Statement of Policy

Deposit Guarantee Scheme
June 2023

(Updating August 2020)

@ BANK OF ENGLAND
2 PRUDENTIAL REGULATION
@é AUTHORITY




BANK OF ENGLAND
PRUDENTIAL REGULATION
AUTHORITY

Statement of Policy

Deposit Guarantee Scheme
June 2023

© Bank of England 2023
Prudential Regulation Authority | 20 Moorgate | London EC2R 6DA



Contents

1 Introduction 1
2 Background 1
3 Duties of the FSCS 2
4 Paying compensation 2
5 Compensation for temporary high balances 4
5A Temporary Increase to the maximum compensation sums 9
6 Funding of the FSCS 10






Deposit Guarantee Scheme June 2023 1

1 Introduction

1. This statement of policy is addressed to the Financial Services Compensation Scheme
(FSCS) in respect of its role as scheme manager of the Deposit Guarantee Scheme (DGS). This
statement may also be of interest to firms and depositors.

2. The purpose of this statement is to set out the expectations of the Prudential Regulation
Authority (PRA) on the FSCS with regards to:

(a) the duties of the FSCS;

(b) the FSCS’s role in assessing and paying compensation in respect of deposits;

(c) the FSCS's role in assessing and paying temporary high balance (THB) claims; and
(d) the FSCS’s role in the funding of the Deposit Guarantee Scheme (DGS).

3. By providing further information to the FSCS with regards to its duties and role in paying
and funding compensation in respect of deposits, this statement should help to ensure an
effective deposit guarantee scheme and thus contribute towards the safety and soundness of
deposit-takers.

4. This statement of policy is intended to be read together with the rules specific to deposits
as set out in the Depositor Protection Part of the PRA Rulebook, which applies to the FSCS, and
firms that are DGS members. The funding section is also intended to be read with the FSCS
Management Expenses Levy Limit and Base Costs Part and the Management Expenses in
respect of Relevant Schemes Part which also apply to PRA-authorised insurers and the Society
of Lloyd’s.

2 Background

5. The FSCS exercises the functions that are conferred on the scheme manager by Part XV of
the Financial Services and Markets Act 2000 (FSMA).

6. The PRAis required, under section 213 of FSMA and the Financial Services and Markets
Act 2000 (Financial Services Compensation Scheme) Order 2013, to make rules establishing a
scheme for compensating persons in cases where firms are unable or, likely to be unable, to
satisfy claims for deposits.

7. Inaddition to PRA rules, other aspects of the operation of the FSCS are dealt with
through the powers of the FSCS under company law (such as the power to borrow, to take on
premises, etc) and through rules made by the Financial Conduct Authority (FCA).

8. In addition, FSMA confers certain powers upon the FSCS, such as a power under section
219 (Scheme Manager's powers to require information) to require persons to provide
information.

15.1.2013/598.
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3 Duties of the FSCS

9. Chapter 24 sets out duties of the FSCS in respect of the DGS.

Co-operation with other Member States’ DGS
10. Deleted.

Language of correspondence with depositors

11. Depositor Protection 24.10 sets out the languages in which the FSCS may correspond with
depositors. The FSCS may also communicate in Welsh where this is agreed with the depositor
in addition to English.

4 Paying compensation

Pension schemes

12. Depositor Protection 6.4 clarifies that certain types of pension, including the occupational
pension schemes of micro, small and medium-sized enterprises, where the schemes are
money purchase schemes, are to be compensated on the basis that each member has a
separate entitlement to compensation. The deposits of occupational pension schemes of large
enterprises are not eligible deposits.

Landlord and Tenant Act deposit accounts

13. Where an account holds money for a trust fund that has been established under section
42 of the Landlord and Tenant Act 1987, the PRA considers that such accounts should be
treated like other non-pension trusts with multiple beneficiaries in accordance with Depositor
Protection 6.3-6.9.

Paying compensation to a person other than the depositor

14. Depositor Protection Chapter 6 (paying compensation) allows the FSCS to pay
compensation to a person other than the depositor (or to a person other than the person who
is absolutely entitled to the deposit) in certain circumstances. The PRA considers examples of
the circumstances covered by these rules to be:

(a) when personal representatives are entitled to receive compensation on behalf of the
deceased;

(b) when trustees are entitled to receive compensation on behalf of beneficiaries (for further
provisions relating trustees entitlement to compensation, see Depositor Protection 6.3 to

6.6);

(c} when the donee of an enduring power of attorney or a lasting power of attorney is entitled
to receive compensation on behalf of the donor of the power;

(d) when the Court of Protection is entitled to receive compensation on behalf of a person
incapable by reason of mental disorder of managing and administering their property and
affairs;

(e) when a depositor dies before receiving compensation; and

(f) when e-money is ‘safeguarded funds’ in a UK credit institution.
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Paying compensation to agents

15. If a depositor is an agent for one or more principals, the PRA expects that, under
Depositor Protection 6.2(5)(a), the FSCS must treat the principal or principals as being the
party entitled to receive compensation, not the depositor.

Obligation to pay compensation

16. The obligation to compensate arises when deposits with a DGS member are determined
to be unavailable deposits. The PRA would make such a determination as soon as possible
after being satisfied that either of the conditions under the ‘unavailable deposit’
determination (as defined in Depositor Protection Chapter 1) has been met.

Subrogation and Recoveries

17. When the FSCS compensates a depositor, the subrogation rules in Chapter 28 are
activated. These enable the FSCS to ‘stand in the shoes’ of the depositor to bring a claim
against the failed firm to recover the costs of compensation. The FSCS can elect to exercise this
right in Chapter 28 in relation to some, or all, of the depositor’s claim.

18. Depositor Protection Chapter 30 sets out how the FSCS must act in relation to recoveries
made from a credit institution or third party in respect of eligible deposits.

Interim compensation payments

19. Regarding Depositor Protection 9.6, where reasonably practicable, the PRA expects the
FSCS to inform depositors (that do not fall under any of the categories of depositors excluded
from the seven working day repayment obligation under Depositor Protection 9.4):

(a) if the FSCS considers they are unlikely to make compensation available within seven
working days from the date on which deposits are determined to be unavailable; and

(b) that those depositors may request an interim compensation payment.

20. In such circumstances, when the FSCS is required to make a payment to cover the cost of
living in accordance with Depositor Protection 9.6(1), the PRA expects the FSCS to have regard
to the following considerations when determining the appropriate amount to pay the
depositor:

(@) the amount of time before the FSCS is able to pay the depositor the full amount;

(b) the total aggregated deposits held by the depositor; and

(c) whether the aggregated deposits include deposits held in the depositor’s primary current
account (if known).

21. In general the PRA expects that interim payments made in accordance with Depositor
Protection 9.6(1)(a) should equal at least 75% of the covered amount up to a maximum of
£5,000.

22. In general the PRA expects that interim payments made in accordance with Depositor
Protection 9.6(1)(b) should equal at least 75% of the balance or £85,000, whichever is lower.
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Timing for compensation

23. Depositor Protection 9.4 sets out the circumstances in which the FSCS may defer payment
of compensation beyond the time period set out in Depositor Protection 9.3. The PRA expects
that the FSCS should aim to pay out these deposits within three months where possible. The
PRA recognises that circumstances where it may not be possible for FSCS to pay out within this
timeframe may include:

(a) where the deposit remains subject to legal dispute after three months;

(b) where the deposit remains subject to restrictive measures imposed by national
governments or international bodies; and

(c} where there remains uncertainty as to whether a person is entitled to receive
compensation, or as to the amount of compensation due, despite investigation by the
FSCS.

Calculation of the compensation sum

24. Depositor Protection Chapter 5 sets out how the FSCS should calculate a compensation
sum. In calculating the depositor’s overall compensation, the FSCS may rely, to the extent that
it is relevant, on any determination by:

(@) a court of competent jurisdiction;
(b) a trustee in bankruptcy;
(c} aliquidator; and

(d) any other recognised insolvency practitioner.

5 Compensation for temporary high balances

25. Chapter 10 sets out the PRA rules applicable to the protection of certain deposits
categorised as ‘temporary high balances’ (THBs).

Application

26. The PRA considers that the THB protection limit in Depositor Protection 4.3 applies to
each depositor on a ‘per event per authorised entity’ basis and is intended to apply to natural
persons only (ie individuals) and not all eligible depositors (eg not companies). Where the
depositor is a trust, the PRA considers that it is the underlying beneficiary that is required to be
an individual. This includes a beneficiary who is absolutely entitled to the deposit (under a bare
trust). Trustees of a trust where individual beneficiaries have less than an absolute beneficial
interest may make a THB claim on behalf of the trust as a whole. This includes where the trust
involves the exercise of discretion (under a discretionary trust). If an individual or a trustee
has eligible deposits in excess of £85,000 as a result of more than one of the life events set out
in Depositor Protection 10.2, a claim may be made for compensation in respect of both of
those events and the limit in Depositor Protection 4.3 would apply separately to each event.
For example, if an individual had a deposit of £750,000 from an inheritance and a deposit of
£750,000 from a house sale, then they would be able to claim up to £750,000 in each case.

27. Where an individual has spread a THB across more than one deposit-taker, then they
would be able to make a separate claim for each deposit-taker that defaults. However, the
depositor would still need to demonstrate a sufficient link between the amount in their



Deposit Guarantee Scheme June 2023 5

account at the point of default and the THB event. The depositor should never be able to claim
more than the value of the original amount from the event that gave rise to the THB.

28. Individual depositors in a joint account will each benefit from THB coverage separately,
although they will only benefit from this if they are able to demonstrate that the THB arises
from a relevant life event and provide verification. Each joint account holder will also only be
able to claim for the proportion of the THB deposit to which they are entitled (in accordance
with the terms of the account or equally, where the terms of the account do not specify the
split). For example, where £2 million (which is the proceeds of sale from the depositor’s house)
is deposited in a joint account which is owned equally by a couple, each will be entitled to
claim up to £1 million. If only £1 million is deposited, each can claim up to £500,000. For the
avoidance of doubt, as noted above, each depositor can claim on a ‘per event per authorised
entity’ basis meaning that a couple is entitled to a claim of up to £1 million each for the same
life event (eg wedding or redundancy) per authorised entity.

29. Under Depositor Protection 10.7, the protection for THBs runs for a period of six! months
from the later of the first date on which a THB is credited to a depositor’s account and the first
date on which the THB becomes legally transferable to the depositor, or in the case of a trust,
the depositor or the beneficiary. The PRA considers that a deposit becomes legally transferable
to a person at the point in time when that person becomes entitled to receive the money. This
is likely to include the date of grant of probate, the date of completion of a residential
property sale or the date on which a judgement is made awarding damages.

What types of THB deposits are protected?

30. Depositor Protection 10.2 sets out the list of categories of eligible deposits that may
benefit from THB protection. We have set out further detail below on the PRA’s expectations
in relation to these categories:

(1) Deposits relating to an individual’s private residential property (Depositor
Protection 10.2(1))

31. The protection under Depositor Protection 10.2(1) should enable a person to claim THB
protection in relation to amounts deposited in their own account or in a solicitor’s client
account on their behalf.

32. The PRA considers references to ‘private residential property’ in Depositor Protection 10.2
(1) to refer to a specific residential property (ie the property is identifiable) in which the
individual resides, intends to reside or has resided as their main or only residence (as that term
is understood in connection with capital tax gains purposes). The PRA does not consider that
general savings for a property should fall under this category.

33. The PRA considers that land purchased with a view to constructing a dwelling would fall
within this category. The claimant should provide evidence that the land has been purchased
(or is about to be purchased) with a view to constructing the purchaser’s only or main
dwelling.

34. The PRA considers that proceeds from the sale of a property that the individual owned as
a buy-to-let property, or that was the individual’s investment property, should not benefit
from THB protection. Similarly, the PRA considers that funds held by or on behalf of an

1 policy Statement PS19/20 ‘Financial Services Compensation Scheme — Temporary High Balances Coverage Extension’ August
2020, set out that the THB coverage period was increased from 6 months to 12 months up until, and including, 31 January
2021 and would revert back to 6 months on Monday 1 February 2021.
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individual in preparation for the purchase of second home, a holiday home, or any other
investment property (which will not be the individual’s only or main residence) should not be
protected.

35. For the avoidance of doubt, the PRA does not consider that THB claims falling under this
category should be restricted to the purchase price of the property. For example, the PRA
expects that amounts falling under category 10.2(1)(a) could include deposits for anticipated
stamp duty and associated fees.

(2) Deposits that fall under Depositor Protection 10.2(2)
36. The PRA considers that the following deposit types would benefit from THB protection:

(a) sums paid in respect of benefits payable under an insurance policy. These may include
proceeds of pure protection contracts as well as sums paid in respect of lump sums
payable under an endowment or life insurance policy;

(b) a claim for compensation for personal (including criminal) injury. This may include personal
injury compensation payments or damages for incapacity or invalidity (made in court (by
HM Courts and Tribunal Services or by an equivalent non-UK court or out of court, or from
a statutory body);

(c) state benefits paid in respect of a disability or incapacity. This may include backdated
payment for care, disability living allowance, severe disablement allowance, vaccine
damage payment;

(d) a claim for wrongful conviction. This may include compensation for wrongful conviction
resulting from decisions made by HM Courts and Tribunal Services or by an equivalent
non-UK court;

(e) sums paid in respect of a divorce or dissolution of a civil partnership. These may include
divorce settlement lump sums (including out of court settlements) or lump-sum
settlements resulting from civil partnership dissolution;

(f) sums paid in respect of sums payable on retirement. These may include lump sums
payable under pension schemes; and

(g) Sums deposited in preparation for the purchase of, or arising from the sale of house boats
and other mobile homes which are or, if the purchase not yet happened, are intended to
become, the depositor’s only or main dwelling.

(3) Deposits that fall under Depositor Protection 10.2(3)

37. The PRA considers that sums paid to, or for the benefit of, an individual in respect of
benefits payable on death may include death in service payments paid under occupational
pension schemes or otherwise.

38. The PRA also considers that ISAs passed on to a spouse at death would also fall under this
category.

The FSCS’s role in verifying THBs

39. Following the default of a firm (ie where a determination has been made that deposits are
unavailable), the PRA expects that the FSCS will review the SCV file and exclusions view file of
the firm and write to depositors with aggregated deposits at the firm in excess of £85,000 to
inform them that they, or where the depositor is a trustee, the beneficiary, may be entitled to



Deposit Guarantee Scheme June 2023 7

additional compensation if they hold any deposits that qualify as temporary high balances and
can provide evidence verifying this.

40. The PRA expects the FSCS to provide information to the depositor on what constitutes
sufficiently robust evidence and refer the depositor to where they may find further
information, including information on any prescribed format for the evidence, the address to
which the evidence should be submitted, any relevant timeframes for submission and an
overview of the process the FSCS will follow in assessing the evidence. The PRA expects that
the FSCS may ask to review evidence including (but not limited to) the following: a property
sale receipt or agreement; a court judgement; a will; a letter from an insurer regarding an
insurance payout; a letter from a lawyer, conveyancer, mortgage provider, former employer or
pension trustees; court orders; social security statements; probate/letters of administration;
death/marriage certificate; land register records and HMRC records. This list is not exhaustive.

41. Regarding claims made in respect of Depositor Protection 10.2 (2)(g), the PRA expects
that the FSCS should require suitable evidence that a marriage or civil partnership between
two specified individuals has been arranged, for example, confirmation of the booking of the
marriage or civil partnership ceremony.

42. The PRA expects the FSCS to assess the validity of a THB claim in accordance with PRA
rules and to determine if a sufficient link has been established between an eligible deposit and
the relevant THB category on the basis of the nature of and quality of evidence provided by
the depositor.

43. The PRA expects the FSCS to determine (i) that the evidence provided by the depositor is
sufficiently robust; and (ii) that the deposits fall under one of the THB categories.

44. The PRA acknowledges that because depositors may have payments flowing in and out of
their accounts, it may be difficult to establish what portion of their money has retained THB
protection since the THB was paid in. The PRA considers that, once the THB has been credited
to a depositor’s account, the depositor will benefit from the extra THB protection for the
coverage period to the value of the original THB credit, no matter what pattern of payment
follows.

45, If a THB is transferred to another DGS member, then the PRA considers that the THB
cover would be retained (although the coverage period will not begin again, ie the depositor
will not be able to receive consecutive periods of cover for the same THB). Where there are a
number of payments flowing in and out of accounts, it may be difficult to establish whether a
THB has been transferred and the PRA expects that the FSCS, in determining if a sufficient link
has been established between an eligible deposit and a THB category, should have regard to a
number of considerations including:

(a) the written evidence provided by the depositor;

(b} the value of the amount or amounts transferred and whether they constitute a de minimis
proportion of the original THB;

(c} the length of time that has elapsed between the life event specified and the date on which
the relevant sum was credited to an individual depositor’s account; and

(d) any other relevant factors.
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46. By way of illustration, the examples below set out where the PRA expects that a depositor
would be eligible for THB protection and where protection would not apply.

Examples: In the examples below it is assumed that an individual’s £100,000 inheritance has
been credited to bank A. Where the deposit is held on trust for individual beneficiaries who
are entitled to claim for a THB, references to the individual being able to claim compensation
should be read as references to the beneficiary.

(a) If the individual transfers £50,000 to bank B, the PRA considers that the depositor should
be able to claim up to £50,000 from the FSCS for each amount (in addition to the standard
£85,000 compensation per bank) should both banks fail within six months from the date at
which the £100,000 was credited to bank A.

(b} If the individual withdraws £100,000 from bank A, and A fails within six months of the date
at which the original £100,000 inheritance was credited to A, and the depositor still has
aggregate deposits of £100,000 remaining in the account, then the PRA expects that the
depositor should be able to claim £15,000 THB compensation.

(c} If the individual transfers £50,000 to bank B, giving the depositor a balance with bank B in
excess of £85,000, and bank B fails one month after the amount was credited to B but
thirteen months after the original amount was credited to A, then the PRA considers that
THB protection should not apply.

(d) If the individual withdrew £100,000 from bank A, but there was no corresponding transfer
to bank B, should bank B fail and the depositor had an aggregate balance of £185,000 at
bank B (and there had been no payments in during the coverage period), the PRA
considers that the depositor should not be able to claim £100,000 THB protection from
bank B.

Limits in compensation payable

47. Depositor Protection 4.3 sets out that, for THB claims for sums paid in respect of personal
injury or incapacity claims, there is no limit to the compensation payable for THBs. The PRA
expects that deposits falling under this category would include sums paid in respect of:

(a) claims for compensation for personal (including criminal) injury under Depositor
Protection 10.2(2)(b) which may include personal injury compensation payments or
damages for incapacity or invalidity (made in court (by HM Courts and Tribunal Services or
by an equivalent non-UK court) or out of court, or from a statutory body);

(b) state benefits paid in respect of a disability or incapacity under Depositor Protection
10.2(2)(c) which may include backdated payment for care, disability living allowance,
severe disablement allowance and vaccine damage payment; and

(c) benefits payable under insurance contracts for personal injury or incapacity claims.

48. For the avoidance of doubt, the PRA considers that the THB limit may apply to a number
of deposits for the same life event. For example, where a depositor has three deposits of
£5,000 as separate gifts for the same wedding, the depositor is entitled to claim up to an
additional £15,000 over and above their normal £85,000 protection. Total claims for the same
life event may not exceed £1 million (unless for a personal injury or incapacity claim).
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Payment of compensation for THBs
49. Depositor Protection 10.8 sets out the timeframe for the FSCS to pay compensation.

50. In addition to the payment of compensation in respect of funds held on trust, the FSCS
may also pay compensation in accordance with Depositor Protection 10.6 in respect of a
temporary high balance to a person who makes a claim on behalf of another person in certain
circumstances. Examples of circumstances in which the FSCS may decide to pay compensation
in respect of a THB to a person who makes a claim on behalf of another person include:

(a) where a personal representative makes a claim on behalf of the deceased;
(b) deleted;
(c) deleted;

(d) where the donee of an enduring power of attorney or a lasting power of attorney makes a
claim on behalf of the donor of the power;

(e) where the Court of Protection makes a claim on behalf of a person incapable by reason of
mental disorder of managing and administering their property and affairs; and

(f) where an eligible claimant makes a claim for compensation but dies before their claim is
determined.

5A Temporary Increase to the maximum compensation sums

50.ZA. Depositor Protection 4.4 sets out that if a joint account holder dies and the share passes
automatically to another depositor and they, or individuals under a trust, have a relevant
beneficial entitlement, the FSCS protection limits of the surviving entitled individuals is
increased by an amount calculated by dividing between them the limit applied to the deceased
account holder at the date of death. This means that if the deceased account holder was
subject to a THB at the date of their death, the survivors would, between them, benefit from
that THB protection for a period of 6 months from the date of death. Where joint account
holders are trustees, the general FSCS principles for trustees apply.

50.ZB. The temporary increases to maximum compensation sums that apply when a joint
account holder dies apply for six months beginning with the date of death.

50.ZC. The examples below illustrate this temporary increase to the maximum compensation
sums.

Examples:

(a) There is a joint account holding £170,000 with two individual account holders. There are
no THBs, so each individual has the benefit of £85,000 FSCS protection. One of the
account holders dies, the surviving account holder has their FSCS protection limit
temporarily increased by £85,000 giving them £170,000 of FSCS protection.

(b) There is a joint account holding £2 million with two individual account holders. The
deposit is a result of a THB event that is subject to a £1 million limit for each individual.
One of the account holders dies, the surviving account holder has their FSCS protection
limit temporarily increased by £1 million giving them £2million of FSCS protection.
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(c} There is a joint account holding £500,000 with three account holders. All three are co-
trustees and the funds in the account are held on a discretonary trust that has not vested.
There are no THBs in the account, so the trustees (treating co-trustees as a single person)
have £85,000 FSCS protection. This remains so after one of the trustees dies, as the other
trustees are still considered a unit for FSCS purposes.

(d) There is a joint account holding £500,000 with three account holders, all three are co-
trustees, however, one of the trustees also has an individual absolute beneficial
entitlement. The trust has four other beneficiaries, who are not depositors, each with an
absolute entitlement to part of the funds in the account. There are no THBs, so each
individual with an absolute beneficial interest benefits from £85,000 THB protection. The
account holder who is a trustee also with an individual absolute beneficial interest dies
and their FSCS protection limit is shared between the four beneficiaries with the result
that the beneficiaries have their FSCS protection limit temporarily increased by £21,250
giving them each £106,250 FSCS protection.

(e) The situation is as in (d), except that a trustee and two of the beneficiaries have an
absolute beneficial entitlement, and the trust is discretionary in relation to two other
beneficiaries. The trustee who also has an absolute beneficial interest dies. Their £85,000
protection limit is shared between the two beneficiaries with an absolute entitlement and
the two co-trustees (treating co-trustees as a single person), by virtue of there also being
individuals with unvested beneficial interests. Each share of the temporary increase is
therefore £28,333.33. This results in the two beneficiaries with an absolute beneficial
entitlement and, on behalf of the discretionary trust, the co-trustees (treating them as a
single person), each having £113,333.33 FSCS protection.

6 Funding of the FSCS

Legislation around funding

51. Section 213(3)(b) of FSMA requires the PRA to make rules to enable the FSCS to impose
levies on firms in order to meet its expenses under the deposit guarantee scheme. These
expenses include in particular expenses incurred, or expected to be incurred, in paying
compensation, borrowing or insuring risks.

52. Section 224F of FSMA enables the PRA to make rules to enable the FSCS to impose levies
on PRA firms in order to meet its management expenses incurred if, under Part 15A of FSMA, it
is required by HM Treasury to act in relation to relevant schemes.

53. Section 223 of FSMA prevents the FSCS from recovering, through a levy, any management
expenses attributable to a particular period in excess of the limit set in the PRA and the FCA
rules as applicable to that period.

FSCS access to mandatory contributions

54. In accordance with the Deposit Guarantee Scheme Regulations, Depositor Protection 32.2
restricts the FSCS'’s ability to borrow an amount equal to the amount of such mandatory
contributions in order to meet the liabilities of the deposit guarantee scheme. The FSCS may
borrow such amounts to meet the liabilities of the DGS if the PRA determines that the FSCS is
unable to raise levies from DGS members to meet those liabilities. In accordance with the
Deposit Guarantee Scheme Regulations the PRA will make that determination on a case by
case basis, at the time of each call on deposit guarantee scheme funds. In making this
determination, the PRA expects to take into account a range of factors including the likely
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impact on financial stability of raising levies, as well as the amount of levies needed to be
raised.

55. Depositor Protection 34.3(2) also sets out that regular levies imposed under Depositor
Protection 34.3(1) shall take due account of the phase of the business cycle and the impact
that procyclical contributions may have when setting annual contributions. In order to meet
this requirement, the PRA expects the FSCS to consult the PRA before setting the timing and
size of levy amounts raised.

Levying timings

56. The FSCS may impose three types of levy on DGS members: a DGS management expenses
levy (consisting of a DGS base costs levy and a specific costs levy); a DGS compensation costs
levy; and a DGS management expenses in respect of relevant schemes levy. The FSCS has
discretion as to the amount and timing of the levies imposed.

57. Under Depositor Protection 34.2, the FSCS must levy DGS members at least once in each
financial year (and in respect of DGS compensation costs, for expenditure expected in the
period of twelve months following 1 July in that year). However, if the DGS compensation costs
or DGS 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:

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

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

(c) utilise money collected from DGS members as set out in, and subject to Depositor
Protection Chapter 33.

58. The PRA expects that the FSCS should generally impose a levy rather than borrow or
utilise funds as described in (c), 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
liquidity issues, or in order to deal with a significant failure without having to wait for a levy to
be imposed or collected.

DGS management expenses levy

59. The PRA’s rules on the Management Expenses Levy and Management Expenses in respect
of Relevant Schemes are set out in the Management Expenses Levy Limit and Base Costs
Rulebook Part and Management Expenses in respect of Relevant Schemes Rulebook Part.

60. A DGS management expenses levy may consist of two elements. The first is a DGS base
costs levy, for the base costs of running the FSCS in a financial year, ie DGS share of costs
which are not attributable to any specific class. Included in this category are items such as the
salary of the members of the board of the FSCS, the costs of the premises which the FSCS
occupies, and its audit fees. The amount that each participant firm pays towards a DGS base
costs levy is calculated by reference to the regulatory costs paid by the firm as a proportion of
total regulatory costs of all participant firms. All DGS members are liable to contribute towards
a DGS base costs levy.

61. The second element of a management expenses levy is a DGS specific costs levy for the
‘specific costs’ of running the deposit guarantee scheme in a financial year. These costs are
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attributable to class A, and include the salary costs of certain staff of the FSCS and claims
handling and legal and other professional fees. Another example is IT costs attributable to a
specific class such as SCV data systems. It also may include the cost of any insurance cover that
the FSCS secures against the risk of the FSCS paying out compensation above a given level in
class A (but below the levy limit for class A for the year). The specific costs are attributed to the
class which is responsible for those costs. When the FSCS imposes a DGS specific costs levy, the
levy is allocated to class A up to the relevant levy limits. The FSCS may include in a DGS specific
costs levy the DGS specific costs that the FSCS expects to incur (including in respect of defaults
not yet determined at the date of the levy) during the financial year of the deposit guarantee
scheme. The amount that each DGS member pays towards the DGS specific costs levy is
calculated by reference to the amount of business conducted by the firm in class A. There is a
‘class A tariff base’ for this purpose, set out in Depositor Protection Chapter 43.

62. The PRA and the FCA typically consult on the limit on the FSCS’s management expenses
attributable to the forthcoming financial year of the FSCS in January each year.

Fees refund

63. Depositor Protection Chapter 38 sets out when the FSCS may adjust the calculation of a
DGS member’s share of any levy. Depositor Protection 38.5 sets out that the FSCS may not
adjust the calculation of a DGS member’s levy under Depositor Protection 38.4 on the grounds
that it would be inequitable for that firm to pay that share or part of it (or on the grounds that
it would be inequitable for the FSCS to retain that share or part of it). The reason for this rule is
that any such claim should be dealt with under Depositor Protection Chapter 46.

Recovery of Fees

64. Paragraphs 23(8) and 27 of Schedule 1ZA and paragraphs 31(7) and 35 of Schedule 1ZB of
FSMA permit the PRA to recover fees, and section 213(6) permits the FSCS to recover shares of
the FSCS levy payable, as a debt owed to the PRA and FSCS respectively, and the PRA and FSCS,
as relevant, will consider taking action for recovery (including interest) through the civil courts.

65. The PRA may also take regulatory action in relation to the non-payment of a share of a
DGS levy, after reference of the matter to the PRA by the FSCS. What action (if any) is taken by
the PRA will be decided upon in the light of the particular circumstances of the case.

Remission of Fees and levies

66. Depositor Protection Chapter 46 sets out the circumstances in which the PRA or the FSCS
may reduce or remit FSCS levies. A poor estimate or forecast by a DGS member, when
providing information relevant to the class A tariff base, is unlikely, of itself, to fall within
Depositor Protection 46.1. By contrast, a mistake of fact or law by a fee or levy payer may give
rise to such a claim.



