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FINANCIAL STATEMENTS

of Financial Services Compensation Scheme Limited for the year ended 31 March 2007

Directors’ report

The directors of Financial Services Compensation Scheme Limited (FSCS) present their seventh
repott, together with the audited financial statements of the company and its Sub-schemes for
the year ended 31 March 2007

Pnncipal activities

FSCS was formed to be the designated Scheme Manager under s212 of the Financial Services and
Markets Act 2000 (FSMA), to admunuster a single compensation scheme for consumers in respect
of regulated financial services acuvities, should a financial services firm be unable, or likely to be
unable, to meet 1ts habilities Tt assumed its responsibilities at midnight on 30 November 2001, (a
date referred to as N2), when FSMA was fully enacted, and has fulfilled those responsibilities
throughout the year

Review of activities and future outlook

Since recetving 1ts powers under FSMA and the integration of the former compensation schemes
at N2, FSCS has continued to fulfil its responsibilities throughout the year Future outlook
matters are referred to tn the Chairman’s report

Business Review

The company’s results show an excess of income over expenditure of £408,000 (2006 excess
£382,000), as shown on page 8, and a net actuarial loss arising on the final salary pension scheme
assets and habihues movements of £440,000 (2006 £311,000) 1n the Statement of Total
Recognised Gains and Losses

Management expenses of £27,183,000 (2006 £22,595,000) were incurred 1n the year of which
£26,516,000 {2006 £22,595,000) have been recovered from the Scheme’s Sub-schemes,
comprsing Accepting Deposits, Insurance Business, Designated Investment Business, Mortgage
Advice and Arranging and General Insurance Mediation, as shown on pages 25 to 28 A balance
of management expenses i the year of {667,000 (2006 £nil) relates to costs of handling Sphit
Capital Investment Trust claims, which 1s carried forward as a recetvable, until such ttme as cases
are handled and the costs allocated faitly to relevant contribution groups for funding purposes,
likely to be 1n 2007/08

A more detatled review of the performance of the company can be found 1n section 4 of the
Annual Report

Fixed assets

The movements in fixed assets during the year are set out in Note 10 to the financial statements




The directots

Detatls of the directors all of whom are non-executive unless stated, in the year to 31 March 2007

are as follows

David Hall (Chairman)

Loretta Minghella (Chtef Executive, and Executive Director)
Ronald Devlin, OBE — appointed 1 October 2006 (Executive Director)

Sarah Brown, OBE — retred 28 February 2007
Terence Connor

Alexandra Kinney

Richard Pratt

Catherine Willlams

Christopher Woodburn

Anthony Ashford — appomted 1 February 2007
Rosalind Reston — appointed 1 February 2007

Directors® emoluments

Total emoluments paid to directors are as follows

Year ended Year ended

31 March 31 March

2007 2006

£7000 £000

Aggregate emoluments 423 335
Pension contributions 44 33
467 368

The highest paid director, the current Chief Executive, recerved agpregate emoluments in the year
of £189,118 (comprising basic salary of £180,000 and other emoluments of £9,118 (2006 current
Chief Executive £160,000 and £10,443 respectively), and contributions to a defined benefit
arrangement under the company’s pension scheme have been made of £27,367 (2006 £32,928)
The Chief Executive did not recetve addittional remuneration 1n respect of the role as director
£72,500 was paid to the other executive director since his appointment on 1 October 2006

At the end of the year retirement benefits were accrumng for the Chief Executive as a result of
participation in the defined benefit scheme from her date of appointment on 6 December 2004,

as follows

L C R Minghella

Pension at 31
March 2007

Pension at1

Increase 1n
Accrued
Pension

(1n excess of
inflation)

(£ pa)

1,794

Transfer value

of increase

£

18,175

The pension entitlement 1s that which would have been paid annually on retirement based on
service to the end of the year, on the assumption that the director left service on that date and

this excludes any mcrease for inflation




The fees pad to the Chairman are set at £55,000 per annum (2006 £55,000) and the fees pard to
the non-executive directors are set at £17,000 per annum (2006 £17,000) Additonal fees paid to
the Chatrmen of the Audit Commuttee and Finance and Admunustration Committee were set at
£4,000 per annum (2006 £4,000) The Chairman and the non-executve directors are not entitled
to a penston funded by the company

Liability insurance

FSCS matntains nsurance to indemnufy itself, 1ts directors and its officers agamnst claums ansing
from 1ts operanions

Statement of the directors’ responsibiliies in respect of the financial statements

Company law requires the directors to prepare financial statements for each financial year which
give a true and fair view of the state of affairs of the company and of the income and expenditure
for that pertod In preparing these financial statements, the directors are required to

e select suttable accounting policies and then apply them consistently,

* make judgements and esimates that are reasonable and prudent,

» state whether applicable accounting standards have been followed, subject to any matersal
departures disclosed and explamed m the financial statements, and

® prepare the financal statements on the going concern basis unless 1t 1s inappropriate to
presume that the company will continue in business

The directors confirm that the financial statements comply with these requirements

The directors are responstble for keeping proper accounting records which disclose with
reasonable accuracy at any time the financial posiion of the company and enable it to ensure that
the financal statements comply with the Compantes Act 1985 They are also responsible for
safeguarding the assets of the company and hence for taking reasonable steps for the prevention
and detection of fraud and other wrregulanties

Under Section 234ZA(2) of the Act each of the directors confirm that, insofar as they are aware,
there 1s no relevant audit nformanon for which the Company’s and the Scheme’s auditors are
unaware and that all reasonable steps have been taken 1n order to make themselves aware of any
relevant audit information and to establish that the Company’s and the Scheme’s auditors are
aware of that nformation

The maintenance and integrity of FSCS’s webstte 1s the responstbility of the directors The
directors recognise that uncertainty regarding legal requirements may be compounded as
information published on the mnternet 1s accessible in many countries with different legal
requirements relating to the preparatton and dissemination of financial statements The work
carried out by the auditors does not mvolve consideration of the maintenance and mntegrity of
this website, and, accordingly, the auditors accept no responsibility for any changes that have
occurred to the accounts since they were tnitially presented on the website Visttors to the
website need to be aware that legislatton 1n the United Kingdom governing the preparation and
dissemunation of the accounts may differ from legislation 1n thetr junsdiction

Corporate governance and Financial Risk Management

A statement of corporate governance, including financial risk management and principal nisks
and uncertainties, 1s contained 1n FSCS’s Annual Report on pages 46 to 51




Auditors

A resolution proposing the re-appointment of PricewaterhouseCoopers LLP as auditors will be
put to members at the Annual General Meeting

By order of the Board

M Thomas W@%’
Secretary

22 May 2007 /7




Report of the Auditors

Independent auditors' report to the members of Financial Services Compensation Scheme
Limited for the year ended 31 March 2007

We have audited the financial statements of Financial Services Compensation Scheme Limited
for the year ended 31 March 2007, which comprise the Income and Expenditure Account, the
Statement of Total Recogrused Gains and Losses, the Balance Sheet, the Cash Flow Statement
and the related Notes These financial statements have been prepared under the accounting
pohicies set out therein

Respective responsibilities of ditectors and auditors

As descnbed 1n the Statement of Directors’ Responsibilittes the company’s directors are
responstble for the preparation of the finanaal statements 1n accordance with applicable law and
United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Pracuce)

Qur responsibility 1s to audit the financtal statements 1 accordance with relevant legal and
regulatory requirements and International Standards on Audiung (UK and Ireland} This report,
including the opmion, has been prepared for and only for the company’s members as a body in
accordance with Section 235 of the Compantes Act 1985 and for no other purpose We do not,
in giving this opinion, accept or assume responstbihity for any other purpose or to any other
person to whom this report 1s shown or into whose hands 1t may come save where expressly
agreed by our prior consent in writing

We report to you our opinion as to whether the financal statements give a true and fair view and
are propetly prepared in accordance with the Compantes Act 1985 We also report to you
whether 1n our opiion the mformation given in the Directors’ Report 1s consistent with the
financral statements We also report to you 1f, 1n our opinion, the company has not kept proper
accounting records, 1f we have not received all the information and explanatons we require for
our audst, or if information specified by law regarding directors’ remuneration and other
transactions s not disclosed

We read the Directors’ Report and consider the implications for our report if we become aware
of any apparent misstatements within 1t

Basis of audit opinion

We conducted our audit 1n accordance with Intetnational Standards on Auditng (UK and
Ireland) 1ssued by the Auditing Practices Board An audit includes examination, on a test basts of
evidence relevant to the amounts and disclosures in the financial statements It also mcludes an
assessment of the significant esumates and judgments made by the directors in the preparation of
the financial statements, and of whether the accounting policies are approprate to the company’s
ctrcumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which
we constdered necessary in order to provide us with sufficient evidence to give reascnable
assurance that the financial statements are free from material misstatement, whether caused by
fraud or other 1rregulanty or error In forming our opinton we also evaluated the overall adequacy
of the presentation of information 1 the financial statements




Opinion
In our opmion

e the financal statements give a true and fair view, 1n accordance with United Kingdom
Generally Accepted Accounting Practice, of the state of the company’s affairs as at 31
March 2007 and of 1ts result and cash flows for the year then ended,

e the financal statements have been propetly prepared 1n accordance with the Compantes
Act 1985 and

» the informaton given in the Directors’ Report 1s consistent with the financial statements

/PRLLwc’UU'L" AR Laten WP

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London

22 May 2007




FINANCIAL STATEMENTS

for the year ended 31 March 2007

INCOME AND EXPENDITURE ACCOUNT

Note Year ended Year ended

31 March 2007 31 March 2006

£000 £000

Adminustrative expenses 3 (26,816) (22,218}

Interest payable 4 (62) (72)

Other operatng income, comprising 27,309 22,697

Interest recetvable and other income 8 126 102

Management expenses recoverable from Sub-

schemes 9 26,510 22,595

Other management expenses recetvable 11 667 -
Excess of income over expenditure on

ordinary activities before tax 431 407

Taxation 8 (23 (25)
Excess of income over expenditure on

ordinary activities after tax 408 382

All the company’s operatons were contunung There 1s no difference between the gains and
losses shown above and those prepared under the historical cost basts

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES (STRGL)

Note Year ended Year ended
31 March 31 March 2006
2007
£7000 £7000
Excess of income over expenditure 408 382
Actuarial loss on pension scheme habilies 6 (440). (311)
Total recogrused (losses) and gains relating to the
year (32) 71
Prior year adjustment — adoption of FRS 17 6 - (682)
‘Total losses recognised since last annual report (32) (611)

The Notes on pages 11 to 22 form part of these financial statements




BALANCE SHEET AS AT 31 MARCH 2007

Note 2007 2006

£000 £°000
Fixed assets 10 2,647 1,711
Current assets
Debtors amounts falling due within one year 11 14,663 11,319
Cash at bank and short term deposit 12 2,07 2,677
Total current assets 16,680 13,996
Creditors. amounts falling due within one year
Sub-scheme borrowings 12 (164) (165)
Creditors and accruals 13 (18,611) (14,431)
Bank overdraft 12 (182) (594)
Total current habilities (18,957) (15,190)
Total assets less current liabilities 370 517
Creditors amounts faling due after one year
Sub-scheme borrowings 12 (199) (363)
Provision for habilities and charges 14 (154) (122)
Amounts payable under finance leases 15 (17) (32)

(370 (517)
Total net assets excluding pension habihity - -
Pension lability 6 (1,377) (1,345)
Total net liabilities including pension liability (1,377 (1,345)
Reserves 16 (1,377) (1,345)

Approved for and on behalf of the Board of Financial Services Compensation Scheme

Limited on 22 May 200

DAVID HALL

CHAIRMAN _.) \&M

‘The Notes on pages 11 to 22 form part of these financial statements




STATEMENT OF CASH FLOWS FOR THE YEAR ENDED
31 MARCH 2097

Note 2007 2006
£000 £000
Net cash inflow from operaung activities 17 1,518 1,760
Returns on investment and servicing of finance 18 (64 (30)
1,454 1,730
Taxation paid (26) (24)
Capital expenditure and financial investments
Payments to acquire tangible fixed assets (1,511) (235)
Net cash outflow from investing activities (1,511) (235)
Financing activities
Sub-scheme borrowings (165) (170)
Capital element of finance lease payments - (2)
Net cash outflow from financing activities (165) 172)
(Decrease)/increase 1n cash 19 (248) 1,299
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 March 2007

1 Consttution

Financial Services Compensation Scheme Limuted (FSCS) 1s a company himuted by guarantee
The members of the company are the directors of the company, and hability 1s lumuted to an
amount not exceeding £1 for each member

FSCS was formed to be the designated Scheme Manager under s212 of the Financial Services
and Markets Act 2000 (FSMA) Its full powers were assumed following the coming into
force of powers of the Financial Services Authonty (FSA), under FSMA, at mudnight on 30
November 2001

2 Accounting policies

The financial statements have been prepared under the histonical cost conventuon and 1n
accordance with applicable FSMA provisions, COMP and Fees Rules and applicable
accounting standards, on a going concern basis  As shown on the balance sheet, FSCS has
negatve reserves and an excess of habilines over assets that anse due to the inclusion of the
pension habihty and the FSCS pension scheme valued 1n accordance wath the principles set
out in FRS 17 This habihty 1s not expected to crystallise for many years and as FSCS has
statutory levy raising powers 1t will be able to meet 1ts habilities as they fall due Therefore the
directors believe that preparation of the financial statements on a going concern basts 1s
approprmate

The principal accounting policies are set out below

a)  Admnistrative expenses
These costs are included in the Income and Expenditure Account on an accruals basis

b)  Pension scheme payments

FSCS operates both a defined benefit pension scheme and a money purchase scheme The
costs of the money purchase scheme are charged to the Income and Expenditure Account as
incurred The aggregate pension scheme hability recogmsed in the balance sheet is the excess
present value of the scheme’s liabilities over the value of the assets 1n the scheme Further
detais are contained in Note 6

The penston costs for the defined benefit scheme are analysed as follows -

Current service costs

Curtent service cost 1s the actuanally calculated present value of the benefits earned by the
acuve employees 1n each period This 1tem 1s recognised as an expense in the Income and
Expenditure Account

Past servece costs

Past service costs comprise costs relaung to employee service in prior periods aasing in the
current period as a result of the introducton of, or improvement to, retirement benefits, are
recogrused 1n the Income and Expenditure Account on a straight-line basis over the penod
in which the increase in benefits vest  Any such 1tems would be recognised as an expense in
the Income and Expenditure Account

11




Settiements or curtariments

Settlements or curtailments are recogmsed 1n the Income and Expenditure Account to the
extent that they are not allowed for 1n the actuanal assumptions  Losses on settlements or
curtadlments are measured at the date on which the employer becomes demonstrably
commutted to the transaction Gains on settlements or curtallments are measured at the date
on which all parues whose consent 1s required are trrevocably comrmutted

Net expected return on pension asset

Net expected return on the pension asset comprses the expected return on the pension
scheme assets less interest on scheme habihies Thus 1tem 1s recogrused 1n the Income and
Expenditure Account

Actuanal Garns and Losses

The actual return less expected return on pension scheme assets and actuarial movements in
pension schemes net of tax which anse from any new valuaton and from updaung the latest
actuarnial valuation to reflect conditions at the balance sheet date are shown in the Statement
of Total Recogrused Gains and Losses

¢)  Frxed assets
Fixed assets are capitahsed and depreciated over their estmated useful lives at the following
rate

Computers 60% per annum (reducing balance basis)
Furniture & equipment 33 1/3% per annum (reducing balance basts)
Building improvements straight-hne basis over the peniods of the leases, commencing

on occupancy
Computer software 1s expensed when incurred

d)  Levses, compensatton costs and other items bandied on bebalf of Sub-schemes

The Scheme Manager raises levies which are reflected as amounts due to the relevant Sub-
schemes, and recetvable from their contnbunon groups Compensanon offers are accrued at
the balance sheet date 1f they have been made, accepted, and, for re-instatement cases, fully
valued Recoveries notified before the year-end, but not received by that date, are accrued by
the Scheme Manager and reflected as amounts payable to, or receivable from, the relevant
Sub-scheme and their contribution group(s) in accordance with FSMA and the Fees Rules

Management expenses compiise base costs, being the costs of running the Scheme, specific
costs, which are the remaining costs which cover the handiing and payment of compensatnon
costs These expenses are allocated by the Scheme Manager to each Sub-scheme and
contribution group In accordance with the levy principles contained within Fees rules 6 4 5,
646and 647

¢} Foregn currencies

Transactions 1n foreign currencies are recorded at the rate ruling at the date of the
transaction Monetary assets and habilities denomunated 1n foreign currencies are re-
translated at the rate of exchange ruling at the balance sheet date  All differences are taken to
the Income and Expenditure Account

1} Operating leases

Rentals on assets held under operanng leases are charged to the Income and Expenditure
Account 1n equal annual amounts during the term of the lease

12




& Finance leases

Costs incurred under leases which meet the defimuon of finance leases are capitalised and
deprecrated 1n accordance with the policies shown under (c) above Future instalments
under such leases, net of finance charges, are included within creditors Rentals payable are
apportioned between the finance element, which 1s charged to the Income and Expenditure
Accounts, and the capital element, which reduces the outstanding obhganon for furure
instalments

k) Prowistons

A provision 1s recogrused in the balance sheet when there 1s a legal or constructive obhganon
as a result of a past event, and 1t 1s probable that an outflow of economic benefits will be
required to settle the obligaton If the effect 1s matenal, provisions are determined by
discounting the expected future cashflows at a pre-tax rate that reflects current market
assessment of the ume value of money and, where approprate, the nisks specific to the
liability No provision s established where a rehiable estimate of the obligaton cannot be
made

1) Legal challenges and costs

On occasion, legal proceedings arc threatened or intttated against FSCS  Provision 1s made
for the esnmated full cost in respect of any such challenges where at the end of the year 1t 1s
more likely than not that there 1s an obligation which will require an outflow of economic
benefit

3 Administrative expenses
The following amounts are included within adnmunistrauve expenses

Note Year ended Year ended
31 March 2007 31 March 2006
£7000 £7000
Depreciation
Owned assets 555 427
Assets held under finance leases 20 28
Auditor’s fees
Audit work 84 80
Operatung lease rentals 15 1,079 746
4 Interest payable
Interest payable comprises
Year ended Year ended
31 March 2007 31 Mazrch 2006
£7000 £7000
Sub-scheme interest 21 28
Finance lease interest 41 44
62 72
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5 Staff costs

Year ended Year ended
31 March 2007 31 March 2006
£7000 £7000
Aggregate gross salaries, including the Executive

Directors together with costs of seconded, contract
and long term temporary staff 7,898 6,607
Employer’s national insurance contrtbutions 795 658
Employer’s pension contributons 1,290 968
9,983 8,233

The employer’s pension contnbutons shown above include the habiity to contribunions 1n
respect of the service during the year

The average number of employees of the company during the year was as follows

Year ended Year ended

31 March 2007 31 March 2006

Admmstraton and Finance 42 33
Claims 161 145
203 178

6 Retirement Benefits

FSCS operates both a money purchase scheme and a defined benefits pension scheme, which
1s closed to new staff

The non-contrnibutory money purchase pension scheme, for permanent staff, was set up with
effect from 1 February 2001 FSCS makes contributions of 5%, with potental increments of
2% after 2 years’ service, and a further 2% after 5 years 'The staff member may make
voluntary contributions, which, to a further 3%, will be matched by the company

Amounts paid by the employer into the money purchase scheme amounted to £296,000 and
£30,000 was outstanding to be paid at 31 March 2007 (2006 {223,000 and £22,000
respectively)

The company operates a funded scheme of the defined benefit type with assets held n
separate trustee administered funds The most recent actuarial valuation of the defined
benefits penston scheme was at 31 March 2007 The valuaton used the projected urt
method and was carried out by Buck Consultants, professionally qualified actuaries

Scheme assets are stated at thetr market value at 31 March 2007 The prinapal assumptions
used were

31 March 31 March 31 March

2007 2006 2005

Discount rate 5 40% 5 00% 540%
Inflaton rate 3 00% 3 00% 290%
Increases to pensions 1n payment 3 00% 3 00% 290%
Rate of increase 1n salanes 4 00% 4 00% 4 00%
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The assets 1n the scheme and the expected rate of return were

Long term rate of expected return at Value
31 March 31 March 31 March | 31 March N March 31 March
2007 2006 2005 2007 2006 2005
% % % £7000 £000 £'000
Equities 800 750 750 5,488 4,811 3,391
Property 725 7 50 750 757 569 432
Corporate 500 470 525 970 950 694
bonds
Cash 450 400 400 485 287 103
Overall
expected
rate of
return,
and total
market
values of 7.33 6.95 7.08 7,700 6,617 4,620
assets

The following amounts at 31 March 2007, 31 March 2006 and 31 March 2005 were measured

1n accordance with the requirements of FRS17

31 March 2007 31 March 2006 31 March 2005
£7000 £7000 £’000
Total market value of assets 7,700 6,617 4,620
Present value of insured annuty
policies - - -
Present value of Scherme hiabilines (9,077) (7,962) {6,036)
Deficit 1n the Scheme (1,377) (1,345) (1,4106)
Related deferred tax hability - - -
Net pension hability (1,377) (1,345) (1,416)
Analysis of the amount charged to operating profit Year ended Year ended
31 March 2007 31 March 2006
£7000 £000
Current service cost 606 513
Past service cost - -
Total operating charge 606 513
Analysis of amount credited to interest receivable Year ended Year ended
and other income 31 March 2007 31 March 2006
£7000 £000
Expected return on pension scheme assets 474 340
Interest on pension scheme hiabihties (424) (323)
Net return 50 17
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Analysis of amount recognised 1n Statement of Year ended Year ended
Total Recogmised Gains and Losses (STRGL): 31 March 2007 31 March 2006
£°000 £000
Actual return less expected return on assets (113) 858
Expenence gains and losses ansing on Scheme
liabihtes (231) (114)
Changes 1n assumpuons underlying the present value
of the Scheme habilines (96) {1,055)
Actuanal loss recognised in STRGL (440) (311)
Movement in deficit during the year Year ended Year ended
31 March 2007 31 March 2006
£°000 £7000
Deficit in scheme at beginning of the year (1,345) (1,416)
Movement in the year
Current service cost (606) (513)
Contrbutons 964 878
Other finance income 50 17
Actuarnal loss (440) (311)
Deficit in scheme at end of the year (1,377) (1,345)
Five year history of expenence gains and losses
31 March 31 March 31 March 31 March
2007 2006 2005 2004
£000 % £000 % L0006 % L0000 %
Dafference between expected and
actual return on Scheme assets (113 858 197 515
Percentage of Scheme assets (15) 130 43 132
Expenence gains and (losses) on
Scheme habilines (231) (114) (624) 10
Percentage of present value of the
Scheme habilines (253) (14) (10 3) 02
Total amount recognised 1n
statement of total recognised gains
and (losses) (440) (311) (707) 508
Percentage of the present value of
Scheme lhabulities (48) 39 (13 4) 111

The valuanon at 31 March 2007 showed a small increase 1n the deficit 1n the scheme from
£1345m at 31 March 2006 to £1 377m No addiuonal improvements in benefits were made
in either 2007 or 2006 As a result of the deficit at 31 March 2007, 1t was agreed wath the
actuartes and trustees of the pension scheme that from 1 Apnl 2007 contnbutions would
continue to be made to the pension scheme at a rate of 27 3% of pensionable salaries

(2006 25 8%) It has been agreed with trustees that contributions will remain at that level for
the next three years

The mortality assumptions adopted for the disclosures as at 31 March 2007 have been
updated, as advised by our independent external actuaries, to reflect improvements in
members’ expected longevity The impact of this change 1s reflected in the change 1n
assumptons underlying the present value of the Scheme habilites item of £96,000, shown
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within the Actuanal loss recognised 1n the STRGL of £440,000 above The mortality
assumption change contributes a loss of £1,241,000 to this item, offset by a gain of
£1,118,000, mainly as a result of the ligher discount rate

7 Durectors’ emoluments

Detalls of directors’ emoluments are shown 1n the directors’ report (pages 3 and 4)

8 Interest receivable and other income

During the year, FSCS receved interest of £76,000 less tax of £23,000 at 30% and £50,000
relaung to the expected return on pension scheme assets less the interest on pension scheme
habilines (2006 1interest of £85,000 less tax of £25,000 at 30%, £17,000 net return on

penston scheme assets)

9 Management expenses recoverable from Sub-schemes

Year ended Year ended
31 March 2007 31 March 2006
£°000 £000
Management expenses allocated to Sub-schemes,
and recoverable from them were
Accepung Deposits 1,523 645
Insurance Business 1,969 1,932
Designated Investment Business 22,283 19,392
Mortgage Advice and Arranging 145 90
General Insurance Mediation 596 536
26,516 22,595
10 Fixed Assets
Furmiture & Building  Total
Computers Equpment Improvements
£000 £000 £000  £000
Cost
Opening balance 1,560 760 1,817 4,137
Addiuons 1n the year 212 344 955 1,511
At 31 March 2007 1,772 1,104 2,772 5,648
Accumulated depreciation
Opening balance (1,217) 476) (733) (2,426)
Charge for the year (210) (134) (231) (575)
At 31 March 2007 (1,427) (610) {964) (3,001)
Net book value at
31 March 2007 345 494 1,808 2,647
Net book value at
31 March 2006 343 284 1,084 1,711
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The rangible fixed assets includes an amount of £49,000 (2006 £69,000) 1n respect of
furniture and equipment held under finance leases, as follows

Assets held under finance leases Year ended Year ended
31 March 2007 31 March 2006
£7000 £000
Cost 69 97
Deprecianon (20 (28)
Net book value 49 69
11 Debtors: amounts faling due within one year
Note 31 March 2007 31 March 2006
£7000 £’000
Amouant due from the FSA 21 24 92
Levies recetvable, net of provision
Insurance Business 5 1
Designated Investment Business 209 199
Mortgage Advice and Arranging 1
General Insurance Mediation 1 1
Recoverable costs 667 -
Net amounts due from Sub-schemes
Accepting Deposits 737 162
Designated Investment Business 6,887 9,992
General Insurance Mediation - 221
Amounts due 1n respect of recoveries 5,150 43
Other debtors 117 115
Prepayments 864 482
14,663 11,319

Recoverable costs relate to amounts mcurred on Split Capital Investment Trust claims of
£667.,000 management expenses costs, (2006 £ml) This amount will be funded once the
related contnbuuon groups are identified, which 1s likely to take place in 2007/08

12 Cash at bank, overdraft, facihiies and Sub-scheme borrowings

As at 31 March 2007 the company had negouated facilhities for business purposes of £52m,
comprising a 364 day revolving credit facllity of £50m, repayable over 5 years, at a floaung
rate of interest based on LIBOR, and an overdraft facility of £2m at a fixed margin above
base rate

31 March 2007 31 March 2006

£000 £7000

Cash at banks - -
Cash on short term deposit 2,017 2,677
2,017 2,677

Overdraft (182) (594)
1,835 2,083
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Sub-scheme borrowings

Amounts falling due within one year (164) (165)
Amounts falling due

Between one and two years (199) {363)

(363) (528)

1,472 1,555

Cleared money at banks is placed on term-deposits for pertods ranging from overnight to 6
months, to maximise avatlable interest returns, but within stnct lrmits and procedures as laid
down and reviewed regularly by FSCS’s Board

Due to this management of available cash, cash book balances which include cheques or
other effects which are drawn but not presented appear to be in debut, and are shown as
bank overdrafts, above Cash balances are monitored daily, so, 1n effect, no overdraft 1s
actually shown in the books of FSCS’s bankers

As permutted by Fees rule 6 3 18, which came into force on 1 March 2003, a bank loan and
related interest was fully repaid on 17 March 2003, and substituted, 1n part, by Sub-scheme
borrowings of £1,885,000 from the Insurance Business Sub-scheme Of the balance at 1
Apnl 2006 of £528,000, £165,000 was repaid during the year (2006 £698,000 and £170,000
respectively) Interest 1s payable at a rate equivalent to the Bank of England’s repo rate and
the principal 1s repayable agatnst receipt of future levies

13 Creditors and accruals

Note 31 March 2007 31 March 2006
£000 £000
Compensation payable 2,717 8,795
Net amounts due to Sub-schemes
Insurance Business 10,608 1,400
Mortgage Advice and Arranging 211 70
General Insurance Mediation 92 -
Corporation taxation 14 17
Other taxanon & social securnty costs 248 218
Accruals 3,330 2,611
Other creditors 1,372 1,311
Finance leases 15 19 9
18,611 14,431

14 Provisions for lhiabilities and charges

Provision 1s made for diapidations under the full repairing lease (see Note 15), as follows

31 March 2007 31 March 2006

£7000 £000

Opening balance 122 90
Increase 1n the year — charged to Income and

Expenditure account 32 32

Amounts falling due after one year 154 122
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15 Payments under lease agreements

Future minimum payments

Finance leases 31 March 2007 31 March 2006
£000 £000
Amounts payable
Within one year 46 46
Between one and five years 26 72
72 118
Less Finance charges allocated to future periods (36) 7
36 4
Shown as
Due within one year 19 9
Due after more than one year but not more 17 32
than five years
36 41
Operating leases Leases expiring
Two to five over five Total
yeats years
Amounts payable in year to 31 £7000 £7000 £000
March 2007
Office rental - 1,043 1,043
Equpment rental 36 - 36
Total 36 1,043 1,079

The lease for the prermuses at 7t Floor, 1 Portsoken Street, London, 1s from 13 February
2001 to 21 June 2018, but FSCS has the nght to break the lease on 24 June 2012 The lease
for the premuses at 5 Floor, 1 Portsoken Street, London, 1s from 1 February 2006 to 23

June 2018, but FSCS has the nght to break the lease on 30 June 2012

16 Resetrves

31 March 2007 31 March 2006
£’000 £7000

Excess of income over expenditure on ordinary
acuvines after tax 408 382
Amount recogrised in STRGL (440) (311)
(32) 71
Brought forward (1,345) {1,416)
Reserves carned forward (1,377) (1,345)
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17 Reconcihation of the excess income ovet expenditure on ordinary activities

before interest and tax to net cash inflow from operating activities

The statement set out below relates cash flows to 1tems shown 1n the Income and

Expenditure account, and balance sheet movements

Year ended Year ended
31 Matrch 2007 31 March 2006
£000 £7000 £7000 £7000
Excess of income over expenditure on ordinary
activities before interest and tax 367 377
Interest transfer from Sub-schemes 21 28
Corporation tax charge 23 25
411 430
Depreciation 575 455
Compensation paid (154,745) (195,984}
Recoveries recetved 34,870 108,644
Levies recetved 73,104 95,395
Funds transferred from / (to) Sub-schemes 46,771 - (8,055) -
Increase in debtors (3,344) (3,141)
Increase 1n creditors 3,876 4016
Net cash inflow from operating activities 1,518 1,760
18 Returns on investments and servicing of finance
Year ended Year ended
31 March 2007 31 March 2006
£7000 £000
Gross intetest recetved 76 85
Net return on pension scheme assets less habihes 50 17
126 102
Interest paid (see Note 4) (62) (72)
64 30
19 Reconciliation of net cash flow to movement 1n net debt
Year ended Year ended
31 March 2007 31 March 2006
£7000 £000
Decrease/(increase) 1n cash and short term deposits
in the year 248 (1,299)
Cash used to repay Sub-scheme borrowings (165) (170)
Increase/{reducton) in net debt 83 (1,469)
Net funds at 31 March 2006 {1,555) (86)
Net funds at 31 March 2007 (1,472) (1,555)
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20 Analysis of change 1n net funds

Opening At 31 March
balance Cash 2007
inflows/ (out
flows)
£000 £000 £7000
Sub-scheme borrowings (528) 165 (363)
Cash and short term deposits 2,677 (660) 2,017
Bank overdraft {594) 412 (182)
1,555 (83) 1,472

21 Transactions with related parties

Dunng the year, the company entered into transactions with the Financial Services Authority
(FSA) as a related party

The FSA appoints, and has the night to remove, directors to the Board of FSCS and 1t
establishes the rules under which the Scheme became operatve as from midmght on 30
November 2001 [t 1s considered that the FSA 15 a related party but not a controling party

During the year, the FSA provided an agency service to FSCS to collect tanff data, 1ssue levy
involces and collect levy monites on 1ts behalf Levy invoices, net of credit notes were raised
for £73,109,000 and related collections were recerved of £73,125,000 (2006 £95,123,000 and
£95,195,000 respectively) The charge for the service was £235,000 (2006 £226,000), and no
other costs were 1mnvoiced by FSCS to the FSA

Overall, payments, less receipts of £73,193,000 (2006 £95,694,000) were made by the FSA
to FSCS, leaving amounts due by the FSA to FSCS at 31 March 2007 of £24,000 (2006
£92,000)

The FSA 1s a party to the lease agreement for the company’s premuses at 1 Portsoken Street,
London (see Note 15) as guarantor of performance of the lease

22 Capital commitments

No capital commitments were authonsed and contracted for but not provided in the
financial staternents {2006 )

22




FINANCIAL SERVICES COMPENSATION SCHEME
Sub-schemes and Contnbution Groups
Financial Statements to 31 March 2007

As explained 1n Chapter 6 of the Fees rules of the FSA’s Handbook, for funding purposes
FSCS 1s split into Sub-schemes, comprising the Accepting Deposits Sub-scheme, the
Insurance Business Sub-schermne, the Designated Investment Sub-scheme, the Mortgage
Advice and Arranging Sub-scheme and General Insurance Medianon Sub-scheme (Fees
617G) Within each Sub-scheme, there 15 one or more contribution group (Fees 6 1 8G)
The FSCS must keep accounts which show (1) the funds held 1o the credit of each Sub-
scheme and relevant contnibunion group, and (2) the habihues of that Sub-scheme and
relevant contnibunion group (Fees 6 3 14R, COMP 13 4 12R)

The powers of the FSA under FSMA became effective as at mudmght on 30 November 2001
The financial statements for FSCS’ Sub-schemes and contribution groups are for the year
ended 31 March 2007, with comparatives for the year ended 31 March 2006, as set out as
follows

Page
Statement of directors’ responsibilities in respect of the financial statements 24
Summary of Sub-schemes 25
Accepung Deposits
(Including 1ts coninbution group Al — Deposit takers) 25

Insurance Business
(Including 1ts contribution group A3 — Insurance achvines — 26
General Insurance, and A4 — Insurance activities — Lafe Insurance)
Designated Investment Business
(Including IFA pensions review claims, and the non-pensions 27 and 28 |
contribution groups)

Morigage Advice and Arranging
(and 1ts contribution group Al8) 25

General Insurance Mediauon 25
(and 1ts contnbution group A19)

Notes to the financial statements 29 to 31

Report of the auditors 32 and 33
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Statement of the directors’ responsibilities 1n respect of the financial statements

The directors are required to prepare financial statements for each financial year, in
accordance with the Requirements, set out below -

* select sutable accounting policies and then apply them consistently,
* make judgements and esumates that are reasonable and prudent,

e prepate the financial statements on the going concern basis unless it 1s tnappropriate to
presume that the Scheme will continue 1n business

The directors confirm that the financial statements comply with these Requirements

The directors are responsible for keeping proper accounung records which disclose with
reasonable accuracy at any tme the financial position of the Scheme and to enable 1t to
ensure that the financial statements comply with the Requirements They ate also
responsible for safeguarding the assets of the Scheme and hence for taking reasonable steps
for the preventon and detection of fraud and other itregulanties

The maintenance and 1ntegrity of the FSCS website 1s the responsibility of the directors The
directors recogruse that uncertainty regarding legal requirements may be compounded as
information published on the internet 1s accessible 1n many countries with different legal
requirements relating to the preparation and dissemunation of financial statements The work
carried out by the auditors does not mvolve consideration of the maintenance and integrity of
this website, and, accordingly, the auditors accept no responstbility for any changes that have
occurred to the accounts since they were 1mually presented on the website Visitors to the
website need to be aware that legislation 1n the United Kingdom governing the preparation and
dissermination of the accounts may differ from legislation in their junisdiction

By order of the Board

M Tho
Secfetary
22 May 2007
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Notes to the Sub-scheme Financial Statements for the year to 31 March 2007

1 Accounting policies

The financral statements have been prepared 1n accordance with the following accounting
polictes

a) Bass of accounting

The financial statements have been prepared under the historical cost convention and on the
basts that FSCS Limuted, as Scheme Manager, will exercise 1ts responsibilities under FSMA
and the Fees rules to recover management expenses and compensation costs

b) Compensation cosis

These costs, which include interest paid to claimants, comprnise payments made to claimants
and amounts for offers which have been made and accepted, and, for reinstatement cases,
fully valued, but which have not been paid at the balance sheet date  No account has been
taken of compensation costs 1n tespect of offers accepted after the balance sheet date

¢) Recoverses

Recoveries are credited to funds when recetved, and when notified, 1n respect of Scheme
dividends from liquidators/provisional hquidators, or notified and agreed in respect of other
recoveties, which have not been recetved by the balance sheet date

d) Management expenses

Management expenses comprise base costs, being the costs of running the Scheme, specfic
costs, which are the rematning costs which cover the handling and payment of compensation
and establishment costs, which relate to the set-up costs of FSCS prior to 1 December 2001
These expenses ate allocated by the Scheme Manager to each Sub-scheme and contribunon
group in accordance with the levy prinaiples contained within Fees rules 64 5, 6 4 6 and
647

e Levzes
Levies raised are credited on receipt

¥, Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of the
transaction Monetary assets and liabiliies denomunated 1n foreign currencies are re-
translated at the rate of exchange ruling at the balance sheet date  All differences are taken to
the Income and Expenditure Account

g Legal challenges and costs

On occaston, legal proceedings are threatened or imnated against FSCS  Provision 1s made
for the esnmated full cost in respect of any such challenges where at the end of the year 1t 15
more likely than not that there 1s an obligatnon which will require to be settled

h) Cash flow

No statement of cash flow 1s prepared because, in the opimion of the directors, this would
not provide any useful information 1n addition to that already provided in the statements of
Fund movement, and assets and lLiabilities
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2 Compensation costs

Payments to valid claimants are made 1n accordance with the Fees rules and are summarnised
within Sub-scheme records by type of claim and defaulung firm Extracts from these
summaries are shown within FSCS’ Annual Report and further details may be obtained from
FSCS’ Company Secretary and from 1ts website A number of claims relate to firms whuch
were handled previously by the former schemes and detais of these ate also available from
FSCS’ Company Secretary

3 Management expenses

Management expenses charged by FSCS, the Scheme Manager to the Sub-schemes and their
contribution groups include payments made 1n the year for the FSCS pension scheme
Administrative expenses of the Scheme Manager, however, reflect FRS 17 adjustments with a
charge for the current service cost in the year Thus treatment ensures current funding of the

payments as and when they are made

As stated above, (Note 1d), management expenses are allocated to contribution groups under
the rules within Fees, chapter 6

4 Interest recervable

Interest recervable comprises

Year ended Year ended
31 March 2007 31 March 2006
Rates £000 £000
Term-deposits Available money-
market rates 8,707 11,537
Other bank accounts Available rates 949 36
Sub-scheme borrowings Bank of England’s repo
rate 21 28
9,677 11,881
5 Levy received

Levy 1involce amounts and cash receipts arise mawnly from the transactions carried out under
agreement for FSCS by the FSA  Further sumilar transactions are dealt with directly by the
Scheme Manager, which explains why amounts on Sub-scheme accounts summary (pages 25-
28) do not agree directly with Note 21 - Transactions with related parties

6 Loans receivable and Sub-scheme borrowings

Sub-scheme borrowings of £1,885,000 were made under Fees rule 6 3 18R from the
Insurance business Sub-scheme to FSCS 1n March 2003  Of the balance at 1 April 2006 of
£528,000, £165,000 was repaid during the year (2005 £698,000 and £170,000 respecuvely)
Interest 1s recetvable at a rate equivalent to the Bank of England’s repo rate and the principal
1s repayable against receipt of future levies
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7 Term-deposits and cash at banks

Cleared money at banks 1s placed on term-deposits for peniods ranging from overnight to 6
months for each Sub-scheme, to maximuse available interest returns, but within strict lumits
and procedures as laid down and reviewed regularly by FSCS’s Board

Due to this management of available cash, cashbook balances which include cheques or
other effects which are drawn but not presented appear to be 1n debit, and are shown as
bank overdrafts within the statement of Sub-scheme assets and liabihities  Cash balances are
monttored daily, so, in effect no overdraft 1s actually shown in the books of the Sub-scheme
bankers

As at 31 March 2007, FSCS 1s a party to vanous joint accounts with claims admmstration
compantes involved with the Insurance Business Sub-scheme to make payments to
policyholders The balances of these accounts at 31 March 2007 of £199,000 (2006
£1,685,000) are included wathin Term-deposits and cash at banks in the Insurance Business
Sub-scheme statement of assets and habilities
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Report of the Independent Auditors of the Financial Services Compensation Scheme to the
Financial Services Authonty

We have audited the financial statements of Financial Services Compensation Scheme for the
year ended 31 March 2007 which compnse the Movement in the Sub-schemes Funds, the
Statements of Assets and Liabilities, and the related Notes These financial staternents have been
prepared under the accounting policies set out therein

Respective tesponsibilities of directors and auditors

As described 1n the Statement of Directors’ Responsibilittes, the Scheme Manager 1s responsible
for the preparation of the financial statements 1n accordance with applicable law

Our responsibility 1s to audst the financtal statements 1n accordance with relevant legal and
regulatory requirements and Intemational Standards on Auditing (UK and Ireland} This report,
including the opinion, has been prepared for and only for the Financial Services Authonty in
accordance with

®»  Section 218 of the Finanaal Services and Markets Act 2000,
* The FSA Handbook (in partcular rule COMP 2 2 5), and
® The FSA-FSCS Memorandum of Understanding {section 24 to 26)

and for no other purpose  We do not, in giving this opinion, accept or assume responsibility for
any other purpose or to any other person to whom this report 1s shown or into whose hands 1t
may come save where expressly agreed by our prior consent in writing

We report to you our opinion as to whether the financial statements give a true and fair view and
are properly prepared 1 accordance with

= Section 218 of the Financial Services and Markets Act 2000,

* lhe FSA Handbook (in particular rule COMP 2 2 5),

® The FSA-FSCS Memorandum of Understanding (section 24 to 26),
®  The accounting policies set out on page 29

We also teport to you if, 1n our opinion, the Scheme Manager has not kept proper accounting
records for the Scheme, or if we have not recerved all the information and explanations we
require for our audit

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and
Ireland) 1ssued by the Audiung Practices Board An audit includes examination, on a test basts of
evidence relevant to the amounts and disclosures 1n the financial statements It also includes an
assessment of the significant esumates and judgments made by the directors in the preparation of
the financial statements, and of whether the accounting polictes are appropnate to the company’s
circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtan all the informauon and explanations which
we considered necessary 1 order to provide us with suffictent evidence to give reasonable
assurance that the financial statements are free from matertal musstatement, whether caused by
fraud or other irregularity or error In forming our opinion we also evaluated the overall adequacy
of the presentation of informaton 1n the financial statements
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Opinion

In cur opimnion the financial statements for the year ended 31 March 2007 have been properly
prepared in accordance with

" Section 218 of the Financial Services and Markets Act 2000,

* The FSA Handbook (in particular rule COMP 2 2 5),

*  The FSA-FSCS Memorandum of Understanding (secton 24 to 26),
* The accounting policies set out on page 29

?@w cwl’*’ W"“C""fm “"LP

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London

22 May 2007
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