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Appendix A 

Ensuring the Financial Services Compensation Scheme ‘look-through’ doesn’t discourage investment 
management in the United Kingdom 

Summary 

The introduction of the Financial Services Compensation Scheme (FSCS) ‘look-through’ in 2018 arguably brought 

within the scope of the FSCS, and therefore within the scope of the FSCS levy, non-UK funds whose fund manager has 

delegated portfolio management to a UK-based investment manager (UK delegate manager). Given the UK’s role as a 

hub for managing portfolio assets of non-UK-domiciled funds, this creates very large potential FSCS liabilities for 

managers captured by this interpretation.   

This note explains the look-through and why it is deeply uncompetitive and damaging to the UK’s reputation as an 

international portfolio management hub. It then outlines a targeted change that the Financial Conduct Authority 

(FCA) could make to address its shortcomings without impacting the original intention of the 2018 rule change. 

Detail 

1. Background. The FSCS protects customers when authorised financial services firms fail. This protection is funded 

by the FSCS levy, paid by UK financial services firms. Before 2018, in respect of asset management services, the 

FSCS covered UK funds (and predominantly therefore UK investors) meaning only fund managers of UK funds paid 

into the FSCS levy (see example 1 in the Annex). FCA rules explicitly carved out fund managers of non-UK funds 

from the scope of FSCS (see example 2). 

2. Introduction of the ‘look through’. In 2018, the FCA extended the scope of the FSCS to capture UK delegate 

managers. This was designed to allow UK retail investors to ‘look through’ a fund manager (who in many instances 

has the relationship with the investor) and bring an FSCS claim directly against the UK delegate manager, who 

often has responsibility for investment decisions. This is shown in example 3. 

3. Impact on non-UK funds. When creating the look-through, the FCA did not provide an equivalent territorial 

restriction like that described in paragraph 1 with regards to non-UK funds (i.e., UK delegate managers of non-UK 

funds were not excluded). In practice, this means that non-UK funds for which a proportion of the portfolio 

management of the assets has been delegated to a UK delegate manager are arguably brought within the scope 

of the FSCS (see example 4).6 Crucially, these assets count towards FSCS levy contributions. 

4. Issues: There are several principles-based objections to defining the look-through in this way. 

• Inconsistency. UK-based fund managers of non-UK funds are excluded from FSCS coverage. There appears 

to be no logical explanation for why UK delegate managers for a non-UK fund should not also be exempt. 

Put another way, the rules create the perverse possibility that a UK delegate manager that is managing 

part of a non-UK fund’s assets is required to contribute to the FSCS, but a UK-based fund manager of that 

same fund would not. Examples 2 and 4 show this inconsistency.  

• No or limited consumer benefit. Retail investors in non-UK funds are very unlikely to know about the FSCS 

or whether their fund is being sub-managed by a UK delegate manager, let alone that such funds could 

potentially be subject to FSCS coverage. They are also unlikely to have the expectation that the non-UK 

fund is subject to FSCS coverage. Instead, investors generally expect access to consumer compensation 

schemes under the rules of the fund’s jurisdiction of domicile. 

• Disproportionate. About half the AUM managed in the UK is for non-UK funds and other overseas 

investors. By bringing non-UK funds within the scope of the FSCS, UK delegate managers are saddled with 

large levies that dwarf any consumer benefit (which, as outlined above, is minimal/non-existent). This 

 
6 Portfolio management may be delegated by an overseas fund manager to an affiliated or non-affiliated UK manager. In practice it is 
often an international investment manager that delegates a proportion of its portfolio management activity to an affiliate in the UK. 

https://www.handbook.fca.org.uk/handbook/COMP/5/5.html


expansion is inconsistent with the legislation that created the FSCS, which states that levies imposed on a 

group of firms should reflect the amount of claims made, or are likely to be made. 

• Anti-competitive: The look-through provision is deeply uncompetitive and damaging to the UK’s 

reputation as an international portfolio management hub, particularly when you consider that no other 

jurisdiction has such an expansive compensation scheme.  

5. Solution: The issues described above can be resolved while retaining the look-through for the reason it was 

conceived. To do this the FCA can simply replicate the territorial carve-out explained in paragraph 1 to include 

delegate managers. This is outlined on the following page.  

https://www.legislation.gov.uk/ukpga/2000/8/section/213/enacted


 

Annex 1: Drafting to address the FSCS look-through issue 

The red text below outlines the changes that would need to be made to FCA rules to address the issues outlined 

above. If implemented, the change would clarify that non-UK funds managed by delegate managers would be outside 

the scope of the FSCS. This would equalise treatment between UK managers and UK delegate managers. 

COMP 5.5 Protected Investment business 

COMP 5.5.1 

Protected investment business is: 

1) designated investment business carried on by the relevant person with, or for the benefit of, the claimant 
(so long as that claimant has a claim), or as agent on the claimant's behalf; 

2) the activities of the manager or trustee of an AUT, provided that the claim is made by a holder; 

3) the activities of the ACD or depositary of an ICVC, provided that the claim is made by a holder; 

4) the activities of the authorised contractual scheme manager or depositary of an ACS, provided that 
the claim is made by a holder; 

5) the activities of the manager or depositary of an LTIF, provided that the claim is made by a holder; 

6) the activities by a recognised investment exchange of operating a multilateral trading facility or operating 
an organised trading facility, 

7) the intermediation of structured deposits, 

provided that the territorial scope condition in COMP 5.5.2 R is satisfied and, for a firm acting as the manager, a 
delegate (or sub-delegate) of a manager or depositary of a fund, one of the conditions in COMP 5.5.3 R is 
satisfied. 

 

COMP 5.5.3 – Managers and depositaries of funds 

The conditions referred to in COMP 5.5.1 R for a manager, a delegate (or sub-delegate) of a manager 
or depositary of a fund are: 

1. for the activities of managing investments, managing an AIF, managing a UK UCITS or establishing, 
operating or winding up a collective investment scheme, the claim is in respect of an investment in: 

1. an authorised fund; or 

2. any other fund which has its registered office or head office in the UK or is otherwise 
domiciled in the UK unless it is an AIF that is a body corporate and not a collective 
investment scheme; 
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Annex 2: Examples of FSCS coverage 

The following diagrams show how FSCS coverage in respect of asset management services has evolved in recent years.  

Note, where there is FSCS coverage, managers have to contribute to the levy amounts proportionate to those assets that are within scope.  
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The operation of the FSCS before 2018 was relatively 
simple… 

The introduction of the ‘look-through’ made the operation of the FSCS much 
more complicated… 


