Royal bank of scotland

CASE STUDY: ROYAL BANK OF SCOTLAND

The banking group Royal Bank of Scotland (RBS) wasestablished in1727by aRoyal Charterof KingGeorge I, theNational Westminster Bank (NatWest),which can trace out its extraction back to1650, andUlster BankinIreland.

RBS is a British owned banking sector and insuranceholding companyin which 85% of the controlling share is hold byTreasury. And it is managed and held byFinancial Investments Ltd of UK. The origin of this group is in Edinburgh,Scotland, and it is the world's biggest company by assets.

The RBS group has established a “Human Capital” model that relates a range of “Human Resources” metrics with business performance indicators. RBS has recognized ‘employee engagement' as the vital fickle in this process. Employing more than 100,000 staff all over the world, the Royal Bank of Scotland group includes some of the well-known brands as NatWest, Tesco Personal Finance, Coutts, Ulster Bank, Green Flag and Direct Line Insurance as well as the Royal Bank of Scotland itself.

Employees are key factor in any of the business success. Recently, the Royal Bank of Scotland Group has expanded greatly through sequences of achievements (especially NatWest Bank). The senior management team of RBS set a number of goals has part of its vision for the future, which comprises of becoming ‘the most admired bank' in the entire world. The board has recognised that the contribution made by each and every individual employee of the organisation will be playing a very crucial role in achieving this accolade. Commitment is essential factor in any organisation, but if there is no commitment than there is very little hope of adding significance for customers and shareholders. Therefore, the board requires regular monthly reports on a range of people-based information. The aim of the organisation is to again become one of the world's leading financial institutions, mainstay in the United Kingdom (UK) but looking into the institutional customers locally and everywhere in the world, and at the same doing it best.

De-regulation: It can be defined as a process of removing, reducing or simplifying government control on business and on individuals with the aim of encouraging the efficient performance in the markets.

Every industry in the market has certain rules and regulations that it must stand by. These rules and regulations are made by industry society and by government. So we can say that when the government takes back its rules and regulations a bit therefore it starts loosening its hold on particular sector of the market.

Role of de-regulation in the financial crisis faced by the RBS:

RBS has taken it into extremely problematic period for the global economy and in the banking sector. So RBS has been into financial crisis and many financial service organisations in the world have been deteriorated by the crisis in the international financial markets and weakened economic situations. This state made RBS worse, as some of their main strategic plans were subsequently shown to be bad mistakes, making them more susceptible than they would have been.

In the meantime RBS started recognizing where did they committed mistakes and acted to resolve the difficulties as soon as possible and have fixed in place a widespread restructuring and new strategic plan to recover individual strength. This has become a top priority for the new management team and Board of RBS. The support of the UK taxpayer gave them enough privileged position when they are restructuring. This privilege exists because of their central role in the UK economy and society. This role gave them the responsibilities to change both the business they do and the way they do business; which they are already doing. They thought to make purposeful progress each and every year. But in the meantime they already began a programme of reducing the costs and aligning the Bank's performance to the reality of them situation. In the process of restructuring their main focus is on the needs of customers.

In general, the purpose of deregulation is to give a particular industry to boost its competition by creating open marketplace and at the same time increases its economic growth. So we can say that, when an industry or sector becomes de-regulated it gets big opportunity for itself in order to improve its brand name, products, and policies and at last appeal to more customers. So, de-regulation in financial sector gives us the information regarding how the different variety of legislative and economic events takes in order to achieve the monetary policy, public sector financing and sectoral assistance objectives.

RBS has shown disappointing performance in the year 2008 covered tough underlying performance, and profitability. It will be their core businesses, across the world, but located in the UK, which will be the focus for them as they try to re-establish shareholder value.

On the 22nd April 2008 RBS announced arights issuewhich was aimed to elevate £12bn in new capital to offset awrite-downof £5.9bn resulting from credit market positions and to shore up its reserves following the purchase of ABN AMRO. This was, at the time, the largest rights issue in British corporate history.The bank also told that to raise further funds it would reconsider the opportunity of divesting some of its subsidiaries, remarkably its insurance divisions“Direct LineandChurchill”. “Churchill and Direct Line” at present remain as part of RBS Group.

Later on 13th October 2008, in a process it aimed at restructuring the bank; it also asked that the British Government have to take a stake of up to 58% from its Group. The aim was to "make accessible new tier 1 capital to UK banks and building societies to build up their property permitting them to restructure their finances, while maintaining their support for the real economy, through the recapitalisation scheme which has been made available to eligible institutions". A rights issue to existing shareholders having failed to secure more than minimal take-up, the government subsequently found itself owning more than 57% of the bank's equity share capital.

TheTreasurywould impart £617 per citizen of the UK which is equivalent to £37bn of new capital into RBS Plc,Lloyds's TSBandHBOSPlc, to prevent financial sector from collapsing. The government worried about that, it was not "standard public ownership" and at the right time the banks should return to private investors.

Chancellor of the ExchequerAlistair Darlingtold that taxpayers of UK would gain from the government's rescue plan, so that the Government can have some control over RBS in exchange for £5bn in preference shares and the additional £15bn in ordinary shares. If shareholder take-up of the share issue is about 0% and 100% then the total government ownership in RBS would be about 58% and 0% respectively. In the event, less than 56 million new shares were taken up by investors, or 0.24pc of the total offered by RBS in October 2008.

As a result of the mismanagement which necessitated this rescue theChief Executiveof the group has given hisresignationwhich was duly accepted and also the chairmantold that he will step down from his position when his contract expires i.e., on March 2009.

On 19th January 2009 the British Government announced to release additional funds into the banking sector of UK in an attempt to regenerate personal and business lending. This would enable to restore the banks confidence which involve the creation of a scheme i.e., “state-backed insurance” which allows banks to insure against existing loans going into default. On the same day itself government told to convert the preference shares in RBS to ordinary shares. So as a result it would remove a 12% coupon payment on the shares values of approximately £600m per annum.

On the same day RBS released a trading statement in which it expected to post full-year trading losses (beforewrite-down's) of between £7bn and £8bn. The group also announced write downs ongood wills(primarily related to thetakeoverofDutchbankABN-AMRO) of around £20bn. The combined total of £28bn would be the biggest ever annual loss in UK corporate history (the actual figure was £24.1bn). As a result the group's share price fell over 66% in one day to 10.9p per share, from a 52-week high of 354p per share, itself a drop of 97%.Some commentators called this theBlue Monday Crash.
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