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Waite
In June last year Paul Wheeler and his wife Maureen were looking to make provision for their two children by investing a £50,000 redundancy payment.

Wheeler
We wanted to provide a lump sum for our children when they finished university and that was going to be three or four years away.

Waite
Around that time too, Peter Howard, a former financial consultant, was also thinking where to invest £50,000.

Howard
The money was my wife's redundancy money.

Waite
And David and Angela North wanted to invest £35,000 - lump sum payments from their pension funds.

Angela North
It was going to be for our retirement and to do things like maybe have little holidays here and there which at the moment you know it's quite hard when you're on a pension.

Waite
Today on Face the Facts we'll be investigating how these cautious, careful savers stand to lose all their money. Indeed more than five and a half thousand UK investors are likely to lose over a hundred million pounds.  They bought investment products recommended by the likes of banks and independent financial advisors. Products which, in some cases, were described as "capital secure", yet within weeks had failed taking with them investors' life savings.

Wheeler
What we have here is the documentation from the financial advisor in terms of the advice given.

Waite
Paul Wheeler and his wife Maureen Corcoran have always been careful with their money. He's self-employed and runs training courses for businesses. She worked for a housing association but was made redundant in April last year. With two children in full time education, the couple wanted a safe haven for Maureen's redundancy pay-off which would wipe out their children's debts after graduation. Paul showed me the paperwork for the investment they settled on.

Wheeler
It makes it clear in terms of our interview with the financial fellow that we both risk averse, we were not prepared to lose any of our capital and that was the understanding.  So we were advised to invest with an NDFA, capital secure, fixed growth plan, which is on the first page.

Waite
This is the brochure?

Wheeler
This is the brochure NDFA, capital secure, fixed growth plan June 2008.  And then we go to is this investment suitable for you, how does the plan work.  On one page in block capitals - full repayment of your capital at maturity, growth potential without risking your capital.  And that's the investment that we took and that's the basis on which we took it.

Waite
As the couple made their decision, they had every reason to be careful. For many months past there'd been ever-worsening news about the finance industry.  

News clips
One of Britain's largest mortgage lenders Northern Rock has applied for an emergency loan from the Bank of England.

Mr Brown has welcomed plans by the Bank of England, the United States Federal Reserve and other central banks to pump billions of pounds into the international money market.

An American bank has taken over its stricken rival Bear Stearns for a fraction of its value last week.

Waite
By last summer, nine months had passed since the bail out of Northern Rock. In America, Wall Street's fifth largest bank, Bear Stearns, had had  to be rescued and Lehman Brothers, one of the world's largest investment banks, had made a quarterly loss of $2.8 billion. It was busily raising more billions, and its shares had slumped by 50%. But Paul Wheeler and Maureen Corcoran at least knew that their investment was safe. It said so in black and white on the brochure - "capital secure". So they felt they had no need to worry as the economic headlines got worse. 

News clip
Wall Street is in shock after the turmoil in the American property markets claimed its biggest victim to date.  Just over two hours ago the American investment bank Lehman Brothers announced it was to file for bankruptcy after suffering multibillion dollar loses...

Waite
September 15th and the collapse of Lehman Brothers sent the world's financial markets into even deeper crisis.  

News clip
The collapse of one of America's biggest investment banks has sent shockwaves around the world.  Share prices have plummeted and thousands of jobs are in jeopardy.

Waite
Also in jeopardy was Paul Wheeler's investment. Though the first he knew about it was via a letter from NDF Administration Limited - the company managing that "Capital Secure Fixed Growth Plan". 

Letter from NDF Administration Limited
It is with much regret that I have to inform you that the Financial Institution and underlying asset provider was Lehman Brothers. NDFA is seeking advice as to what this means for investors and at this stage information is very limited. 

Waite
Puzzled by the mention of Lehman Brothers, Paul Wheeler looked out the paperwork from NDF Administration Limited.

Wheeler
It doesn't indicate at all who the investment was with.  If we had known at the time, and this is June 2008, when it was quite clear there were problems in the American market and with banks, we would not have put our money into an American bank.  We did not know, we were not told and we would not have done that.  It was made quite clear this was a capital secure investment, if the word American bank or Lehman's had come up I would have said no.

Waite
So what had Paul Wheeler actually bought with that £50,000?  In fact quite a complex, so-called "structured product." Firstly investors have to leave their money in the fund for a set period. In Paul's case this was five years. Income potential is linked to an asset - in this case the Footsie 100 Share Index. If the Footsie grew or was even at the same level in 2013 when the plan matured - Paul would have seen a return of 50% - that's £25,000 - on his original outlay. If the Footsie had fallen five years later - he would receive no interest  but would still get his £50,000 back. Theoretically, a safe investment. And so an attractive one, according to journalist Sophia Morrell who writes for "structured products" magazine. 

Morrell
Structured products are actually increasing in popularity in the UK.  Recent predictions by Newcastle Building Society in May anticipated that the market could actually increase in volume to around £13 billion by the end of this year.  Last year it was about eight and a half billion, which was about a 26% increase on the year before.  The majority that was sold last year have done exactly what they said on the tin - they describe a very specific set of investment objectives and you can know exactly what your return will be at the end depending on how the, say, the Footsie or whatever underlying asset is chosen has behaved.

Waite
And underpinning these products is a bond.

Morrell
Most structured products will have this bond section in them.  It's really the bond section which guarantees you getting your money back at the end of sort of three years or five years or however long the product lasts.

Waite
In all the cases we're featuring the bond was provided by Lehman Brothers. They were the issuer - in other words the bank which stood as guarantor for the investment. Banks can offer structured products themselves but sometimes plan managers set up their own products or buy them from a bank and market them as their own, earning commission on each sale. They don't take on any credit risk - it's the issuer -  the bank - which investors rely on to safeguard their capital. In the UK four plan managers marketed structured products backed by Lehman's bonds - in Paul Wheeler's case, the plan manager was NDF Administration Limited based in St Albans in Hertfordshire. It was NDFA's product which was sold to him by his independent financial advisor who made £1,500 commission himself in the process.  We've read Paul Wheeler's brochure from the plan managers NDF Administration Limited and there's no mention of the bond nor who it's with. What it does say though is:

NDF Administration Limited Brochure
The issuer of the securities capacity to meet its financial commitments is considered strong. This is supported by an independent assessment from a leading credit rating agency Standard and Poors which gives the issuer a rating of A as at 3rd June 2008. However, there is a risk that the issuer may fail to meet its obligations and it is you the investor that faces this risk rather than the plan manager.

Wheeler
I suppose what makes me angry is that we had taken the government advice, all the advice that you read about, you know trying to make provision, that's what we tried to do - to make provision, to try and be responsible.  

Waite
Yes but I mean people listening to this might very well think - you were someone who took a risk and so it is wrong to complain about it now.

Wheeler
Yes I took a risk based on the information that I was able to get.  And throughout the document it stresses it's capital secure.  Now if we're saying you can't believe those documentations from professional companies frankly you can't believe anything that anyone says in the financial service industry.  Where's that going to take us when we're being encouraged to make provision for our pensions?

Waite
I've come to see Ralph Patterson.

Receptionist
Take a seat, I'll let him know you're here.

Waite
Thank you.

Ralph Patterson, an independent financial advisor at SG Holding and Partners in Cheshire, has been helping investors who've complained about their treatment at the hands of other IFAs . And he's baffled as to why any independent financial advisor would offer a financial plan if they didn't know who was behind it.

Patterson
If we are approached by a product provider with a product to perhaps recommend to our clients and that product has got features such as guarantees the first question I'm asking is how are these guarantees put together, who's backing them, all the what ifs if it goes wrong.  Now if that were then to be the case that the product provider said oh we can't tell you who's backing this, I wouldn't touch the product at all, there's no way I'd recommend it to a client.

Waite
Mr Patterson's company didn't offer its clients Lehman-backed structured products. We don't know if those independent financial advisors who did, took the trouble to ask plan managers who the guarantor was before recommending their customers invest. But we do know not all the literature was the same - different brochures made different claims about the security of the products. All the more reason surely why investors would rely on the wisdom of their own IFAs before signing up. 

At Hyde, on the outskirts of Manchester, lives another couple who bought into an NDFA plan on the basis of professional advice. David and Angela North handed over £35,000 - money from their pension lump sums which, under the terms of their plan, was supposed to give them a monthly income to help in their retirement. But they never received a penny as, by the time the first payment was due, Lehman Brothers was bust.

David North
On the 15th September I phoned up NDFA to see what happened, thinking well there's probably been a slight hitch, and they turned round and said well it's because of Lehman's you know, Lehman's have collapsed.  And I said, well what's it to do with Lehman's?  And then - oh the problem and the story tumbled out.  The issue of securities was Lehman's and there's nothing they could do about it.

Waite
And was that really Angela, the first time that Lehman Brothers had ever been mentioned?

Angela North
Yes that's definitely the first time, I'd no idea at all.  It had all been going on that weekend, that the bank was collapsing, and I just didn't think anything about it.

David North
Still had no idea.

Angela North
We didn't think it was anything to do with us at all.

Waite
But it had everything to do with them. And the person Mr and Mrs North hold responsible is their IFA - the independent financial advisor who sold them the product last summer. 

David North
On the 1st June we sent a letter saying we only want safe investments, we had a letter back and it was titled "In response to your letter of 1st June..." and it offered this NDFA investment.  What would one assume from that?  Would one assume it was a safe investment or not?

Waite
Well on the other hand, I mean I have a copy here of the brochure, your brochure, and it says, David, on this front page there "capital not secure", "your capital is at risk, so you must be prepared to lose some or all of your capital."  "Unless you understand these risks and are sure of the suitability of this investment then you should seek financial advice."

David North
We sought the financial advice, right, and the risk was put to us that our capital was at risk if the Footsie 100 or Dow Jones Euro Stocks 50 indices fall below 50%.  The documents do say the issuer of the securities had a certain Standard and Poors rating but we had no idea that the issuer of the securities was unnamed, in fact we thought NDFA, in our naivety, were investing direct in the Dow Jones Euro Stocks 50 and the Footsie 100 companies.  We were totally reliant on the IFAs to interpret that for us.

Waite
The Financial Services Authority which regulates the sector lays down rules with which financial advisors must comply. Where a company makes a personal recommendation to a retail client, it must provide what's called "a suitability report". It should outline the client's demands and needs and, based on those, explain why the firm has concluded the recommended transaction is appropriate. It must also explain any possible disadvantages. In David and Angela North's case, for some time now, IFA Ralph Patterson has been providing his professional expertise, and looking over their files. And he's come to the conclusion that there are a lot of questions which their financial advisor needs to answer.

Patterson
In my own practice we ask 18 questions on the attitude towards risk section alone, just to make sure that we - we have a full understanding.  Now with David and Angela I don't think that had been done in recent times, I've certainly seen nothing on the file to support that it had.  Also the suitability letter that has got to be sent out - it's a mandatory requirement - actually went to the North's after the expiry of the cooling off period, which again shouldn't happen.

Waite
So where does this leave the North's?

Patterson
Well on the face of it they've got a non-compliant sale and they should complain to the FOS.

Waite
The North's complaint was dismissed by their financial advisor so they have indeed taken the matter to the FOS - or Financial Ombudsman Service - where, if successful, they could win compensation.  The firm of IFAs the North's used, Greystone Financial Services based in Altrincham in Cheshire refused to comment to us. The matter is in the hands of the ombudsman, they say. But we've seen a copy of the details which Greystone has sent to the ombudsman disputing any suggestion that the contract was promoted to Mr North as a 'safe' investment and insisting the risks were drawn to his attention. Greystone believes that - had it not been for the demise of Lehman Brothers which - it says - no one could have reasonably predicted - then the complaint would never have occurred.   It also states:

Greystone report to ombudsman
Whilst the downfall of Lehman's is unfortunate we as a firm had no control over whom the plan manager, NDF, used to provide the securities.  Indeed  NDF's own literature emphasises their discretion in this regard.

So why was NDF Administration Limited apparently so 'discreet' when it came to naming Lehman Brothers?  In fact, it wasn't the only company which omitted to mention them nor is it the only plan manager subject to complaints. But what's curious in NDFA's case is its claim it was prevented from mentioning Lehman's by EU law. Curious, because what appears to be its sister company seemed to have no such problem. Defined Returns Limited - which according to Companies House records has the same directors and office address as NDFA - did name Lehman's, even including the American bank's logo on the front page of brochures marketing similar structured products. NDF Administration Limited declined to appear on the programme but in a statement said Defined Returns limited "is a separate legal entity to NDFA" and the two companies had differing legal advice as to what they could say as the law governing this area "remains unclear". NDFA - which made pretax profits last financial year of over £2 million - also told us that in all cases its:

Statement from NDFA
...plan documents make clear in both the investment risks and terms and conditions sections that payments are based upon the ability of the issuer of the securities within the plan to meet its obligations, and point out that the issuer might fail to meet its obligations.

Waite
Similar Lehman-backed structured products were sold by financial companies across the world and suffered an identical fate. In China, investors took to the streets to protest about their losses. But there, financial journalist Sophia Morrell says, the authorities have acted. 

Morrell
In Hong Kong recently two regulatory authorities decreed that 16 banks would have to buy products back from investors that they had been sold and there have been quite a few buy back programmes across Asia.  In Switzerland as well Credit Suisse has made voluntary compensation offers to just shy of around 4,000 investors to buy back Lehman Brothers issued products which were capital guaranteed.  There is an eligibility criteria associated with that.  What's been interesting with almost all the banks that have bought back products in Switzerland or in Asia or anywhere else, as far as I'm aware, no one has admitted liability, largely they're being described as gestures of goodwill.

Waite
Gestures of goodwill that have yet to be replicated on a widespread scale either in the United States or here in the UK. We have learnt that in some cases Lloyds Banking Group has repaid customers who bought such products through its advisors in the UK. How many customers, we do not know, because Lloyds was unable to tell us and it would not explain why it's insisted on them signing confidentiality agreements in order to get their money back. All the company would say is that it deals with all customer complaints on "an individual basis" and it's confident that its advisors followed the appropriate sales practices and all the risks were clearly set out. About a third of these collapsed Lehman-backed structured investment schemes were sold though not by banks but by independent financial advisors.  

Cummings
In the last year to 18 months the financial services industry, the global economy, has been through a one in a 200 year event.

Waite
Chris Cummings is Director General of the Association of Independent Financial Advisors, representing 85% of the UK's 30,000 IFAs and described on its website as the "voice of the profession" lobbying for a "light-touch regulatory structure". So what does Mr Cummings say to investors, many of whom put their money in to "capital secure" schemes on his members' recommendation, only to see it disappear?

Cummings
The financial ombudsman service has just published its latest set of complaints generally about the financial services industry.  Independent financial advisors account for less than 3% of all complaints to the ombudsman and those people who do complain, well two in three of those complaints go in favour of the firm.  If I take Lehman's as an example, it was a bank that's been around for over 180 years, it's been given the highest investment and credit ratings by all the ratings agencies, there are simply levels of due diligence, levels of credibility, that I think we now apply that 18 months, two years ago simply wouldn't have been open for discussion.  It's rather like suggesting that the UK government could default.  There are things that you have to take as solid and stable and many IFAs did the right thing by advising their clients to come out of more risky investments, to go into things that were backed by organisations that had been around for 180 years.  Because of a decision by the Bush government that organisation fell.  I think there are just times when we have to say there are things that nobody could possibly anticipate.

Waite
But I mean anybody who gives financial advice has a duty to treat customers fairly, to be clear about the pros and the cons of any financial product they sell.  Is it fair, is it clear, to sell a financial product to a customer without properly explaining to them that they could lose all their money if a bank guaranteeing that investment goes bust?

Cummings
Well it's in nobody's interest to advice a client to take out an investment that they don't understand.  Clients must understand not only what the potential upsides are but also the scale of detriment if things go wrong.  The last 18 months the financial services world has been turned on its head and I think that is really at the heart of many of the problems that have been identified, that organisations for whom trust and confidence wouldn't have been a problem have seen really the basis of how they do business fundamentally challenged.

Waite
Why should anyone use or trust an independent financial advisor after hearing of what's happened to these investors when you're saying well tough, that's just the way of the world?

Cummings
Well not everybody who thinks that they've lost money today may in the long term have realised that they've lost money, the stock market is recovering, so there could be some good news in there as well.

Waite
They could be?

Cummings
There could be.  The fact that the world economy suffered the level that it did has meant that organisations who felt comfortable saying we've been around for 200 years therefore we're going to be around for a long time yet, suddenly discovered that actually they didn't have a basis to make that promise on and this led not only the individual investor but also the independent financial advisor and if we look to Iceland the case of the whole nation that suddenly found itself adrift of financial services.  The world is much less of a certain place than it was.

Waite
Also uncertain is the chance of investors getting any money back. As unsecured creditors of Lehman's they've joined a long queue. But what about the Financial Services Compensation Scheme - the UK's statutory fund of last resort for customers of authorised financial services firms? It offers the kind of protection which helped persuade Peter Howard from Oxfordshire to take out an NDFA Fixed Income Growth Plan last summer. 

Howard
I always look for that, it's one of the major things that anyone should look for.

Waite
And is there anything in that brochure there about the financial services compensation?

Howard
Yes there's an extremely large paragraph at the back.  Would you like me to read it to you?

Waite
Please.

Howard
"If you make a valid claim against the plan manager or your financial advisor in respect of the investments arranged for you under these terms and conditions and they're unable to meet their liabilities in full you will be entitled to compensation from the Financial Services Compensation Scheme."  It goes on to explain how it's made up but basically it's to a maximum of £48,000 - it's the reason I only invested 50.

Waite
But that reassured you seeing that?

Howard
Oh yeah, absolutely, I was - I understand there was a risk because the product is related to stock markets but I thought I was covered should the business go bust.  And you look at the back and it says here, clear black and white: "NDFA is authorised and regulated by the Financial Services Authority" - and that again gives me confidence.

Waite
But the Financial Services Compensation Scheme told us its rules don't allow it to help people like Peter Howard because the plan managers they used are still trading, and the scheme only pays out where no one else can because a company has crashed. If consumers had bought products directly from Lehman Brothers, which has crashed, then the compensation scheme could consider their complaint.

Howard
We live in the UK, we are UK investors, we invested in a UK company and we've got a UK Financial Services Compensation Scheme.  I think that the four go together.

Waite
So with that avenue closed, investors who've lost out are in the hands of the Financial Ombudsman Service. Financial advisor, Ralph Patterson, believes it offers hope for those with genuine complaints - the only problem is sorting them out.

Patterson
Whenever you get a situation where a fairly high profile product fails, such as is the case here, the FOS get a greater workload as a result of it.  So the normal six to nine months will probably stretch to nine to 12 months and that's not really fair on the North's or people who find themselves in that situation because there's greater uncertainty and it goes on for longer.

Waite
And that's not the only delay because those complaints, registered with the ombudsman, have been put on hold while the Financial Services Authority investigates the issues you've heard about today. Just last week the FSA asked the ombudsman to wait for another three months. The FSA refused to be interviewed because of its current investigation but said its work will allow it to "explore all options to achieve the best outcome for consumers". It is aware that some investors have lost income and says it's "committed to resolving this as soon as practicable".  And as for the Financial Services Compensation Scheme? Well the FSA told us it's essential that providers clearly disclose at the outset whether someone will have access to the scheme. It's assessing the clarity of provider literature as part of its review. Paul Wheeler is not holding his breath. 

Wheeler
It's really the responsibility of the FSA who have spent a long time on this and I know they're very busy but really I'm trying to look after my family and the point we've got is at doing that I've lost all my money, I don't think people realise the amount of damage that these cases do to the reputation of the savings industry in the UK.  And there's a lot to make up for.


