Funds in syndicate (FIS)

Members’ capital to support underwriting has traditionally been held as funds at Lloyd’s (FAL), however it can now also be held by aligned corporate members within their syndicate’s premiums trust fund (PTF).  The most recent market bulletin on the subject was Y4032, dated 29 June 2007 entitled “Capital advantages: Aligned member capital held in syndicate PTFs.”

A summary of the main discussion points are addressed in the table below.
	ADVANTAGES
	CONSIDERATIONS
	REMAINING RESPONSIBILITIES

	Economies of Scale: managing one pool of assets
	Letters of credit and bank guarantees in PTF are ineligible for solvency purposes
	FIS, like FAL, must still pass the release test before it may be released to the member

	Full alignment to FSA GENPRU admissible asset rules
	Covenant and charge arrangements can not be supported in the PTF’s
	Tax Implications

   -Investment return is taxed on the same basis as in FAL i.e. as arising. 

	Profit retained by syndicates can be added to FIS and used to offset future capital requirements.
	First year account disclosures

    -note to reconcile members balances must  include the introduction of FIS

    - new funds to be reflected in the Cash Flow statement on a gross not net basis. The QMA 610u should show closed year profits on line 23 and the corresponding transaction on line 40.

    -Profit distribution will be reported on line 4 of QMA 003 whist FIS will be reported on line 9 of QMA 003.

This reporting is needed to ensure appropriate aggregate Lloyd’s accounts.
	Investment income arising on FIS is not mandated directly to the member as it is with FAL. The investment income that accrues needs to be added to the capital amount and reported to Lloyd’s on the QMA form 204. This will be paid out via the release test where the member has excess capital held over and above its actual capital requirement.

	PTF trustees generally have a larger choice of services providers for investment management and custodial arrangements
	Ongoing reporting requirements of FIS : 

-FIS assets reported in   QMA 202 and aggregated in QMA002. (a notional split may be reported, given FIS assets may be commingled with PTF assets)

-FIS Balance sheet requirements  reflected in QMA 204

      -FIS investment returns

       reported in QMA 111
	

	
	    -unlike FAL, FIS investment return accrues within the PTF and can only be released when the member has a release test surplus. In order to take credit for the accumulated interest in the release test the accrued income must be shown on QMA204.
	


Member’s who wish to utilise this facility will be required to complete legal documentation allowing the transfer of funds from FAL into syndicate PTFs. Would all members considering this course of action please contact Mike Steer (020 7327 5709), mike.steer@lloyds.com . 
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