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	BY E-MAIL


OCTOBER 2007 

Our reference MSNL/I1
Dear Member

MARKET SERVICES’ NEWSLETTER

Welcome to the new style Members Update, which aims to keep you updated on events within Market Services.  

We hope you will find the information contained useful and of interest, and we would appreciate any comments you may have concerning the new format.  Please also let us know of any thoughts you may have on articles or information you would like to see in future updates, which you feel other Members would also benefit from reading.

1.
A New Strategy for Market Services 

In the year to date, we have reviewed our business direction, recognising the importance of developing an operational strategy in line with the Lloyd’s “Three-Year Plan”.  In doing so, the Member Services’ Unit (MSU) and Customer Services, which came together late last year, has been renamed Market Services.  As the unit deals with many partner organisations within the Lloyd’s market, together with the affairs of all Lloyd’s Members, this better reflects our role and our aspirations to support a wider customer base.

This strategy builds on our strengths and past achievements and seeks to re-position Market Services, acknowledging challenges such as the projections for run-off Members, but also focusing on new developments such as the support of Alpha Insurance Analysts, the new Members’ Agent, where Market Services will be a new strategic outsourcing partner.

2.
Release of Funds at Lloyd’s and Outstanding Overseas Tax 
Liabilities
Release of Funds at Lloyd's on cessation

Tax is increasingly becoming a matter for consideration when Members request a release of their Funds at Lloyd's.  When all of a Member’s underwriting years have closed, Funds at Lloyd’s (“FAL”) are only eligible for release once all outstanding liabilities including some overseas taxes have been met.  This was communicated in Market Bulletin Y2577, dated 9 July 2001, but we felt it would be of benefit to remind Members of the process applied and the factors taken into account when receiving a request to release FAL. Published below are the guidelines previously circulated to Corporate Members, accountants and Members' Agents. Not all sections are appropriate to all classes of membership but should be treated as an overview of the position.   Although Lloyd’s is committed to releasing a Members’ funds as soon as possible after all outstanding years of account have been closed, we must ensure that in achieving this objective the Central Fund is not exposed to any risk.  

Background 

In accordance with central arrangements and agreements Lloyd’s settles a number of overseas taxes on Members’ behalf. Generally these taxes are collected from the syndicates and recovered from Members through the distribution mechanism.  When a Member’s final underwriting account closes, that member will still need to be included on a minimum of two further US tax returns and one final Canadian tax return, which may give rise to further tax liabilities.  For example, since US tax is calculated on a calendar year basis, a Member whose final underwriting year closed at 31 December 2006 needs to include their 2006 calendar year tax result in the 2006 tax return (which will not be completed until December 2007.)  Further tax liabilities, relating to prior year tax returns, could also arise if the IRS
 or Canadian Tax Authorities seek adjustments to tax upon audit.

Whilst it has always been necessary for Lloyd’s to consider the retention of funds to cover potential overseas tax liabilities, it has become increasingly difficult to assess the unpaid outstanding liabilities since carried forward overseas tax losses are being used up; Member’s tax affairs are becoming more complex and Members are requesting their FAL be released much earlier.

Procedures when considering a release of FAL

When a Member or their advisor makes a request for FAL to be released and Market Services has confirmed that all other liabilities have been met, the application is passed to Taxation to determine whether there are any potential outstanding overseas tax liabilities.   

In making such an assessment we will consider whether sufficient information is available to make an estimate of the Member’s future tax liabilities and whether there is any risk of future audit adjustments.  Broadly, if a Member’s tax affairs are straightforward, we may be able to estimate an appropriate retention (if sufficient information is available).  However, where the tax affairs are more complex and in order to protect the Central Fund we may also require an indemnity.  

Members with straightforward overseas tax affairs

If the circumstances are straightforward, we will consider making an estimate of an appropriate retention once all of the applicable US Syndicate Information Statements (“SISs”) have been submitted and reviewed by our US lawyers, LeBoeuf Lamb Greene & MacRae.  Provided the Syndicate meets the US timetable for the preparation of the US tax return and there are no items of dispute, we would expect to make an estimate by October in the year following cessation at the latest and we will seek, where possible, to be in a position to make an earlier decision. 

However, if a Member’s parent company, capital provider or other suitable party is prepared to provide an indemnity for the full amount of FAL and Lloyd’s agrees to accept such an indemnity from the party concerned, we may be in a position to agree to a partial release of the FAL.  The indemnity can then be released once the overseas tax liability has been determined provided that the retained amount is sufficient to cover it.  

Other Members (including third party FAL providers)

Many Members’ overseas tax affairs are more complex.  This generally means that the calculation of the Member’s overseas tax liability is more complicated and as a result cannot be estimated with as much certainty.  This is particularly the case where a position taken by the Member may be subject to interpretation by an overseas tax authority which could lead to adjustment on audit.    

In such cases, we will if possible make an estimate of an appropriate retention (once the relevant SISs are available) but we are also likely to require an indemnity from a suitable counterparty up to the amount of FAL being released.  This indemnity will remain in place until all audits covering relevant periods have been closed and will cover all tax liabilities as well as any associated legal costs incurred in defending any challenge from the overseas tax authority.  Such legal fees will only be incurred with the Member’s agreement.

Lloyd’s will make every effort to release FAL as soon as possible whilst ensuring that there is no risk to Central Fund due to unpaid tax liabilities.  We trust that members, capital providers and their advisors will take this into consideration when making requests for the release of FAL.  

3.
Consolidated Personal Account (CPA)
Each year Market Services send the summary page of your Consolidated Personal Account (CPA) to your accountant.  This provides an indication of the taxable result ahead of the dispatch of the tax adjusted profit or loss provided on the CTA1. As in previous years the CTA 1 will be sent out early in the New Year once all of the individual syndicate tax computations have been reviewed by the Inland Revenue.  The CPA was issued during the week commencing 3 September 2007 and should therefore be with your accountant.  Any queries in connection with this arrangement should be addressed to Graham Bonner.  (graham.bonner@lloyds.com)

4.
Changes to Release from FAL - Payments to Members and Agents

To contain ‘user pays’ charges and streamline our operational processes, Market Services will be using BACS (Banks Automated Clearing System) to pay release monies to Members and Agents. The BACS method is efficient and secure but requires less manual intervention by Market Services, therefore making the processing more streamlined, less intensive and more economic.

1)
To begin, with future release payments to Members and Agents under £50,000 will 
be paid by BACS.  This amount will be reviewed after a trial period of one month 
with a view to sending the majority of release payments via this method.

Recipients will not be affected by this change as payments will appear in their bank accounts in exactly the same way as at present. 

2)
Following on from the above, as the majority of release payments will be made by 
electronic transfer, the option of a cash release by cheque will no longer be 
available after 1 January 2008.  Members should ensure they provide bank 
details to their Agents when releases are arranged after this date.

For further information please contact Gavin Bennett on 01634 392444 or e-mail membership-arrangements@lloyds.com 

5.
Changes to Interest Payments on Funds at Lloyd’s
In another drive to improve and streamline our services and reduce costs for Members, with effect from 1 January 2008 payment of interest will not be available by cheque.  

Members who currently receive FAL GBP interest in this way will instead have the following options of receiving their interest:-

· BACS (paid into a UK bank account) 

· SWIFT (paid to an overseas bank)

· Interest returned to FAL

Members who currently receive FAL USD/EUR/AUD cheques will have the following options of receiving their interest:-

· SWIFT (paid to an overseas bank)

· Interest returned to FAL

Both these options will make the interest process faster; more secure, reduce administrative overheads and eliminate the problem of lost and un-cashed cheques.

Members with Third Party Owners (TPO) of cash held in their FAL are requested to ensure that the TPO is aware of these changes to interest payments.

Please advise us in writing of any new instructions of payment details - Tarot, Market Services, Fidentia House, Walter Burke Way, Chatham Kent ME4 4RN or by e-mail to tarot@lloyds.com.  For further information please contact Janice Baldwin or Debbie Nash by telephone on 01634 392294 and 01634 392654 respectively.

When providing these instructions Members should also consider the money laundering section 7. of this update.

Where bank details have not been received by the January interest payment, due to be actioned at the beginning of January 2008, Members’ interest will be paid back to FAL and will be subject to any restrictions that apply to the release of these funds.
6.
Members’ Cash Deposits

Cash balances not otherwise invested within member’s funds are pooled and invested in money market instruments of high credit quality to achieve a competitive ‘cash’ investment return for the benefit of members. The Treasury Department of the Corporation of Lloyd’s is responsible for the investment of these assets. Typically, significant amounts are managed in this way in both sterling and US Dollars, whilst smaller amounts are invested in euro and Australian Dollars.

The investment activities of the Treasury Department are overseen by the Lloyd’s Investment Committee, which also sets investment parameters to be applied in investing the assets. These specify that investments must be in fixed bank deposits or Certificates of Deposit with maturities not exceeding 12 months. All bank counterparties must be constituents of the Lloyd’s approved bank lending list, which is reviewed quarterly by the Investment Committee. Additionally, liquidity must be available to participating Members, on demand.

All investment returns earned from these assets (less an administration fee of 0.125% per annum) are passed to Members. The performance of the ‘Fidelity AAA Institutional Cash Fund’ is used as a benchmark, to measure the competitiveness of the returns achieved. Performance in the first half of 2007 is summarised in the table below.



Member’s Cash Investment Returns: January - June 2007




Currency
Portfolio Value
Member’s Cash     Benchmark




30 June 2007


(%, annualised)


Sterling
1,133m
            
5.28

5.28


US Dollars
874.5m


5.15
            5.14

Member’s cash and benchmark returns are shown net of fees.
For administrative purposes, the rate of interest allocated to participating Members is amended periodically, with the aim of distributing all interest earned over time.
The graphs below show the rates of interest allocated to Members participating during 2007, to date:
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Member’s cash and benchmark returns are shown net of fees.

7.
Money Laundering

The 2007 UK Money Laundering (ML) Regulations implementing the third ML directive comes into force on 15 December 2007.  These new regulations introduce to firms the concept of Customer Due Diligence which emphasises the need to obtain identification information about its customers.  In Market Services case this is you, the Members.  As a result of this, with effect from 15 December 2007, any existing Member providing directly to Market Services notification of a change of bank account details, for instance in respect of interest or dividend payments, must provide copy evidence that the bank account and beneficiary account name correspond to that of the Member i.e. provision of a copy paying-in slip.  This will apply only to notifications of changes or new account details provided direct to Market Services.

8. 
Contact Details

Following the departmental name change, our mailbox contact addresses have changed.

	Activity
	Email address

	Asset acceptability
	acceptabilities@lloyds.com

	Complaints 
	member-complaints@lloyds.com

	Corporate Actions  
	corporate-actions@lloyds.com

	Dividend Payments 
	corporate-actions@lloyds.com

	Funds amendments 
	membership-arrangements@lloyds.com

	Historical Enquiries 
	member-enquiries@lloyds.com

	Charges Statements 
	market-services-charges@lloyds.com

	Personal Detail Changes 
	membership-arrangements@lloyds.com

	Sales and Purchases
	trades@lloyds.com

	Tax Information  
	tax-operations@lloyds.com

	Tax Vouchers – Non UK  
	corporate-actions@lloyds.com

	Tax Vouchers – UK 
	market-services-doc-control@lloyds.com


I hope you have found this newsletter informative and if you have any comments or proposals for articles to be included in future newsletters please let us know. 

MARKET SERVICES
Telephone 01634 39 2607/2781
Fax   01634 39 2947
	
	


� Internal Revenue Service – US Government Agency responsible for collection of tax.
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