case of a management expenses levy, the level of the FSCS’s
expected expenditure in respect of those expenses in the financial
year of the compensation scheme in relation to which the levy is
imposed; and

in the case of a compensation costs levy relating to claims for
protected deposits, the level of the FSCS’s expected expenditure in
respect of compensation costs in the 12 months following the levy-;
and

in the case of a compensation costs levy relating to other protected
claims

(@) the FSCS’s expenditure in respect of compensation costs
expected in the 12 months following the levy; or, if greater

(b) one third of the FSCS’s expenditure in respect of compensation
costs expected in the 36 months following the levy.

The FSCS will usually levy once in each financial year (and in respect of
compensation costs, for expenditure expected in the period of 12 months
or, if greater, one third of the expenditure expected in the period of 36

Page 25 of 30



FSA 2013/1

months following 1 July in that year)...
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Annex C
Amendments to the Supervision manual (SUP)
In this Annex, striking through indicates deleted text

16 Annex 18AR Retail Mediation Activities Return (‘RMAR?’)

SECTION J: data required for calculation of fees

Part 1
FSA FOS FSCS
Annual Regulated Relevant Annual Annual Eligible
Income Income Income
(Es) (£9) (Es)
Home Finance see FEES 4 Annex |FEES5 Annex 1R |FEES 6 Annex 3R
Mediation 1R sub-class E2
Part 2 fee block A18 |industry block 16
Non-investment see FEES 4 Annex |FEES5 Annex 1R |FEES 6 Annex 3R
insurance mediation |1R sub-class B2
Part 2 fee block A19 |industry block 17
Life and pension n/a n/a FEES 6 Annex 3R
intermediation sub-class C2
Investment n/a n/a FEES 6 Annex 3R
intermediation sub-class D2
16 Annex 18BG

NOTES FOR COMPLETION OF

THE RETAIL MEDIATION ACTIVITIES RETURN (‘RMAR?’)

Section J: data required for calculation of fees

Data for fees Firms will need to report data for the purpose of
calculations calculating FSA, FOS and FSCS levies.
FSCS The relevant information required is the tariff data set out

Page 27 of 30



FSA 2013/1

in sub-classes B2, C2, D2, and E2, FEES 6 Annex 3R.
Note that firms are required to report tariff data information
relating to all business falling within sub-classes B2, C2,
D2 and E2, FEES 6 Annex 3R.
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Annex D
Amendments to the Dispute Resolution: Complaints sourcebook (DISP)

In this Annex, underlining indicates new text and striking through indicates deleted text.

1 Annex 1AG Recommended metrics

This table belongs to DISP 1.10A.8G

Type of business Contextualised new Recommended metrics
complaint numbers
Investment (fund Complaints per £1m of The firm's annual eligible
management provision) annual eligible income income as defined in sub-
class D1 of FEES 6 Annex
3R
Investment (intermediation) | Complaints per £1m of The firm's annual eligible
annual eligible income income as defined in sub-
class D2 of FEES 6 Annex
3R
Decumulation, life and Complaints per £1m of The firm's annual eligible
pensions (intermediation) annual eligible income income as defined in sub-
class C2 of FEES 6 Annex
3R
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Annex E

Amendments to the Compensation sourcebook (COMP)

In this Annex, striking through indicates deleted text.

145.1 R Where an EEA UCITS management company provides collective portfolio
management services for a UCITS scheme from a branch in the United
Kingdom, or under the freedom to provide cross border services, the FSCS
must allocate the firm to the sub-class or sub-classes which seems to the

FSCS to be most appropriate, taking into account the nature of the firm's
business activities
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