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Letter to The Non-Executive Directors of The Financial Conduct Authority 

Liam Coleman 
Richard Lloyd  
Tommaso Valletti  
Sam Woods  
 

CC Nikhil.Rathi@fca.org.uk 
     Charles.Randell@fca.org.uk  
 

11 March 2021 

 

Dear Non-Executive Directors   

FCA Investigation into the failure of the Woodford Equity Income Fund (the Woodford 

Investigation) 

For the reasons, outlined in this letter, we believe there is an urgent and unanswerable case that the 

Woodford investigation should not only be conducted by an independent third party, preferably an 

eminent QC or Judge, but that must also include the conduct of the FCA pertaining to the scandal.  

We are writing to you as Non-Executive Directors as  

1. The FCA Non-Executives requested an independent report into the LC&F scandal, under 

section 77 of the Financial Services Act 2012 on grounds of the public interest1, setting a 

compelling precedent whereby the independence of an authoritative third party, Dame 

Elizabeth Gloster, resulted in a robust and constructive report that has resulted in many 

lessons learnt.  

 

2. All Directors (including Non-Executive Directors) are required ‘to use independent judgement’ 

and ‘to exercise reasonable care, skill and judgement.’ We suggest, based on the various 

points within this letter, that the NEDs cannot fulfil these duties nor ‘provide independent 

 
1 See 2.1 to 2.4 of 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/945247/Gloster_
Report_FINAL.pdf  
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oversight and constructive challenge to the executive directors’2 without an independent 

report which includes any regulatory failures by the FCA.  

 

3. There is evidence to suggest the FCA broke its “consumer protection objective” that 

necessitates “securing an appropriate degree of protection for consumers’ under the FSMA 

2000. Only an independent investigation can satisfactorily resolve whether the FCA failed in 

this regard, let alone ensuring consumers are better protected in the future. 

 

4. There is a legislative provision under S.68 of the FSMA 2000, for the Treasury to arrange 

independent inquiries where events have occurred in relation to a collective investment 

scheme which ‘posed or could have posed a serious threat to the stability of the UK financial 

system or caused or risked causing significant damage to the interests of consumers. The 

Woodford Equity Incomes Fund's demise cost more than 300,000 investors close to a billion 

pounds so clearly meets this test. 

The current FCA investigation appears to be failing consumers due to the following fundamental 

flaws:  

1. Timeliness - the FCA enquiry commenced in June 2019 but it remains unclear when the 

investigation will be completed.  On the 18 February 2021, the Chair of the Treasury Select 

Committee asked the FCA to “set out when we can expect its investigation to conclude.” The 

FCA evaded this straightforward question by simply stating it would “provide a further update 

by 31 May 2021”3.  

 

The FCA claimed its investigation had been delayed due to the “impact on accessing certain 

documents and witnesses during the pandemic.”  However, we are aware that Mr Woodford 

ran a paperless office so any requested documents, data and correspondence can be 

efficiently accessed.  

    

In terms of witnesses being interviewed this can be conducted remotely, but It has been 

revealed that as at Christmas 2020, some 18 months after the FCA’s investigation 

commenced, ‘key former staff at Woodford Investment Management had not been 

 
2 https://www.iod.com/services/information-and-advice/resources-and-factsheets/details/What-is-the-role-of-the-
NonExecutive-Director  
3 https://committees.parliament.uk/publications/4782/documents/48305/default/  
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approached by the regulator about the suspension of the fund. One of those key staff – the 

former head of risk – refused to answer our questions last week (over the phone and by email). 

If this is the case, it is a terrible indictment of the amateurism of the FCA's investigation.’4    

 

As a matter of comparison, the independent investigation into LC&F undertaken by Dame 

Gloster, commenced just a month prior to the FCA’s investigation into Woodford (i.e., during 

the same pandemic) but was completed in November 2020.  

 

2. Scope – the current FCA investigation has never clearly identified its precise scope beyond its 

letter to the Treasury Select Committee in 2019 in which in response to the question ‘Whether 

the FCA has initiated any formal investigation related to the events that led to the 

suspension?’, Mr Bailey said “We have opened an investigation but cannot comment any 

further.’5  It also remains unclear as to the exact period which the investigation will cover, let 

alone whether it will cover any regulatory failings by the FCA itself.  

 

3. Awareness – We detail below a litany of events that should have alerted the FCA to regulatory 

failures at Woodford Investment Management, and which should have at least resulted in 

increased scrutiny of activities being undertaken by the fund manager, thereby protecting 

more retail investors from losing money.  

 

This contradicts the evidence of Mr Bailey, the FCA former CEO, to the Treasury Select 

Committee6 in which he stated ‘The FCA has been in contact with Link since February 2018 

regarding issues related to liquidity risks.’  The possible regulatory failure resulting from this 

three-year gap between major warning signs (from January 2015 onwards) and the FCA not 

taking any action (February 2018) warrants thorough investigation.  

 

The recent revelation that the FCA's investigation into authorised corporate fund directors 

following the Woodford scandal7 was described as ‘shambolic’ with ‘the questioning vague 

and revealed a shallow understanding of how the market operated’ and ‘FCA staffers 

appeared unfocused, and lacked practical knowledge of how ACDs operate and the role of 

 
4 https://www.thisismoney.co.uk/money/comment/article-9281583/JEFF-PRESTRIDGE-Neil-Woodfords-comeback.html  
5 https://www.fca.org.uk/publication/correspondence/lf-woodford-equity-income-fund-letter-tsc.pdf  
6 https://www.fca.org.uk/publication/correspondence/lf-woodford-equity-income-fund-letter-tsc.pdf  
7 Insiders describe FCA's post-Woodford ACD probe as ‘shambolic’ - Citywire  
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non-executives in fund governance further supports the necessity for an independent 

investigation.   

 

These issues regarding the timeliness and approach to investigations within the FCA appear 

commonplace and again would support a third party, independent investigation.  It was 

recently reported8 that ‘Too often, many months (and sometimes over a year) will pass with 

the subject of the investigation hearing nothing from the FCA about the case. It can often be 

unclear whether the FCA investigators are giving any attention at all to a case, given the 

caseload they are having to manage.’… ‘cases now take – on average – nearly two years from 

the appointment of FCA investigators to be completed. Where disciplinary action is pursued 

and the case settled, this now takes an average of over three years; and where the case is 

referred to the FCA’s Regulatory Decisions Committee this now takes an average of nearly four 

and a half years. This is even before the case is referred to the Upper Tribunal, the first stage 

at which a defendant receives an independent hearing to determine whether any breach has 

been committed. This is a cause for grave concern and needs urgent attention.’ 

 

 

Questionable aspects of the FCA’s supervision of the Woodford Fund to which investors 

deserve answers: 

 

1. Whether FCA interviews with key Woodford staff dating back to January 2015 should have 

led to closer FCA scrutiny: 

 

An article entitled ‘FCA first alerted to concerns over Neil Woodford’s business in 20159’ 

contains the following shocking indictment of the FCA’s role in the Woodford scandal: 

‘The Financial Conduct Authority was warned about problems within Neil Woodford’s 

investment business less than a year after it opened in 2014 but did not intervene for almost 

another two years, according to several people briefed on the process.’…’But concerns over its 

investment strategy were raised within the first year of its operation, when two of the 

company’s founding partners — chief operating officer Nick Hamilton and chief legal and 

compliance officer Gray Smith — resigned after falling out with Woodford and chief executive 

Craig Newman. 

 
8 https://emergingthemes.bclplaw.com/bclp-emerging-themes-2021/centre-of-attention/  
9 https://www.ft.com/content/0a8eb45d-c45f-4085-83bb-2f17bdfa2c30  
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Given their senior roles in such a high-profile business, Smith and Gray were asked to discuss 

the reasons for their departures in exit interviews with the FCA in January 2015. The FCA did 

not act on the information they presented, according to those familiar with the regulator’s 

dealings with the company’ 

 

An article10 entitled ‘The Woodford warnings: Missed opportunities and a dawdling FCA’ 

stated: ‘In January 2015 they [Smith and Gray] could not have said anything to the FCA which 

could have forced the regulator to close the firm down. However, a truly proactive regulator, 

ought to have taken note of these concerns and made sure to monitor very closely Woodford’s 

investments in unquoted holdings’  

 

2. Whether information contained in the Woodford Equity Income Fund annual accounts 

regarding illiquidity dating back to 31 December 2014 should have led to closer FCA 

scrutiny: 

 

The published annual accounts of the Woodford Equity Income Fund contained a note that 

divided the Woodford Equity Income Fund into Level 1, Level 2, and Level 3 securities.  This 

amounted to a straightforward guide to the fund’s liquidity. These annual accounts reveal, 

that as far back as the end of 2014, the fund had 30% invested in illiquid securities i.e., Level 

2 and Level 3 securities.  This was some 6x the level of the comparable Invesco Perpetual 

High-Income Fund, which Mr Woodford used to manage: 

 
Woodford Equity Income Fund  
% NOT in an active market with a quoted 
price (i.e., Level 2 and Level 3 securities) 

Invesco Perpetual High-Income Fund  
% NOT in an active market with a quoted 
price (i.e., Level 2 and Level 3 securities)  

31/12/2018 40% 5% 

31/12/2017 29% 5% 

31/12/2016 20% 4% 

31/12/2015 36% 4% 

31/12/2014 30% 5%* 
*Level 1/2/3 data not available for the Invesco Perpetual High-Income Fund for 2014 so the disclosed unquoted percentage was used in 

its place. 

 

 

 
10 https://citywire.co.uk/funds-insider/news/the-woodford-warnings-missed-opportunities-and-a-dawdling-
fca/a1473449  
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The definitions of Level 1/2/3 securities are as follows: 

- Level 1 securities are normally the most liquid securities as their valuation is ‘based on a 

quoted price in an active market’ 

- Level 2 securities ‘are financial assets and liabilities that are neither easy nor overly 

complex to value. They do not have regular market pricing, although a fair value can be 

determined for them based on other data values or market prices’11  

- Level 3 securities are ‘financial assets and liabilities considered to be the most illiquid and 

hardest to value. They are not traded frequently, so it is difficult to give them a reliable 

and accurate market price’12 

 

3. Whether previous fines by the FCA in April 2014 for risk failings in connection with various 

funds managed by Mr Woodford should have led to closer FCA scrutiny: 

 

In April 2014, the FCA fined his Mr Woodford’s previous employer, Invesco Perpetual £18.6m 

in connection with risk failings13. Invesco Perpetual were found to have broken ‘broke the 

rules designed to limit the risks to investors on 33 occasions across 15 funds, representing 

more than 70% of assets under management.’  Among the funds at fault were Invesco 

Perpetual Income, High Income and Managed Income funds, at the time all run by Neil 

Woodford. 

 

The FCA’s decision notice14 stated that Invesco Perpetual had failed ‘to put adequate controls 

in place to ensure that all funds were valued accurately and that all trades were allocated 

fairly between funds’ – similar alleged issues have arisen in relation to the Woodford fund. 

 

4. Whether publicity around the decision by Jupiter to sell its exposure to the Woodford Equity 

Income Fund, in October 2017, should have led to closer FCA scrutiny of the Woodford fund: 

 

There was significant media publicity in October 2017 regarding a decision by a Jupiter fund 

to sell its entire £300m stake in the Woodford Equity Income Fund in the previous month. The 

 
11 https://www.investopedia.com/terms/l/level2_assets.asp 
12 https://www.investopedia.com/terms/l/level3_assets.asp 
13 https://citywire.co.uk/wealth-manager/news/invesco-perpetual-fined-18-6m-for-risk-failings-linked-to-woodford-
funds/a748187  
14 FCA Final notice: Invesco Asset Management Limited, Invesco Fund Managers Limited 
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Jupiter manager later admitted15 ‘he had become concerned by Woodford's ballooning 

exposure to unquoted companies.’ And ‘had kept his concerns over Woodford's unquoted 

investments quiet for fear of sparking a run on the fund. After we'd sold it, we had a policy 

here to say absolutely nothing about why we had sold it,' … 'The reason was we were really 

very worried that there would be a run on the fund.  We realised that if there was a run on the 

fund bad things would happen and that is exactly what has happened, and we didn't want 

anything to do with that.'   

 

5. Whether the FCA should have been notified/noticed the unusually elevated level of stocks 

being transferred between various Woodford managed funds from early 2017 onwards to 

meet redemptions and whether this should have led to closer FCA scrutiny: 

 

Old Mutual16 were concerned ‘about shares traded between the fund Woodford ran for them 

(Old Mutual Woodford Equity Income) and the flagship Woodford Equity Income.’ And that 

‘on 230 occasions, Woodford traded between his main fund and this sister fund because of 

'significant inflows into and out of' Woodford Equity Income. In the words of Woodford, 'there 

was a challenging backdrop of progressive outflows in 2017'. 

 

The FCA admitted to the Treasury Select Committee in June 2019 that it was unaware of 

Woodford’s decision to list many of his unquoted holdings in Guernsey to circumvent the 10% 

rule, until the FCA read about it in the media17.  

 

In March 2019, there was a highly controversial asset swop18 between the Woodford Equity 

Income fund and the Patient Capital Trust which should have raised significant governance 

alarm bells at the FCA given that ‘The unquoted assets transaction raises a number of 

questions over the role of the fund’s own governance body and the oversight functions within 

the investment group.’…’Fundamentally, this raises worrying questions over exactly who is 

providing the appropriate oversight of the manager, both within his company and by the 

governance of the fund and trust.’ 

 
15 https://citywire.co.uk/investment-trust-insider/news/jupiter-comes-clean-over-1-billion-woodford-sale/a1284752  
16 https://www.thisismoney.co.uk/money/comment/article-9281583/JEFF-PRESTRIDGE-Neil-Woodfords-
comeback.html  
17 https://citywire.co.uk/funds-insider/news/woodford-rocked-as-guernsey-suspends-his-unquoted-stocks/a1220449  
18 https://citywiremiddleeast.com/news/the-secret-ceo-woodfords-swap-deal-is-the-final-
straw/a1209232?section=funds-insider  
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In summary, around 300,000 ordinary retail investors lost close to a billion pounds because of the 

Woodford scandal.  They deserve justice.  Justice resulting from all parties, including the FCA, being 

investigated so all those who failed consumers are clearly identified and appropriately reprimanded.  

It is impossible, in our view, for the NEDs of the FCA to perform their oversight function, including an 

assessment of the FCA’s performance in relation to its statutory objectives, without a full and 

independent investigation.  

We therefore strongly urge the NEDs to invite HM Treasury to direct the FCA to commission an 

independent review into the regulation and the failure of the Woodford Equity Income Fund under 

section 77 of the Financial Services Act 2012 on the grounds of the public interest in accordance with 

the LC&F investigation19. The FCA should hand over its current work to the newly appointed 

investigator to complete. 

A Woodford investigation that does not include the role of the FCA, will not only fail victims but 

seriously damage the reputation and trust in the regulatory and the wider UK investment 

management industry.   

Were this to be allowed to happen, a charge of whitewash would not be misplaced.  

We look forward to your reply. 

Yours sincerely,  

 

Gina Miller       Alan Miller  

Gina Miller        Alan Miller 

 
19 See 2.1 to 2.4 of 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/945247/Gloster_
Report_FINAL.pdf  
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