
ADDITIONAL WRITTEN SUBMISSION FROM HM TREASURY 
 
1. Further details of wider HMT Initiatives and their impact (RBS) 
 

Recapitalisation:  
• October 2008: HMT agreed to underwrite £15bn of ordinary shares 

in the Royal Bank of Scotland (RBS).  
• December 2008: HMT injected a further £5bn into RBS through the 

conversion of preference shares.   
• November 2009: As part of RBS’s participation in the Asset 

Protection Scheme the Government injected £25.5bn into RBS in 
the form of B shares. HMT also agreed to inject a further £8bn of 
contingent capital should RBS’s CT1 Capital Ratio fall below 5%. 

 
Asset Protection Scheme: 

 HMT agrees to: 
• Insure a £282bn asset pool. 
• Inject £25.5bn capital in the form of B Shares. This takes the 

Government’s economic shareholding to 84%. 
• Inject a further £8bn of contingent capital in the event of RBS’s CT1 

Capital Ratio falling below 5%. 
 
RBS agrees to: 
• Bear a first loss of up to £60bn. 
• Pay an annual fee of £0.7bn for 3 years from 2009 / £0.5bn 

thereafter. 
• Pay an additional annual fee of £0.32bn per year for the protection 

provided by the Government’s contingent capital instrument. 
 

Credit Guarantee Scheme 
Asset Backed Securities Guarantee Scheme (ABSGS) 
Special Liquidity Scheme 

• their November 2009 Q3 results RBS reported that reliance on 
Central Bank funding was down 69% from its peak, reflecting 
marked improvements in short term money markets.  

 
• The Committee may wish to approach RBS directly for further 

information on these initiatives.  
 

Asset Purchase Facility: 
• The APF has been focused on corporate bonds rather than 

financials.  As a consequence the scheme has not had a direct 
impact upon the banking sector.  

 
2. Retention of functions and ‘headquartering’ in Scotland (RBS) 

 
• UKFI manages the Government’s shareholding in banks at an arms 

length and on a commercial basis. As such, business decisions 



including those related to specific functions are decisions for the 
RBS board. 

• Speaking to the Economy, Energy and Tourism Committee in late 
November 2009, RBS CEO Steven Hester explained an earlier 
comment about RBS being ‘anchored’ to Scotland. He said this was 
by virtue of its headquarters, history, identity and cultural attachment 
to Scotland. 

• Hester also said that ‘there is a clear policy that our headquarters is 
in Scotland’. 

• As part of the State Aid restructuring package agreed by RBS to 
remedy the competition distortions created by the State Aid it has 
received, RBS has agreed to divest 7 NatWest branches in 
Scotland.   

 
3. Size of RBS balance sheet pre and post restructuring relative to the 
size of both the UK and Scottish Economies 

 
The restructuring plan for RBS will lead to a 41% reduction in the size 
of the balance sheet. This figure is based on relevant assets, which 
have not yet been disclosed by RBS.  
 
• As of December 2008 the size of RBS’ total balance sheet was 

£2,219bn1. 
• UK GDP was £1,296,332m in 20082.  
• Scottish GDP was £103,814m in 20083. 
 
Further details of wider HMT Initiatives and their impact (LBG) 
 
Recapitalisation 
• In October 2008 the recapitalised Lloyds TSB and HBOS prior to 

the merger.  Lloyds TSB received an injection of £4.5bn in ordinary 
shares and £1bn in preference shares. HBOS received £8.5bn in 
ordinary shares and £3bn in preference shares. 

• In November 2009 LBG conducted a private recapitalisation which 
consisted of raising equity of £13.5bn by way of a rights issue.  The 
Government subscribed fully to the 2009 rights issue investing 
£5.7bn, net of a commitment fee 

 
Other support received from Government Assistance Programmes 
• Lloyds have released in their prospectus the aggregate amount of 

its borrowings and outstanding guaranteed debt under government-
sponsored and central bank schemes. The total amount of Lloyds’ 
reliance is approximately £165 billion. 

                                                 
1 RBS Annual Results (2008) available for download from: 
http://files.shareholder.com/downloads/RBS/739971202x0x299852/1bd81dd8-48a2-4d86-
aa00-ec75eca3a8b1/2008_Annual_Results_26_February_09_Announcement.pdf
2 http://www.statistics.gov.uk/downloads/theme_economy/NUTS1.xls
3 Ibid 

http://files.shareholder.com/downloads/RBS/739971202x0x299852/1bd81dd8-48a2-4d86-aa00-ec75eca3a8b1/2008_Annual_Results_26_February_09_Announcement.pdf
http://files.shareholder.com/downloads/RBS/739971202x0x299852/1bd81dd8-48a2-4d86-aa00-ec75eca3a8b1/2008_Annual_Results_26_February_09_Announcement.pdf
http://www.statistics.gov.uk/downloads/theme_economy/NUTS1.xls


 
Retention of functions and ‘headquartering’ in Scotland (LBG) 
 
• UKFI manages the Government’s shareholding in banks at an arms 

length and on a commercial basis. As such, business decisions 
including those related to specific functions are decisions for the 
LBG Board.  

 
• However, the Bank of Scotland will not be adversely affected by 

LBG’s divestment plans, and the brand will be the third biggest 
provider of services in Scotland. LBG divestments will return 
Scottish banking to pre-merger competition, which creates a 
stronger banking sector in Scotland Lloyds Banking Group has also 
reaffirmed their commitment to the pre-existing lending 
commitments that were agreed in March 2009 - an additional 14bn 
to households and businesses, on commercial terms and subject to 
market demand, over the 12 months from March 2009.  Similar 
lending commitments were made in respect of the 12 months from 1 
March 2010, and will be reviewed to ensure that they reflect the 
economic circumstances at the time.   

 
• On 9 December 2009 Archie Kane, Group Executive Director, 

Insurance, Lloyds Banking Group stated the following in front of the 
Scottish Affairs Select Committee:  
 
"Scotland plays a very significant part in Lloyds Banking Group. Our 
registered head office is on The Mound in Edinburgh. Despite all 
that has happened in the last year or so, I believe that Scotland's 
financial sector still has a strong international reputation. At Lloyds 
Banking Group we are doing all we can to restore and rebuild the 
reputations of those great Scottish brands we have under our 
stewardship." 
  
"Trade Unions (Lloyds Trade Union, Accord, and Unite) are fully 
involved in all issues associated with the integration of HBOS and 
the restructuring process. We will continue to do what we are doing 
and we regard compulsory redundancy as a last resort, and not an 
attractive one. It is unlikely that many people will lose their job as a 
consequence of performance management.  It was estimated that 
for Scotland the performance management related job losses would 
be in the single digits." 
 

Size of LBG balance sheet pre and post restructuring relative to the 
size of both the UK and Scottish Economies 

 
• State Aid restructuring plans will lead to an overall reduction in 

LBG’s balance sheet of around 27% of the relevant assets.  
 

• The balance sheet had a total of £1,063,129 million assets as of 
June 2009.     



 
• These figures are sourced from LBG’s audited interim financial 

information which is available from their website.  
 

HMT views on the level of competition in the audit and accountancy 
profession in the UK, particularly in relation to the expertise required 
to audit the larger banks. 

The oversight of the audit and accountancy profession in the UK is 
the responsibility of the independent Financial Reporting Council 
(FRC).  The FRC is made up of six operating bodies: 

• Accounting Standards Board 
• Financial Reporting Review Panel 
• Accountancy and Actuarial Discipline Board 
• Auditing Practices Board 
• Board for Acturial Standards 

The FRC is partly funded by Governmant and its Board of Directors 
is appointed by the Secretary of State for Business, Innovation and 
Skills.  The Committee may wish to direct this question to the  FRC 
and BIS who will be better placed to respond. 

HM Treasury 
March 2010 
 



Annex A 
EXCERPT FROM LLOYDS BANKING GROUP PROSPECTUS 

 
Government and central bank funding and liquidity support 

 
Background and reliance to date 
 
In light of the extremely distressed market conditions prevalent last year, 
the UK Government and the Bank of England announced a broad range of 
measures intended to ease both the cause and the symptoms of the 
turbulence in the UK banking system, including the provision of liquidity 
and funding support to banks.  
 
Eligible institutions were encouraged to make use of certain liquidity and 
funding schemes to provide sufficient liquidity in the short term, to permit 
them to restructure their finances and to ensure that they had capacity 
available to maintain lending in the medium term.   
 
The Group has utilised these liquidity and funding schemes, in some cases 
to a large extent, in a manner that the Board considers prudent, and when 
appropriate, as part of the Group’s strategy to increase the maturity profile 
of its wholesale funding and to de-risk its funding position. In particular the 
Group has, along with other major UK banks and building societies, 
participated in the Bank of England’s Special Liquidity Scheme (‘‘SLS’’) 
which was announced in April 2008, and the credit guarantee scheme 
created by HMT (‘‘CGS’’), which was introduced in October 2008. The 
Group’s dependence on the Government and Bank of England, via the 
SLS and CGS, and other governmental and central bank schemes for a 
significant proportion of its funding and liquidity resources continues as at 
the date of this document and is expected to continue in the near term.  
 
The Group currently has significant outstanding collateralised borrowings, 
or outstanding guaranteed debt, under various government-sponsored and 
central bank schemes in an aggregate amount of approximately £165 
billion (including, as set out below, the SLS, the Bank of England’s 
Extended Long Term Repo Operations and the CGS, together with certain 
other government schemes outside the UK). 
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