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Introduction 
 
This report has been researched and compiled by RGL Management Limited. 
 
We are releasing it into the public domain to shed more light on the motivation of RBS in how it dealt 
with its SME customers. 
 
We believe the information in this document is material to the ongoing debate. 
 
RGL Management Limited  
 
17 January 2018 
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Summary of Findings 
 
 
There has been considerable criticism of RBS for its conduct towards SME businesses, particularly in the 
2008 to 2013 period, although there are RBS customers who claim that bad conduct was common before 
2008 and that it continues to this day. 
 
The first strong indication to the general public that RBS had done very bad things to their clients was the 
publication of the highly critical report issued by Lawrence Tomlinson (Entrepreneur in Residence at the 
Department for Business, Innovation and Skills) on the 25th November 2013.  In response to the 
accusations made by Tomlinson RBS commissioned a report by Clifford Chance (to which the label 
“whitewash” has been applied by many commentators, including ourselves). Snippets of information and 
grand conclusions arising from the FCA’s investigation have also been released, albeit with huge apparent 
reluctance. The FCA’s perceived approach towards the release of their full report on RBS has created 
doubt as to whether their objective is to reveal wrongdoing by RBS or rather to protect the UK financial 
system by containing the evidence as to the seriousness of the misconduct.  
 
RGL Management Limited see a simple picture that has gone largely unreported. We believe the focus of 
attention has been too much on symptoms rather than cause. It is clear to us that this has been very 
convenient for RBS and its apologists who have happily embraced a narrowing of scope to enable the 
reality and scale of what RBS did to its own SME clients to remain the subject of doubt, confusion and 
counter claims.  
 
So, in our view the principle charge of profiteering by the infamous Global Restructuring Group (GRG) has 
diverted attention away from the real motive for what was done. This is particularly well illustrated in the 
comment made in Clifford Chance’s report of 11 April 2014 
https://www.rbs.com/content/dam/rbs_com/rbs/Documents/News/2014/04/Clifford-Chance-
Independent-Review.pdf : “The bank has no financial incentive to unnecessarily bring about the 
customer's insolvency…”  
 
Clifford Chance are the direct recipients of very remunerative work from RBS and questions should 
certainly be raised about their objectivity.  
   
The fine details of how banking works are a mystery to most ordinary businesspeople, commentators and 
politicians and we are all easily misdirected and misled as a result. But given the involvement of 
sophisticated individuals and organisations in much of the formal investigation and report writing, there is 
no excuse for the existing state of confusion. Therefore we suspect that visibility of the bigger picture may 
have been deliberately obscured.  
 
The purpose of this report is to set out, explain and support the following description of what happened 
in the simplest possible terms.  
 
 
 
 
 

https://www.rbs.com/content/dam/rbs_com/rbs/Documents/News/2014/04/Clifford-Chance-Independent-Review.pdf
https://www.rbs.com/content/dam/rbs_com/rbs/Documents/News/2014/04/Clifford-Chance-Independent-Review.pdf
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To sum this up in a single sentence:  
 
RBS was driven into insolvency by incompetent, greedy, short-sighted management, and because its survival 
was only partly subsidized by the UK taxpayer, it needed to raid the assets of targeted business customers to 
generate cash, indifferent to whatever destruction this wrought on its victims, saving itself at their expense. 
 
Note that the motive was the generation of cash and not of profits. RBS was utterly desperate for cash and 
incurring losses on liquidating lending to customers was a price they were willing to pay.  
 
Note additionally: 
 

1) This was an RBS policy driven from the top – GRG was a cog within the machinery of RBS and 
should not be the sole focus of investigation and reporting  

2) Individual businesses were identified by RBS on a mass basis as targeted for exit and GRG was a 
killing floor, processing SME businesses into cash for RBS  

3) Identification took the form of designating individual customers as “Non- Core” and RBS duly 
exited from its Non- Core lending at a dramatic pace.    

4) Profiteering by GRG (such as forcing equity participation in businesses and properties and levying 
excessive charges) and treating customers with aggression and contempt were ingrained in the 
GRG culture – a reflection of opportunism and a symptom of broader RBS greed rather than the 
full extent of the RBS wrong doing 

5) There was widespread bad conduct within RBS reflecting an arrogant contempt for clients, for 
acceptable standards of business conduct and for the law while ruined SME businesses were left 
unable to afford any access to justice against such a huge foe    

6) Victims are still asserting that RBS continue acting aggressively and improperly to kill dissent and 
sideline victims’ claims – a change in management but the same old culture. “We are what we 
do”, as RBS say in their Nat West television advertising.   

 
Set out in our report is support for these accusations which was almost entirely obtained from published 
information that has been widely available to Clifford Chance, the FCA and the new management of RBS.  
 
Readers will draw their own conclusions.  
     
 
RGL Management Limited 
17 January 2018 
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RBS Management Responsibility for the Failure of RBS 
 

1) Creating the RBS Crisis 
 

a) RBS Group plc (“RBS/ The Bank”) was grown to a huge scale in the run up to the “credit crunch” 
 
This was a bank that had been growing very, very quickly. To quote the FSA report on the failure of RBS, 
which was issued in November 2011 http://www.fsa.gov.uk/pubs/other/rbs.pdf:  
 

• “Between end-2004 and end-2008, RBS’s total assets grew from £588bn to £2,402bn” 

• “RBS’s significant growth in total assets resulted from the combination of rapid organic growth 
and the acquisition of ABN AMRO” 

• “Between end-2004 and end-2007, excluding the impact of the ABN AMRO acquisition, total 
assets grew at an annualised rate of 24%” 

• … “there was particularly rapid growth in derivatives (which increased by more than ten times 
during the period), but also significant growth in loans and advances.” 

 
The following graph is based upon information extracted from the banking groups’ annual reports:   
 
 

 
 
As can be seen, the size of the RBS balance sheet more than doubled to over £1.8 trillion in 2007. This 
propelled the RBS Group into becoming, by some margin, the largest banking group operating in the UK. 
The continuing 30% surge in its balance sheet during 2008 took its total assets to over £2.4 trillion, 
rendering it "too big to fail" but, unfortunately, very costly for taxpayers to save, as soon became clear. 
This two-year growth spurt allowed it to pull away from its peers in terms of absolute size. 
 
As for its lending activity, following a 91% increase in total loans and advances in 2007 its loan book 
subsequently shrank by 3.5% in 2008 (the first full year of the "sub- prime" crisis), in common with the 
experience of its peers. This reflected a fall in lending to banks on the effective closure of the interbank 

http://www.fsa.gov.uk/pubs/other/rbs.pdf
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markets. Despite this, however, it's loans to customers still increased, by 5.5%, during the year as a 
whole. 
 
This huge surge in activity in the run-up to the crisis, both in absolute terms and relative to its peers, 
raises eyebrows. In the highly competitive field of banking, was this because RBS was better at business 
than their competitors? Or was it simply more reckless in the pursuit of growth?  
 

b) In the pursuit of growth, loans were made without appropriate risk assessment or pricing  
 
RBS were pursuing unsustainable pricing and risk policies in the pursuit of growth. Andrew Large 
reviewed RBS’s miserable ongoing performance in lending to SME businesses in November 2013 ( 
http://www.independentlendingreview.co.uk/RBS_ILR_Full_Report.pdf ) and he commented that:  
 

“RBS was the largest lender in the market: RBS’s stock of lending was ￡55bn at the market peak…...”  
 
and  
 
“RBS was also one of the most aggressive pre-crisis lenders, particularly to the Commercial Real Estate 
sector, and as a result it suffered greatly in the crisis.” 
 
Ross McEwan, RBS’s Chief Executive at the time of the Large Report responded by saying: “It is clear from 
your report that we have overcorrected for the reckless lending practices that broke this bank five years 
ago.” 
 
So even RBS has recognised its own historic incompetence in lending and this is an indisputable charge 
against them.  
 

c) RBS saw regulation as a challenge to be overcome through funding innovation rather than a 
responsibility to be met in respect of investors and the broader community of stakeholders 

 
In their November 2011 report the FSA found that RBS had been allowed to operate a very thin capital 
structure within a climate of weak banking regulation. 
 
“…the FSA had developed a philosophy and approach to the supervision of high impact firms and in 
particular major banks, which resulted in insufficient challenge to RBS’s poor decisions.” 
 
“The capital rules which the FSA was applying were in retrospect severely deficient: they allowed RBS to 
operate with dangerously high leverage”………..”this was one of the most crucial drivers of RBS’s failure.”  
 
In his speech published by the Bank of England on 7 November 2017 
http://www.bankofengland.co.uk/publications/Documents/speeches/2017/speech1007.pdf , Martin 
Taylor, Member of the Financial Policy Committee said:  
 
“In 2006 or thereabouts, a poll by the Centre for the Study of Financial Innovation found that bankers were 
already putting regulation at the top of the list of things that annoyed them, even though there was at the 
time no regulation to speak of. RBS, for example, ran a trading book of £470bn supported by equity capital 
of £2.3bn – leverage of over 200 times.” 
 

http://www.independentlendingreview.co.uk/RBS_ILR_Full_Report.pdf
http://www.bankofengland.co.uk/publications/Documents/speeches/2017/speech1007.pdf
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With the benefit of hindsight, RBS's weak capital structure was a disaster waiting to happen. Although not 
technically in breach of regulatory requirements (under the "Basel 1/2" rules, minimum "Tier 1" and 
"Total Capital" ratios of 4% and 8% respectively applied) their Tier 1 ratios during the period 2004-07 
were consistently lower than those of their peers (see the graph below). For example, at the end of 2007, 
their total ratio stood at 11.3%, well below the levels reported by Standard Chartered and HSBC of 16.7% 
and 13.6% respectively, and their Tier1 ratio, of 7.3%, was the lowest reported by the major banking 
groups. In short, RBS did not have enough capital to support their lending.  
 
By the end of 2008, however, following the government bailout, their total capital ratio had risen to 
14.2%, a figure only bettered by Standard Chartered, whilst their Tier 1 ratio had risen to 10%, with the 
"Core" component of this coming in at 6.6%. And, following accession to the Asset Protection Scheme 
(discussed in more detail below) and the issuance of "B" shares to the UK government, RBS's Core Tier 1 
capital ratio increased to 11%, with the Tier 1 and total ratios rising to 14.1% and 16.1% respectively by 
the end of 2009. This indicated the extent to which RBS was undercapitalized, making necessary a vast 
taxpayer-funded recapitalisation of the RBS group, for which we have all carried the risk and cost as 
taxpayers.  
 
 

     
 
 
 
Before he became head of the FCA , Andrew Bailey gave a speech to Bloomberg on the 10 July 2014 in 
which he said: http://www.bankofengland.co.uk/publications/Documents/speeches/2014/speech745.pdf  
 
“Basel I allowed hybrid debt instruments to count as Tier 1 capital even though they had no principal loss 
absorbency mechanism on a going concern basis. They only absorbed losses after reserves (equity) were 
exhausted or in insolvency. It was possible to operate with no more than two per cent of risk-weighted 
assets in the form of equity. The fundamental problem with this arrangement was that these hybrid debt 
instruments often only absorbed losses when the bank entered either a formal resolution or insolvency 
process. It was more often the latter in many countries, including the UK, since there was no special 

http://www.bankofengland.co.uk/publications/Documents/speeches/2014/speech745.pdf
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resolution regime for banks (unlike today). But the insolvency procedure could not in fact be used because 
the essence of too big or important to fail was that large banks could not enter insolvency as the 
consequences were too damaging for customers, financial systems and economies more broadly.” 
 
Why did RBS do this? Why were RBS management pushing their capital structure to the limit? While 
outside the scope of this report, greed and arrogance are the natural conclusion. Regulatory capital 
requirements create a limit on growth and hence an obstacle to the growth of short-term profitability. As 
the Bank of England put it in their 2013 quarterly bulletin: 
http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2013/qb130302.pdf  
 
“Banks may prefer to operate with lower levels of financial resources than is socially optimal. Prudential 
regulation seeks to address this problem by ensuring that credit and liquidity risks are properly accounted 
for, with the costs borne by the bank (and its customers) in the good times, rather than the public 
authorities in bad times.” 
 
As if the suicidal pace of expansion pre-sub-prime crisis, based upon a paper-slim capital base, was not 
bad enough, RBS's real Achilles heel was its illiquidity. The most comprehensive and authoritative analysis 
to shed light on this issue is the work published in 2017 by Yan et. al. (Yan, M., Zhang, D., Hall, M. and 
Turner, P., Journal of Banking Regulation, Volume 18(2), pp. 163-179). Using the Bankscope database and 
the banks' financial statements, they estimate short-term and longer- term liquidity, in both 'normal' and 
'stress' scenarios, for the major banks (data limitations preclude a focus on banking groups) operating in 
the UK during the 2005-2010 period. The measures used to assess short and longer- term liquidity are the 
one-year 'Liquidity Coverage Ratio' and the 'Net Cash Capital Ratio' respectively. These are analogous to 
the 'Liquidity Coverage Ratio' (but focused on the three-month time horizon) and the Net Stable Funding 
Ratio' metrics imposed by the Basel Committee on Banking Supervision under 'Basel 3'. Their findings are 
highly illuminating, as illustrated below.  
 
Long Term Liquidity 
Although most banks struggled (only Santander posted satisfactory results throughout most of the 
analysed period) NatWest, closely matched by HSBC, was the worst performer. Moreover, RBS only 
managed to post satisfactory figures (in excess of 100%) after the government's capital injection in 2008 
with previous years' figures lying in the 50%-65% range. The overall picture portrayed is that both RBS 
and NatWest banks, core components of the RBS Group, suffered severe liquidity pressures, in both 
absolute terms and relative to most of their peers, in the run up to the sub -prime crisis. 

http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2013/qb130302.pdf
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Short Term Liquidity 
 

 
 

 
 
RBS and NatWest performed abysmally, remaining illiquid throughout the period. Of the eight banks 
analysed they were by far the worst performers, with NatWest posting single digit ratios throughout the 
2005-09 period.  
 
In short, RBS Group were in deep trouble for years before the global crash and simply didn’t have the 
resources to survive without very significant external help and drastic action.  
 
Of course, regulation became much tougher after the crisis, but the UK taxpayer and the victims of RBS’s 
need for cash could no doubt hear the loud slamming of the door to an empty stable. 
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d) Senior management were incompetent   
 
In their November 2011 report the FSA also found that: 
 
“RBS’s failure amid the systemic crisis resulted from poor decisions by its management and Board.” 
 
And 
 
“By early 2007, RBS had accumulated significant exposures containing credit risk in its trading portfolio, 
following its strategic decision in mid-2006 to expand its structured credit business aggressively. The 
acquisition of ABN AMRO increased RBS’s exposure to such assets just as credit trading activities were 
becoming less attractive. This increased the firm’s vulnerability to market concerns.” 
 
And 
 
“Structured credit markets deteriorated from spring 2007 onwards. RBS, like many others, was by then 
holding positions which were bound to suffer some loss. The crucial determinant of how much loss was the 
extent to which a firm could distribute its existing positions, or was willing to take losses earlier by hedging 
or closing those positions out. RBS was among the less effective banks in managing its positions through 
the period of decline. RBS efforts in credit trading reflected a lack of expertise, connections and resources 
leading to significant losses and an inability to hedge or mitigate those losses.” 
 
And: 
 
“RBS decided to make a bid for ABN AMRO on the basis of due diligence which was inadequate in scope 
and depth, and which hence was inappropriate in light of the nature and scale of the acquisition and the 
major risks involved.” 
 
And: 
 
“…with hindsight, it is clear that decisions taken by the RBS Board and senior management placed RBS in a 
more vulnerable position than other banks when the financial crisis developed between 2007 and 2008.” 
 
There was a generally polite tone to the FSA report but perhaps, in private, they would perhaps have used 
harsher, maybe even profane, language to express their contempt? 
 
In RGL’s view, if the senior management of RBS had a stand-out skill it was in keeping the weakling FSA 
from intervening in their reckless stupidity when there was still time to avoid the catastrophe that 
followed.  
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The Crisis 
 

a) When it all went wrong short- term, wholesale funds dried up and the outcome of stupid lending, 
funding and investment decisions came home to roost  

 
According to Alistair Darling, (the Chancellor of the Exchequer under Gordon Brown), both RBS and HBoS 
had run out of money by the close of trading on 10 October 2008 – “Black Friday”.  
 
Immediately before the crunch RBS was reported as having the largest balance sheet in the world. 
Alongside HBoS and Lloyds TSB, they were clearly “too big to fail”.  The mere prospect of the failure of 
these banks was potential Armageddon for the UK economy.  
 
Put simply, RBS was insolvent, having run out of cash. The world’s largest bank now required immediate 
action by the UK government to avoid economic catastrophe. The following Monday a deal was 
announced to the market and an initial £37billion was pumped into RBS, HBoS and Lloyds TSB. Other 
components of the “bailout package” comprised flooding the market with liquidity and guaranteeing the 
new short and medium- term debt issuance of banks to try to stimulate interbank lending. This UK model 
was followed across Europe and the USA in the form of government recapitalisation of their respective 
struggling banks.  
 
In the UK, this was a deal that was effectively imposed on the various banks along with a host of 
obligations. We can only assume that subsequent RBS strategy has therefore been aimed at satisfying the 
Treasury as much as at pursuing the general business ambition to secure shareholder value and allow 
dividends to be paid again.  
 
October 2008 was only the beginning, however. Much more money and support would subsequently be 
provided to RBS by the UK taxpayer and there would also be significant damage to a host of businesses 
because of the new strategies adopted by RBS to protect and rebuild its balance sheet and liquidity.  
 
While RBS has fought to preserve shareholder value it is their customers who have often suffered the 
direst consequences of the fall- out from RBS management’s recklessness and greed. In many cases 
business men and women have been left ruined simply because they banked with RBS. If they had banked 
elsewhere the outcome could have been very different. This is a hard pill to swallow.  
 
Why should RBS shareholder interests be prioritised over those of its tax-paying SME business clients? Did 
they simply have a louder voice? 
 
 

b) RBS’s failure was an indictment of the appalling quality of governance and of the incompetence of 
senior management, just as they exited with vast wealth and huge pension- scheme entitlements 

 
The point has already been made that RBS was in a worse position than its UK competitors at the point of 
the crisis. And yet despite the reckless incompetence of RBS senior management, nobody has faced any 
action – criminal or civil. 
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Johnny Cameron 
According to the FSA, Mr Johnny Cameron, Chairman of RBS’s Global Banking and Markets division (GBM) 
presided over losses of £6.2bn. Decisions were flawed, reporting standards bad, and decisions were taken 
that were unreasonable.  
 
A settlement was reached by the FSA with Mr Cameron, “in which he committed not to perform any 
significant influence function in relation to any regulated activity or to undertake any further full-time 
employment in the financial services industry.” 
 
Harsh punishment indeed.  
 
No other action was taken by the FSA.  
 
Sir Fred Goodwin  
“Fred the Shred”, who presided over the debacle as CEO, has avoided any public scrutiny and retired in 
October 2008 at the height of the crisis. He left with a tax -free lump sum of £2.8m, a bonus of £2.6m and 
a pension of £555,000 per annum, which all goes a long way in the South of France. However, in response 
to public rage over his escape from all consequences and perhaps a rumoured threat to the survival of his 
Knighthood, he agreed a deal where he will now be paid a mere £342,500 a year. He also expressed 'deep 
regret' at what has happened to RBS. https://www.theguardian.com/business/2009/jun/18/rbs-sir-fred-
goodwin-pension  
 
Another harsh outcome for the man in the saddle.   
 
Derek Sach 
On Tuesday 17th June 2014 at the Treasury Select Committee, Derek Sach, the head of the infamous GRG 
division, explained that GRG was not a profit-centre. This was apparently not the case, however, given the 
subsequent apology from the Chairman of RBS, Sir Philip Hampton.  
 
Sach was the man who had previously presided over GRG during the period in which the worst behaviour 
was felt and experienced by SME customers. Sach agreed to leave the lender and is now working at 
private equity giant CVC as an 'industrial adviser'.  
 
Who knows what his deal was on leaving RBS? We assume he made a good living from his role with RBS. 
 
https://www.ft.com/content/b834d1c4-7314-11e4-907b-00144feabdc0  
http://www.thisismoney.co.uk/money/comment/article-4471054/CITY-DIARY-Fred-Shred-s-trusty-
lieutenant-resurfaces.html#ixzz4yyOjiybe  
 
No Consequences 
One wonders what level of incompetence, greed, recklessness or evil is required for a senior banker to 
face consequences. 
 
Government and shareholders have publicly borne the cost of the required bail-out, but those who paid 
the biggest personal price were the businesses that were destroyed in the pursuit of cash for RBS and 
raped for opportunistic fees and gains.  
 

https://www.theguardian.com/business/2009/jun/18/rbs-sir-fred-goodwin-pension
https://www.theguardian.com/business/2009/jun/18/rbs-sir-fred-goodwin-pension
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/treasury-committee/sme-lending/oral/10753.html
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/treasury-committee/sme-lending/oral/10753.html
https://www.ft.com/content/b834d1c4-7314-11e4-907b-00144feabdc0
http://www.thisismoney.co.uk/money/comment/article-4471054/CITY-DIARY-Fred-Shred-s-trusty-lieutenant-resurfaces.html#ixzz4yyOjiybe
http://www.thisismoney.co.uk/money/comment/article-4471054/CITY-DIARY-Fred-Shred-s-trusty-lieutenant-resurfaces.html#ixzz4yyOjiybe
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Business people have lost their livelihoods, marriages and in some cases their lives. The extraordinary 
behaviour of RBS staff towards them, and the impact of a global strategy developed to take away 
everything they had (to save RBS), were events that largely occurred after the departure of Fred 
Goodwin. But the bank’s culture and attitudes towards its clients must have already been very poor for 
them to have behaved as they did.        
 

RBS Survival at any Cost 
 

a) RBS was “too big to fail” – the UK government had no choice but to save it 
 
By Black Friday, RBS was now a huge problem for UK taxpayers and the required support was obviously 
going to come with conditions attached. 
 
John Hourican, when he was Chief Executive of Markets and International Banking at RBS, gave a speech 
to Dutch RBS staff in 2009  https://www.youtube.com/watch?v=z5IORwT6qY0 in which he reassured his 
audience that “We have been singled out by the actions of regulators and governments to survive”. And it 
was certainly true that government had stepped in to stem the breach in RBS’s finances in a very big way. 
 
Over time RBS received:  

• £46bn for “A and B shares” (88% of total RBS equity and 66% of voting rights),  

• £8bn of “contingent capital” (to provide for future costs and charges from UK Treasury) and 

• Cover against £282bn of assets from the Asset Protection scheme (a form of bad debt insurance). 
https://www.nao.org.uk/highlights/taxpayer-support-for-uk-banks-faqs/  

 
In total this makes a third of a trillion pounds of facility. The poor UK taxpayer had unwillingly incurred 
this gigantic potential risk as a direct consequence of bad regulation, combined with RBS management’s 
recklessness in setting their capital structure and their poor business management decisions. If this full 
amount (representing nearly 3 years of the total current NHS budget) had crystallised as a cash cost, it 
would have been a burden of a gigantic scale that could only have been dealt with over many years of 
tax- payer revenues.  
 
In the same 2009 speech by John Hourican he refers to previous meetings with UKFI (the body 
responsible for the government’s shares in RBS) to agree what business continues and what doesn’t, and 
he confirmed to his audience that they “endorsed the strategy”.  
 
International governments were determined to stop any repetition of thinly capitalised banks that were 
“too big to fail” becoming a problem for the taxpayer, rather than a loss limited to bank equity investors. 
Revised banking regulations under Basel 3 were going to require a recovery of equity value and liquidity in 
the RBS balance sheet far beyond simple return to the start point before Black Friday. This was an 
immense task for RBS and one they got on with very industriously and by July 2014 Andrew Bailey, 
Deputy Governor for Prudential Regulation at the Bank of England (and now the head of the report-
withholding FCA) felt able to give a speech in which he said: 
 http://www.bankofengland.co.uk/publications/Documents/speeches/2014/speech745.pdf    
 
“Basel III requires more and better-quality capital in banks. The good news is that since the crisis broke, 
banks in the UK and elsewhere have made significant progress in rebuilding capital.”    
 

https://www.youtube.com/watch?v=z5IORwT6qY0
https://www.nao.org.uk/highlights/taxpayer-support-for-uk-banks-faqs/
http://www.bankofengland.co.uk/publications/Documents/speeches/2014/speech745.pdf
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So how did RBS rebuild its capital – and who paid the price?  
 
 

b) The government bail-out was limited and did not solve the structural problems in the RBS balance 
sheet – including too many risky, capital intensive loans – which left RBS needing to generate 
liquidity on a vast scale to avoid catastrophe  

 
The APS 
While RBS shares were issued in exchange for an injection of government cash, the Asset Protection 
Scheme, potentially the largest element of government risk support, did not in fact provide cash. Indeed, 
it represented a significant ongoing cash cost. 
 
In the “Shareholders notice of share issue Asset Protection Scheme and B Share Issuance” (which is a note 
from the RBS Chairman in advance of a shareholders meeting called on 15 December 2009), shareholders 
were informed that:  
 
“While we now believe credit impairments may be plateauing at around the levels we experienced in the 
first half of 2009, we have already made it clear that we expect our overall results in 2010 and 2011 to 
continue to be affected by high credit losses as we manage down the exposures in our Non-Core Division 
and continue to experience high levels of impairments in the Core Bank.”……… “We have therefore agreed 
to take part in a redesigned APS in which, once losses on a £282 billion pool of specified assets exceed £60 
billion, HM Treasury would bear 90 per cent of further losses. In the event of a further severe or prolonged 
economic downturn, which could result in extreme credit losses on RBS’s portfolio, the APS provides 
additional protection to our capital ratios and financial position.” 
 
The cover was very expensive and according to their Chairman, RBS would now: “pay an annual fee at a 
rate of £700 million per annum for three years (2009-2011) and £500 million per annum thereafter until 
the earlier of (i) termination of the APS and (ii) 31 December 2099. The fee is payable in cash or, subject to 
HM Treasury consent, either by the waiver of certain UK tax reliefs that are treated as deferred tax assets 
(pursuant to the Tax Loss Waiver) or, through the issuance of additional B Shares to HM Treasury (on the 
same terms as the Initial B Shares).” 
 
The APS represented the creation of a £282 billion “bad bank” book of insured assets. Certain loans were 
now covered by a scheme that allowed what were essentially dubious loans to be treated as good 
recoverable assets, backed by government guarantee.  
 
This is the analysis of the APS covered assets by bank division and loan/asset type that appears in the 
“Shareholders notice of share issue Asset Protection Scheme and B Share Issuance” document: 
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Ignoring the details of this analysis for now, it is clear that “Commercial Real Estate finance” and “Non- 
Core” are significant designations of assets covered by the APS.  If assets weren’t on the list as existing at 
31/12/08 then they weren’t covered by the scheme.  
 
This protective action generated massive and life-saving improvement in external perception of the 
quality of RBS assets, but it is difficult to see how it had much additional positive impact on liquidity. A 
long- term government guarantee is certainly not very liquid.   
 
Indeed, the chance of any cash pay-out under the APS was subject to conditions: 
 

• That the first loss of £60bn was to be borne by RBS and fully incurred before any pay out 

• That a trigger event had occurred such as: a failure to pay interest/capital, an insolvency or a 
restructuring leading to a write down in the RBS balance sheet  

• Interest and fees post 31/12/2008 were not covered but such receipts would be offset against 
cover 

• Any increase in exposure following a decrease in exposure would not be covered 

• There was at least a two- year delay between RBS suffering a loss in respect of a Covered Asset 
and RBS receiving a loss compensation payment from HM Treasury 

 
Having established the APS the logical strategy in response to the availability of such expensive cover 
would surely be: 
 

• To get a benefit RBS had to explore very rapidly whether losses would exceed the £60bn 
“deductible” or first loss (of which RBS had to bear the cost) and, if not, bottom the position and 
terminate expensive cover asap  

• If losses on APS insured assets were going to exceed £60bn RBS had to crystallise them quickly to 
generate cash payments from the APS and then terminate expensive cover asap 

• Being generous to clients on the APS list – or even just meeting commitments given to them for 
continued new funding - reduced the value of cover so why do it! 

• Insolvency was a simple and clean trigger event that led to a claim.   
 
What would really help RBS was the conversion of bad or illiquid loans into cash or into RBS owned assets 
that did not rely on a risky future flow of external repayments and which could be presented as high- 
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quality assets.  APS-covered loans supported by solid assets therefore deserve an immediate focus with 
the objective of converting them very rapidly into liquidity.  
 
Losses on lending were secondary to the need for cash  
Future losses were inevitable as RBS had little free cash and was unable (as well as unprepared) to apply 
what liquidity existed to supporting the cash requirements of low margin business loans that had now 
been designated as “Non-Core” (a designation described in the following section). RBS also had the strong 
incentive to bottom-out the position on APS -covered assets to either get some cash value from the 
scheme or to stop the cash drain it represented.  
 
The “Shareholders notice of share issue Asset Protection Scheme and B Share Issuance 2009” includes a 
list of factors that may make “forward statements” not work out as predicted and the very first item on 
that list is cashflow:  
 
“Factors that could cause actual results to differ materially from those contemplated by the forward 
looking statements include, among other factors: 
 
• the ability of RBS to access sufficient funding to meet its liquidity needs;” 
 
the FSA had reported that at the end of 2007 the liquidity ratios applied to RBS “meant RBS was between 
£125bn and £166bn deficient in its stock of high-quality unencumbered liquid assets and overborrowing 
via wholesale markets as a result.” 
 
Comparing this to the limited level of the government cash injection of £46 billion and a relatively small 
£12 billion rights issue in 2008, and setting this against the unprecedented background of the credit 
crunch and very poor-quality RBS lending, the huge shortfall in RBS liquid assets becomes alarmingly clear 
– they were somewhere between £67 billion and £118 billion short of liquidity before taking account of 
losses after 2007 (i.e.£125bn or £166bn less the £58bn proceeds from government cash and the rights 
issue). 
 

c) The strategic solution was to identify various asset categories as “Non-Core” – targeted for “exit”    
 
The generation of cash required a gigantic target list to be created, identifying the businesses and activities 
RBS wanted to withdraw from.  
 
RBS Clarity About Non- Core 
As stated in the Shareholders notice of share issue Asset Protection Scheme and B Share Issuance 2009: 
 
“The Group’s ability to implement its strategic plan depends on the success of the Group’s refocus 
on its core strengths and the balance sheet reduction programme arising out of its previously 
announced non-core restructuring plan and the State aid restructuring plan. 
 
In light of the changed global economic outlook, the Group has embarked on a financial and core 
business restructuring which is focused on achieving appropriate risk-adjusted returns under these 
changed circumstances, reducing reliance on wholesale funding and lowering exposure to capital 
intensive businesses. A key part of this restructuring is the programme to run down and sell the Group’s 
non-core assets announced in February 2009, which targets a gross reduction in funded assets of 
£251 billion, and the continued review of the Group’s portfolio to identify further disposals of certain 
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non-core assets.” 
 
While the APS insured certain dubious assets, the “Non- Core” designation identified assets RBS wanted 
to convert into cash. There was an overlap and certain identified Non- Core assets (£125 billion out of the 
£282 billion APS total) were covered by the APS scheme. 
 
The designation “Non-Core business” appeared in the RBS Group accounts for the first time in 2009 and is 
repeated therein and in subsequent annual accounts on a frequent basis. No such term was used in the 
2008 accounts.  
 
According to the Chairman: “We will create a “non-core” Division of RBS during the second quarter of 
2009, separately managed, but within the existing legal structures of the Group and matrix-managed to 
donating Divisions where necessary. This Division will have approximately £240 billion of third party 
assets, £145 billion of derivative balances and £155 billion of risk-weighted assets, comprising individual 
assets, portfolios and businesses of the Group that we intend to run off or dispose of during the next three 
to five years. The specific timetable will vary in each case, consistent with optimising shareholder value 
and risk. Approximately 90% of the Non-Core Division will consist of GBM assets, primarily linked to 
proprietary portfolios, excess risk concentrations and illiquid ‘originate and hold’ asset portfolios. The 
remainder will be risk concentrations, ‘out of footprint’ assets and smaller, less advantaged businesses 
within our Regional Markets activities across the world.” 
[Note: GBM =Global Banking and Markets] 
 
Note particularly the challenging 3 to 5 -year timescale. There is no explanation as to how RBS can run off 
or dispose of the lending they made to innocent but stigmatized clients to meet this very aggressive 
timetable. For example, loans and commitments to property related businesses are likely to be for 
periods much longer than this timescale.  
 
The £240 billion of “Third Party Assets” really reflects assets belonging to other people. These were not 
RBS assets (albeit RBS had claims or charges over them making up their £155 billion of risk weighted 
assets in the RBS balance sheet). But they talk of these “Third Party Assets” in a way that suggests an 
assumed proprietary interest.   
 
Included in Non-Core were indeed businesses wholly owned by RBS and portfolios of lending they could 
no doubt sell to other specialists. However, a significant chunk of what was designated as Non-Core was 
lending to UK SME and property businesses where the risk return profile and the level of capital 
commitment simply no longer suited RBS. 
 
Blaming the Client 
In his 2009 speech to Dutch RBS personnel, John Hourican, Chief Executive of Markets and International 
Banking of RBS at the time, gave a chilling insight into the impact of being designated as Non-Core, 
describing them as “businesses that have lost us a lot of money and for which there is no market” and “we 
won’t be doing it anymore.” 
 
The implication is that these businesses had somehow done something bad to RBS. The reality is that they 
were innocently enticed by RBS to become or to remain customers on the promise of support, service 
and care. These previously valued clients had now become unwanted and, we will argue, scheduled for 
the RBS killing floor.     
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Completing the Plan 
It is obvious that RBS commenced liquidating loans in exchange for cash because they have been very 
open about this. The process was completed, such that by late 2013 RBS had successfully exited from 
Non- Core and created a new, smaller process to clear up the dregs of the activity.  
 
It is helpful to refer to the RBS presentation titled “RBS Capital Resolution Round Table 5 November 
2013”. This was presumably directed at large shareholders, with a list of presenters from RBS including 
Rory Cullinan (CEO Non- Core Division), Mark Bailie (Co Head of Solutions Non-Core Division) and Richard 
O’Connor (Head, Group Investor Relations). 
 
“Non-Core has achieved its plan” – the presentation explains the scale of Non- Core reductions as £221bn 
off the Non-Core Third Party Assets down from £258bn in 2008 to £37bn by Q3 2013. 
 
It also helpfully explains the definition of non-Core as: 
 

• Weak customer franchise  

• Returns less than 15% over cycle  

• Less than 5% organic growth potential 

• Disproportionate use of capital and funding 

• Absence of connectivity with overall RBS franchise 
 
It seems fair enough to apply such criteria to either business streams owned by RBS and saleable as 
businesses, or to unwanted portfolios that could be sold-on intact to competitors who would welcome 
the clients and lending acquired. However, there is clearly cause for concern over who might buy such 
assets. Business customers of any kind would probably not welcome news that their loans had been 
acquired from RBS by an aggressive, asset stripping hedge fund. 
 
When these criteria are applied to individual loans made to SME clients, it is striking that none of these 
listed criteria reflect any required default on the part of the borrowing client. These are not the kind of 
reasons anyone would expect to result in their banker bringing about the destruction of their business.  
 
Non- Core was clearly a deliberate strategy to generate cash from certain RBS lending. It was applied to 
closely defined clients and the value of their assets and borrowings was brought into a very precise 
measurement of the total non-core portfolio so that progress with reducing the portfolio could be 
measured and reported.  
 
 
 
In short, there was an internal list of businesses meeting the Non-Core definition that were to be targeted. 
By RBS’s own definition this was not a list of struggling companies but rather a list of loans which, in their 
view, tied up too much capital without an appropriate return, and which represented a significant source of 
cash to solve the liquidity problems of RBS. 
 
Whoever was ultimately responsible for the detailed application of the RBS Non -Core strategy, the big 
question is: were levers applied improperly to convert loans into liquidity? It would be ridiculous to assert 
that this vast cash generation strategy could ever have been applied so successfully and completely 
without a callous and aggressive approach to clients on the Non - Core list.     
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RBS Bad Behaviour 
 

1. GRG was an SME Killing Floor 
 
Included in Non- Core was £55bn of lending (see table in (c) below) to real estate and SME businesses, 
much of which related either to property businesses (such as development or rental portfolios) or to 
businesses which involved property (hotels, schools, quarries, nursing homes and so on). 
 

a) Property related businesses were particularly targeted for “exit” – i.e. for conversion into cash   
 
In his speech to Dutch personnel in 2009, John Hourican, Chief Executive of Markets and International 
Banking of RBS at the time, made some damning comments about real estate business: 
 

• “We could originate levered real estate transactions all day, every day” 

• “liquidity hungry” 

• “no market for these” 

• “mortgaging the bank’s balance sheet” 

• “they are businesses that we are withdrawing from at this point in time”. 
 
 
Nowhere to go 
The property lending climate in the UK in late 2009 is revealed by the Bank of England in their June 2009 
“Trends in Lending” report 
(http://www.bankofengland.co.uk/publications/Documents/other/monetary/TrendsJune09.pdf) , which 
gives a picture of the unavailability of alternative bank finance for Non-Core RBS real estate clients. They 
record that: “Lenders explained that continued net lending to the real estate sector in recent periods had 
been driven almost entirely by previously committed facilities being drawn down.”  
 
This collapse in lending is graphically illustrated in their “Chart B”. 
 
Chart B Growth in lending to the real estate and other sectors 

 

http://www.bankofengland.co.uk/publications/Documents/other/monetary/TrendsJune09.pdf
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The withdrawal of RBS from lending to such businesses raises the obvious question: where were they 
supposed to go? With “no market for these” the near inevitable outcome was that customers didn’t have 
a happy future.  
 
With their Non-Core strategy, RBS was preparing to destroy these customers. 
 
The switch in attitudes 
And yet this was a complete reversal of RBS’s previous enthusiasm for corporate property lending. As the 
FSA say in their 2011 report on the failure of RBS: “at end-2008, FSA market data showed that RBS had 
much higher market shares in UK commercial real estate lending (at 32%) than in other UK corporate 
lending, residential mortgages or personal unsecured lending (where the firm’s market share was 25%, 
10% and 15% respectively)”.  
 

b) Dash for cash – an insight into the RBS “by any means necessary” culture 
 

So, RBS fell out of love with property lending when the consequences of their lending stupidity became 
clear. There was some sound economic sense behind this in that property market values were vulnerable 
and so property was not ideal as security, given a potentially deteriorating loan to value ratio (“LTV”) as 
property values fell. However, the famous “Dash for Cash” e-mail of 9/11/2008 from Rhydian Davies 
(Head of Property and Construction, South Region, Corporate Banking) to “all Prop RMS Southcorp” 
(presumably property lending managers in the South) gives an insight into the strong desire within RBS to 
make cash and fees from killing companies.  
 
He confirms that the benefits: 
 
“will principally come in the form of Restructuring/ Exit fees I’d like you to think of ail (sic) those customers 
where; 
 
They have breached covenant 
Could breach covenant if revalued now 
Have or likely to have excess positions 
Need extra support 
Where we may have an exit fee that we could ‘ buy out’  …. ” 
 
“Could breach covenant if revalued now” gives an insight into the motivation behind this memo. This does 
not sound like a bank dealing with problems on a response basis, but rather one that is actively seeking 
opportunities. A corporate borrower in technical breach of covenant (because of a fall in property value, 
perhaps), but otherwise trading profitably and with positive cashflow sounds very vulnerable to this 
“Dash for Cash” application of the Non- Core strategy.  
 
RBS needed cash and the language used by John Hourican and Rhydian Davies doesn’t reflect any concern 
about client impact. The Non-Core strategy required that RBS “withdraw” from property loans and other 
Non-Core clients, and they were clearly looking closely at their clients for any excuse to do just that. 
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c) RBS achieved its cash generation objective to “exit” from Non- Core lending by 2013 and did this 
with a staggering level of unpleasantness towards its customers as well as a complete disregard for 
their business interests and personal lives 

 
Cash Generation from Non-Core reduction 
We have extracted information to create the following table from the notes to the RBS Group annual 
accounts. While this does not directly represent cash received from exiting Non- Core lending, it does 
reflect the gross trend and the relatively low value of “impairments”. In other words, most of this 
reduction in assets was reflected in a matching flow of cash generation.  
 
 
£billion 

 
 
The pace of the realisation of Non -Core Third Party Assets was impressive – down from £201 billion to 
£28 billion over four years on the basis applied in the accounts. It is worth noting that various opening 
Non-Core Third Party Asset values are quoted by RBS (presumably reflecting positions at different dates), 
but they all exceed £200 billion.  
 
Looking at how the year end balances were made up in the accounts: 
£ billion 

 
    
The Commercial Real Estate and SME totals are likely to include the majority of SME victims of the GRG 
killing floor. Taking a grand view on a necessarily simplistic basis, we can at least gain a picture of a radical 
reduction across the board in client assets funded by RBS over this relatively short period.  

Non Core Third Party Assets - Movements

Year 2009 2010 2011 2012 2013

1 January brought forwards 201 137.9 93.7 57.4

Run off -32.9 -21.6 -16.5 -15.2

Disposals/ restructuring -33.5 -21.9 -18.1 -10.7

Drawings/ roll overs 7 4.3 2.3 1

Impairments -5.5 -3.9 -2.2 -4.6

Foreign exchange movements 1.8 -1.1 -1.8 0.1

31 December carried forwards 201.0 137.9 93.7 57.4 28.0

Analysis of Y/E balances 31/12

Year 2009 2010 2011 2012 2013

Commercial Real Estate 51.3           42.6         31.5         22.1         10.9         

Corporate 82.6           59.8         42.2         25.5         13.0         

SME 3.9             3.7           2.1           1.0           0.3           

Retail 19.9           9.0           6.1           3.2           1.8           

Other 4.7             2.5           1.9           0.5           0.2           

Markets 24.4           13.6         9.8           5.1           1.8           

Sub Total 186.8        131.2      93.6         57.4         28.0         

Markets - RBS Sempra Commodities JV 14.2           6.7           0.1           -           -           

Total 201.0        137.9      93.7         57.4         28.0         



 

24 
 

 
Behind this reduction lies an immense amount of stress and suffering on the part of customers to achieve 
an effective universal exit over the period. It is clear to any reasonable observer that RBS could not exit 
from virtually all their lending to a vast swathe of customers without: 
 

• targeting them  

• applying leverage  

• having a forced exit route for those that could not pay them back. 
  
In terms of gaining a better understanding of cash generation from Non- Core disposals/ exits/ 
withdrawal via stressed or riskier lending positions, there is a useful analysis in the annual accounts “REIL 
Flow” where REIL stands for “Risk Elements In Lending” (which is the RBS definition of non-performing 
loans). This should have some relationship to lending passing through GRG, although full details are not 
available to us.  
 
 
£ million 

  
 
This analysis shows a start point of £5.18 billion and then £39.89 billion of “additions” to RBS perceived 
loans at risk in the 5-year period – i.e. a total of £45.07 billion of stressed lending positions. Of this total, 
£22.18 billion was recovered through disposal or repayment while £1.14 billion was transferred back to 
the performing book and £15.12 billion written off and £19.0 billion was carried forward.   
 
Given the vast scale of the Non-Core strategy a £15 billion write- off sounds like a great result and 
presumably reflects the relatively low risk behind the various loans and assets RBS were busy turning into 
cash.  
 
We would expect losses on liquidating Non-Core lending to SMEs would usually be low because there was 
often a lot of owner’s equity in the assets or personal guarantees in place to support borrowing. 
Therefore the numbers quoted for Third Party Assets (customer assets against which lending is made) are 
always much bigger than Risk Weighted Assets (bank lending). A relatively painless outcome for RBS 
therefore disguises an absolute catastrophe for their SME customers.   

Analysis of RBS Group REIL Flow (inc PPL 2010)

Non Core 2009 2010 2011 2012 2013

At 1 January 5,182.00 23,552.00 23,391.00 24,007.00 21,374.00

Transfer to disposal groups -305.00 

Intra group transfers -5.00 -449.00 

Currency Translation and other adjustments -851.00 -122.00 -496.00 -487.00 279.00

Disposal of subsidiaries -3.00 -89.00 

Additions 8,523.00 12,417.00 9,757.00 5,800.00 3,397.00

Transfers -246.00 29.00 70.00 -1.00 

Unwind of discount -238.00 

Recovery of amounts previously w/o 136.00

Disposals and restructurings -1,567.00 

Disposals restructurings and repayments -7,482.00 

Transfers to performing book -1,035.00 -108.00 

Repayments -4,292.00 -4,860.00 -3,982.00 

Amounts written off -4,192.00 -4,563.00 -2,390.00 -2,121.00 -1,856.00 

At 31 December 8,252.00 23,551.00 23,983.00 21,374.00 19,014.00
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d) RBS bad conduct - external findings and internal acknowledgement 
 
Virtually all external commentary has been from the perspective of examining the GRG division of RBS as 
a profit centre which behaved badly in pursuit of profits (and staff bonuses). We think this approach has 
both limited debate and skewed findings when the real motive was cash generation at any cost, with GRG 
profits as mere icing on the cake. Nevertheless, some of the findings have been significant and helpful 
despite concerns of potential bias and of an inappropriate focus.   
 
As a general point it is absurd that the focus of much work performed by the FCA and Clifford Chance has 
been heavily based on RBS files. It challenges credulity to assume that the bank was ensuring their files 
contained all the evidence of any inappropriate behaviour and possible unlawful conduct.   
  
 

i) The report by Lawrence Tomlinson  
 
This report was published on the 25th November 2013, the same day as Andrew Large’s report, when 
Lawrence Tomlinson was Entrepreneur in Residence at the Department for Business, Innovation and 
Skills.  
 
This was a highly critical public report on RBS/ GRG conduct and practices which is regularly referred to by 
commentators. It kicked off the political and media debate and led to the growing recognition that there 
was something rotten about the conduct of RBS towards its vulnerable SME clients. Without his efforts it 
would have been much easier for RBS to see the scrutiny of their conduct towards SME clients fall away in 
the absence of publicity. http://www.tomlinsonreport.com/docs/tomlinsonReport.pdf. 
 
The report focuses on the incidence of bad behaviour rather than setting this in the context of the large- 
scale RBS cash strategy. However, Mr Tomlinson did see the potential context, without considering the 
Non-Core strategy of cash generation from SME clients:  
 
“It is important to remember that post-crash and bail-out, the banks needed to remove bad debt from 
their books, to downsize parts of their portfolio and rid themselves of risky lends. This is not unreasonable 
and it is to be expected that certain businesses, especially those with property, may be affected by this 
process. The evidence gathered for this report, however, raised concerns about some banks’ strategy for 
improving their financial performance where it appears to be impacting on good and viable businesses.” 
 
He characterises the GRG process as follows: 
 
“The cases and experiences of businesses we received can be categorised as part of an overall process as 
follows:  
  
1. The bank artificially distresses an otherwise viable business and through their actions puts them on a 
journey towards administration, receivership and liquidation.  

2. Once transferred into the business support division of the bank the business is not supported in a 
manner consistent with good turnaround practice and this has a catalytic effect on the business’ journey 
to insolvency.  

http://www.tomlinsonreport.com/docs/tomlinsonReport.pdf
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3. The insolvency process lacks fairness and accountability leading to financial implications and biased 
outcomes to the detriment of the business owner.” 
 
And he summarises the corruption of acceptable business practice as follows:  
 
“The desire to grow the bank and business together for the long term has been outstripped by a profit 
driven approach to boost the commercial performance of the bank, even when this comes at the 
detriment of clients. As such, the banking culture has led to an enormous deterioration in the 
bank/business relationship.” 
 
This was a helpful commentary on bad things done to good people, based on input from the victims 
themselves and from whistle-blowers. It necessarily drew conclusions from limited samples but did a 
necessary job in stimulating debate and interest and a continuing focus on the conduct of RBS and their 
GRG division. 
 
What is most striking is the extent to which RBS responded with both vigour and the application of very 
expensive resources to counter the list of allegations and attack his overall conclusion. 
 
 

ii) The Clifford Chance report  
 
The infamous Clifford Chance 11 April 2011 report 
https://www.rbs.com/content/dam/rbs_com/rbs/Documents/News/2014/04/Clifford-Chance-
Independent-Review.pdf has been widely (and, in our view, rightly) condemned as a whitewash 
investigation, conducted by a solicitor on its own valued client. But even as an intellectual insult to 
readers it still provides some useful and damaging insights into RBS wrong-doing, buried in a mass of 
irrelevant detail and tame conclusions. 
 
GRG Mission 
RBS Global Recovery Group (“GRG”) covered much more than UK SME businesses. In their response to 
the allegations by Tomlinson, Clifford Chance helpfully explain some of the detail behind GRG. They 
confirm that GRG had separate groups dealing with the management of real estate (which included the 
group formerly known as West Register); equity and property participations and other non-cash upsides 
(Special Investment Group – “SIG”); and management of corporate exposures in the UK ("GRG UK"). GRG 
UK employed around 300 people at that time and included: 
 

• UK Corporates, which deals with the restructuring of listed companies, syndicated loans and 
customers with in excess of £20m in borrowings; 

• Special Situations, which manages professional negligence claims against professional service 
providers to the bank; 

• Divested, which manages distressed business loans in those parts of the bank that “will be 
divested when the Williams & Glyn challenger bank is created”; 

• Recoveries & Litigation, which is responsible for insolvencies and receiverships; and 

• Business Restructuring Group (“BRG”) – generally responsible for SME lending 
 
The role of GRG is described by Clifford Chance:  
 

https://www.rbs.com/content/dam/rbs_com/rbs/Documents/News/2014/04/Clifford-Chance-Independent-Review.pdf
https://www.rbs.com/content/dam/rbs_com/rbs/Documents/News/2014/04/Clifford-Chance-Independent-Review.pdf
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“Since its inception, GRG has had two overarching objectives, to return customers to financial health and 
to protect the bank's position by minimising losses and maximising recoveries”.  
 
The first part of this mission statement was clearly unsupportable nonsense and by November 2014 RBS 
had slyly amended the hindsight view of GRG’s mission and reversed the order of the objectives to:  
 
“RBS has been very clear that GRG’s role was to protect the bank’s position, where possible by working 
with distressed businesses to return them to financial health. In the aftermath of the financial crisis we did 
not always meet our own high standards and we let some of our SME customers down.”   
 
In the FCA releases of information about their report, the GRG mission has been changed again – more on 
this later. We conclude that this is a continuing process of rewriting the mission statement to gradually 
remove the emphasis on a turnaround objective. With the drip feed of new negative information about 
RBS and GRG the original statement is beginning to look like a bad joke.  
 
Irregularities 
Clifford Chance noted and explained the obvious irregularities in RBS behaviour. Their explanations were 
generous and unchallenging: 
 
“We identified a number of cases where transfer to BRG occurred as a result of an anticipated, as opposed 
to an actual, breach. In the majority of these cases, the anticipated breach was not the only trigger for 
transfer to BRG. In some cases, an anticipated breach was the sole trigger for transfer to BRG.” 
 
And 
 
“We found it difficult to understand precisely how the bank calculated the fees which it proposed to 
customers case-by-case (whether the proposal was accepted or not; in some cases the fee was never 
agreed because the customer pursued some other option, such as repaying the debt, reducing its 
borrowings through asset sales or re-banking)” 
 
And 
 
“One of the triggers,”….. [i.e. for entry into GRG]… “for example, is a breakdown in the customer 
relationship. In the files we reviewed, this trigger applied where the bank had some reason to doubt the 
customer's good faith. 
 
And 
 
“There is a line between seeking to manage the use of an overdraft by a customer showing signs of 
financial distress, which is standard credit stewardship practice and using the on-demand nature of an 
overdraft as a point of leverage”………”the bank may wish to revisit the reference in its training materials 
to clarify this.” 
 
These findings are extraordinary. No bank should be behaving like this, not ever, not even once. Putting it 
generously, businesses were improperly transferred into GRG (e.g. on imagined breaches or because they 
were unhappy with RBS) where unjustified fees were charged, and clients were bullied to force desired 
outcomes, i.e. cash for RBS.  
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But overall, everything is fine. Nothing to see here…..! 
 
The APS 
Clifford Chance commented additionally and vaguely on the impact of the APS: “We were unable to 
determine the precise extent to which the APS impacted upon SME customers in BRG prior to its 
termination in 2012. To the extent that the APS had an impact on the way in which the bank dealt with 
SME customers, it is likely that the effect would have been to require the bank to adopt a 
conservative/defensive approach. If the APS had no discernible impact because it typically confirmed the 
approach that the bank would have taken in relation to the loan in any event, the bank cannot be criticised 
for adopting the course of action because it was bound by the APS Rules to adopt such a course.”  
 
This is a woolly acknowledgement that the APS created a “conservative” approach - code perhaps for 
aggressive, destructive and unsympathetic conduct? 
 
“Positive spin” statistics with a negative implication 
The Clifford Chance report is helpful in providing data as to outcomes and some relevant extracts are as 
follows: 
 

• BRG lent over £100m of new money during the period of 2010 and 2012 [sic – we don’t know if 
this means 3 years from 2010 to 2012 or if it is a typo and they meant 2011 and 2012] 

• The table below sets out the number of customers returned to satisfactory each year from 2008 
to 2013 

 
 

 
 
While these statistics are presented as positive they shine an unfortunate light on the GRG experience for 
SME businesses (see below). Is this confusion, ignorance and intellectual failing by Clifford Chance or 
deliberate spin?  
 
Here is a table from the GRG Quarterly Exco Pack based on H1 figures for 2012) (this Exco Pack is a 
management data summary issued to members of GRG’s Executive Committee). 
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This provides useful detail as to volumes and as stated in the pack “As at June 2012, the GRG Portfolio 
case numbers have continued to decrease to 12,062 cases (FY 2011 12,499), with assets under 
management increasing slightly month on month to £61.9bn (£65.2bn FY 2011).  
 
While it looks like things were slowing down for GRG at this time, there was still a SME portfolio of some 
12,000 cases in GRG at end June 2012. During the 6 months covered 1,483 new cases entered GRG 
(£6.5bn by value), 452 cases returned to “satisfactory” and 1,720 cases exited.  
 
Escaping from GRG 
The reported outcome is unsettling: out of those 2,172 cases leaving GRG, 21% escape back into the main 
bank (although presumably many of these will have suffered excessive fees, forced asset disposals and 
forced profit participation deals on their GRG journey), while 79% are either refinanced, forced to sell 
their assets or die. 
 
As is discussed later, the FCA have subsequently quoted a much lower ratio of businesses entering GRG 
and being restored back to normal banking within RBS.   
 
Unreliable insolvency percentages 
Clifford Chance looked at insolvency statistics from RBS and leapt to the (required?) conclusion that only 
10% of cases going through GRG result in insolvencies.   
 
 
The Times has leaked information it has obtained that the rate was at least three times this figure. 
https://www.thetimes.co.uk/article/politicians-misled-on-number-of-bankruptcies-within-rbs-grg-unit-
nnjb75wdm We would speculate that even 30% is a wild underestimate of businesses left bust by RBS’s 
cash generation process for reasons reported to us by our potential claimants as follows: 
 

https://www.thetimes.co.uk/article/politicians-misled-on-number-of-bankruptcies-within-rbs-grg-unit-nnjb75wdm
https://www.thetimes.co.uk/article/politicians-misled-on-number-of-bankruptcies-within-rbs-grg-unit-nnjb75wdm
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• RBS/ GRG had a habit of requiring directors to sign insolvency appointment documents rather 
than making the appointments themselves. They could then use this fact to suggest that they 
were not involved in the insolvency   

• Some businesses were simply forced to dispose of charged assets. RBS could thus recover cash 
without the need for any insolvency process and while the business was left in tatters, its future 
insolvency was no longer the concern of RBS who could then walk away from the carnage 
 

We would suggest that RBS simply cannot be trusted to tell the truth about this as they still wish to 
present GRG historically as a flawed turnaround division rather than as a very successful cash factory  
 
GRG New Lending to support clients 
Looking at the GRG £100m of new lending in (generously assuming a typo in the Clifford Chance report) 
2011 and 2012, this compares to cumulative values of £5.6bn coming into GRG over only 18 months of 
this period. This £100m is an entirely negligible level of support and confirms GRG was simply not in the 
business of financially supporting SMEs in their clutches.  
 
Clifford Chance should not (either in good conscience or through intellectual rigour) have drawn the 
opposite farcical conclusion: i.e. that this tiny sum proved GRG were supporting their clients. 
 
Clifford Chance – Marks Out of Ten 
Generously, Clifford Chance do not look competent to carry out such investigation and reporting work. 
Less generously, they are an excellent choice for such a role whenever the truth is awkward. 
 
 

iii) The FCA investigation  
 
The most notable historical features of the FCA investigation into RBS conduct are their sloth in 
completing the work and their extreme reluctance to share findings. Legal deadlines for certain claims 
against RBS are eroded every day through the passage of time and in this regard the extreme delays have 
served RBS very well already. We would also suggest there is a desire to allow time to dampen-down the 
anger surrounding the RBS / GRG debacle. Perhaps the FCA have been very unpleasantly surprised by the 
continuing heat around the subject and their indefensible lack of transparency and application?  
 
Andrew Bailey – Current FCA Head 
The fact that Martin Wheatley, the previous head of the FCA, was (to quote the FT article of 26 January 
2016) “unceremoniously removed” didn’t sit comfortably with observers who noted that the departing Mr 
Wheatley had a stronger reputation for challenging banks than the incoming Mr Andrew Bailey. Indeed, 
expectations were that Mr Bailey would not seek conflict with the City and was put in place as a calming 
influence – to quote the FT again, George Osborn was “picking a career central banker known for his 
steely pragmatism but who is expected to eschew public rows with the City.”   
https://www.ft.com/content/5c501f1e-c410-11e5-808f-8231cd71622e . This was also reported in similar 
terms in in the Guardian on 17 July 2015: https://www.theguardian.com/business/2015/jul/17/city-
watchdog-chief-quits-fca-george-osborne  “George Osborne has forced out the tough-talking head of 
Britain’s financial watchdog after he angered the banking community with a string of record fines.” 
 
 
 

https://www.ft.com/content/5c501f1e-c410-11e5-808f-8231cd71622e
https://www.theguardian.com/business/2015/jul/17/city-watchdog-chief-quits-fca-george-osborne
https://www.theguardian.com/business/2015/jul/17/city-watchdog-chief-quits-fca-george-osborne
https://www.theguardian.com/politics/georgeosborne
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Promontory Financial Group 
The choice of Promontory Financial Group to conduct the investigation on behalf of the FCA was, quite 
frankly, extraordinary. This is a firm that had to settle with New York State’s financial regulator in August 
2015 having agreed to admit that its actions on behalf of a big British bank (Standard Chartered) “did not 
meet current consulting requirements”. The settlement included agreement to pay a $15 million penalty 
and promontory “agreed voluntarily” not to do any work for the regulator for 6 months. The related 
investigation had been going on for 2 years  
https://www.nytimes.com/2015/08/19/business/dealbook/promontory-financial-settles-with-new-york-
regulator.html  
 
Such concerns were visible before Promontory was appointed by the FCA. To quote the Washington Post 
in their August 2013 article: “Promontory and other consulting firms were paid nearly $2 billion by banks 
to examine shoddy mortgage files. The banks were supposed to pay out millions of dollars to borrowers for 
flawed foreclosure practices. Despite the consultants’ substantial payday, not a single dime of relief 
reached the homeowners.”  https://www.washingtonpost.com/business/economy/the-rise-of-
promontory/2013/08/02/c187a112-f32b-11e2-bdae-
0d1f78989e8a_story.html?utm_term=.5acdc01c103a  
 
With such form, the appointment of Promontory by the FCA makes complete sense if the motive was to 
protect RBS rather than recognise the wrong that was done and help its victims.   
    
Mazars 
As was proudly reproduced on the Mazars website: “The FCA announced on 17 January” [2014] “that 
Promontory and Mazars have been appointed by the Financial Conduct Authority to carry out a Review 
under section 166 of the Financial Services and Markets Act 2000. The Review will examine Royal Bank of 
Scotland’s treatment of small business customers in financial difficulty and consider allegations of poor 
practice set out in the report by Dr Lawrence Tomlinson and referenced in Sir Andrew Large’s report.”  
 
Mazars describe themselves as the eighth largest firm of accountants in the UK. They were actively 
engaged in insolvency work at the time. We have no reason to criticise their actions, which are invisible to 
us, but we would suggest that no UK accounting firm of any scale can be free of very significant conflicts 
of interest in scrutinising the activities of such a huge potential work provider.  
http://www.mazars.co.uk/Home/Our-Services/Financial-Advisory-Services/Restructuring-services/Our-
services  
 
The report that is never published  
The All Party Parliamentary Group on Fair Business Banking (“APPG”)  http://www.appgbanking.org.uk/  
and the Treasury Committee (“TC”) have been invaluable in drawing attention to this issue and MPs are 
certainly unimpressed with both the progress and transparency of the FCA reporting process. On the 7 
September 2017 Nicky Morgan, Chair of the TC, pointed out the unacceptable delay in the release of the 
full FCA report and demanded publication on the day a letter was sent by the APPG to the FCA 
demanding publication of the report. http://www.bbc.co.uk/news/business-41177612  
 
Rumours are rife of the existence of leaked copies of the report in addition to one allegedly in the hands 
of the BBC. Noel Edmonds also claims to have a copy and the press certainly seems to be revealing 
pertinent information on a regular basis. We would certainly welcome a copy! 
 

https://www.nytimes.com/2015/08/19/business/dealbook/promontory-financial-settles-with-new-york-regulator.html
https://www.nytimes.com/2015/08/19/business/dealbook/promontory-financial-settles-with-new-york-regulator.html
https://www.washingtonpost.com/business/economy/the-rise-of-promontory/2013/08/02/c187a112-f32b-11e2-bdae-0d1f78989e8a_story.html?utm_term=.5acdc01c103a
https://www.washingtonpost.com/business/economy/the-rise-of-promontory/2013/08/02/c187a112-f32b-11e2-bdae-0d1f78989e8a_story.html?utm_term=.5acdc01c103a
https://www.washingtonpost.com/business/economy/the-rise-of-promontory/2013/08/02/c187a112-f32b-11e2-bdae-0d1f78989e8a_story.html?utm_term=.5acdc01c103a
http://www.mazars.co.uk/Home/Our-Services/Financial-Advisory-Services/Restructuring-services/Our-services
http://www.mazars.co.uk/Home/Our-Services/Financial-Advisory-Services/Restructuring-services/Our-services
http://www.appgbanking.org.uk/
http://www.bbc.co.uk/news/business-41177612
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While the full report remains elusive, the FCA have released some findings and interim reports to the 
media. 
 
Interim Press Statement on Report Findings – 8 November 2016 
The FCA initially commented on the report commissioned by them from Promontory Group in a press 
release: “FCA Statement on Review of RBS GRG 8 November 2016” and promised that the full report 
would be published shortly thereafter. 
 
“The FCA published a summary of the independent review’s conclusions on 8 November 2016. We 
reported that, while some isolated examples of poor practice were identified: 

• RBS did not set out to artificially engineer a position to cause or facilitate the transfer of a 
customer to GRG, 

• SME customers transferred to GRG were exhibiting clear signs of financial difficulty, 

• there was not a widespread practice of identifying customers for transfer for inappropriate 
reasons, such as their potential value to GRG rather than their level of distress, 

• there was not a widespread practice of requesting personal guarantees and/or cash injections 
when GRG had already determined that it had no intention of supporting such businesses, 

• there was not a widespread practice of RBS making requests for information from customers that 
were unnecessarily burdensome, 

• there was not a widespread practice of RBS acting as a ‘Shadow Director’, 

• there was no evidence that an intention for West Register to purchase assets had been formed 
prior to the transfer of the customer to GRG, and 

• there were no cases identified where the purchase of a property by West Register (as opposed to 
by another person) alone gave rise to a financial loss to the customer.” 

 
This report is very much GRG focused and sets out to refute the accusations in the Tomlinson report. 
There seems to have been no attention to broader strategies and motives in RBS to generate cash from 
Non-Core. The investigation work relied heavily on an examination of RBS files. Many will no doubt find 
that reliance very uncomfortable. 
 
These conclusions purport to clear RBS from accusations of a “systematic process” to engineer transfers 
into GRG. But the Non-Core process clearly happened and was concluded in accordance with a pre-set 
timetable, putting Non-Core SME businesses through forced exits as a vital element of the overall exit 
process. 
 
How else, other than through using GRG as a killing floor, could RBS achieve an almost complete exit from 
Non-Core SME lending and how could the FCA ignore this huge cash generation process?   
 
Standing on its own, the “Dash for Cash” email suggests the FCA conclusions are wildly at odds with the 
attitudes and actions of RBS senior management and staff.   
 
As with the Clifford Chance report, while smelling like a whitewash, the detail behind the gentle 
conclusions are alarming and there are clearly far too many examples of bad conduct arising from looking 
at a relatively very small sample: 
 

• the failure to comply with RBS’s own policy in respect of communicating with customers around 
transfer. 
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• the Report found that the standard of much communication was poor and in some cases 
misleading; 

• the failure to support SME businesses in a manner consistent with good turnaround practice;  

• placing an undue focus on pricing increases and debt reduction without due consideration to the 
longer term viability of customers;  

• the failure to document or explain the rationale behind decisions relating to pricing following 
transfer to GRG;  

• the failure to ensure that appropriate and robust valuations were made by staff, and carrying out 
internal valuations based upon insufficient or inadequate work – especially where significant 
decisions were based on such valuations;  

• the failure of GRG to adopt adequate procedures concerning the relationship with customers and 
to ensure fair treatment of customers;  

• the failure to identify customer complaints and handle those complaints fairly;  

• the failure to handle the conflicts of interest inherent in the West Register model and operation; 
and  

• the failure to exercise adequate safeguards to ensure that the terms of certain upside instruments, 
in particular Equity Participation Agreements, were appropriate.    

 
These findings (which seemingly endorse Lawrence Tomlinson’s claims of widespread inappropriate 
treatment of customers) seem to be confirming that something was very wrong indeed at RBS – they go 
on to say: 
 

• The Report found that some elements of this inappropriate treatment of customers should also be 
considered systematic as it resulted from a failure on the part of RBS to fully recognise and 
manage the conflicts of interest inherent in GRG’s twin commercial and turnaround objectives and 
to put in place the appropriate governance and oversight procedures to ensure that a reasonable 
balance was struck between the interests of RBS and SME customers 

• The Report estimates in total over a third of the customers transferred to GRG during the relevant 
period could be expected to face insolvency or administration regardless of RBS’s actions,  

• Of the potentially viable SME customers transferred to GRG, the Report concluded that most of 
them experienced some form of inappropriate action by RBS 

 
FCA Interim Report October 2017 
This repeated both the explanation of the background to the FCA investigations and the findings already 
released in November 2016.  
 
Much of the report is the provision of further details behind the findings that had already been shared 
with new analysis of GRG conduct.  
 
Some detailed percentages behind the previous findings were disclosed – the highlighting in bold italics is 
added by us: 
 
“The independent review identified what it regarded as instances of inappropriate treatment on the part of 
RBS and GRG in 86% of the 207 cases reviewed. The independent review estimated that over a third of the 
5,900 SME customers transferred to GRG during the review period were not viable at or around the time 
of transfer and could be expected to face insolvency or administration regardless of RBS’s actions. Of the 
potentially viable SME customers transferred to GRG, the independent review found that a minority of the 
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representative sample (16%) had experienced inappropriate action by RBS which appeared likely to have 
caused material financial distress. However, due to the wider economic circumstances of the time, there 
were seldom clear-cut causal links between Bank actions 
and particular consequences.” 
 
GRG Objectives 
The GRG objectives are restated – yet again - in the interim report as: 
 
“GRG had twin objectives: 
a. to be a major contributor to RBS’s financial objectives (often expressed as a contribution to RBS’s 
bottom line) which initially focussed on revenue generation but later in the review period evolved to focus 
on the protection of capital (the ‘commercial objective’), and 
b. to be at the leading edge of a wider rescue culture – focussed on turnaround, rehabilitating customers 
in distress and working with the aim of returning customers to the frontline wherever possible (the 
‘turnaround objective’).” 
 
Judging by history, it seems that GRG’s objectives will be restated every time a new report is produced, 
resetting their historical mission statement each time on a retrospective basis.  
 
Governance 
On the question of corporate governance, the interim report lists some of the pressures and difficulties 
faced at the time and notes the vulnerability of customers. It then reports: 
 
“a. the procedures in place for frontline oversight of relationship managers were inappropriate and 
unlikely to have been sufficient to ensure risks were mitigated appropriately, 
b. there was limited second or third line oversight of the activities of GRG across the review period, in 
particular in relation to customer issues, 
c. key risks to customers were not articulated or identified and were not subject to ongoing monitoring or 
management, 
d. management information was not sufficient or appropriate to enable senior management to have clear 
oversight of the risks to customers, 
e. assurance work in relation to key risks was not undertaken (aside from some work on complaints), 
f. Treating Customers Fairly (TCF), an FCA initiative, was not implemented in an appropriate fashion in 
GRG, and  
g. while there was insufficient bespoke training of GRG relationship managers on viability and turnaround 
issues, more important factors were a failure to follow the processes set out in GRG policy and inadequate 
Bank oversight which allowed this to continue throughout the review period.” 
 
This reads as a catalogue of failures to consider and respond to clients’ issues – which is exactly what 
should be expected, given the Non-Core strategy to convert such clients into cash on a fixed timetable.  
 
 
Staff Objectives 
As for the priorities reflected in staff performance assessment, these also entirely match the 
requirements of the Non-Core cash process. The interim report says: 
 
“Considering the full range of material evidencing how management objectives were communicated to 
staff, the independent review found that the dominant message to staff concerned GRG’s own commercial 
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objectives, not least the levying of fees to achieve incremental income targets and related objectives on 
the number of upside instruments agreed. This was at the expense of objectives that might have mitigated 
adverse impacts for customers, such as the importance of TCF, the need 
to explore opportunities for turnaround and successful return of customers to mainstream banking.”   
 
Getting Clients into GRG 
But the interim report denies any undue process to get clients into the GRG killing floor: 
 
“The independent review found no evidence that there was a general practice of targeting businesses for 
transfer based on their value to GRG rather than on the level of their distress. “ 
 
But we would argue that: 
 

1) If the FCA used RBS files as an indication of solvency then their conclusions are surely unreliable 
2) That they weren’t looking (or didn’t want to look) at the bigger Non-Core picture.  

 
GRG clients were all already in financial difficulty 
The FCA say: “Almost all of the customers whose cases were reviewed had, prior to their transfer to GRG, 
exhibited clear signs of financial difficulties and required either turnaround action or collection of the 
debt.” 
 
No doubt this is true, but this ignores the bank’s own role in the process of creating the reality or 
appearance of financial stress and we remain very concerned about this issue and unconvinced by this 
finding.  
 
Killing Floor 
Further evidence of the GRG Killing Floor is reflected in the FCA’s findings as to the appetite for 
turnaround: 
 
“The independent review found that GRG placed little emphasis on turnaround of SME customers other 
than wanting these customers to meet credit policy requirements, and that there was inadequate focus on 
returning SME customers to financial health and mainstream banking through genuine business 
restructuring.”  
 
And 
 
“The independent review also highlighted a reluctance on the part of GRG relationship managers to 
engage with counter proposals put to them by customers, some of which were potentially credible.” 
 
And 
 
“GRG placed an undue focus on pricing and debt reduction without due consideration of the longer term 
viability of SME customers,” 
 
And 
 
“GRG did not adequately manage the conflicts of interest in its relationship with West Register” 
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And 
 
“The main focus, however, in many of the cases was on debt reduction and re-pricing and so opportunities 
to aid businesses by either some kind of forbearance or new monies were missed. In those cases where 
new money was injected, the price was usually substantially greater than the existing arrangements and 
very little account was given to the comparative weakness of the customer in seeking to negotiate the 
terms on which new money would be made available.” 
 
And 
 
“The focus on West Register as a potential and profitable solution to cases for RBS gave rise to an 
environment where West Register could become the easy alternative to more considered options for GRG 
staff, further weakening the focus on genuine turnaround.” 
 
Getting out of GRG 
There was clearly no escape, according to the FCA:  
 
“The independent review concluded that, contrary to statements in Sir Andrew Large’s lending review, the 
number of cases entering GRG during the review period that had returned to mainstream banking within 
RBS by the end of that period was no more than one in ten of all cases, and in reality may well have been a 
significantly lower proportion.” 
 
But it’s not that bad 
“The conclusions of the independent review were as follows: 
a. 34% of cases in the representative sample were clearly not viable.  
b. 92% of the remaining, potentially viable, cases in the representative sample had experienced some 
inappropriate actions in the handling of their case by RBS. 
c. 16% of the potentially viable cases in the representative sample (amounting to 11% of all cases) did 
experience inappropriate actions by RBS that, in all the circumstances of the case, were likely to have 
resulted in material financial distress (beyond that which the business would have experienced in any 
event). It was noted, however, that there were seldom clear-cut causal links between Bank actions and 
particular consequences. Adverse outcomes were more likely in the case of trading businesses and less 
likely in property-related cases.” 
 
The message seems to be that as it was only 11% of GRG clients that were killed by them, we should all 
move on!  
 
We would suggest in any case that this is a gross underestimate of GRG clients put to the blade, but even 
11% of GRG clients being forced into “material distress” is a complete outrage.  
 
The revelations of the very wide extent of wrong- doing by RBS reported by the FCA should also throw 
enormous doubt on the reliability of any information provided by RBS in their records, files and 
interviews. 
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iv) RBS Comments - an insult to their victims 
  
There was some notable initial RBS wringing of hands in rueful retrospective acknowledgement of GRG 
behaviour.  
 
RBS press release November 2014 
In the RBS press release in response to the FCA Note on Promontory Group Findings they say:  
 
“As the bank has acknowledged, in some areas, it could have done better for SME customers in GRG. 
Specifically, the bank could have managed the transition to GRG better and should have better explained 
to customers any changes to the prices or complex fees it was charging. The bank accepts that it did not 
always communicate as well or as clearly as it should have done. The bank also did not always handle 
customer complaints well.”  
 
So, a reader would be forgiven in thinking that it was all just a communication issue.  
 
Ross McEwan, CEO of RBS is additionally quoted as having said: “We have acknowledged for some time 
that mistakes were made. Some of our customers went through what was a traumatic and painful 
experience as a result of the crisis. I am very sorry that we did not provide the level of service and 
understanding we should have done.” 
 
This appears to be the traditional unhelpful platitude of: “we feel your pain.” But RBS weren’t interested 
in doing much about it and so this feels rather like an apology to a stabbing victim for the inappropriate 
choice of cutlery.  
 
RBS offered a new scheme for making refunds: “An Automatic Refund of Complex Fees paid by SMEs in 
the UK and ROI that were customers in GRG during the relevant period. This will save customers from 
further delay, ensure that the bank can start refunding fees more quickly and demonstrate our 
commitment to addressing issues of the past.”  
 
Of course, any compensation scheme doesn’t help at all if your corporate business ceased to exist, having 
been transferred onto the GRG killing floor. To many, if not most, SMEs who suffered at the hands of GRG 
the compensation schemes are useless and insulting, designed to deflect attention from the damage 
done by RBS with very little inconvenience to them or cash made available for their victims.  
 
Does any objective observer believe that insolvency practitioners highly-reliant on RBS for work, and 
usually forced on the directors of companies passing through GRG, will be lining up to pursue claims 
against RBS? 
 
The hand wringing is over and the increasing irritation of RBS senior management at the failure of their 
strenuous efforts to bury the issues were revealed in comments of the CEO on 16 October 2017. To quote 
the Times article on that date: https://www.thetimes.co.uk/edition/business/sue-us-remark-provokes-
broadside-at-rbs-boss-zcffw2dp6   “Ross McEwan expressed irritation at people “constantly badmouthing” 
RBS and challenged those unsatisfied with how the state-controlled lender had handled their complaints 
about its restructuring unit to “sue us”.” 
 
 

https://www.thetimes.co.uk/edition/business/sue-us-remark-provokes-broadside-at-rbs-boss-zcffw2dp6
https://www.thetimes.co.uk/edition/business/sue-us-remark-provokes-broadside-at-rbs-boss-zcffw2dp6
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It is very easy for a multi-billion- pound bank to invite unaffordable legal actions from financially crippled 
former clients and present the absence of justice to victims as proof of their innocence.  
 

e) It seems that RBS behaved illegally when it suited them with an arrogance and a disregard for 
morality and the law that is staggering 

 
The picture so far is of a bank that was engaged in a systematic policy of exiting from low margin/capital 
intensive loans while investigators looked for a systematic profit motive for bringing clients into GRG. 
 
There is an underlying picture of various techniques being widely applied to achieve this outcome with 
the apparent targeting of customers for GRG through the Non- Core label.  Being Non- Core did not 
require the customer to be in financial difficulty or in real and significant breach of its covenants, but 
rather a strategy focused on finding opportunities to generate cash for RBS from clients it no longer 
wanted. 
 
To convince the world of the truth behind the accusations against RBS requires illustration of their bad 
conduct with real examples and statistics, in such numbers and at such a scale to show that this was 
widespread, and set these in the context of the strategies available to RBS to process Non -Core clients into 
cash through GRG.  
 
It looked as if digging behind the Clifford Chance and FCA reports would provide exactly such evidence, 
even though this evidence has been warped by soft conclusions, a flawed presentation of findings and the 
unavailability of material for examination and testing.  Looking in detail at such individual experiences of 
the GRG process paints a darker picture of dishonesty, fraud and possible criminality within GRG.   
 
Overview of the victims’ experience 
A questionnaire completed by 96 individuals who have registered their claims with RGL gives some 
alarming results and even though these victims of GRG are no doubt inclined to be very negative, the 
conformity in responses is telling. It seems unlikely that other banks would have received such responses 
among the businesses that went through their own GRG equivalents: 
 

• 77% believed GRG had engaged in forgery  

• 60.4% believed there had been manipulation of property valuations 

• 84.4% believed there had been manipulation of facilities and covenants   
 
A table shown overleaf reflecting the responses appears below: 
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IRHP 
Mis-selling of IRHPs (Interest rate hedging products), while not a universal issue, deserves special 
mention.  The first question is, why RBS were selling such a product at all, given that their own economic 
unit interest rate forecasts for the 21st century to the end of 2016 have reflected a general view of falling 
or fixed interest rates? What possible value was there to SME clients in expensive (and valueless) interest 
rate hedging products?  
 

Categories of Malfeasance Qty % Notes 

1.       Targeting of 
businesses/Transition into GRG 

87 90.6% 

Suggests that targeting was not for clean reasons of perceived financial stress 
but was polluted by other motives for profit/ dealing with trouble makers/ 
punishing "leavers" 

2.       Manipulation of property 
valuations 

58 60.4% 
A very high proportion of the sample reflects concerns that property valuations 
used by RBS were improper in some way. 

         a)       Transferred (or sold ) 
to West Register 21 21.9%  A much higher proportion than reports would suggest 

         b)       Attempted  to sell to 
West Register 37 38.5%  As above 

3.       Manipulation of bank 
covenants/overdraft facilities 

81 84.4% 

Another very high percentage response alleging manipulation of values to force 
covenant breach or use of overdraft limits and IRHP contingent claims to 
destabilise and distress businesses. 

4.       Targeting of individuals: 
Personal Guarantees/Other 
security 

44 45.8% 

The accusation is that PG's were extracted under threat and were also used to 
underwrite not just bank borrowing but also opportunistic fees, IRHP 
termination charges and support "losses" on asset sales at dubious values - 
sometimes reflecting sales back to RBS via GRG West Register and SIG.   

5.       Misleading offers of 
additional finance 

32 33.3% 

A significant proportion of businesses who suffered at the hands of GRG were 
actively encouraged by unenforceable promises of additional lending to 
commence projects, undertake acquisitions, expand facilities and similar 
ambitious but sensible commercial investment decisions to find that all 
commitments to continued funding were meaningless and carried no legal or 
moral authority with RBS. 

6.       Unfair levy of bank 
fees/Interest charges 

75 78.1% 

A simple and much criticised exploitation of stress to make profits and 
destabilise target Non-Core businesses. Promises to make refunds and the 
setting up of a £400m fund offers nothing to the vast majority of businesses 
which touched GRG and then ceased to exist. Their owners have no access to 
these funds. 

7.       Mis-selling and/or 
Manipulation of Hedging 
Products 

34 35.4% 

Some respondents are probably not even aware they had an IRHP. In a low 
interest climate with no expectation of dramatic interest rate increases this 
product was a huge profit maker for RBS and of only negative value to the vast 
majority of businesses 

8. “Independent” Business 
Reviews  

41 42.7% 

Not been shown the IBR while being forced to pay for it is unethical and we 
understand that this is now causing issues for some firms with their own 
professional bodies  

a) Not Shown IBR 28 29.2%   

b) Fees Taken 43 44.8%   

9.       Forgery 

74 77.1% A staggeringly high percentage  

10.   Other Interference 

41 42.7% 
A catch-all for some very bad behaviours - refusing to provide settlement 
figures, actively trying to kill alternative funding deals etc. 

Total   96 100%   
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Vulnerability of SMEs 
SME businesses are very vulnerable to the behaviour and attitude of their bankers. This is precisely why 
Clifford Chance and the FCA should be more concerned as to the high incidence of bad conduct. While 
kind conclusions have been drawn, the reality is that RBS was able to use a wide range of differing tools to 
achieve its Non-Core strategy and force the conversion of lending into cash.    
 
Any bank can abuse its position to access the assets of SME customers and we discuss below how we 
think RBS forced Non-Core target businesses through the GRG doors.  
 
There is a preponderance of examples among our RGL registrants of certain types of high-asset/ low 
margin (i.e. Non- Core) businesses that were particularly hit by RBS and vulnerable to the kind of 
behaviours listed at Appendix 1: 
 
An aggressive RBS strategy of generating liquidity from such Non- Core SME businesses demands several 
things: 
 

1) Access to opportunities to withdraw from Non- Core customers – i.e. getting them into GRG 
 
The process for businesses entering GRG has been defensively characterized by RBS as one reflecting a 
practical process for dealing with businesses in objective difficulty. As Clifford Chance put it: “Those 
customers that could not repay their loans, or whose financial position deteriorated, were transferred to 
BRG.”  (Note: BRG is the part of GRG that usually dealt with SME business loans). 
 
But there was something different going on. The Watch Committee – which could perhaps be described 
as the front line in the GRG process – produced an internal memo “to ensure that the controls around the 
Watch Committee Review have been designed and implemented effectively” relating to the 31/12/12 
period end. In this they record some mandatory subjects where GRG should become involved, including 
the “breakdown of customer relationship or any proposed exit strategy.” 
 
This shows that GRG was also to be used as a tool to fight off legal threats from customers and that there 
was some proprietary concern over clients who may be on the verge of walking away from RBS and taking 
a potentially interesting alternative outcome for RBS with them. These criteria do not reflect an objective 
or proper stance to bringing clients into GRG. They do however reflect an arrogant and improper attitude 
towards RBS clients that should serve as a warning even now.     
 
Similarly, the famous November 2008 Dash for Cash e-mail encourages staff to look for client loan 
positions which: “Could breach covenant if revalued now” – or -. “Have or likely to have excess positions”. 
The whole tone of this missive is one of opportunism rather than response to risk and focuses on profit 
opportunities.   
 
Clifford Chance also admitted: “We identified a number of cases where transfer to BRG occurred as a 
result of an anticipated, as opposed to an actual, breach” and “In some cases, an anticipated breach was 
the sole trigger for transfer to BRG.” It is hard to imagine a vaguer term than “anticipated breach”. 
However, this clearly means that there was no covenant breach by certain clients at the time of their 
transfer into GRG.  
 
In short, the RBS process for getting businesses into GRG was not aimed at clients in stress but was 
targeting opportunities on other priorities – i.e. the delivery of the Non- Core strategy.  
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Concluding that this kind of behaviour is OK is surely wholly wrong.     
 

2) Leverage to convert opportunities into exits  
 
Looking at this in broad terms the following categories of leverage can be applied:   
 

• Manufacture of a default -  which offers a range of opportunities for a bank: 
o Dig out minor /forgotten items where default was unintentional and unrecognized - e.g. 

late filing of accounts 
o Revalue properties to create a LTV breach – bearing in mind that valuers rely heavily on 

RBS for business and such a breach does not necessarily reflect an underlying business in 
any difficulty in meeting its interest and repayment obligations 

o Focus on profitability ratio covenants – again this doesn’t necessarily reflect a business 
unable to meet its obligations to the bank 

o Use of contingent liability claims to add to lending and create a breach – mis-selling of 
IRHP products is a subject in its own right, but break costs had a recurring impact on 
customers arising from taking a product they didn’t need or want   
 

• Destabilisation of the company 
o A claim of a “potential breach” or an expressed concern over solvency is enough to cause 

real problems for a bank customer as this is an opportunity to create large calls on 
company cash 

▪ Imposing Bank fees – which have been variously described such as “monitoring 
fees” or “risk charges” 

▪ Appointing external reporting accountants and valuers to investigate, at the 
company’s expense 

▪ Temporarily freezing a client’s access to cash  
▪ Refusal to renew maturing facilities  

o Bouncing DDs and cheques to key suppliers can end a company’s ability to trade 
o Steps taken to create/maintain stress and instability have been extreme in some 

examples: 
▪ Interfering with potential third- party acquirers, e.g. to tell them of the 

involvement of GRG to undermine interest 
▪ Direct contact with alternative funders to disclose that the business is “in GRG” 

to remove funding alternatives 
▪ Failure to provide settlement figures to disrupt refinancing or sale of a business 

and/ or assets 
▪  Curtail lending to force collapse – at the extreme, GRG could simply turn off cash 

and halt trading  
 

3) Opportunism to exploit consequential profit opportunities – requiring a “thick skin” 
 
This is where much of the focus of criticism and the media has tended to focus – the specific mechanics 
of exploiting opportunities for fees and profit. These fall into the following categories: 
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Forcing participation arrangements – GRG had some dedicated resources to deal with the opportunity to 
select customers who could usefully share future profits with RBS. GRG had two special divisions to deal 
with this:  West Register could enter into property participation agreements in return for maintaining or 
extending facilities, while SIG (Special Investment Group) could take equity positions on the same basis.  
 
Increasing the bank’s share of cash and recoveries -  by simple mechanisms:  

(i) raising special fees (risk/ monitoring etc. – where RBS has fallen on its sword in 
retrospectively admitting fault),  

(ii) sweeping cash from the account while stopping payments to other creditors (such as HMRC) 
– called a “cash sweep” in GRG terminology  

(iii) acquiring property assets – potentially and allegedly at less than fair value  
(iv) through obtaining additional security and/or guarantees and/or equity injections (which 

doesn’t mean the business will avoid insolvency) 
(v) by applying contingent liabilities – specifically on IRHP contracts – to generate a larger 

secured claim on the failure of the business    
 
Aggressive approach 
These kinds of actions require a robust set of attitudes among staff in terms of their ability and 
preparedness to act in a way which would make most people unhappy. Some features of GRG and the 
external climate would help RBS achieve its objectives:  
 

• GRG’s specialist insolvency and recovery personnel would have already developed thick skins on 
working in the space. And the economic background was one where a middle-aged bank 
employee would not be optimistic about alternative sources of income should he or she lose their 
job. Culture works down from the top and management was perhaps less sensitive to the 
personal tragedies of RBS clients than they were to the profit opportunity for RBS and themselves 
in achieving pressing macro objectives? 

 

• Although the RBS target was the generation of cash, we now all understand that GRG made huge 
profits and that managers were incentivized on GRG performance. Allegedly the behaviour of 
GRG managers was extraordinarily unsympathetic and often aggressive, bullying and abusive – to 
an extent that is very hard for normal human beings to understand, with reported instances of 
phone calls during funerals and to parents at hospitals attending sick children. Something was 
certainly wrong with attitudes and behaviours in GRG. 
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Impact 
 
Imagine a business (one of many thousands) that was persuaded in the first decade of the new century to 
abandon their existing lender and re-bank with RBS, or to stick with RBS rather than going elsewhere; it 
seems that their decision to bank with RBS (probably for relatively small marginal benefit) at one point in 
time led to a vastly differential outcome of corporate failure and personal financial disaster just a few 
years later.  
 
If they had borrowed from a more solvent and robust bank their lives could have been entirely different. 
This dismal differential outcome was a simple consequence of the desperate cashflow strategy of a failing 
bank and the designation of their business as “Non-Core”, rather than being due to the performance of 
their own business.  But once a client was identified for processing by GRG there was very little they could 
do against the huge imbalance in power between a small business and a huge bank.  
 
How can this happen? How can the damage done be ignored? How can the instigators of the disaster be 
so financially secure while their victims continue to suffer broken lives? Why were the interests of RBS 
shareholders put ahead of those of innocent SME businesses?  
 
 
 
 
RGL Management Limited 
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