
 
 
SUBMISSION FROM UK FINANCIAL INVESTMENTS LTD 

1. Thank you for your letter offering UKFI the opportunity to submit written 
evidence to the Committee. We are keen to continue to work with the Scottish 
Executive as we carry out our role, devising and executing a strategy for disposing 
of the Government’s investments in financial institutions. Some of the details set 
out below on UKFI’s role, remit, our view of the causes and implications of the 
financial crisis, and work to date with our investee banks, other market investors 
and with the Scottish Executive, may be of interest to the Committee. 

2. UKFI’s role and remit does not extend to wider financial services and financial 
stability policy, and hence our day to day work does not cover the scope of many 
of the specific questions which the inquiry is seeking to address. 

3. UKFI has been set up to manage the Government’s investments in financial 
institutions. The Government’s investments currently comprise: 

a) holdings of 39,645 million ordinary shares in the Royal Bank of Scotland, 
equivalent to 70 percent of voting share capital. UKFI will also take on 
management of any shares issued in connection with the APS; 

b) holdings of 11,799 million ordinary shares in Lloyds Banking Group, 
equivalent to 43 percent of voting share capital. UKFI will also take on 
management of any shares issued in connection with the APS; 

c) 100% ownership of Northern Rock and Bradford and Bingley. 

4. Our goal as we manage these investments is to develop and execute an 
investment strategy for disposing of the investments in an orderly and active way 
through sale, redemption, buy-back or other means. This goal sits within the 
context of an overarching objective of protecting and creating value for the 
taxpayer and shareholder, paying due regard to the maintenance of financial 
stability and to acting in a way that promotes competition. 

5. In pursuing this goal we have been asked to operate like any other active, 
engaged shareholder to protect and create value, operating on a commercial basis 
and at arm’s length from Government. We are following in full the Institutional 
Shareholders’ Committee’s Statement of Principles. This includes monitoring 
performance; intervening where necessary; voting; evaluating and reporting; and 
providing regular updates to our shareholder HM Treasury. 

6. The UKFI Strategy for Market Investments and Annual Report sets out more 
detail on UKFI’s role, remit and disposal strategy for the Government’s holdings in 
Lloyds and RBS. UKFI has recently taken on management of the Government’s 
investments in Bradford & Bingley, and will take on management of investments in 
Northern Rock later in the year. 

7. The inquiry is looking specifically into views on the cause, nature and impact of 
the recent difficulties in the financial sector in Scotland. Our strategy sets out 
UKFI’s view of the problems in the banking sector beginning in 2007, and the 
implications for our investee banks. This diagnosis focuses on 5 key phases in the 
financial crisis, set out below: 
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1. concerns about credit security leading to structured credit becoming a 
global issue; 

2. regulators and banks concluding that new capital was needed to replenish 
structured credit losses; 

3. a counterparty crisis caused by market participants increasing concern 
about their counterparties’ ability to meet their day-to-day obligations; 

4. the collapse in confidence leading to Government intervention; and 
5. the Asset Protection Scheme and other broader policy initiatives leading to 

the beginnings of emerging recovery in confidence. 

8. It is worth highlighting that our view of the causes of the crisis is that it was a 
truly international crisis – and that we do not see any specific causes or problems 
which were specific to Scotland. 

9. Within our commercial relationship with the banks, an important part of UKFI’s 
role is to ensure that our investee banks are returned to the private sector as 
stronger, more resilient organisations. Overall, we expect out investee banks to 
have: 

a) stronger and more robust strategies; 
b) more effective boards; 
c) more disciplined approaches to risk; 
d) sustainable balance sheet and funding structures; and 
e) better remuneration structures that align reward with long-term value 

creation, adjusted for risk. 

10. UKFI engagement with RBS is focusing on their overall strategy. This includes 
work scaling back GBM activities and balance sheet use, and also their 
programme for disposing of non-core business. We fully support this approach, 
whilst not wanting the bank to initiate disposals on terms that would destroy value 
for shareholders. We are also engaged with RBS on their work to reform risk 
management across the bank: we regard this as essential to avoid the mistakes 
that resulted in value destruction at the bank in the past, welcome the priority this 
is being given by the RBS board, and will monitor progress in this area closely.  

11. Work with RBS has also included a radical overhaul of the RBS board, 
including the appointment of a new Chairman (Philip Hampton), the departure of 
seven non-executive directors, and plans to recruit three new directors. The first of 
these, Sir Sandy Crombie, became Senior Independent Director of RBS earlier 
this year. 

12. Our current engagement with Lloyds is primarily concerned with the integration 
of HBOS, both from an operational and cultural standpoint. We also place great 
importance on the roll-out of Lloyds’ risk management standards and methods 
across HBOS. Following the resignation of the HBOS board, we have worked with 
the board on two new director appointments (Tony Watson and Tim Ryan) and a 
new Chairman has been appointed (Win Bischoff).  

13. UKFI has worked with both banks to implement what are perhaps the most far 
reaching reforms to remuneration structures of any large bank in the world, with 
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incentives much more strongly linked to long-term value creation. RBS has 
announced a new approach to remuneration which includes no reward for failure; 
no discretionary bonuses to be paid in 2009 for 2008 performance; and no annual 
pay increase for Directors and Executives. Lloyds has also with UKFI’s agreement 
restructured remuneration, including no discretionary bonuses to be paid in 2009 
except to more junior staff, and no annual free share award to anyone in the bank.  

14. Looking forward, both banks have committed to fundamental reviews of their 
approach to future remuneration and we expect them to be at the forefront as 
banks globally rethink their approach to reflect the FSA remuneration code, the 
findings of the Walker Review, and the G20 agreement.  

15. Further details on all of the above can be found in the UKFI Strategy: Market 
Investments and Annual Report and Accounts 2008/09 document. This can be 
found on our website: www.ukfi.gov.uk, and I enclose 15 copies for the 
Committee. 

16. We had an excellent and helpful meeting earlier in the year with John Swinney 
MSP and members of the Financial Services Team in the Scottish Executive. We 
covered much of the above, including our work to date with both Lloyds and RBS 
and UKFI’s exit strategy, and in addition, we touched specifically on UKFI’s 
confidence in the core ability of both banks to turn themselves around. We have 
agreed to meet John and his colleagues regularly, as and when they wish. 

17. I hope that the Committee has productive oral evidence sessions and look 
forward to reading the findings of the inquiry. 

 
John Kingman 
Chief Executive 
UK Financial Investments Ltd 
September 2009

http://www.ukfi.gov.uk/

