18 June 2019 - SCM Direct 10 Year Anniversary Statement
SCM Direct calls on the Government to commission an independent root and branch review of the
structure and functioning of the FCA, along the lines of last year’s Kingman Review, to end the dismal
treatment of UK retail fund investors.
SCM Direct also today publish a 5 Point Action Plan aimed at vastly improving UK investor protections.
1. Government to launch an independent “root and branch review of the FCA”.
2. Government should introduce Whistleblowing legislation along the lines of the US regulator’s, the
SEC, where whistle-blowers are encouraged, even financially rewarded.
3. FCA urgently bans all funds with daily or weekly dealing, from investing any further money into
unquoted investments, directly held physical properties, or listed shares with nominal levels of
trading activity.
4. FCA begins naming and fining organisations not complying with MiFID II Costs and Charges
legislation that came into force in January 2018; as well as mandate a Common Cost Template for
all retail funds.
5. UK should follow US mutual funds in having truly independent boards to foster a culture of
honesty, treating customers fairly, passing back economies of scale and eradicating conflicts of
interest.
Started in June 2009 by Alan and Gina Miller, over the last 10 years SCM Direct has never diluted the focus
and foundations of innovation, disruption, and corporate responsibility it was founded and built on.
As vocal consumer campaigners, SCM has produced extensive research, calling out failings by both the selfinterested industry trade bodies and the regulator, challenged anti-consumer behaviours in respect of
research costs, closet index tracking, liquidity and mispricing, hidden fees, fund labelling, and lack of
investment and holdings transparency, together with numerous regulatory failings. However, the Millers
believe the weight of regulatory failings is now so enormous that the Government must intervene to protect
ordinary investors and pensioners. Examples:
-

The FCA whitewash report of the RBS/GRG scandal1
The FCA climbdown from its initial hard hitting 2015 Asset Management Study2 to its weak final report3
leading to a package of token remedies4 following extensive industry lobbying5
The LCF scandal whereby a whistleblower was ignored by the FCA three years before its collapse6
The Woodford scandal where the FCA ignored calls from the Guernsey Stock Exchange7 and even
claimed it was unaware of the decision to list assets there despite it being widely reported8

all amount to clear evidence of a systematic and widespread regulatory failure under the stewardship of the
FCA’s Chief Executive, Mr Andrew Bailey.
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SCM Direct welcomes the statement9 by Ms Nicky Morgan, chairwoman of the Treasury Select Committee
that “The Woodford fund saga has raised certain questions about whether further scrutiny of the fund
management industry, including transparency, the fees charged and its regulation”.
As SCM Direct looks forward to its next ten years of providing a premium investment service; offering clients
100% transparency, low costs, high liquidity and excellent performance, the Founders are intent on continuing
their campaigning for consumers, and today publishes a 5-point action plan to vastly improve UK protect
investors:
1. The Government should appoint an independent “root and branch review of the FCA” along the lines
of the 2018 Kingman Review.10
There are numerous similarities between the failings identified by the Kingman Review of the regulator of
auditors, accountants and actuaries in the UK - the FRC, and the FCA. The Kingman review identified the FRC
as being akin to a house that “is – just – serviceable, up to a point, but it leaks and creaks, sometimes badly.
The inhabitants of the house have sought to patch and mend. But in the end, the house is built on weak
foundations. It is time to build a new house” so it “has a clear and precise sense of purpose and mission”, “is
firmly focused on the interests of consumers”, “is respected by those who depend on its work, and where
necessary feared by those whom it regulates”, “has the right powers and resources it needs to do its job” and
“is able to attract the highest-quality people.”
All these statements apply equally to the FCA under Mr. Bailey’s stewardship.
2. Propose new Whistleblowing legislation along the lines of the US regulator’s - the SEC, where whistleblowers are encouraged, even financially rewarded.
Since 2010, the US has had a proper, professional whistle-blower program11 that correctly identified whistleblowers as among the most powerful weapons in identifying “possible fraud and other violations much earlier
than might otherwise have been possible. That allows the Commission to minimize the harm to investors, better
preserve the integrity of the United States' capital markets, and more swiftly hold accountable those
responsible for unlawful conduct.”
Financial awards are between 10% and 30% of the money collected. This has led to the SEC awarding
approximately $376 million to 61 individuals since 2012. All payments are made from an investor protection
fund financed entirely through monetary sanctions paid to the SEC by securities law violators. No money is
taken or withheld from harmed investors to pay whistleblower awards.
In sharp contrast, the FCA12 was recently found to have spent less last year on its entire whistleblowing team
than on its CEO’s salary. The FCA’s attitude to whistle-blowers was revealed when The Financial Regulators
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Complaints Commissioner13 forced the FCA to apologise to a former Royal Bank of Scotland employee whose
identity was wrongly revealed to its employer.
Similarly, when the Barclays CEO wrongly attempted to unmask a whistleblower, instead of banning the CEO,
the FCA chose to fine him instead.14
3. The FCA should urgently ban all funds with daily or weekly dealing, from investing any further money
into unquoted investments; be it via private equity/unlisted shares, directly held physical properties,
or listed shares which are rarely traded.
The FCA should also bring in a requirement for 100% transparency of fund holdings by adopting the 2004
US rules which mandate funds to publish “their full holdings within 60 days of each quarter end.” 15 SCM
has been campaigning for this since 2012.
SCM Direct alerted the FCA16 on the business day following the Brexit vote in June 2016 that major property
funds investing via illiquid, directly held properties, needed to be re-priced and/or suspended.
The FCA chose to ignore SCM’s warnings, leading to a stampede by investors to exit many of the property
funds to take advantage of inflated valuations, until the funds belatedly re-priced and/or suspended dealings.
By failing to act quickly, the FCA comprehensively breached its statutory strategic objective to ensure that the
relevant markets function well; together with its operational objective to protect the consumer.
SCM Direct published research in 2016 that found that “73% of the UK Smaller Company funds had a liquidity
mismatch between their underlying holdings and the daily liquidity offered to investors should 20% of their
funds be redeemed”. The FCA is yet to address the issues raised.
Similarly, it is notable that as at 17th June 2019, the average UK listed Real Estate Investment Trust (REIT) trades
on a 19% discount to its Net Asset Value (NAV), partly reflecting the uncertainty regarding the underlying
physical property valuations, particularly of retail properties. Following a surge in outflows from UK retail
property funds earlier this year17, the FCA proposed “forcing property funds to halt trading if there is
uncertainty about the value of 20 per cent of their portfolios”. However, SCM Direct has found that 35% of the
£2.1 Bn SLI UK Property Fund18, 40% of the £3.2 Bn M&G Property Portfolio19 and 57% of the £1.8 Bn Aberdeen
UK Property Fund20 is invested in retail properties, an area of uncertainty.
As evidenced by the Woodford saga, it is a disgrace that the FCA has not changed rules allowing companies
“seeking” a listing within the next 12 months or companies listed on exchanges even if rarely traded, to be
somehow treated as if they were listed, “eligible” assets i.e. liquid when they are patently illiquid.
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The FCA should immediately ban any further investments by funds purporting to offer either daily or weekly
liquidity, into unquoted investments, rarely traded listed securities or directly held physical properties e.g.
commercial buildings.
4. The FCA must immediately begin naming and fining organisations not complying with MiFID II Costs
and Charges legislation that came into force in January 2018; as well as mandate a Common Cost
Template of all retail funds.
Despite repeated and widespread evidence of non-compliance by firms, the FCA’s CEO admitted to the
Treasury committee earlier this year, that not a single company had faced enforcement action for failing to
follow the new regulations on charges21.
SCM Direct presented the FCA with two separate dossiers detailing widespread breaches across the entire
industry during 2018. Since then the FCA has admitted investigating at least 48 firms for possible noncompliance and yet not a single firm is reported to have faced enforcement action. The FCA often spouts two
equally morally and intellectually bankrupt excuses to explain its failure to enforce:
a) “while the FCA had uncovered areas of non-compliance, claims that groups were intentionally
circumventing the disclosures are “not supported by the evidence”.22
b) “The FCA will act proportionately and not take a strict liability approach in relation to
enforcement of Mifid II, given the size, complexity, and magnitude of the changes that are
required to be in place in firms.”23
A Common Cost Template mandated across the retail industry should end this farce and improve consumers
outcomes by enabling quick and easy product comparisons.
The FCA steadfastly refuses to implement this despite earlier this year admitting it had found24 “that firms in
the sample interpreted the rules inconsistently, making like-for-like comparisons of costs and charges difficult”
and that “asset managers generally do not disclose all associated costs and charges and these are therefore
not sufficiently clear to the end investor. Where full cost disclosures are made, there are inconsistencies
between different documents and websites, and customers can therefore find the information difficult to
understand.”
There have been extensive media reports showing that retail investors find the cost disclosures they receive
both “baffling” and “almost impossible to understand.”25
Once again, it is incredulous that the FCA supports standardised Common Cost Templates for institutional
investors26 but fails to afford these same levels of understanding and protection to retail investors.
SCM Direct has been calling for a mandated Common Cost Template for retail funds since 2012.27
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5. UK should follow US mutual funds in having truly independent boards to foster a culture of honesty,
treating customers fairly, passing back economies of scale and eradicating conflicts of interest.
Independent Board Directors
In the US, since the 1940 Investment Company Act, at least 40 percent of a fund’s board have had to be
Directors who are not affiliated with the fund, its investment adviser or its principal underwriter.
It is estimated that about 75% of directors on US mutual fund boards are independent28.
In contrast, the FCA has only recently changed the rules so that from 30 September 2019, the UK equivalent
just needs “at least two of its members (and 25% of its total) to be independent directors”.29 This simply does
not go far enough.
Economies of Scale
In the US30, the SEC requires mutual funds to provide discussions of ‘‘the extent to which economies of scale
would be realized as the fund grows’’ and ‘‘whether fee levels reflect these economies of scale for the benefit
of fund investors’’. This has led to US mutual funds commonly having “fee breakpoints” whereby fees fall
materially as the fund grows.
The FCA in its original Asset Management study31 found that UK fund boards “do not robustly consider value
for money for fund investors” … “They do not typically question whether the economies of scale achieved
when funds grow to reach certain levels of assets are shared with the fund investors in the way that break
points are routinely used in institutional and segregated mandates.”
Given that the FCA was aware of this issue, it is even more shocking that its final remedies32 were so inferior
to the US standards. The new rules allow funds to justify not passing back economies of scale to unitholders,
if it is for “reinvesting savings achieved through economies of scale into the business, subsidising other parts
of the business or covering development costs” i.e. almost anything.
Conclusion
A French philosopher once said “every nation gets the government we deserve”33.
What have hard working UK investors done to deserve the present FCA, and be treated as second class
consumers compared to their US peers?
Contact:
Gina Miller – gina@scmdirect.com
Tel: +44 (0) 20 7838 8650
Alan Miller – alan@scmdirect.com
Tel: +44 (0) 20 7838 8650
28
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Editor’s Notes - www.scmdirect.com
SCM Direct
SCM Direct is a digital wealth manager offering investors access to 3 core ETF model portfolios, and 3 blended
ETF model portfolios, in 3 currencies - £, € and US$; as well as 3 ways to invest – GIA, ISA/JISA and SIPP.
SCM Direct was established in 2009 by Alan and Gina Miller, the aim was to launch an honest, innovative
investment company that would respect investors by putting their best interests at the heart of all we do,
stripping away layers of costs and inefficiencies; and providing 100% transparency on costs and holdings.
The hybrid investment approach of actively managing pure ETF portfolios has seen Alan Miller continue his
outperformance track record, whilst also offering clients extremely high levels of liquidity and diversification;
which allows the investment team to be nimble in the face of uncertainly.
Through their True and Fair Campaign launched in February 2012, Alan and Gina have raised awareness of
anti-consumer practices including lack of fee transparency, conflicts of interest, closet indexation and research
costs. They have also either contributed or influenced text in 3 EU Directives – MiFID II, PRIPs and the Share
Holder Directive.
SCM Client Profiles
-

Gender:
Average age:
Product type:
Average account size:

Male 58%, Female 38%
Male 60 years old, Female 57 years old
ISA accounts 50%, GIA accounts 35%. SIPP accounts 13%. JISA 2%
£288,116.50

The value of investments can go down in value as well as up, so you could get back less than you invest. It is
therefore important that you understand the past performance is not a guide to future returns. SCM Direct is
a trading name of SCM Private which is authorised and regulated by the Financial Conduct Authority,
Registration Number 497525.
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