
North Lanarkshire Council 
Report 

Policy & Strategy Committee 
  

☐approval ☒noting Ref EK/KS/JQ Date 27/10/21 
 
 

NLMB: Anti Money Laundering and Financial Crime Compliance  

 
 
 

  From  Elaine Kemp, Head of Financial Solutions 

  Email  KempE@northlan.gov.uk Telephone   07939 280 601 

 

 

 

   

Executive Summary 

The purpose of this report is to provide members with an update on the findings of the recent 
Royal Bank of Scotland (RBS) compliance review on the policies and procedures in place to 
guard against money laundering, and financial crime regulations for the North Lanarkshire 
Municipal Bank Ltd (NLMB).  The report outlines the options, challenges and impacts as a 
result of the review findings. 
 
The report advises of the decision by the NLMB Board members to cease banking services 
and to move towards winding up the company, with a proposed dissolution date of 30 
September 2022. 
 

Recommendations 

It is recommended that Committee:  
 
(1) Note that given findings of the compliance review by the RBS, the governance risks 

outlined in the previous internal ALEO review and the limited options, challenges and 
financial impact outlined in the report, the NLMB Board has agreed to take steps to 
progress the cessation of banking services. 
 

(2) Note NLMB Board’s agreement to prepare a detailed wind-up delivery plan and 
associated timeline, seeking assistance from the Council, including communications 
advice, and the provision of support to bank customers during the transition period. 

 
(3) Note that to allow sufficient time for the Bank’s wind-up to be completed efficiently 

and sensitively, a proposed dissolution date of 30 September 2022 has been set, 
which has been confirmed with the Royal Bank of Scotland. 
 

(4) Note the impacts for the Council outlined in section 8 of the 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 



 
1. Background 
 

1.1. Members will be aware that the primary function of NLMB is to provide a savings bank, 
for individuals, societies and other organisations.  Customers deposit and withdraw funds 
using a passbook. As at the 30 September 2021 the NLMB had 4,756 accounts totalling 
£21.662m.  

1.2. The NLMB uses the RBS banking platform to provide banking facilities, as it has a 
designated account within the Councils suite of accounts held with RBS. 

1.3. In May 2021 the RBS requested a review of the customer due diligence, anti-money 
laundering (AML) and protection against financial crime arrangements in place within the 
NLMB. This review provided the RBS with information on NLMB’s arrangements to 
protect itself against money laundering, counter terrorism financing, sanction screening 
and due diligence around know your customer.   

1.4. Before considering the compliance review findings it is important to remind members of 

the NLMB’S relationship with the Council and the current linked financial arrangements.  

The Council is connected to the NLMB historically under S103 of the Banking Act 1987 

(since repealed 1/12/2001).  The Articles of Association provide that the shares in the 

company are to be held only by members of the local authority and substantially all the 

funds are lent to the local authority.       

1.5. These funds provide the Council with an alternative to borrowing from other sources, 
maintaining an interest rate profile that facilitates the NLMB charging the Council a 
competitive rate, which is attractive to both parties.  This arrangement aims to enable 
NLMB to cover its costs and manage its investment, interest rate and liquidity risks, 
whilst the Council should achieve value for money and manage associated treasury 
management risks, including the underlying guarantee.  However, the Council is 
currently incurring higher charges than if it were to obtain similar levels of funds from 
alternative sources.  The NLMB is currently receiving financial subsidy from the Council 
of £135,000 per annum. 

1.6. To re-establish the equilibrium in the intended borrowing and investment relationship 
between the NLMB and the Council, normally an adjustment in the interest rate payable 
to customers would be made.  However, given the interest rate paid is currently 0.10% 
(from 1/6/2021), a reduction would mean offering negative interest rates.    

1.7. The report details the findings of the RBS review and possible options for the NLMB in 
relation to these findings, taking all other relevant factors into consideration.  

 
2. Report 
 

RBS Findings 

 

2.1 RBS operates in a highly regulated environment and needs to ensure where customers 
are providing banking services they have sufficient financial crime and anti-money 
laundering controls in place. Whilst the NLMB has controls in place, RBS concluded 
these do not meet the minimum standards for financial crime and anti-money 
laundering controls, policies and procedures expected from a deposit taking institution.  
 

2.2 RBS raised a number of areas of concern which included: 
 insufficient resource dedicated to anti-financial crime and anti-money 

laundering 
 overreliance on manual processes and procedures 



 material improvements to customer due diligence process to include customer 
risk rating, event driven triggers and periodic reviews 

 the need for automated systems and screening, including in respect of 
sanctions, terrorist financing lists, politically exposed persons, adverse press 
and transaction monitoring 

 the need for annual independent audits of financial crime and anti-money 
laundering controls 
 

2.3 RBS has given the NLMB the opportunity to address these concerns but has advised 
that unless the required adjustments are made to meet compliance standards they will 
give notice to terminate the banking relationship.  

 
3. Options, Challenges and Financial Impact 

 
3.1 It should be noted that RBS indicated the NLMB would be given time to find an 

alternative provider. However, given the significance of the concerns raised it was 
considered highly unlikely an alternative reputable provider would be found as they all 
operate in the same highly regulated environment. 
 

3.2 Advice from specialist external consultants could be procured to fully assess what 
would be required to meet and maintain the minimum compliance standards.  The 
scope of work would include an overall review of the deposit taking facility and 
consideration of its strengths and weakness, to determine an action plan required to 
achieve compliance. However it should be acknowledged that due to the complexity 
and specialist skills required, this would likely result in a significant cost.   
 

3.3 As reported in 1.5 above NLMB is financially subsidised by the Council.  Therefore, any 
decision to proceed with external advice would require prior approval from the 
appropriate Council Committee, putting further cost pressure on the Council and the 
current operating model of the NLMB.  
 

3.4 In order to achieve and maintain compliance it is anticipated NLMB would need to invest 
in; 
 

 an additional two to three members of staff to resource a dedicated anti-
financial crime and anti-money laundering team, resulting in recurring costs.   
This should ensure the bank has the capability to carryout out sanction 
screening, terrorism financing checks, capturing information around politically 
exposed persons, adverse press monitoring, and changes to customer due 
diligence process to include customer risk rating, event driven triggers and 
periodic reviews. 
 

 new IT systems to replace the in-house banking system used to store customer 
records and manage customer deposits/withdrawals.  

 

 improvements to reduce reliance on manual processes and procedures. 
 

3.5 In addition, an independent audit of the financial crime and anti-money laundering 
controls would be required annually, which would incur additional professional fee 
outlays. 
 

3.6 Giving due consideration to all of the above, it is highly probable that achieving and 
maintaining compliance would result in a material increase in overhead costs and have 
a significant impact on the NLMB operating cost model, which is already facing 



considerable challenges, and will exacerbate the current issues around the financial 
viability and future sustainability.  
 

3.7 To manage the increased overhead cost the NLMB would have to reduce the interest 
rate offered to customers, which as mentioned previously, is currently at historically low 
levels with little margin for reduction.  Therefore, unless the NLMB could significantly 
increase its customer balances to enhance the overhead absorption rate, all costs, 
would have to be borne by the Council via an increase in the annual interest charge for 
utilising the NLMB balances. This would result in a material additional recurring burden 
on the Council, over and above the existing financial subsidy.  

4.0 Other Challenges Risks and Uncertainties: ALEO Review 2019/2020  

4.1 Notwithstanding the above findings, the internal ALEO review which took place during 
2019/2020 indicated other challenges, risks and uncertainties facing the NLMB. The 
service assessment was positive overall, advising that the bank was delivering against 
its original objectives. However it was recognised that the ability of the bank to continue 
to meet its objectives would be challenging and uncertain due to matters within its 
internal and external environment, detailed below; 

 declining and ageing customer base  

 bank customer transactions within the First Stop Shops representing only 
2.9% of the total cash transactions 

 legislative restrictions which curtail the NLMB’s ability to extend its products 
to include internet banking, direct debit, personal loan and overdraft facilities 

 resource requirements to market and expand existing services through for 
example, extended opening hours at the smaller branches, issue of customer 
debit cards and installation of cash machines  

 potential introduction of further regulatory requirements, removing current 
exemptions beneficial to the council’s operation of the Bank, and replacing 
these with a requirement for full registration and compliance on all matters 
under the Financial Conduct Authority 

 changing banking trends with a shift towards online service delivery and 
cashless transactions 

 DigitalNL and the council’s commitment to service transformation 

 Office rationalisation proposals  

4.2   The Finance & Resources Committee on 27 May 2021 agreed that 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, would remain 
under review with findings reported during 2022/23. 

4.3  However, members should note that given the significance of the findings of the 
compliance review and major risk implications outlined above, the compliance failures 
would need to be addressed in advance of the revised planned timescale for the 
updated review in 2022/23.  

5 Risks and Uncertainties 

5.1 It is important that members appreciate the responsibility placed on Council 
Representatives of the NLMB Board, acting on behalf of the shareholders.  Council 
Representatives and company Directors have a responsibility for safeguarding the 
assets of the company and hence for taking reasonable steps regarding the prevention 
and detection of fraud and other irregularities. 

5.2 RBS has clearly expressed that whilst the NLMB has policies and procedures in place, 
these do not meet the required standards of current anti money laundering and financial 
crime regulations.  As a result the Council, the NLMB and its Board of Directors, are 



exposed to risks as a result of this non-compliance. These risks could have 
repercussions for all parties including reputational damage and financial penalties from 
the Financial Conduct Authority and Prudential Regulation Authority. 

6 The NLMB Board Recommendations  

6.1 Given the findings of the compliance review by the RBS, the governance risks outlined 
in the previous internal ALEO review and the limited options, challenges and financial 
impacts outlined in the report, the NLMB Board agreed to the cessation of the banking 
services, at a Board meeting on 20 October 2021. 

6.2 The Board agreed to prepare a detailed wind-up delivery plan and associated timeline, 
in conjunction with other appropriate council services, including Strategic 
Communications giving due consideration to providing support to existing customers 
during the transition period. 

6.3 In order to allow sufficient time to wind-up the company efficiently and sensitively, a 
proposed dissolution date of 30 September 2022 is set, subject to agreement with the 
Royal Bank of Scotland. 

6.4 Recognising the reliance customers place on the banking services, the Board agreed 
a sensitive approach to supporting customers will be adopted, with particular support 
for the most vulnerable customers and those who do not have access to alternative 
banking facilities.  Appropriate proposals for engagement with customers will be 
developed, including signposting of alternative services and advice available within the 
local areas.  

6.5 A dedicated helpline will be available to provide individual and tailored support in the 
account closing process/transfer of funds. Literature outlining details of similar bank 
accounts from other providers in the area will be available in each of the branches, sent 
out by post and promoted on Council digital platforms. This will include digital inclusion 
support if required. 

6.6  It is important to note that existing legislation aims to improve the availability of basic 
bank accounts. The Payment Accounts Regulations 2015 require the 9 largest personal 
current account providers to offer basic bank accounts that are fee-free for standard 
operations. These 9 institutions are: Barclays, Clydesdale and Yorkshire Bank, Co-
operative Bank, HSBC, Lloyds Banking Group (including Halifax and Bank of Scotland 
brands), Nationwide, Royal Bank of Scotland (including NatWest and Ulster Bank 
brands), Santander, TSB. These Banks offer basic bank accounts which are universally 
available in all but exceptional circumstances (for example linked to criminality). 

 

 
7. Public Sector Equality Duty and Fairer Scotland Duty  

 
7.1 Public Sector Equality Duty 

No direct impact arising from this report.  
 
7.2 Fairer Scotland Duty  

No direct impact arising from this report. 
 

 
8. Impact 
 
8.1 Financial impact 

The Council will now need to give full consideration to the consequences of cessation 
of the NLMB banking services before the overall financial implications can be 
quantified.  This will include recognition of the financial impacts of no longer having to 
borrow funds from NLMB (currently at a cost) or provide a guarantee for all deposits.  
In addition, a number of other chargeable services are provided by the Council to the 



NLMB, therefore there will be an offsetting loss of income.  The relevant services will 
also need to give due consideration to the impact of no longer providing services to the 
bank including on areas such as cash collection services and First Stop Shops.  
 

8.2 HR Policy / Legislative impact 

 There is no direct impact as a result of this report.  
 
8.3 Technology / Digital impact 

 No impact. 
 

8.4 Environmental impact 

 No impact.  
 
8.5 Communications impact 
 Outlined in the report. 
 
8.6 Risk impact  

The risks associated with the recommendations are outlined in the body of the report. 
 

 
  
9. Measures of success 
 
9.1 Measures of success will include:  

 Development of solutions aligned to the Council’s strategic objectives outlined in the 
Plan for North Lanarkshire 

 
 

10. Supporting documents 

 
10.1 None 
 

 
Elaine Kemp 
Head of Financial Solution 


