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AlIFA questions — April 06

A market discussion of FSCS

* This month’s AIFA questions focused on industry views of
Financial Services Compensation Scheme (FSCS)

» Questions were placed on the April IFA Census and fieldwork
was conducted during 11t—21st April 2006

« 311 IFAs responded to the survey
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FSCS bill increases — last 3 years

Nearly one half of respondents have had an increase of more than
50% in their FSCS bill over the last 3 years
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Base: April 2006 — All respondents (311)
Over the last three years, how much, in percentage terms has your FSCS hill increased by?
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Option descriptions

. Option A: Single tier with broad classes In this option the five broad classes
constitute the Scheme® funding base. Within each class all compensation costs
would be pooled. Between each class there would be no cross-subsidy: costs
arising from each class would be met exclusively by that group.

. Option B: Broad classes with general pool Under this option a general pool
is added to Option A, whose operation would be triggered only where a single
class faced major costs. Each class would have a very high practicability
threshold. Compared to the single-tier option, this option helps with the overall
affordability for firms involved. A carefully designed Option B would be useful to
have in place in the event of a major collapse, as a form of catastrophe cover.

. Option C: Broad classes with sub-classes Here sub-classes are introduced
underneath each of the broad classes. Each sub-class would meet the first
tranche of liabilities emerging from it. Practicability thresholds would reflect the
financial size of each group. Each class would then meet its own class
liabilities, net of first tranches. The main prospective benefit of introducing sub-
classes within the broad classes would be to fix a higher proportion of
compensation costs upon the particular type of firm that gave rise to them, and
thereby to make sure that they compete with others on the basis of prices which
reflect the risk they may pose to the compensation scheme.
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Option consideration

While the largest single group prefer Option B, one quarter would
not consider any of the options
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Base: April 2006 — All respondents (311)
Which of the following options would you consider?
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Level of agreement with “mutual financial interest”
approach

Two thirds of respondents feel sharing the responsibility in the
manufacture, marketing and distribution of retail financial services
IS an appropriate approach when calls are made on the FSCS
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Base: April 2006 — All respondents (311)
AIFA is keen to see that those involved in the manufacture, marketing and distribution of retail financial services 5

share responsibility when calls are made on the FSCS. Do you agree that this "mutual financial interest"
approach (where providers and IFAs are pooled together) is appropriate?



