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Executive Summary 
 
This report provides members with oversight of the operation of the Municipal Bank as at 
31 March 2020. Analysis of customer numbers and balances shows that the Bank 
continued to face challenges due to demographics and the increasing trend towards 
cashless transactions. More recent analysis demonstrates that the level of customer 
balances held, coupled with more cost-effective borrowing available to the council on the 
open market means that the Municipal Bank is now operating at a cost to the council. 
 
The report provides a brief summary of the impact of the Coronavirus pandemic on the 
Bank’s operations during 2020, highlighting where heightened social distancing and 
hygiene measures were put in place to allow the Bank to continue serving customers and 
maintain safety for staff. Further revisions were developed to deliver ‘business as usual’ in 
so far as possible during Covid restrictions.  
 
The report references the review of the Municipal Bank, completed in September 2019, 
and highlights that while the council had previously recommended that: i) further review 
activity should be undertaken during the course of 2020/21 to monitor trends in the number 
of customers and total savings balances with a view to determining the Bank’s long-term 
viability; and ii) to monitor the impact of Covid-19 on Bank transactions; this work has not 
been possible due to competing demands arising from the pandemic, plus potential 
distortions to the trading environment – again caused by the pandemic. Accordingly, it is 
recommended that activity continues to be monitored with the findings of a subsequent 
review reported during 2022/23. 
 

Recommendations 
 
The Finance and Resources Committee is requested to: 
 

1) Note the governance and scrutiny arrangements in place within North Lanarkshire 
Municipal Bank Ltd and the company’s 2019/20 performance; 

2) Note the measures put in place to ensure that the Municipal Bank was able to 
provide counter services during the Covid restrictions, whilst maintaining safety for 
customers and staff; 

3) Note that the previously requested activity to monitor customer numbers and 

financial balances, including the extent to which the Bank continues to deliver Best 

Value for the council, will continue, with the findings of a subsequent review 

reported during 2022/23;  



 

1. Background 
 
1.1. The council has significant interest in a number of arm’s length companies and strategic 

partnerships which have been established over previous years to provide an 
alternative, and in many cases more innovative method of service delivery, or to ensure 
a commercially driven focus in delivery of the council’s business functions. Although 
these companies are separate entities in their own right, with their own governance and 
financial management obligations, the council remains accountable for service delivery, 
whether performed in-house or through alternate, arm’s length arrangements and as 
such, must ensure satisfactory performance, high quality services for customers and 
robust governance arrangements that are fit for purpose. 

 
1.2. North Lanarkshire Municipal Bank (NLMB) Ltd differs significantly from the council’s 

other Arm’s Length External Organisations (ALEOs) in that it is principally an inherited 
legacy service rather than a service delivery method developed by the council in 
response to an identified requirement or policy decision. NLMB, however, is wholly 
owned by the council and delivers front facing customer banking services as well as 
providing a source of finance to the council. It is therefore important that the council 
maintains adequate oversight of the Bank’s operations and assures itself that the 
organisation is financially sound, well governed and delivering efficient services that 
are valued by customers and support The Plan for North Lanarkshire. 
 

1.3. The council’s Performance Monitoring Framework for arm’s length external bodies 
provides a reporting schedule that is proportionate to the scale of activity and likely 
level of risk to the council. Under this Framework, the Municipal Bank is subject to 
annual reporting given the Head of Financial Solutions’ responsibility for operational 
management, the appointment of elected members to serve on the Board of Directors 
and further opportunities for additional reporting during the course of the year through 
the existing Treasury Management reports and NLMB’s inclusion in six monthly 
oversight and assurance reports to the Audit and Scrutiny Panel.  
 

1.4. Following changes to the council’s Scheme of Administration in 2018, the annual NLMB 
oversight report falls within the remit of this Committee and this is the third such annual 
report. 

 
 

  

4) Note that, due to the availability of alternative sources of borrowing at more 
competitive rates, the Municipal Bank does not currently represent value for money 
and operates at a cost to the council and agree that this is examined fully during 
the aforementioned review; and 

5) Otherwise note the contents of this report. 
 

The Plan for North Lanarkshire 

Priority  Improve North Lanarkshire's resource base 

Ambition statement (25) Ensure intelligent use of data and information to support fully 
evidence based decision making and future planning 



2. Report 
 

Background 
2.1. North Lanarkshire Municipal Bank Ltd dates back to 1924 when it was founded by the 

former Burgh of Motherwell and Wishaw. The Bank has subsequently changed its 
name as appropriate to reflect local government re-organisation, most recently in March 
1996 when it became North Lanarkshire Municipal Bank Ltd. 

 
2.2. The Bank’s main function is that of a savings bank with deposits and withdrawals made 

using a passbook, historically providing a safe place for residents to keep their monies 
where other banking facilities may not have been available. The Council per legislative 
requirements, as the controlling authority, has recourse to these monies as a source of 
finance, however, as described at paragraphs 2.14 to 2.18 this is becoming an 
increasingly less cost-effective option for the council due to the availability of 
alternative, more cost effective borrowing on the open market. 
 

2.3. The Bank provides interest on customers’ savings and while this was previously offered 
at competitive rates, the historically low interest rates, coupled with the nature of the 
lending relationship with the council, mean that interest is currently paid at a 
comparatively low rate of 0.20% which will be reduced to 0.10%, with effect from 1 June 
2021, this reduction approved by the Directors following a recent interest rate review. 
Customers have a level of financial security over their savings, however, because North 
Lanarkshire Council guarantees all deposits per the definition of a “municipal bank” 
under Section 103 of the Banking Act 1987 prior to its repeal under Statutory Instrument 
2001, number 3649. 

 
Current Operations 

2.4. NLMB has 10 branches, co-located in each of the First Stop Shops with staff fulfilling 
the dual role of Customer Officer and Bank Teller. Prior to the Covid-19 lockdown 
restrictions, branches in the six larger towns were open Monday to Friday between 
9.00am and 4.30pm, and the smaller branches (Kilsyth, Shotts, Moodiesburn and 
Viewpark) were open between 10.15am to 1.45pm. 

 
2.5. The number of customers and savings balances are reducing year on year with an 

ageing customer profile. Figures for the past 5 years are illustrated below.  
 

NLMB Customer Trends 2015/16 2016/17 2017/18 2018/19 2019/20 

Customers at year end 6,821 6,416 6,099 5,706 5,321 

Total savings at year end £44.102m £43.283m £41.080m £28.383m £21.873m 

 
2.6. As reported previously, the Bank of England’s ruling, in December 2018, prohibiting 

credit unions from depositing their funds within municipal banks had a material impact 
on the NLMB with 8 local credit unions either closing their accounts or reducing the 
funds deposited to minor working balances. Overall, however, the reductions in 
customer numbers are due to demographics and statutory limitations on the range of 
banking products and services that the Municipal Bank can offer. Increasingly, society 
is moving towards online banking with digital, cashless transactions. 

 
Governance 

2.7. The NLMB is governed by a Board of Directors comprising 7 elected members 
appointed by the council. Current membership is listed at Appendix 1 with a high level 
of stability and the current complement of directors providing significant experience and 
personal knowledge in both the Municipal Bank and wider banking operations. 

 



2.8. Day to day transactional operations are provided by Customer Officers in the First Stop 
Shops and Financial Solutions provide financial management and oversight including 
business planning and financial forecasting. The council recharge to NLMB for staff 
support is £124.6k per annum and the accommodation recharge is £20k per annum (as 
shown in the Administration Expenses listed at Appendix 1). 

 
2.9. The Board of Directors generally meets twice yearly with additional meetings convened 

where required. Performance reporting is through publication of the annual statutory 
accounts and the Annual General Meeting. Given the Bank’s position as a source of 
credit finance to the council, borrowing updates are also included in Treasury 
Management reporting to this Committee.  
 
ALEO Review 

2.10. In March 2020 the findings from the council’s planned review into the Municipal Bank 
were reported to the Policy and Strategy Committee. The review found that the Bank is 
performing satisfactorily with high levels of customer satisfaction. A number of longer-
term sustainability challenges, as highlighted above and linked to declining customer 
numbers, digital transformation and legislative restrictions, which prohibit significant 
expansion, were identified. Acknowledging these challenges, Committee agreed to 
maintain current banking operations and requested that customer numbers and total 
sums deposited should be monitored for a period of 12 months with the findings 
reported thereafter, potentially around June 2021. 

 
2.11. Shortly thereafter, this Committee at its meeting on 28 May 20201, considered the 

equivalent annual oversight report to this one (covering the 2018/19 reporting period) 
and it was agreed that ‘further review of the Municipal Bank which considers the impact 
of Covid-19 be undertaken in September 2020.’  
 

2.12. Due to the immediate emergency response requirements in light of the initial Covid-19 
lockdown and the subsequent second wave and further restrictions in the period 
January 2021 to date, it has not been possible to complete the further review activity 
referenced at 2.10 and 2.11 above. It is therefore recommended that bank activity 
continues to be monitored with the findings of a subsequent review reported during 
2022/23.This will allow the impact and costs of Covid-19 on the Bank to be assessed 
over a longer and more representative timeframe.  

 
Covid-19 Impact 

2.13. Municipal Bank opening hours were reduced during the first lockdown in March 2020, 
however, these were reinstated to almost business as usual as the initial Covid-19 
restrictions were lifted. A risk assessment for staff working in First Stop Shops and 
providing banking services was undertaken with the staff required to operate social 
distancing protocols. Screens are in place and hand sanitiser available in addition to 
the enhanced cleaning regime in place. These arrangements remain in place during 
the more recent lockdown from January this year. 

 
2.14. Members should note that Covid-19 has had an impact upon the dynamics of the lending 

relationship between the council and the NLMB as reported by the interest rate reviews 
presented at recent directors’ meetings. The legislative provisions governing municipal 
banks requires that all customer balances are lent to the council, with these funds 
providing the council with an alternative to borrowing from other sources, the bank 
charging the council a competitive rate which is attractive to both parties. 

 

 
1  Report’s recommendations and decisions considered under Emergency Delegated Authority measures in line 
with decision by council on 19 March 2020. 



2.15. However due to interest rates, offered by other financial institutions, being at historically 
low levels, the council is currently incurring higher charges from utilising the NLMB 
balances than if it were to obtain similar funds from these cheaper alternative sources. 
 

2.16. To re-establish the equilibrium in the borrowing and investment relationship a reduction 
in the interest rate offered to customers is required which would result in negative interest 
rate territory, with effectively a charge being imposed on customers to deposit their 
monies. It is recognised in these extraordinary times and given the customer base, status 
and services offered by the Bank and potential reputational damage, this would not be 
deemed a realistic option. 
 

2.17. Therefore, at present the council, reflecting the close business relationship, is providing 
financial support, managing the impact of the higher interest costs currently incurred, for 
utilising NLMB customer balances. 
 

2.18. In the future review of the NLMB, post Covid19 recovery, the sustainability of the council 
supporting the Bank in meeting its overhead costs and paying an attractive interest rate 
to customers may become increasingly challenging and will be subject to further scrutiny, 
notwithstanding any other considerations including the legislative restrictions under 
which it operates and how it meets the strategic objectives of the council. 

 
 

3. Public Sector Equality Duty and Fairer Scotland Duty 
 
3.1. There is no requirement to compete either a Public Sector Equality Duty impact 

assessment, or a Fairer Scotland Duty assessment as part of this report. Members are 
advised, however, that both assessments will be undertaken as part of the review 
activity referenced at 2.12. 

 
 

4. Impact 
 
4.1. Financial impact 
4.1.1. The financial statements of the Bank are prepared on a going concern basis in 

accordance with the United Kingdom Generally Accepted Accounting Practice (UK 
Accounting Standards and applicable laws). 

 
4.1.2. The Bank has traditionally managed its relationship with the council by ensuring that it 

maintains a low cost base, whilst still offering competitive interest rates to customers. 
This has resulted in the council historically being able to use the Bank’s customer 
balances at a competitive interest rate in line with its Treasury Management strategy. 
However, decreasing customer balances, exacerbated by Covid-19 as described at 
2.14 to 2.18 above, are now making it increasingly challenging to manage the interest 
rate relationship between the Bank and the council, while at the same time offering 
competitive interest rates to customers. The position is being monitored carefully with 
long term sustainability and the council’s ongoing Best Value obligations both due to 
be considered as part of the planned review activity.  

 
4.1.3. The Bank is required to complete and submit an annual certificate of assurance on 

corporate governance and internal financial controls to the Head of Audit and Risk.  
   
4.2. HR Policy / Legislative impact 
4.2.1.  There are no policy, legislative or Human Resource impacts for the council arising from 

this report. 
 

 



4.3. Technology / Digital impact 
4.3.1.  There are no immediate technical or digital implications arising from this report other 

than to note the increasing effect of digitisation within the banking sector and customer 
shift towards online banking and cashless transactions. These impacts will be 
considered more fully as part of the planned review.  
 

4.4. Environmental impact 
4.4.1. There are no environmental implications to report at this point. 
  
4.5. Communications impact 
4.5.1.  There are no immediate communication requirements or significant communications’ 

impacts anticipated in response to this report. 
 
4.6. Risk impact  
4.6.1. Potential operational and financial risks are considered by directors at Board meetings. 

The council’s risk management arrangements generally provide risk assurance for the 
Municipal Bank’s activities given the council’s controlling interest and the nature of the 
business relationship, along with operational and financial management responsibilities 
being undertaken by council staff. Further sharing arrangements include use of council 
premises and the council’s IT network and systems. The top five risks within the 
Municipal Bank, as noted below, were reported to the Audit and Scrutiny Panel at its 
meeting on 25 March 2021. 

 
1. Ability to align with The Plan for North Lanarkshire (e.g. digital transformation) due 

to statutory limitations on Municipal Bank services. 
2. Maintain cost effectiveness in Service Delivery. 
3. Competition from High Street Banks. 
4. Legislative / Regulatory changes. 
5. Loss of key financial and administrative staff. 

 
4.6.2. Business continuity arrangements are reviewed regularly and more recently reported 

through Gold and Silver Command meetings as part of the council’s response and 
ongoing management of the Coronavirus pandemic. Reduced opening hours were 
introduced during the first lockdown period and although these delivered a reduced 
service, this ensured that customers were still able to access their bank accounts. After 
restrictions eased in June and July 2020, and offices were made Covid secure, there 
was a return to more normal opening hours. Contingency measures include: 

 

• Loss of Buildings – redirect customers to nearest alternative branch available and 

implement communication plan informing customers of the temporary closure.  

• Loss of Staff – use mobile cash office staff from other branch offices. 

• Loss of systems – switch to manual records (from Controls and Reconciliation 

Team) to confirm customer balances with customer’s passbook withheld and 

updated once system is up and running and thereafter posted to customer. 

 
 

5. Measures of success 
 
5.1. Members have adequate assurance of the suitability and robustness of the governance 

arrangements, including financial governance and risk management, that are in place 
to ensure the Municipal Bank operates effectively and efficiently and delivers high 
performing, quality services for customers. 

 
 

  



6. Supporting documents 
 
6.1. Appendix 1 – NLMB Ltd: Summary Oversight of Governance & Performance 2019/20. 
 

 
 
Elaine Kemp 
Head of Financial Solutions



Appendix 1 

NLMB Ltd: Summary Oversight of Governance and Performance 2019/20 
 

Remit: Established in 1924, the Bank provides a savings facility for local 

residents, groups and associations. Deposits and withdrawals are made 

using a passbook. Under the legislations described below, the council 

has recourse to the balance of funds held in savings as a source of 

finance to the council. The remit of the Bank is limited due to its special 

status as a ‘municipal bank.’ Although this provides benefits in terms of 

reduced bureaucracy and governance, it restricts the Bank’s ability to 

offer the services that are more typically expected by customers such as: 

personal loans, direct debit and cheque clearing facilities, access to cash 

terminals and digital banking. 

Statutory Powers: NLMB Ltd is a 'municipal bank' under Section 103 of the Banking Act 

1987 prior to its repeal under SI 2001 No: 3649. Its powers are governed 

by Part 1 Section 3 of the Payments Services Regulation 2009. The 

Municipal Bank is not a banking company for the purposes of the 

Companies Act 2006 and it is exempt from the prohibition comprised in 

Section 19 of the Financial Services and Markets Act 2000 (“the Act”), by 

means of Exemption Order (2001/1201) issued in accordance with 

Section 38 of the Act.  

Board Membership: The directors of the Municipal Bank during the financial year to 31 March 

2020 and to 31 March 2021 are: 

Councillor J Ashraf (appointed 18 May 2017) 

Councillor R Burrows (appointed 4 April 2019) 

Councillor T Castles (appointed 18 May 2017) 

Councillor J Hume (appointed 18 May 2017) 

Councillor I McNeil (appointed 18 May 2017) 

Councillor N Pettigrew (appointed 20 December 2018) 

Councillor S Watson (appointed 18 May 2017) 

 

Elaine Kemp, Head of Financial Solutions, is Company Secretary. 

Principal Activities:  The Bank’s principal activities are receipt of deposits and investing these 
funds (excluding working balances) with North Lanarkshire Council. 

Key Performance 
Indicators 

For the year ended 31 March 2020: 

• Closing balance of customer deposits decreased by £6.51m to 
£21.873m (2019 = £28.383m) 

• Interest paid to customers decreased by £0.048m from £0.141m (2019) 
to £0.093m (2020) 

• The outstanding balance of temporary loans advanced to North 
Lanarkshire Council at year end was £21.898m compared to £28.405m 
at 31/03/2019.  

• Interest received from monies advanced to the Council decreased by 
£52k (£259k in 2019/20 compared to £311k in 2018/19) 

• No. of customers at year end – 5,321 (2019 – 5,706). Reduction of 385. 

• Interest rate from 01/04/19 to 30/11/19 = 0.55%. From 01/12/19 to 
present = 0.20% 

Relationship for investing funds with North Lanarkshire Council met the 
requirements of the Financial Services and Markets Act (2000) 
(Exemption) Order 2001.    

  



Contribution to The 
Plan for North 
Lanarkshire 

✓ Improve North Lanarkshire’s resource base 

Financial Overview: 2020  2019 

 £  £ 

Interest receivable: 

258,525 
North Lanarkshire Council - short term 
advances 

310,792 

258,525 Total Interest Receivable 310,792 

Interest paid: 

93,378 Interest paid to customers 141,258 

165,147 Net interest income 169,534 

Administration Expenses: 

1,977 Management Expenses 2,152 

8,264 Audit Fee & Expenses 9,850 

6,016 Printing and Stationary 5,822 

124,600 Payments to Agencies & Other Bodies 124,600 

4,290 Publicity Campaign 7,110 

20,000 Rental of Premises 20,000 

165,147 Total Administration Expenses 169,534 

- Profit/Loss for the financial year - 

 

 
 
 


