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INTRODUCTION

The Prime Minister has asked me to conduct a Review into the development and use of
supply chain finance (and associated schemes) related to Greensill Capital in government.

In accordance with the Terms of Reference, Part 1 of this report sets out a factual summary
of my findings. In accordance with the Terms of Reference, this includes an assessment of
how far the relevant systems and policies were upheld at the time decisions were made. Part
2 of the Report containing recommendations on possible improvements to the processes
and regulations relevant to the events in this Report will be submitted shortly.

In producing this report, | have interviewed a number of individuals, whose names are set
out in an appendix to this report, and reviewed a large amount of relevant documentation. |
should also note that, sadly, Lord Heywood who had a central role in relation to the
recruitment of Mr Greensill into government is deceased. Readers of this report should
therefore bear in mind that it does not include the benefit of his testimony or his personal
explanation of events.

The timescales of this Review did not allow for a forensic interrogation of every detail of the
issues. Furthermore, some of the events in question date back a decade and, as such, some
parts of the written record are incomplete and individual recall can be unreliable. My report
establishes the facts as far as possible, based on evidence presented to me, including by
those directly involved in the events.

The Review does not examine Greensill Capital itself, or any of its activities beyond those
listed above. In particular, Greensill Capital’s financial conduct will be a matter for others,
including the insolvency practitioner appointed to conclude its affairs and the Financial
Reporting Council. As a consequence, whilst | have made enquiries about lobbying in
relation to the British Business Bank’s extension of the Coronavirus Large Business
Interruption Scheme (CLBILS) to Greensill, | have not examined any other aspect of this
arrangement, including the relationship between Greensill Capital and the Department for
Business, Energy and Industrial Strategy (BEIS) about CLBILS, on which the National Audit
Office (NAO) have recently published a report.

I have noted the announcement on 14th May 2021 by the Serious Fraud Office that it is
“‘investigating fraud, fraudulent trading and money laundering in relation to the financing and
conduct of the business of companies within the Gupta Family Group Alliance (GFG)
including its financing arrangements with Greensill Capital UK Ltd.” | also note the
confirmation on 20th April 2021 by the British Business Bank in its letter to Ms Anneliese
Dodds MP that it “had opened an investigation into Greensill Capital’s compliance with the
terms of the [CLBILS] scheme.” | note too that on 3rd March 2021 the German Federal
Financial Supervisory Authority, BaFin, announced a ban for Greensill Bank AG on disposals
and payments and ordered that the bank be closed for business. BaFin further explained
that “during a special audit, BaFin found that Greensill Bank AG was unable to provide
evidence of receivables in its balance sheet that it had purchased from GFG Alliance
Group.”

The Review does not look at government engagement (or ‘lobbying’) by individuals on behalf
of any company other than Greensill Capital and its affiliated company, ‘Earnd’.



I have not scrutinised the conduct of any individuals, either Greensill employees or
government officials, other than in relation to the above areas and in the spirit of identifying
changes or improvements to future practice. | have no remit for disciplinary matters, and any
appropriate human resources procedures continue to apply outside the process of this
review. | do not make any judgment on the actions of ministers whilst in office which, under
the Ministerial Code, is a prerogative reserved to the Prime Minister.

Finally, | would also like to take this opportunity to thank my team who did so much of the
work to produce this report: they have been exceptionally diligent and committed. It would
have been impossible to cover so much ground without their efforts which went above and
beyond the call of duty. Thank you.

Nigel Boardman
21.vii.2021



EXECUTIVE SUMMARY

In accordance with the Terms of Reference, this Review is structured as follows:

Section 1: Mr Greensill’'s engagement, activities and terms of engagement with
government;

Section 2: The development and use of supply chain finance (and associated
schemes) in government (and its Arm's Length Bodies), including, where relevant,
contracting arrangements for these schemes, with a particular focus on where
Greensill Capital (including associated companies or companies in its group) has
been involved;

Section 3: The relationship between current and former ministers and officials and
Greensill Capital (including associated companies or companies in its group),
including processes for consideration and management of conflicts of interest on
joining, during and following Crown Service; and

Section 4: Engagement with government by those acting for and on behalf of
Greensill Capital (including associated companies or companies in its group).

In my view, these four areas clearly correlate with four wider questions, which are:

the suitability and desirability of private sector personnel within government and how
to manage their appointments, including any appropriate conditions on their
engagement;

the suitability of supply chain finance and associated schemes for central
government and its Arm's Length Bodies;

what (if any) are the most appropriate conditions to place on public servants once
they leave government service; and

whether the current rules relating to the 'lobbying' of government are adequate and, if
not, how they should be strengthened.

| have set out below a summary of the evidence | have reviewed and also my observations
relating to the key individuals involved.



Section 1: Mr Greensill’s engagement, activities and terms of engagement
with government

It is clear from the evidence that | have reviewed that Mr Greensill had a privileged — and
sometimes extraordinarily privileged - relationship with government.

In his capacity as a banker pitching to provide financial services to government, Mr Greensill
worked with his colleagues first at Morgan Stanley then at Citibank. In 2008, whilst Mr
Greensill was at Morgan Stanley and when Lord Heywood had recently left that bank, Lord
Heywood apparently introduced Mr Greensill to HM Treasury. Mr Greensill then intimated in
2011 to Lord Heywood that he was planning to leave Citibank, and was interested in working
with government part time and in an unpaid capacity - a move which Lord Heywood
supported. Mr Greensill and Lord Heywood both worked at Morgan Stanley and it is clear
that Lord Heywood respected Mr Greensill’'s capabilities. It is also evident from Lord
Heywood'’s decision to place Mr Greensill in the Economic and Domestic Secretariat in due
course and to propose him for a CBE, that he had a high regard for Mr Greensill’s integrity.
Mr Greensill has indicated that the initiative came from Lord Heywood to do something to
give back to the country. Mr Greensill has explained that this occurred in bilateral
discussions of which there is no extrinsic evidence and it is, of course, not possible to ask
Lord Heywood to comment on this statement.

Following a period of informal work with government, Mr Greensill was appointed as an
Adviser on supply chain finance for a three month period, unpaid, from 1 January to 31
March 2012. Mr Greensill was placed in the Efficiency and Reform Group of the Cabinet
Office headed by Katharine Davidson who reported to Lord Maude and to lan Watmore, who
had been appointed Permanent Secretary at the start of 2012. | am advised that the
appointment most closely approximates a direct ministerial appointment. There is some
evidence, albeit not conclusive, that this three month appointment was formally approved by
Lord Maude. However, it is also noteworthy that in July 2012 Mr Greensill commented in an
email “I have never met Francis Maude or his SpAds.” Whilst there is some evidence that
this is incorrect and that they had met briefly, it is indicative of the lack of a relationship
between Lord Maude and Mr Greensill. A covering memo to the Prime Minister in 2012,
copied to Lord Heywood, points to Lord Heywood as the person primarily responsible for Mr
Greensill being given a role in government. The note explains “The proposal, and note, is
from Lex Greensill, a former Managing Director of Citibank and before that Morgan Stanley.
Jeremy has brought him in to work a pro bono in the Cabinet Office...”

Assuming ministerial approval was given, Mr Greensill’s appointment for this first three
months was properly made. But as set out in my previous report for the government, this
area of public appointments is opaque and ill-defined. The process should be more clearly
delineated, and requires greater transparency to maintain public confidence.

For this first three month period of formal engagement, Mr Greensill had a clear letter of
appointment, was given no official IT or building access, and had not at this point established
his company, Greensill Capital, in the United Kingdom. Potential conflicts of interest should
have been considered more fully in the process, in particular in reference to his
pre-appointment activities and consequent proximity to Citibank. Mr Greensill was permitted



to start work before receiving the appropriate security clearance. Documentary evidence of
the reasons for this cannot be found.

Mr Greensill’'s reappointment into the Economic and Domestic Secretariat (EDS) after the
first three month period raises significantly more questions. Mr Greensill explained in an
email on 11th September 2012 “Ultimately, Jeremy Heywood asked me to join his team
directly, and he placed me in the Economic and Domestic Secretariat”. There is a mention in
the evidence of referring the appointment to an “Approvals Board”: Lord Heywood
responded to this suggestion saying “Sure - though it is bureaucracy gone mad!”. | have
been unable to find the minutes of the Approvals Board which could have determined
whether ministerial approval was sought or obtained for his reappointment. During this
period, Mr Greensill was provided with two sets of official IT and security access for the
Cabinet Office and, with Lord Heywood’s support, Number 10 Downing Street, initially,
although there is no evidence that Lord Heywood was aware of this, in advance of the
completion of the usual security vetting process. Furthermore, his letter of appointment into
EDS (unlike the letter of appointment into the Efficiency and Reform Group) contained a
provision which Mr Greensill had drafted which created ambiguity about the potential for
conflicts of interest. This could have placed those involved in his reappointment on notice of
that conflict.

During this period, Mr Greensill was not only given access through Lord Heywood’s
introductions to several departments in Whitehall, but he was also able to leverage his
position, using the facilities of Number 10, to hold meetings with major companies. During
his time in government he cleared conflicts through Lord Heywood for Greensill Capital to
take two of these as customers of his business - Vodafone and Carillion (although he said in
interview that Greensill Capital did not eventually contract with Carillion).

That this level of access and the status he derived from it was important to Mr Greensill is
understandable given that he was trying to build a supply chain finance business using a
relatively new, non-bank model, against competition from major internationally recognised
banks where his credibility was important to his success. That he understood and leveraged
this is demonstrated by his complaint when he was removed from the list of Crown
Representatives on the government website and by his use of the soi disant title of 'Adviser
to the Prime Minister' on the Greensill website.

Mr Greensill’s role in government had the consequence of providing him with a marketing
platform for Greensill Capital’s business with the private sector. This enabled Mr Greensill to
promote a product which did not, in fact, provide material benefits to government (except
possibly in relation to the pharmacy supply chain finance programme, although even here
the benefits are disputed), although it could have been of benefit to his incipient business
and was of immediate benefit to his former employer, Citibank.

As Lord Heywood is deceased it is not possible to ask him when he was aware that Mr
Greensill was building a UK based supply chain finance business. Paul Kirby, former head of
the No10 Policy Unit, stated in interview that he raised this issue of a conflict with Lord
Heywood in 2012, but it is important in giving weight to this remark to bear in mind that we
cannot know if Lord Heywood would have a similar recollection of the conversation.
However, at the latest, at the time that Mr Greensill cleared the Vodafone conflict through
Lord Heywood in 2015 it should have been apparent to Lord Heywood and others involved



that Mr Greensill was building a supply chain business in the UK and should have
considered the issue of conflicts of interest. It is unclear why Mr Greensill was permitted to
remain an adviser to government on supply chain finance under these circumstances.

For the most part the use of direct appointments by ministers appears rightly to be limited to
situations where a discrete project is proposed, and there is a clear need to appoint
specialist expertise, often at pace. This was clearly not the case with Mr Greensill, but there
was very little guidance in place at the time for how this process should work. | also note that
pre appointment conflict management, if it had been in force at the time, would have been
relevant to Lord Heywood’s apparent introduction of Mr Greensill to HMT whilst Mr Greensill
was at Lord Heywood'’s former employer, Morgan Stanley, in 2008, and to Mr Greensill and
his relationship with Citibank.

10



Section 2: the development and use of supply chain finance and associated schemes
in government and its Arm's Length Bodies

Supply chain finance includes a wide category of financial tools, but my report focuses only
on two types within government and its Arm's Length Bodies:

1. the payment to a supplier at a discount of its invoice by a third party financier before
the contract due date, where the invoice has been accepted as valid by the buyer;
and

2. purchase order or pre-purchase order finance where the buyer undertakes to make
purchases from a supplier and a financier pays the supplier on the strength of that
undertaking.

Mr Greensill sought to develop both forms of supply chain finance in government with a
number of different departments. He also sought to use government’s influence to promote
the use of supply chain finance in the private sector.

Based on the evidence | have seen, | share the view, expressed to me by Her Majesty's
Treasury (HMT), that they are institutionally sceptical of the role of supply chain finance in
central government given the government’s low cost of capital. The arguments why it might
have a role in central government advanced by Mr Greensill to me in interview and to the
Treasury Select Committee in May 2021 are not valid. | note that Mr Crothers told the Public
Administration and Constitutional Affairs Committee in June 2021 that Mr Greensill appears
to have understood that it was not an appropriate tool of central government when Mr
Crothers said “As has been said earlier in your previous sessions, supply chain finance is
generally not appropriate for the public sector. | had had that conversation with Lex. That
was my view that | wrote to the Minister for the Cabinet Office. Lex’s view was that he
agreed that the government should just pay their suppliers on time, and suppliers within the
large suppliers should be paid on time as well. | was not being recruited with a view to try to
sell to the public sector.”” This is not to deny that supply chain finance is a widely and
successfully used method of funding in the private sector and was, for example,
recommended by the Breedon report. My remarks are limited to its use in central
government and its Arm's Length Bodies.

Although the first recorded reference to supply chain finance and the promotion of its use in
government dates back to May 2008, the momentum and focus on the potential use of
supply chain finance increased considerably during 2012 and in the lead up to the round
table with government’s major private sector suppliers chaired by the then Prime Minister,
David Cameron, on 23 October 2012. The briefing for Mr Cameron to agree to the event was
largely written by Mr Greensill himself, and was not balanced. Concerns were raised by
officials working with suppliers and those responsible for delivering the efficiency agenda
that they had not had an opportunity to comment before it was sent to the Prime Minister. It
was also not shared with HMT. The memorandum for the Prime Minister listed its authors as
including Lord Heywood, Oliver Letwin and Mr Greensill although, as is made clear in the
covering memo, it was mainly produced by Mr Greensill. | can understand the Prime

' Public Administration and Constitutional Affairs Committee, Propriety of governance in light of
Greensill, oral evidence transcripts 8 June 2021, Q95, P40, online
https://committees.parliament.uk/oralevidence
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Minister, on the basis of the submission he received and the people he received it from,
agreeing to attend the round table and attach no criticism of him for doing so.

In conjunction with the roundtable event there was an announcement of a supply chain
finance facility for pharmacies to be provided by Citibank, Mr Greensill's former employer
and a contracted party under a framework agreement for money transmission services. This
contract was not tendered. When it was tendered in 2018 the discount proposed by Citibank
would have fallen from LIBOR plus 50 bps to LIBOR plus 23 bps.

There were a number of other proposals by Mr Greensill to the Ministry of Defence (MoD)
and the Department for Work and Pensions (DWP) in 2012 related to supply chain finance
and a subsequent proposal from Greensill Capital to the Ministry of Justice (MoJ) in July
2020 related to ESAS or employer salary advance schemes. There were also approaches to
NHS SBS (a joint venture between the NHS and the private sector in which the NHS has a
minority share) and certain NHS Trusts in relation to employer salary advance schemes, and
a broader proposal for a supply chain financing arrangement in respect of a range of
procurements. In each case these proposals were reviewed and rejected after the necessary
commercial due diligence and legal advice. The schemes did not proceed except for some
employer salary advance schemes in the NHS.

I note that the contract between Taulia (Greensill Capital’s partner in the pharmacy supply
chain finance scheme and the party actually contracted with the government) and NHS
Business Services Authority (NHS BSA) for the delivery of the Pharmacy Earlier Payment
Scheme (PEPS) referred to above ended on 30 June 2021. The Department for Health and
Social Care (DHSC) have confirmed no new pharmacies will be added to PEPS, that they
are considering next steps and will announce the outcome of their considerations in due
course.

12



Section 3: The relationship between current and former ministers and officials and
Greensill Capital

This section considers the roles of five other individuals with links to Greensill Capital, who
also held positions in government or expressed an interest in doing so. These are:

- Bill Crothers, who performed a number of commercial roles, but who - notably - was
Head of the government’s commercial function while also working for Greensill
Capital;

- Sean Hanafin, who was appointed as a ‘Supply Chain Finance Adviser’ from October
2012 until 1 April 2014 (though his title was updated during this period) on similar
terms to Mr Greensill and subsequently was employed by Greensill Capital in 2019;

- David Brierwood, who served as a Crown Representative between October 2014 -
May 2018, and who joined Greensill Capital as a Non-Executive Director in 2015;

- Lord Hogan-Howe, who continues to serve as a Non-Executive Director to the
Cabinet Office, and who joined Earnd as an adviser in June 2020; and

- Maurice Thompson, an ex-Citibank employee and Chair of Greensill Capital, who
was put forward for a Non-Executive Director role in government by Bill Crothers and
Sir John Manzoni.

Of these, and recognising again that | have not had the opportunity to conduct a detailed
forensic review, only events relating to Mr Crothers and the method of appointment of Mr
Hanafin (which is not a criticism of Mr Hanafin but of the processes within government) raise
any particular concerns.

Two areas of policy are of particular contextual importance for the examination of events in
this section. The first is the longstanding aspiration of successive governments to attract
people from a wider range of professional backgrounds to the Civil Service. This ambition,
and suggestions for its delivery, have been reflected in ‘The Civil Service reform plan’
(2012), Catherine Baxendale’s report into attracting and retaining talent recruited into the
Senior Civil Service® (2014), the ‘Civil Service Workforce Plan™ (2016 - 2020) and, more
recently, the Declaration on Government Reform (2021).

The second area of policy key to understanding the events in this section are the Business
Appointments Rules (BAR) and the Advisory Committee on Business Appointments
(ACoBA), which respectively set out and administer the employment restrictions on those
leaving government office.

During the course of this Review, | have seen evidence that Bill Crothers was allowed to
work part time for government as head of the commercial function, while also advising
Greensill Capital. However, it would be unfair to criticise Mr Crothers for this dual
employment from September until November 2015 as he was exiting the Civil Service, given
that he discussed his possible routes for his exit with Sue Gray, the Director General for

2

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/305148/Civil-Service-Reform
-Plan-final.pdf
3

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/418051/FINAL_EXTERNAL _
HIRES_REPORT_150328.pdf
4

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/536961/civil_service_workfor
ce_strategy_final.pdf
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Propriety and Ethics, and understood he had received the approval to this arrangement from
Lord Heywood and Sir John Manzoni, being respectively the Head of the Civil Service and
the Chief Executive of the Civil Service. Mr Crothers would already have had access to all
the information and contacts from his position and therefore the damage to government
confidential information from permitting these overlapping roles will have been negligible,
especially as Mr Crothers then did not start to pitch for government business for a further two
years. Sir John Manzoni also explained that he no longer considered Mr Crothers to have
the skill set appropriate to develop the role in the manner Sir John wanted, but that there
was a particular piece of work he wished Mr Crothers to complete before his departure. This
was therefore a pragmatic solution to a particular issue. In the case of government there is a
further dimension to be considered and that is in keeping the public’s trust. Consideration of
the public perception of this dual position by the decision makers may have resulted in a
different decision.

Following Mr Crothers’ departure from government he switched from being an Adviser to
Greensill Capital to being a Director of the company, although Mr Crothers told me that this
did not change his remuneration or time commitment. There is a question as to whether he
ought to have made an application to ACoBA at this point. As he sets out in his
correspondence with ACoBA, Mr Crothers originally took on the advisory role in 2015 and
was told that ACoBA clearance would not be required because he had not left the Civil
Service. Instead this should be cleared as secondary employment with advice from HR. Mr
Crothers considered that his original discussions were sufficient to cover any subsequent
changes in the role, saying “the approval was to be a Board adviser, attending board
meetings, with the role developing, discussed as becoming a Director”. Paragraph 6 of the
Business Appointment Rules states “Before accepting any new appointment or
employment...individuals must consider whether an application under the Rules is required.”
Paragraph 8 then states that “An application is required for any new appointment or
employment that individuals wish to take up during the two year period after leaving office.”
Taking up a directorship is taking up a new appointment and therefore is caught by the rules.
I do not therefore accept Mr Crothers’ view that the appointment was covered by a prior
approval, although | can accept that he did believe that he had appropriate approval and that
the breach was not intentional.

It is regrettable that Mr Crothers later misstated the position regarding formal ACoBA
clearance for this role when, as part of his communication with Ministry of Justice (MoJ)
officials in the course of his lobbying for Greensill Capital, he wrote that “| have been a main
Board Director of Greensill since early 2016 (I left the Cabinet Office in late 2015). All was of
course formally cleared and approved by ACoBA”. This was part of a pattern of behaviour as
a salesman of Greensill Capital's financial products to government, which leveraged his
former role. Mr Crothers must also take some responsibility for agreeing to make Mr
Greensill a Crown Representative for supply chain finance when he was trying to build a
supply chain finance business in the United Kingdom, when there was a clear conflict of
interest.

The circumstances of Mr Hanafin’s appointment were similar to that of Mr Greensill’'s
reappointment after the first three months - there was little proper process. | have found no
document evidencing the appointment had ministerial approval, and his conflict of interest
provision contained the same inappropriate ‘carve out.” Importantly, however, Mr Hanafin has
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confirmed that he did not become involved in supply chain finance or hold a remunerated
position in any Greensill Companies until 2019. | have seen no evidence that Mr Hanafin
sought to benefit from his government position.

Between October 2014 and May 2018, David Brierwood served as a Crown Representative,
providing independent advice to government in relation to its relationships with three
suppliers: Virgin, Deloitte and PA consulting. Prior to this appointment, Mr Brierwood had
worked alongside Mr Greensill, and had invested in Greensill Australia. In December 2014,
he also became a Non-Executive Director at Greensill Capital. It is not, in my view, unusual
or improper for Crown Representatives to have additional business interests, and | have
seen no evidence to suggest that any of Mr Brierwood’s interests influenced his judgement
in performing his Crown Representative role - in particular given the lack of overlap between
his external interests and the portfolio of relationships on which he provided advice to
government.

Lord Hogan-Howe’s appointment as an adviser to Earnd was the result of discussions which
began before the company was acquired by Greensill Capital in 2018. These discussions
took place not with Mr Greensill, but with the company’s previous CEO, Reuben Saxon. In
June 2020, Lord Hogan-Howe joined Earnd as an adviser, where - in addition to providing
advice - he performed an ambassadorial role, including making the police force aware of the
product, which was on offer to them at this time free of charge. | do not believe that this
represented a conflict of interest with Lord Hogan-Howe’s role as a Non-Executive Board
Member at the Cabinet Office, which he started on 12 May 2020 - a position which would
have afforded him no authority over the adoption of Earnd within individual NHS trusts or the
police.

Maurice Thompson joined Greensill Capital as Chair and Non-Executive Director in
September 2014 after several years as a senior employee at Citibank. There is evidence
that Mr Thompson was interested in being appointed a Non-Executive Director in a
Government Department was communicated second-hand in the evidence | have reviewed,
this did not materialise. His engagement with government never therefore went beyond
attempts at marketing his bank’s products. He does not appear to have had any influence on
policy or commercial decisions.
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Section 4: Engagement with government by those acting for and on behalf of
Greensill Capital

Engagement between government and a wide range of interested parties, which many refer
to as ‘lobbying’, is vital to the proper functioning of democracy. It can provide
decision-makers with insights and data, and enables governments to understand the impact
of public policy on those it may affect. It is fundamental that legislators and the executive
listen to the voters. As the OECD publication in May 2021, “Lobbying in the 21st Century:
Transparency, Integrity and Access” says “By sharing expertise, legitimate needs and
evidence, interest groups can provide government with valuable insights and data on which
to base public policies. This can help policy makers understand options and trade-offs, and
can lead, ultimately, to better policies.” However, lobbying can also lead to undue influence
in policy making, unfair competition and regulatory capture, which can be harmful or contrary
to the public interest.

Recent scrutiny of government’s processes for managing lobbying, especially in the context
of the engagement between government and those acting on behalf of Greensill Capital, has
focused on a number of issues with the current system. In particular, it has been argued that
the government’s processes for managing lobbying are insufficiently transparent, that
external organisations are able to exploit certain loopholes to land their messages more
effectively, and that a privileged few have a disproportionate level of access to decision
makers in government.

| think some of these observations are justified, particularly in the context of the fact finding
work which | have done in relation to Greensill Capital’'s engagement with government. The
majority of Greensill Capital’'s engagement with government seems to have taken place with
the Department for Health and Social Care (DHSC) (and its Arm's Length Bodies) and
Cabinet Office, though there are notable examples of engagement with other Departments
too. At times this engagement took place with the most senior people in government. For
instance, government’s departmental transparency publications show that between
mid-2017 and late-2019 Sir John Manzoni and Lord Heywood met representatives from
Greensill Capital seven times. Through 2020, as has been widely publicised, Greensill
Capital’'s engagement with government took on a new level of intensity, in particular as it
sought accreditation under the Covid Corporate Financing Facility s and pushed its early
payment and salary advance schemes in DHSC and the Ministry of Justice (MoJ).

Those lobbying government on behalf of Greensill Capital at times used strong methods. For
instance, Bill Crothers had to apologise to officials in MoJ for being too forceful in his
attempts to sell Greensill Capital’s products, and he misstated the events around his
departure from the Civil Service. David Cameron, when seeking to influence Her Majesty's
Treasury (HMT)’s decisions about the CCFF, on occasion understated the nature of his
relationship with Greensill Capital.

However, it is worth noting that, while there are improvements to be made, the current
system and those operating within it worked well. In spite of the efforts of representatives of
Greensill Capital to persuade government to buy their products, by the time Greensill Capital
was declared insolvent earlier this year it was only providing finance for the pharmacy early
payment scheme and offering Earnd in some NHS trusts. This low take up of supply chain
finance by government attests to the fact that ministers and civil servants made the proper
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analysis of the products being offered to them and did not allow their judgment to be
influenced under the pressure being applied by Greensill Capital. Similarly, officials and
ministers in HMT and officers at the Bank of England appear to have behaved appropriately
and made the correct decisions in relation to Greensill Capital’s efforts to be accredited
under the CCFF scheme. | am of course aware of the extension of the Coronavirus Large
Business Scheme to Greensill by the British Business Bank. This is largely outside my scope
and has been addressed by a report of the National Audit Office, although | discuss some
issues related to this later.

It is also worth noting that this section focuses on lobbying, rather than the related issues of
gifts and hospitality. | am aware of broader calls for reform of the policies relating to gifts and
hospitality (for instance, from the OECD and the Group of States Against Corruption).
However, having surveyed the government’s transparency publications there was no
evidence that | should pursue a line of investigation into any gifts and hospitality offered by
Greensill Capital to senior figures in government.
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SECTION 1

LEX GREENSILL’S ENGAGEMENT, ACTIVITIES AND TERMS OF ENGAGEMENT WITH

GOVERNMENT

This section of the report sets out:

the regulation, policy and guidance relating to the range of appointments that
bring people into government;

Mr Greensill’s activities and terms of engagement with government, including
his initial appointment, his introduction to the Cabinet Office, his appointments
as ‘Senior Adviser on Supply Chain Finance’ and as a Crown Representative,
and his access to the centre of government;

the process applied to the management of conflicts in relation to Mr Greensill’s
appointment;

the citation process for the award of Mr Greensill’s CBE; and

Mr Greensill’s departure from government.

18



Regulation. policy and guidance relating to the range of appointments that bring
people into the public sector

There are a number of routes through which an individual may be appointed to a role within
or for government. The majority of individuals are engaged as either ‘employees’ (civil
servants, including special advisers) or ‘office holders’ (including ministers and some public
appointments, which can be statutory or non-statutory, paid or unpaid). Individuals can also
end up carrying out work in government when engaged as consultants or contractors
(through contracts for services).

Civil servants

Those employed directly by government departments are appointed as civil servants and the
recruitment practices are governed by the legislative provisions of Section 10 of the
Constitutional Reform and Governance Act 2010. The Act requires appointment to be on
merit on the basis of a fair and open competition or by way of selected exception as set out
in the Civil Service Commission’s Recruitment Principles.

Appointment to the Civil Service carries specific rights and obligations in a highly regulated
structure. For example, civil servants are bound by the Civil Service Code, their terms and
conditions are set in accordance with the requirements of the Civil Service Management
Code, and their conduct is regulated in terms of their political and business interests, among
other things. Senior Civil Servants (SCS) across the Civil Service, whether permanent or
fixed term employees, are issued with the SCS Model Contract which is produced by the
Cabinet Office.

Special advisers

Special advisers (or ‘SpAds’) are temporary civil servants whose appointments are set out in
statute® and to whom a particular set of conditions apply. These appointments are made in
an exception from the requirement for fair and open competition, as set out in the
Constitutional Reform and Governance Act. The Ministerial Code states that:

“With the exception of the Prime Minister, Cabinet Ministers may each appoint up to
two special advisers. The Prime Minister may also authorise the appointment of
special advisers for Ministers who regularly attend Cabinet. All appointments,
including exceptions to this rule, require the prior written approval of the Prime
Minister, and no commitments to make such appointments should be entered into, in
the absence of such approval. All special advisers will be appointed under terms and
conditions set out in the Model Contract for special advisers and the Code of
Conduct for Special Advisers.”

The last published account® sets out that as at [31 March 2020] there were 102 (101.7
full-time equivalent) special advisers working in government.

5 https://www.legislation.gov.uk/ukpga/2010/25/contents
6

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/944
317/Annual_Report_on_Special_Advisers 2020 - online_publication__1_.pdf
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Agency staff and contractors engaged in the Civil Service

Agency staff and various types of worker, contractor or office holder may be engaged in the
Civil Service but are not subjected to the same framework of obligations imposed on civil
servants or given the same rights.

Generally contractors and consultants are engaged to provide specialist input. They are not
public appointees or civil servants. They are often independent, in business on their own
account (self-employed) or staff of recruitment agencies. Their engagement is not subject to
the merit principle. It follows procurement procedures and law and is usually made in
accordance with an approved framework or via a single tender action (subject to the legal
requirements).

Office holders in government

A ‘public office’ is a broad term with no generic legal definition. In law, those appointed hold
the status of office-holders not employees. Ministers are the main example of this but there
are also a broad range of appointments made to public bodies, advisory committees, and
expert reviews for government departments and ministers (such as this one). Some of these
are statutory appointments, where the power to appoint derives from legislation and where
the appointment process may be regulated by the Commissioner for Public Appointments
and governed by the Public Appointments Order in Council” and Governance Code for
Public Appointments®. Other, less formal roles do not follow a mandated process but general
public law principles apply.

All public appointees must uphold the standards of conduct set out in the Committee on
Standards in Public Life’s Seven Principles of Public Life (the ‘Nolan Principles’) and are
expected to adhere to the Code of Conduct for board members of public bodies.

Ministerial direct appointments

The other way of appointment to ‘public office’ or a non-statutory role is less commonly
understood, although it has been in existence in various forms during successive
administrations. Such appointments are not ‘public appointments’, governed by the Order in
Council and Governance Code referred to above, and are not within the remit of the
Commissioner. Their use is generally for short-term, more ad-hoc roles and has waxed and
waned. My previous review makes reference to their use during the response to COVID 19
and the Cabinet Office has articulated a reminder about the general approach to such
appointments, including consideration of terms of engagement and conflicts of interest.

- Before deciding that a direct appointment is needed, ministers, on advice from their
Permanent Secretary, should be clear about the need for and nature of the role. It is
good practice to consult the Cabinet Office as to whether the role can be established.

- ltis for the minister to determine whether to make a direct appointment. Cabinet
Office practice is that the prior approval of the Prime Minister to appoint a specific
individual to a specific role must be sought before any commitment is entered into.

7 https://privycouncil.independent.gov.uk/wp-content/uploads/2019/11/2019-11-06-List-of-Business.pdf
8 https://www.gov.uk/government/publications/governance-code-for-public-appointments
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- This process may be appropriate for short-term advisory roles, such as leading a
government review or to advise on, or champion, a specific subject and where some
independence is needed but established, resourced and supported by a department.

- Direct ministerial appointments are often unpaid, although reasonable expenses can
be paid in line with the department’s expenses policy. In limited circumstances, if the
Permanent Secretary/Accounting Officer is content, then reasonable remuneration (in
line with current policy on pay levels) may be payable.

- An engagement letter, setting out the role and functions they will fulfil, their
accountability whilst carrying out that role, and the expected length of appointment
must be provided. The letter should also make clear the importance of ensuring that
there is no conflict of interest between the matters on which the appointee will be
advising and their private concerns.

- Direct appointees are expected to adhere to the Nolan Standards, and this should be
made clear in terms of engagement. Not all of the requirements placed upon
appointees to formal roles in public offices or on the boards of public bodies will
necessarily apply.

However, this clarity of process was not in place at the time of Mr Greensill’'s appointment.
Crown Representatives

These are examples of the use of the type of the appointment described above. The Cabinet
Office introduced the Crown Representative programme in 2011 as a new approach for how
the government engages with its key strategic suppliers. It started monitoring the
performance and financial health of strategic suppliers following publication of its risk
management policy in 2012. Its aim is to ensure suppliers fulfil their contractual obligations
to central government and that public services are maintained.

Crown Representatives act as focal points for particular groups of providers looking to
supply to the public sector, helping the government to act as a single customer. The Crown
Representatives, and specific officials from the Cabinet Office form the Commercial
Relationships Board. It meets every six weeks to discuss the performance of each strategic
supplier, and assigns each supplier a risk rating.

Crown Representatives act as independent advisers to government for the improved
management of risks and issues in relation to its most strategic suppliers. They are able to
take a pan-government view working across and with Departments to leverage a more
unified relationship. Their industry experience and independent nature allows them to take a
more neutral and balanced viewpoint to support the government in its decision making.

Since the inception of the programme Crown Representatives have been involved in a
number of government initiatives, enabling transformative change across various sectors
and organisations. These include working with strategic suppliers in support of policy in
areas such as modern slavery, prompt payment, net zero, social value and work on the
outsourcing playbook. The Crown Representatives provided assistance to a department
during independent inspections, worked on a legacy IT programme and the government
cloud strategy. Finally they have worked on activity in support of Covid-19 programmes to
assess financial risk and to engage the market as part of the ventilator challenge.
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In its early stages, the Crown Representatives programme reported into and was overseen
by Bill Crothers. In the initial announcement, made on 13 April 2011, Mr Crothers was listed
as one of seven Crown Representatives all of whom were internal to government and most
of whom were Commercial Directors. Officials | have spoken with reminisced about the
challenges the Programme faced in its early days as they sought to pivot to attracting talent
from the private sector.

Mr Crothers was responsible for leading the commercial function across government and
over the years between 2011 and 2014 he founded and chaired the Crown Commercial
Service (CCS). In September 2014 he stepped down from his role as CCS Chairman to
continue to focus on the commercial function, taking the job title Government Chief
Commercial Officer.

Despite stepping back from the CCS in 2014, Mr Crothers retained responsibility for the
Crown Representatives Programme, which was considered to be part of CCS (for example,
CCS Annual Reports and Accounts include Crown Representatives in headcount and salary
disclosure figures). This created an anomaly where Sally Collier, as Chief Executive of CCS,
was technically the Accounting Officer for Crown Representatives but in practice they
continued to report to Mr Crothers.

Late in 2015 direct responsibility for the Programme was passed to Coleen Andrews, Head
of Markets and Suppliers in the Government Commercial Function. The Crown
Representatives continued to be included in headcounts reported in the CCS Annual
Reports and Accounts until 2016-17, when the reporting was adjusted to reflect the reality
that they are managed in the wider Cabinet Office. The Cabinet Office Annual Reports and
Accounts for following years do not routinely disclose the number of Crown Representatives
in post, but this information is made available elsewhere on gov.uk.

An internal audit review of the strategic and operational controls in place to monitor Crown
Representative activity took place over the summer of 2015 and made several
recommendations to address governance risks. This report noted as context that “from late
2015 full-time SCS level internal managers will be recruited to manage strategic supplier
relationships with commercial advice and support from C[rown] R[epresentative]s”.

The first draft of the internal audit report gave a limited overall assurance rating, citing two
high risk findings in the design of controls and one in the operation of controls and
summarising:

“A lack of clarity in the ownership and accountability for the C[rown] R[epresentative]
P[rogramme] has had a negative impact on the robustness of controls, most notably
on recruitment, performance management, and Conflicts of Interest. Additionally,
structures supporting supplier engagement are not yet fully developed. As these
issues are fundamental to C[rown] R[epresentative] P[rogramme] objectives we can
only provide a Limited level of assurance of the Crown Representatives control
framework (see Appendix Two for rating descriptions). Forthcoming changes to the
reporting lines of the C[rown] R[epresentative] P[rogramme] will provide the required
clarity and therefore the opportunity to strengthen control in these areas.”
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The final draft of the internal audit report gave a moderate overall assurance rating, giving no
high risk findings in the design of controls but maintaining one on their operation, and
summarising:

“A lack of clarity in ownership and accountability for the C[rown] R[epresentative]
P[rogramme] has had a negative impact on a number of key aspects of the control
framework, most notably on Conflicts of Interest, performance management, and
recruitment. Forthcoming changes to the reporting lines of the C[rown]
R[epresentative] P[rogramme] will provide the required clarity and therefore the
opportunity to strengthen control in these areas. Additionally, structures supporting
supplier engagement are not yet fully developed. We consider these to be
fundamental to a robust system of internal control. However, in the context of the risk
appetite under which the C[rown] R[epresentative] P[rogramme] operates in terms of
providing a value adding service, we are, on balance, able to provide a Moderate
level of assurance.”

The detailed findings were not changed between the first draft and the final report. Among
other findings, on conflicts of interest, both versions identified a high risk in the operation of
controls and found:

“Although adequate in design, testing identified a lack of robustness and
transparency in respect of Conflict of Interest control operation. Assurances received
by top level management are not proportionate to the high inherent risk. Unless these
issues are addressed there is potential for significant reputational damage to CCS
and wider central government.”

On performance management, the draft version found a high risk in the design of controls
whereas the final version found the risk to be medium. Both versions mentioned the risk of
poor performance to the objectives of the Crown Representative Programme, but the draft
version also mentioned a reputational risk arising from poor performance. Both versions
found:

“Performance management is ad-hoc and informal and not at the appropriate level to
monitor, assess, and challenge C[rown] R[epresentative] performance. Top level
management receive insufficient assurances as to the strategic and operational
success of the C[rown] R[epresentative] P[rogramme] and C[rown] R[epresentative]
effectiveness. We have recommended development of a proportionate performance
management framework and a C[rown] R[epresentative] P[rogramme] Assurance
Pack to address these gaps.”

On recruitment, the draft version found a medium risk in the design of controls whereas the
final version found a light risk. The detail in the draft version included four direct criticisms of
the status quo:

“a) a lack of clarity in terms of headcount planning and approval;

b) ad-hoc arrangements with recruitment based on nominated individuals identified
by word of mouth;

c) roles and responsibilities for the end to end recruitment process are not defined;
and
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d) no clear audit trail between required knowledge, skills, experience, and values and
recruitment decisions.”

These observations were softened in the final report into a reflection that despite Crown
Representatives not being employees, “we would still expect that C[rown] R[epresentative]
recruitment be supported by a proportionate recruitment framework in which end to end roles
and responsibilities are defined and which provides the basis for a transparent audit trail
between required knowledge, skills, experience, values and behaviours and recruitment
decisions.”

The internal audit risk summary on recruitment, identical between both versions, found:

“The framework for C[rown] R[epresentative] recruitment requires fundamental
review to ensure that: a) roles and responsibilities for the end to end process are
allocated; and b) a clear audit trail between required knowledge, skills, experience,
values, behaviours and recruitment decisions is established.”

CCS Audit Committee minutes from September 2015 show that members felt that the final
report reflected a necessary “balanced approach to policing the Crown Representative
agenda”. The Head of Internal Audit discussed the difference between Crown
Representatives and other parts of CCS, commenting that “the risk appetite was higher and
there were opportunity risks as well as threats”. The Audit Committee Chair recorded some
discomfort, however, accepting the ‘moderate’ rating but saying that in his view the rating
was borderline with ‘limited’.

Internal audit updates from the following months show implementation of the
recommendations of the audit report, including (for example) Conflict of Interest declarations
being obtained from all of the Crown Representatives as well as ongoing work to develop
performance management including regular performance reporting. The Government
Internal Audit Agency (GIAA) tracked the implementation of these actions in the CCS until
June 2016, when the Programme fully transitioned into the Cabinet Office. At this stage the
majority of the actions had been implemented, though work continued on developing and
embedding reporting metrics and improving the structural relationship between Crown
Representatives and the rest of the Commercial Function.

At my request, GIAA has been able to provide a detailed update confirming that
implementation against each action was completed, many through the introduction of a
Strategic Partnering Programme in 2016.

The Crown Representative Programme currently has a structured approach to
appointments, with a standard template for terms and conditions, and the role falls into the
category of fee paid contractor. Roles are advertised or individuals are recommended, but
both result in recruitment via a selection panel. Two roles are reserved as political
appointments, for which ministerial approval is required.

As directly appointed office holders, Crown Representatives are not appointed as civil
servants, but their contract and letter of appointment does require them to prevent their
judgement or integrity to be compromised or permit there to arise any reasonable grounds
for suspicion as to the compromise of their judgement and integrity and to observe the
Seven Principles of Public Life, and they are subject to a defined process for managing
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conflicts of interest, however it should be noted that this process has only been in place
since 2015.

The Crown Representative role cessation letter states that Crown Representatives continue
‘to be bound by the provisions of the Official Secrets Act and the provisions of criminal law
which protect certain categories of information, and by [their] duty of confidentiality owed to
the Crown.’

The confidentiality disclaimer in the cessation letter requires that if a former Crown
Representative wishes to accept a job within a year with a person, firm or company with
whom they’ve have had official dealings or have had commercially sensitive information
about their competitors, they must inform the Cabinet Office to ‘allow for an assessment of
any conflict of interest’.

The role of Crown Representative is part time, and individuals are paid £500 per day. Crown
Representatives are paid via payroll. There is management oversight on expenses and
these are managed in line with Cabinet Office expenses policy. Some volunteer their time
unpaid.

At the time of writing there are 25 Crown Representatives®.

® Crown Representatives and strategic

supplhttps://www.gov.uk/government/publications/strategic-suppliersiers
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The context to Mr Greensill’s appointment

Mr Greensill’s career prior to 2011

Lex Greensill came to the UK in 2001 and in 2005 joined Morgan Stanley, where between
2004 and 2007 Lord Heywood was a Managing Director.

In May 2008 when Mr Greensill was employed by Morgan Stanley he was pitching supply
chain finance to government. He states in an email to an HMT official that “I spoke with
Jeremy Heywood at Number 10 late last week and he asked me to reach out to you with a
view to updating you on TReFS, our supply chain finance product that we discussed last
year and our progress at the PPD.” There was then an exchange between Mr Greensill and
HMT regarding a different view of the size of the market opportunity, based on the analysis.

| have not seen any evidence of further exchanges between Mr Greensill and government
regarding supply chain finance until 2011.

Mr Greensill subsequently moved to Citigroup where he became Managing Director, Head of
Supply Chain Finance for Europe, Middle East & Africa. Citibank was later appointed to
administer the supply chain finance scheme for community pharmacies which was launched
in October 2012. | understand Citibank were appointed because they brought the idea of
using supply chain finance for pharmacies to government. The contract did not require to be
tendered because Citibank were one of two banks with a framework agreement with the
government for money transmission services which was judged to cover the pharmacy
scheme. | have seen no evidence of any discussion of tendering the contract or of a pricing
discussion with Citibank. The earliest link in the chain of events which led to Mr Greensill’'s
appointments in government came when Citibank approached Lord Maude, in late 2010,
promoting the concept of supply chain finance for the public sector.

On 18 April 2011 Lord Maude met Maurice Thompson, a senior UK based representative of
Citibank to discuss how the US bank could “contribute to the government’s efficiency
agenda”, according to a leaked letter. Explicit references were made to Network Rail,
pharmacies, and the Department of Work and Pensions. Maurice Thompson continued to
engage with the government on supply chain finance on behalf of Citibank over the following
years whilst Mr Greensill worked initially with Mr Thompson and then advised the
government on supply chain finance. Mr Thompson subsequently became Chair of Greensill
Capital

In July 2011 Mr Greensill, along with Citibank colleagues, presented to Lord Maude and
members of the Cabinet Office’s Efficiency and Reform Group (ERG) on the merits of supply
chain finance including setting out details of how they could provide supply chain finance at
the NHS and in the Department for Work and Pensions (DWP).

After leaving Citibank and starting to do some unpaid work for government on an informal
basis in late 2011/early 2012, Mr Greensill continued his efforts to gain support for the same
schemes. In effect Mr Greensill switched from ‘sell side’ to ‘buy side’ of these transactions
with no intervening period. Such a move without consideration of conflicts and risks raises
questions which are explored further below.
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The economic environment, the coalition government and Civil Service reform

It is useful to set in context the environment in which these early events, including Mr
Greensill’s first government engagement, took place.

Following the global financial crisis, SMEs in the UK found it difficult to access the working
capital they needed. By the end of the 2000s, SMEs were more likely to be rejected for bank
lending than at the start of the decade. This problem was worse in the UK than elsewhere in
Europe, with UK SMEs experiencing one of the highest SME loan rejection rates, and a
much sharper decrease in the supply of loans, among the European countries.

In May 2010, David Cameron and Nick Clegg formed a coalition government with an agreed
ambition for Civil Service reform. In June 2012 the government published ‘The Civil Service
reform plan’'® (2012) which included a commitment for “learning from the best in the private
sector” through ministerial appointment of “a very limited number of senior officials, for
specified and time-limited executive/management roles.”

Mr Greensill’s introduction to the Cabinet Office

On 1 August 2011, while still at Citibank, Mr Greensill emailed and met Lord Heywood. In
preparation for this meeting, Mr Greensill forwarded some materials to Lord Heywood stating
that he had “shared these with Katharine Davidson and the ERG team at the Cabinet Office
on Friday - they will form the core of a discussion that Katharine is [arranging] with Francis
Maude for later this month”.

Ms Davidson was then Executive Director of the Efficiency and Reform Group (ERG) in the
Cabinet Office, a central team reporting to Lord Maude. The Group’s aim was to “save
money, transform the way public services are delivered, improve user experience and
support UK growth”.

Immediately following his meeting with Mr Greensill on 1 August, 2011 Lord Heywood
emailed Ms Davidson and lan Watmore, then Cabinet Office Chief Operating Officer, to
endorse Mr Greensill, copying two advisers to the Prime Minister. He stated “Lex and | have
been working on this stuff [i.e. supply chain finance] off and on for 5 years. It is a huge
frustration that HMG continues to leave free money on the table in this way”.

On 11 August, Ms Davidson replied to Lord Heywood, stating that “We are also very keen to
work on identifying how supplier finance can be improved, both to support the government’s
efficiency agenda, as well as to support our efforts to increase the size and competitiveness
of our supplier community”. The note sets out that they planned to “put a proposal to the
ERG Commissioning Board on September 20” for an “ERG project to scope the opportunity”,
and states that one role of this team would be to “coordinate the potential financial sector
suppliers so that this exercise is conducted in a transparently fair manner”.

The note proposes a “working session where the various potential financial players would
present to the key departments”. This note does not mention Mr Greensill.

The Commissioning Board was a regular meeting attended by Lord Maude and lan
Watmore, to decide which of a number of projects should be taken forward over the next few
months.

"0 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/305148/Civil-Service-Reform-Plan-final.pdf
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It is not clear what was discussed at the Commissioning Board on 20 September 2011, but
from this point forward, Mr Greensill had ongoing contact with senior Cabinet Office officials.

On 5 October, Mr Greensill replied to an email from Ms Davidson, copying Lord Heywood
and setting out further thoughts on the areas of focus for the proposed supply chain finance
project:

“As discussed, | would be very pleased to help you capture some of the significant
savings available to HMG and also, simultaneously push new, low-cost liquidity down
to UK SMEs using proven supply chain finance methodologies. Given the sizable
savings that could be unlocked this financial year, | think that key Departments will
discover a new-found motivation to implement a supply chain finance solution.

They key areas of focus would be:

* Restore HMG payment terms to their original 30 days — unlocking up to GBP 14bn
in cash-flow savings (and implement supply chain finance so that HMG suppliers can
still get paid early if they require same);

* Require all HMG suppliers to either (a) pay their suppliers in 5 days or (b)
implement a supply chain finance programme that gives SMEs the ability to get paid
immediately on invoice approval. This could have the effect of delivering over GBP
100bn in cheap new liquidity to UK SMEs (who supply the HMG suppliers) and could
leverage the existing Bank of England supply chain finance facility.

* Implement SCF for specific areas where savings have been already identified — e.g.
Real estate lease payments (DWP, HMRC, DH etc.) Contract payments
(Pharmacists, GPs, Opticians, Dentists etc.)

In order that | can prepare a more detailed discussion paper for you to use more
generally within government, it would be great if you could share the following data
points with me:

* Top 50 suppliers to HMG (preferably [by] sorted by Department) * Spending "cuts
by Department (i.e. The original "Labour" 2011, 2012 and 2013 budgets, compared
with the new "Coalition" budgets for each Department. My objective here is to show
by looking at actual supplier spend how much we could deliver each Department in
savings — helping them to meet their new targets.)

* Total external supplier spend by Department (historical data is fine if that is what
you have available)

I am happy to execute a confidentiality agreement or such other documents as you
may require. As requested, a copy of my CV is attached. Citibank HR also wish to
confirm to you and Jeremy the terms of my separation (i.e. that my stock was
forfeited upon my departure etc.) - so you may well receive an email from them
shortly.”

Lord Heywood gave a brief and immediate response on the email chain “Great to hear that
this is moving forward and very happy to meet next week if helpful”
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Further administrative emails were exchanged, setting up a meeting between Mr Greensill
and Mr Watmore.

On 14 October 2011, Maurice Thompson of Citibank wrote to Lord Maude about the
possibility of using supply chain finance to help SMEs and requesting a meeting on the
subject. This was forwarded to Ms Davidson, whose office responded to advise that this
meeting was “not appropriate” and that “The 'supply chain finance' issue is in hand”. They
advised that she has already met Mr Thompson, and that a fuller meeting to which all
potential suppliers would be invited was planned. The meeting with Maurice Thompson was
removed from Lord Maude’s calendar.

Around this time there was a curious and unexplained email exchange. Citibank delivered a
pitch document on supply chain finance to ERG which forwarded it to Lord Maude’s office.
His office replied that the document was “suspiciously similar to one | have just received
from No10”.

On 20 October 2011, two members of the Strategy Team in the Cabinet Office sent advice to
Francis Maude, which said that Citibank had written to MCO and spoken to officials about
the possibility of using supply chain financing to help SMEs.

On 8 November 2011 a member of Ms Davidson’s team asked Mr Greensill to share an up to
date CV, including his date of birth to support security checks, and contact details at Citibank
so that Cabinet Office HR could confirm the terms of his separation from that organisation.

On the same day, Mr Greensill responded to a call from Sue Gray, the Head of Propriety and
Ethics at the Cabinet Office, with an email listing his shareholdings and directorships.

On 9 November 2011, Mr Watmore met Mr Greensill to discuss the latter’s interests in supply
chain finance. Mr Greensill proposed that supply chain finance could be used to provide an
immediate cash flow benefit to government by extending payment terms for suppliers from 5
to 30 days, and that big businesses supplying government could be encouraged to offer
supply chain finance to benefit smaller secondary suppliers. Mr Greensill confirmed that he
had severed his links with Citibank and raised his offer to work for the Cabinet Office for one
day a week free of charge, providing his travel and subsistence was funded. (Mr Greensill
told me that he did not in fact ever make a claim for reimbursement of travel and
subsistence.)

Actions from the meeting included Mr Greensill testing the possibility that big suppliers could
offer supply chain finance facility to their SME pipelines with the Crown Representatives for
SMEs. Mr Greensill would also meet Lord Maude to discuss supply chain finance. His offer
to work for the Cabinet Office would be reviewed following his meeting with Lord Maude and
a supplier finance meeting which was due to take place later that month.

Following their 9 November meeting, Mr Watmore arranged for Mr Greensill to be invited to a
planned discussion on supply chain finance being organised with Lord Heywood on 15
November 2011.

Mr Watmore stated in an email at the time that he felt that the proposal about extending
payment terms for suppliers was a matter for Her Majesty's Treasury (HMT), but he saw
potential in Mr Greensill’'s second proposal to support SMEs in the government supply chain.
Mr Watmore has explained to me in an interview that the Prime Minister had set a target to
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increase the proportion of government contracts delivered directly or indirectly through SMEs
to 25%. At the time the coalition government was formed, the percentage was 6.5%. Making

finance more readily available might be one way, among several others being considered, to

increase that percentage.

Mr Greensill attended the 15 November meeting convened by Lord Heywood in Number 10
as an ‘Adviser on Supply Chain Finance’. According to the agenda, the purpose of this
meeting was to understand: the various forms of supplier finance schemes offered by the
market; the scope for implementing supply chain finance in government and what
government’s role might be; and the most effective way to take this forward, if attendees
agreed that there was sufficient scope for implementing supply chain financing within
government.

On 24 November, another cross-government supplier finance meeting was held at Number
10. The meeting was chaired by Lord Heywood. Mr Greensill was in attendance. The
meeting discussed how to ensure the benefits of the government’s Prompt Payment Code
were being passed down government supply chains. Actions from the meeting included that
Mr Greensill would work with the Departments of Health and Work and Pensions and other
relevant departments to examine specific opportunities for applying Project Bank Accounts
or supply chain finance.

On 14 December 2011 a member of Ms Davidson’s team sent advice to Lord Maude which
set out three options for ERG’s response to the meeting. The first was to step back and
allow other parts of government to take whatever actions they felt appropriate. The second
was to set up a cross-government working group with an ERG secretariat to examine both
cross-government improvements and specific departmental opportunities, and the third was
to focus only on specific departmental opportunities.

The paper proposed, if focusing only on departmental opportunities, that “Lex Greensill could
also be leveraged to further explore opportunities for SCF.” It elaborated:

“This might involve:

- appointing Lex as a Delivery C[rown] C[ommercial] R[epresentative] for
project bank account and supply chain finance (potentially 1 day per week);

- providing him with 50% of a Band A’s time to help him navigate Whitehall and
offer him analytical support; and,

- providing him with a share of the proposed CCR administrative support”.

On 30 November and 19 December, Mr Greensill met Ms Davidson. Her recollection is that
at this stage they were trying to set up a team for the work on supply chain finance and
figure out how to staff it. In her view, as expressed in my interview with her, the project was
not core to the ERG’s agenda or a priority for Lord Maude, but it was important to Lord
Heywood whose support was valuable to her team’s wider work.

On 10 January 2012 another ERG Commissioning Board considered the proposal and
approved an exploratory project to take place over the next two to three months, with Mr
Greensill acting as an unpaid commercial adviser to the work.
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In February 2012 Mr Greensill received a letter of appointment as an unpaid Adviser on
supply chain finance in ERG, covering the three month period from January to March 2012.
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Mr Greensill’s first appointment as ‘Senior Adviser on Supply Chain Finance’

Mr Greensill was first officially appointed as a ‘Senior Adviser on Supply Chain Finance’ at
the beginning of 2012. | have seen four letters of appointment covering the period from
January 2012 to March 2015:

- The first from Katharine Davidson, dated 21 February 2012 and setting out the first
appointment from 1 January - 31 March 2012

- The second from Melanie Dawes and dated 26 November 2012 setting out a new
appointment from 1 April 2012 - 31 March 2013

- The third from an HR business partner and dated 17 June 2013 extending this
appointment from 1 April 2013 - 31 March 2014

- The fourth and final letter, from a different HR business partner and dated 14 April
2014 extending the appointment a final time from 1 April 2014 - 31 March 2015

The first letter of appointment dated 21 February 2012 from Ms Davidson refers to
authorisation by Lord Maude and Mr Watmore. Neither recall specifically approving this
appointment, although they were both aware of it. This Review has found evidence
(unsigned appointment letters and comments from others in emails) of this approval but no
written authorisation. The letter does not set out a description of the role or any objectives or
deliverables of the appointment.

The terms accompanying this letter of appointment state that the position was
unremunerated but that expenses were payable. The terms set out that the provisions of the
Official Secrets Act and the Cabinet Office’s Code of Practice apply, and that the appointee
has a duty regarding conduct, propriety and confidentiality. They also state that a clearance
process for business appointments at the end of the contract period applies.

During the early part of Mr Greensill’'s tenure, Ms Davidson raised concerns that Mr
Greensill’s work to set up supply chain finance deals with the Ministry of Defence (MoD),
DWP and the Department for Health and Social Care (DHSC) was outside the remit of the
ERG. By the time his first three month contract came to an end she had grown sceptical
about the potential for supply chain finance in government. In a progress report to Lord
Heywood on the SCF work, dated 13 June 2012, Ms Davidson noted that “HMT made clear
that supply chain finance was not HMT’s first choice method of achieving the policy goals of
getting cash into SMEs and reducing purchase prices.”

By 1st May 2012 his contract with the Efficiency and Reform Group was over, but Mr
Greensill still continued to meet contacts across government and to promote supply chain
finance.

Mr Greensill emailed Lord Heywood on 27 April 2012 about his status, writing:

“I have been informed that Katharine Davidson feels that with the expansion of the
SCF agenda it is no longer appropriate for me to be reporting to her — given that ERG
have a rather narrower focus.

Further, my original engagement expired on 31 March (even though it was only
issued in early March [sic]). Hence, if you would like me to continue to assist we will
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need to arrange some form of extension. (I have not, nor plan to, seek any
reimbursement for my travel or accommodation expenses incurred to date.)

| also have neither a government email address nor access pass — it would be great
if that could be arranged.”

On 1 May Lord Heywood forwarded Mr Greensill's email on to another official, adding: “Can
you find out from KD what the issue is here - | thought she was happy with Lex's work?” The
official replied later that day, apparently summarising a conversation with Ms Davidson:

“Katharine says it's been going very well over the past 4 months — they’ve got to a
stage with the government suppliers initiative where they’re ready to embed the ideas
into everyday practice. After your banks meeting and after the announcements

before the summer, this bit of work will be business as usual. The team has been
wound up.

The problem is that she doesn’t see Lex’s two other initiatives — the specific work with
DHSC, MoD and DWP, and the work with wider industry — as being part of the ERG
(or, for that matter, MCO) remit. So she thinks Lex needs another sponsor for the
next phase.

Being as diplomatic as she could be, she said that she didn’t feel that she could tell
MCO - as the sponsoring minister - that she was in charge of Lex’s agenda any
more.

She didn’t say, but I've heard from elsewhere, that Lex is making the most of a long
leash and not really involving Katharine in his work or telling her what he’s up to and
who he’s talking to. I've also heard that Katharine isn’t quite persuaded that
government should be extending these principles throughout the whole economy.
Her line is that this should be for BIS to worry about.

In summary — Katharine thinks that Lex has practically finished what he was brought
in to do and is now going beyond his brief, and someone else should take
responsibility. She would of course put it much more tactfully than that.”

During this period of ongoing uncertainty about Mr Greensill’'s appointment Lord Heywood
asked Paul Kirby, then Head of the Number 10 Policy Unit, to meet Mr Greensill and discuss
his ideas for supply chain finance. Mr Greensill presented to Mr Kirby, who told me that he
remembers responding that supply chain finance was not an area of interest for the Policy
Unit, that pharmacies would be better served by earlier payment than by a financing
arrangement, and that if there was to be a review carried out it should be done by an existing
team starting with an open mind rather than by a new adviser such as Mr Greensill who
already had a fixed view of supply chain finance as the solution.

Mr Kirby has reported to me that he shared his scepticism with Lord Heywood and recalls
that he was surprised to find that Lord Heywood not only believed in Mr Greensill but wanted
to place Mr Greensill in the Number 10 Policy Unit. This suggestion was rejected by Mr Kirby
who was of the view that Mr Greensill was trying to create demand for supply chain finance.
Mr Kirby recalls that Lord Heywood disagreed with the suggestion that Mr Greensill was
motivated by personal gain, arguing that Mr Greensill was a rich man already.
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Lord Heywood is deceased and is therefore unable to give his recollection of these events. |
have therefore reached no conclusion as to whether Lord Heywood was put on notice at this
time of the conflict of interest Mr Greensill’s business activities created with his role in
government or his view on the merits of supply chain finance.

Rachel Hopcroft, then Principal Private Secretary to Lord Heywood recalls that the
consideration around where to place Mr Greensill focused on the fact that he would be
unpaid and in an advisory rather than a political role. Ms Hopcroft recalls Lord Heywood
wanting Mr Greensill to be “set up for success”. On 30 May 2012 she made email
introductions between Mr Greensill and Clare Sumner, then head of the Economic and
Domestic Secretariat (EDS).

EDS is the 35-40 strong unit within Cabinet Office which coordinates domestic policy,
provides the secretariat to Cabinet and its committees, and helps broker collective
agreement between departments. EDS is at the centre of government, handling many
important and sensitive matters on a routine basis. It is a core function of the Cabinet Office,
providing essential support for ministers. It was also a team managed and overseen by Lord
Heywood.

Melanie Dawes was Director General of EDS between October 2011 and January 2015. In
the early summer of 2012, however, Ms Dawes spent a few months acting as Cabinet Office
Permanent Secretary. At the end of May when Mr Greensill’s appointment was under
discussion, Ms Sumner (then a Director in EDS) was acting as head of the team.

Ms Sumner recollects being approached by Lord Heywood and agreeing that Mr Greensill
could be housed in her team. Her main concern at the time was confidentiality and the risk
that Mr Greensill might overhear conversations on sensitive matters in the EDS room. She
had no concerns about Mr Greensill's employment status as she assumed that he was
already “in the system” and the matter had already been dealt with.

Ms Sumner explained to me at interview that she was being asked to find Mr Greensill an
administrative home rather than to provide oversight of his work. Lord Heywood similarly
used EDS as an administrative home in other cases. For example when the Office for Fair
Trading (OFT) was closed in April 2014 its former head, John Fingleton, was temporarily
assigned to EDS as he carried out a short term project reporting directly to Lord Heywood.
Mr Fingleton, unlike Mr Greensill, was already a civil servant under contract.

On 31 May 2012, Lord Heywood'’s private secretary forwarded an email exchange to show
that Mr Greensill was now in touch with Ms Sumner, adding, “Lex is solved. Sorry it took so
long. But Clare will now look after him and P'll finish off the details.”

In the 31 May email from Mr Greensill to Ms Sumner, Mr Greensill shared his CV and
requested to keep his title as Senior Adviser, which he refers to as “the title that Jeremy and
| agreed when | was a contractor with ERG”.

There is no obvious connection between the work of EDS and the supply chain finance
project as originally attached to the ERG agenda. The ERG paper in November 2011
considered supply chain finance to be an option to explore alongside prompt payment and
Project Bank Accounts.

34



Later on the same day Mr Greensill emailed Lord Heywood'’s private office setting out some
proposed next steps on supply chain finance. These were:

“CBI & BBA Support

We invite John Cridland from the CBI and Angela Knight from the BBA in to meet you
and/or Oliver to confirm their support for our plan;

PM Briefing Note

| draft (with feedback from Andrew Van Der Lem, Tim Luke, John Gibson, Bill
Crothers/Katharine Davidson) a note for you and Oliver to send to the PM explaining
our plan;

(Query whether this is better sent before or after we meet the CBI and BBA to
confirm their support. Do you have a view?);

This note would be copied to ERG team, BIS and Treasury;
Letter to CEOs

PM writes to the CEOs of our Top 50 Suppliers setting out our supply chain finance
plan and invites them to an event at Number 10 (per Oliver’s recommendation);

CEO Event

We schedule and execute the event at Number 10;

PM gives short keynote speech with follow up from Oliver & you; and
Support/Follow Up

| act as point person for HMG in troubleshooting any CEO questions/feedback and
track adoption providing feedback to Cabinet Office/Number 10/BIS.”

On 13 June 2012, Katharine Davidson issued a progress report on supply chain finance,
addressed to Lord Heywood and copied to Lord Maude and others. She highlighted that the
Efficiency and Reform Group had reviewed opportunities for improving prompt payment
practice and increasing the use of supply chain finance tools and noted that they had worked
closely with Mr Greensill, in his capacity as a subject matter expert.

The report made three recommendations, which were:

A. “Consider whether and how you would like to formalise Lex Greensill’s role
now that his contract with the Cabinet Office has ended; we understand Lex is
now working in EDS under Clare Sumner

B. Note that ERG is changing the way HMG engages suppliers to ensure that
prompt payment is raised in key discussions and that the positive existing
policies are more rigorously implemented. Bill Crothers (Executive Director,
Supplier Relationships) is leading this work; and
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C. Note the next steps we propose on the broader programme of work, advising
if any of these steps cause concern.”

Ms Davidson went on to emphasise further in bolded text that “we assume that Lex Greensill
is now working on a new Cabinet Office contract.” Despite Ms Davidson’s hint that Mr
Greensill’s position should be regularised, no new letter of appointment was issued at that
time. Ms Sumner was not copied into Ms Davidson’s letter and continued to assume that Mr
Greensill’s status was a settled matter.

It is apparent from this update that Ms Davidson had already heard of Mr Greensill's
proposed next steps. Her update discusses meetings with a range of stakeholders including
the Department for Business, Innovation and Skills (BIS) (2009 - 2016) and HMT. In her view
“This work is outside of ERG’s core remit and we think that firm HMT and BIS involvement
will be necessary to secure progress.” She also provided a summary of concerns raised in a
meeting with HMT, including:

“‘Re SCF as an intra-private sector financing tool, the HMT position was that it was
considered a useful product. However it was not clear why there was a market failure
(i.e. if banks have been selling it and it is good for buyers and their suppliers, why
does HMG need to promote it?) or what was needed from HMT.”

Ms Davidson further reported that the meeting with HMT and Mr Greensill had agreed “that it
has now reached the stage in the policy process where a proper submission needs to be
produced for No 10, CO and HMT which will consider the matter in the round and that will
set out the basis for any government action.” Mr Greensill does not appear to have shared
any of his subsequent proposals or papers with HMT and, contrary to his note to Lord
Heywood quoted above, the briefing note to the Prime Minister did not include input from
Katharine Davidson or Bill Crothers.

Ms Davidson also noted that Lord Maude was not happy with ERG working on policy areas
that he considered to be the responsibility of BIS and HMT, and suggested “given the locus
of this next phase of supplier finance work, it may be preferable for Lex’s continuing
involvement to be sponsored by BIS.”

Mr Greensill did not copy Ms Davidson or any of his ERG contacts into his messages to Lord
Heywood about next steps. Ms Davidson was not aware that her colleagues in EDS were
already working with Mr Greensill on his proposed approach.

On 27 June Mr Crothers raised concerns that a memorandum proposing a roundtable on
supply chain finance had been submitted that day to the Prime Minister.

This memorandum, drafted predominantly by Mr Greensill, proposed that the Prime Minister:
- Sponsor a partnership to implement supply chain finance between banks, non-banks
and major companies starting with HMG’s Top 50 Suppliers, with a view, in the future,

to extending supply chain finance even more widely in the UK economy.
- Write to the CEOs of HMG’s Top 50 Suppliers informing them of the value that supply

chain finance can bring to their company and the UK economy and inviting them to a
roundtable at Number 10 in the summer.
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There are a number of features of this memorandum which are of interest:

- The covering note from the Private Secretary copied, inter alios, to Lord Heywood
states “The proposal and note is from Lex Greensill, a former Managing Director of
Citibank and before that Morgan Stanley. Jeremy has brought him to work a pro bono
[sic] in the Cabinet Office.”

- The proposal emphasises the benefit of supply chain finance by saying “These SME
suppliers typically have payment terms with their customers - the major UK
corporates - of 30 to 150 days.” Whilst there was no public sector legislation prior to
2015 on payment in the supply chain, government did impose in its contracts with
suppliers at that time an obligation for the supplier to pay its own suppliers within 30
days, an obligation which the Commercial Function were seeking to enforce more
rigorously. The reference to 150 days was therefore inappropriate since proper
enforcement of the contractual provisions would have restricted government
suppliers to a 30 day payment term.

- Whilst the paper does say that “we should discourage our top 50 suppliers from using
supply chain finance as an excuse to extend payment terms to their SME suppliers”,
it does not point out that the research by the Efficiency and Reform Group had shown
scepticism from SMEs on the benefits of supply chain finance for that very reason.

- The paper also refers to the Breedon report’s support for supply chain finance but,
again, does not disclose that the report also mentions that SMEs expressed caution
for the product because of its likely use by buyers as an excuse to lengthen payment
terms.

- ltis not clear how the proponents of the paper intended to discourage a
consequential extension of payment terms by major suppliers and government does
not seem to have taken any serious steps to discourage such extensions of payment
terms.

- Notably, at the same time as ERG were already working to strengthen prompt
payment across government, the memorandum proposes that government could
potentially revert from our current 5 day payment terms with non-SME suppliers to 30
days. It claimed that this could unlock a one-off saving in the order of £5bn to be
redeployed, for example, in infrastructure investments. The government would then
put in place a supply chain finance facility to enable corporates to be paid in five
days. The contradiction in using a supply chain finance facility to extend government
payment terms whilst encouraging corporates to put in place supply chain finance
without extending payment terms does not appear to have been considered.

- There is no mention of HMT’s scepticism of supply chain finance in central
government.

- There is no mention of HMT’s question as to why there was a market failure which
required government intervention if it was commercially beneficial.
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- The paper suggested that the change in payment terms was as a result of a
mis-analysis of the suppliers to government since most were major corporations and
only a small number were SMEs. My understanding is different. The requirement to
pay within 5 days in government was a stipulation only applicable to SMEs but
departments found it difficult to work out which companies were and were not SMEs
and then to create two parallel payment tracks depending upon that distinction. They
therefore found it easier to accelerate all payments.

- The paper claimed that government reverting to 30 day payment rather than 5 day
payment “could unlock a one-off saving in the order of £5bn to be redeployed, for
example, in infrastructure investments.” Mr Greensill had promoted this idea from an
early stage in his engagement with the Cabinet Office and presented it as a source of
substantial savings. It was discussed enthusiastically by senior officials in a late
May/early June email chain. Lord Heywood wrote on 1 June ‘| think this is pretty
important since it could give us 5 billion one-off cash flow benefit that will allow us for
example to postpone fuel duty increase”. Oliver Letwin agreed, saying “indeed it is”.

- The paper makes no mention of Project Bank Accounts despite the ERG conclusion
that they served a useful purpose in appropriate circumstances and the Government
briefing document issued on 10 February 2012 promoting Project Bank Accounts in
the construction industry.

The memorandum for the Prime Minister included a list of authors: Lord Heywood, Oliver
Letwin, Mr Greensill, Tim Luke, and Andrew van der Lem. Mr van der Lem was, at the time,
a Deputy Director at BIS whose name Ms Davidson mentioned as a primary contact on
supply chain finance. He recalls making comments on the draft memorandum but also
finding it unusual that his name was included on the final version, in company with the
names of the Cabinet Secretary and a Minister of State. A Deputy Director is four grades
below the Cabinet Secretary in the Civil Service and it would be normal for any paper from a
Department being submitted to the Prime Minister to have a sign off from a more senior
official in the Department. There is no reference to, or author from, HMT or ERG mentioned
in the paper.

On the same day Mr Crothers raised concerns around the memorandum, in an email that
makes it clear that neither he, Ms Davidson, nor their ERG colleagues had had an
opportunity to comment before it went to Lord Maude and to the Prime Minister. As well as
alerting his colleagues to the situation, Mr Crothers described his exchange with Mr
Greensill:

“I did make the point that events seemed to have moved at a surprising speed and |
had expected that there would have been some engagement with MCO re the paper
before it had been sent to No. 10/PM’s office. Lex said that JH was keen on speed
and had asked him to expedite (and also MCO and JH had discussed this week).”

A few days later, on 2 July 2012, Mr Crothers had a further conversation with Mr Greensill
that he documented in another email:
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“I noted that it felt like we were chasing this. For example, we have not seen a copy
of the note as sent to the PM (we saw a version on which it was based), we have not
seen a draft of a letter and indeed this is being drafted by BIS | believe, and also not
seen the final list of suppliers. You have reassured me that we (1) will be kept
informed as events progress.”

Mr Greensill and Lord Heywood both replied offering reassurances. On 3 July Oliver Letwin
had a conversation with Lord Maude in order to provide further reassurances. Summing up
the situation, Lord Maude’s private secretary explained that he was more comfortable
knowing that there was a clear break between proposals relating to the supplier agenda and
those relating to promoting supply chain finance across industry, and that steps would be
taken to manage any overlap. He went on to say:

“Beyond this one particular issue, there has clearly been some miscommunication
here, and areas where the usual process for clearance/escalation paths have gone
awry. Had MCO and OL had this conversation a week or so ago, and the note/letter
been tweaked to reflect this position, a stronger note with wider support across govt
would have gone to no.10; and MCO would have been content that this was not
cutting across the ERG agenda in a damaging way.”

Had the usual process for clearance gone ahead there would have been opportunities for Ms
Davidson and ERG to add balance to the memorandum, for more senior input from BIS and
to make sure that HMT colleagues also had an opportunity to share their views.

In early August 2012 Ms Dawes returned to EDS as Director General and found Mr Greensill
had joined the team. Like Ms Sumner, she assumed that all relevant processes had been
followed.

Mr Greensill had founded Greensill Capital Ltd in Australia in 2011. In November 2011 Mr
Greensill made a declaration of interest by email to Ms Gray, at her request and prior to his
initial appointment as an adviser, which said that his business interests in Australia were all
related to his family’s agricultural interests there.

On 2 July 2012 Mr Greensill incorporated Greensill Capital Ltd in the UK. Greensill Capital
UK Ltd was incorporated as a provider of supply chain finance. It did not, and did not need
to, register as a banking institution with the FCA or PRA principally because it was not a
deposit taking business. Unlike banking businesses which fund their advances (whether
loans or supply chain finance) predominantly from deposits, Greensill Capital had a different
model. The Greensill model was to buy the invoices at a discount from the supplier, provide
an insurance wrapper against default, and then sell these invoices generally to funds
managed by third parties.

On 11 September 2012 Mr Greensill reached out to Ms Gray in an email which read:
“You will recall our discussion last year regarding my external interests.
Ultimately, Jeremy Heywood asked me to join his team directly, and he placed me in

the Economic & Domestic Secretariat. (I have copied my Cabinet Office email
address.)
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If | wanted to update my list of private company directorships (none of my
shareholdings have changed since my email below), should | just send you an
email?”

In the ensuing email exchange Mr Greensill disclosed his directorship at Greensill Capital
Ltd to Ms Gray and informed her that he did not have a contract but did have a letter of
appointment. When it became clear that Mr Greensill had no appointment letter or contract
covering his role in EDS, officials regarded it as an unfortunate but not unusual
administrative oversight to be corrected. | believe that these procedures have subsequently
been tightened and | would observe that such tightening was necessary to ensure that
conflicts and security and other issues are properly managed.

Officials in EDS completed a Business Case for the appointment of Mr Greensill as a ‘Senior
Supply Chain Finance Adviser’, to run from 1 April 2012 to 31 March 2013 with an option to
extend beyond that date, subject to agreement from HMU [Head of Management Unit] and
Sue Gray. The Business case states that:

“The role delivers against the agreed business objectives in the Management Unit
Business Plan by creating an ongoing source of advice in terms of market
intelligence, practical achievability of ideas and potential solutions brought to HMG by
the private sector and also initiated within HMG. In addition, the role enables
immediate access to appropriate financial institutions (whether Pension Funds,
Insurance Companies, Sovereign Wealth Funds, Banks or Family Offices) and
individuals within those institutions.”

The note explains that “The post is located in the Cabinet Office, rather than BIS to enable
the post holder to provide personal and regular feedback to the Cabinet Secretary, Cabinet
Ministers and No10.”

It is not clear why it assisted the business objectives of government to have immediate
access to pension funds, insurance companies, sovereign wealth funds and family offices or
why this could best be achieved through Mr Greensill rather than the usual access routes of
government. What is clear is that it was of assistance to Mr Greensill, as a non-bank
provider of supply chain finance, to have privileged access to asset rich organisations
capable of providing funding for the purchase of invoices issued pursuant to a supply chain
finance facility albeit that this was not known at the time as Mr Greensill had not yet made an
update to his Declaration of Interests.

In September 2012, Lex Greensill emailed Ms Gray, copied to Lord Heywood as follows:

“As discussed, | raised the question of which of the Cabinet Office ministers | should
be reporting to for the purposes of my contract with Jeremy yesterday afternoon. As
we anticipated, Jeremy's guidance was that he felt that Oliver Letwin would be the
most appropriate choice.”

Sir Oliver Letwin does not recall being consulted about the terms of Mr Greensill's
appointment, and stated that prior to 2015 as Minister without Portfolio he did not have direct
responsibility for the operation of any particular team of civil servants, so such an
arrangement would have been exceptional.
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Mr Greensill was familiar from his time at Morgan Stanley and Citibank with supply chain
finance as provided by a bank, but he did not have expertise in the capital markets which is
where, in due course, Greensill Capital would seek funding for its supply chain finance
activities. Mr Greensill therefore approached Sean Hanafin, a former colleague with
expertise in capital markets, to work with him to explain to government how the funding
model could work. Lord Heywood endorsed the appointment of Sean Hanafin, as is more
fully described in Section 3. On 24 October 2012 Ms Gray emailed Cabinet Office HR with a
draft contract for Mr Hanafin, saying that EDS would be able to share details and naming Ms
Sumner as the policy lead.

On 8 November another email confirmed that Mr Hanafin’s security clearance had come
through, and on 14 November the same official emailed Ms Gray to ask how long Mr
Hanafin’s contract would last in order to confirm his Cabinet Office pass expiry date. At this
prompting Ms Gray suggested that Mr Hanafin’s end date should be aligned with Mr
Greensill’'s, adding “Also can’t remember where we’ve got to with letters of appointment. We
didn’t raise at Approvals board so might be best to get letters issued and pick up “approval’
next time round”

I have found no further evidence to indicate whether or not a business case for Mr
Greensill’'s or Mr Hanafin’s appointment was considered by an Approvals Board, and no
interviewees were able to recall whether this went ahead. At this time there was a hiring
freeze in place in the Cabinet Office and any appointment had to go through the Approvals
Board. My understanding is that the Approvals Board was Lord Maude and his permanent
secretary, possibly with others. No minutes have been found for the operation of this Board.

Emails from late November and early December 2012 show hard copies of the letters of
appointment, signed by Clare Sumner, being sent to Mr Greensill and Mr Hanafin for their
signatures. When Mr Hanafin noticed that his six month role apparently started two months
before 26 November when the letter was dated he emailed officials saying “could | request
you let me have a revised letter with the start date concurrent to the date of letter issuance,
particularly as | was requested not to start working formally until my security clearance had
been complete?”

On 10 December an official replied:

“Hi Lex, Sean, please see attached Word versions of your appointment letters which,
given Clare Sumner’s departure, I'll ask Melanie to sign off.

If you’ve any further amendments you’d like made, please let me know (Sean - I've
indicated in the attached that you started 26th Nov — date your original letter was
issued). Otherwise, please sign a copy of your cover letters.

Thanks, and sorry this has all taken a while.”

Mr Greensill’s letter of appointment, signed by Ms Dawes, is dated 26 November and he has
added a date of 11 December with his signature. Ms Dawes has explained to me that, given
that she was only re-signing a letter to correct typographical errors and a changed start date,
she signed the letter on the reasonable assumption that others would have carried out all the
necessary due diligence to support Mr Greensill’s appointment.
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The text of this letter of appointment, used both for Mr Greensill and Mr Hanafin and
renewed in each of Mr Greensill's appointment extensions, is highly unusual. | discuss the
implications for the process applied to managing Mr Greensill’s conflicts of interests later in
this report, and Mr Hanafin’s appointment is set out in more detail in Section 3.

Mr Greensill’s contract was extended again from 1 April 2013-31 March 2014.

In March 2014, EDS requested a contract extension for a further 12 months. The only
evidence | have seen of this request is an email from Mr Greensill himself to the HR
Business Partner, as follows:

“Dear xxx,

Melanie Dawes asked that | contact you with a view to extending my contract (that
expires at the end of March) for a further 12 months. (I attach a copy of the previous
one.)

Would it be possible for you to circulate a new appointment letter on the same terms
as the previous one for Melanie and me to sign?”

This email also makes a further declaration of interest - a subsidiary of Greensill Capital
having acquired a majority interest in NordFinanz Bank A.G., which he states has already
been discussed with Melanie Dawes and others. A similar interest was declared by Sean
Hanafin (see Section 3).

Mr Greensill’s conflicts of interest were reflected in each extension letter, which all contain
identical terms to the first extension letter.

1€ rNature
Finance’

Mr Greensill’s initial formal appointment as an adviser was for three months from 1 January
to 31 March 2012. This appointment was not in accordance with Civil Service recruitment
processes, nor did he work in accordance with the terms of the SCS model employment
contract. No competition was held for his role. There is no evidence that the special adviser
route was considered for Mr Greensill’s appointment, or that his role was at all political in its
nature. He was not engaged as a contractor following a procurement process.

Based on the documentation available, government lawyers have advised that the way in
which Mr Greensill’s first appointment was made most closely resembles that of a
non-statutory, unpaid, office holder. It can be most closely described as a direct appointment
made by a minister to a non-statutory office.

There is evidence surrounding Mr Greensill’s first appointment in that, for example, his letter
of appointment states that ministerial approval had been given, and the subsequent
appointment may have gone to the Approvals Board, which may have included Lord Maude.
One would expect that, in the event that Lord Maude had approved this appointment, there
would be direct evidence of that, but no such evidence has been found.
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Mr Greensill was described as an ‘Adviser on Supply Chain Finance’ as early as November
2011 and began meeting regularly with Ms Davidson from that month onwards. His
immediate role in ERG therefore took shape as an informal adviser without any ministerial
appointment or official status, which is permitted.

EDS does not report directly to a Cabinet Office minister, but instead to the Cabinet
Secretary, who in turn is responsible to the Prime Minister. Oliver Letwin was the Minister
who worked most closely with EDS, the team to which Mr Greensill was subsequently
appointed. Sir Oliver does not recall having any engagement with this appointment, and
stated in his interview with me that as Minister without Portfolio he would not have had
oversight of any governance or HR matters within this team.

Mr Greensill’s terms of appointment do not appear to be a standard template, and do not
contain any reference to the seven principles of public life (the ‘Nolan’ Principles).

Mr Greensill’'s appointment was then extended for a year until 31 March 2013, but he did not
receive an updated appointment letter until 26th November, some eight months into the 12
month term. There is no explanation why the re-appointment took so long to formailse. There
is no evidence of ministerial approval for this extension.

Mr Greensill’s subsequent appointment as a Crown Representative

In addition to his advisory appointment, Mr Greensill was appointed as a Crown
Representative (CR) from 2013 to 2016. Mr Greensill was appointed as a Crown
Representative specifically for supply chain finance. He was not designated any supplier
relationships to manage.

Mr Greensill was therefore appointed as a Crown Representative at an early stage in the
Programme, before the 2015 internal audit report led to a tightening of controls around
recruitment, conflicts of interest, and performance management.

Bill Crothers emailed Lord Heywood on 6 September 2013 informing him that he had
discussed the proposed appointment with Mr Greensill “a few weeks ago” and that MCO had
cleared it “yesterday” (5th September).

At interview, Mr Crothers suggested that Mr Greensill's appointment as Crown
Representative had been at the suggestion of Lord Heywood and that Ms Gray, who was
concerned about Mr Greensill’s lack of formal status, viewed this as the most appropriate
option. | have been unable to corroborate Mr Crothers’ suggestion here with
contemporaneous evidence, and again, given that Lord Heywood is deceased, form no
judgment on whether it was Lord Heywood’s suggestion which led to this appointment.
Irrespective of the source of the idea, Mr Crothers should have considered whether there
was a conflict of interest appointing Mr Greensill to this role.

The letter of appointment, signed by Bill Crothers and dated 13 December 2013, states that
the appointment began on 1 December 2013. Under ‘contractual arrangements’ the letter
simply states that “This engagement will be in line with your existing terms and conditions
with the Cabinet Office”.

Mr Greensill’s existing terms and conditions did not include the £500/day remuneration that
he would have been able to claim as a Crown Representative, and he did not at any stage
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receive that payment. His activities did not change, he took on no new responsibilities, and
he did not attend Crown Representative Board meetings or contribute to the wider work of
the Crown Representative Programme.

An announcement was made on 4 March 2014 on gov.uk about Mr Greensill’s role as a
Crown Representative grouped in with five other new Crown Representatives. The names
and responsibilities of Crown Representatives are routinely updated on gov.uk.

This appointment overlapped with the final year in which Mr Greensill’s letter of appointment
as a ‘Supply Chain Finance Adviser’ was extended. The announcement on gov.uk described
Mr Greensill as Chief Executive of Greensill Capital, a Trustee of the Monteverdi Choir and
Orchestra, and as a former employee of Citibank: it made no mention of his existing advisory
role in the Cabinet Office.

Mr Greensill’s access to the centre of government, including 10 Downing Street

Mr Greensill did not have a Cabinet Office pass or laptop during his first three months, when
he was placed in ERG.

In June 2012, on his appointment into EDS, Mr Greensill exchanged emails with officials
requesting “a few further administrative items” including a Cabinet Office laptop and
Blackberry, Cabinet Office business cards, and access to Number 10 (a ‘link pass’). The
Number 10 pass required an appropriate security clearance.

As Mr Greensill did not yet have security clearance the IT matters were approved on the
basis of a waiver by the Departmental Security Officer, although there is no record of the
reasons why the waiver was granted. In June 2012 Mr Greensill sent an email to Lord
Heywood saying “l wanted to let you know that | am now ‘officially’ part of the team. Clare
and her very efficient staff have arranged my access pass, desk and a computer.”

This approach does not appear to have been standard practice. A few months later Lord
Heywood also brought in Sean Hanafin, a former colleague of Mr Greensill’s from Citibank,
as an ‘Adviser on Supply Chain Finance’. Mr Hanafin was refused both a laptop and a
Number 10 pass until his security clearance came through. Mr Hanafin objected, citing Mr
Greensill and Mr Fingleton as examples of people in similar situations who had not had to
wait for their access.

In an email on 23 October 2012 Sue Gray said of Mr Hanafin “he will get his pass and IT
when his clearance has come through. Until then he shouldn’t be working for C[abinet]
Offfice]”, adding “John Fingleton was in a very different position as he had been a civil
servant for many years. Don’t know what business case was made for Lex but that is in any
event all done now (and I still don’t understand the case for Lex having a link door [Number
10] pass).”

The policy relating to security waivers at this time in 2012 is not entirely clear, and Mr
Greensill’s case would indicate that it may not have been strictly adhered to. | understand,
however, that amendments made to this process in recent years would preclude the
application of a waiver to Mr Greensill, as a non-civil servant with no extant clearance, if the
same request was made now.
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Mr Greensill was given Security Clearance on 18 Dec 2012, more than a year after he first
started attending central government meetings as an ‘Adviser on Supply Chain Finance’'.

In December 2012, Lex Greensill sent an email to Paul Kirby of the No10 Policy Unit, copied
below:

“Further to our discussion last Wednesday afternoon, | wanted to confirm the status
quo, how we are moving forward on the supply chain finance agenda per the PM's
direction and my requested support:

Status Quo and PM's supply chain finance agenda

Jeremy Heywood arranged a desk for me in the Economic & Domestic Secretariat
during the planning and pre-announcement phase of what ultimately became the
PM's supply chain finance roundtable and announcements on 23 October.
Subsequent to that event, the PM has asked me to:

Monitor and report to him on the adoption of supply chain finance by UK corporates
(most particularly the 40 CEOs who gave commitments to execute supply chain
finance to the PM at the Roundtable);

Work with the CEOs of leading UK companies (particularly in aerospace/defence,
automotive and civil construction) to drive the adoption of supply chain finance by
Tier 1 & 2 companies) - including ensuring non-bank finance to ensure that credit is
available to non-investment grade companies looking to offer supply chain finance to
their supply chains (which may potentially include support from the Business Bank);
an

Lead the adoption of supply chain finance across HMG with a view to securing
annual savings of £1bn per annum (the programme the PM announced for
Pharmacists will save us £100mm p.a. alone).

Delivering on the PM's supply chain finance agenda
In order to deliver on this agenda for the PM, | will:
Need to convene meetings from time to time with:

CEO/CFOs of Rolls Royce, JLR, General Dynamics, Carillion and other major UK
corporates to lead the UK corporate adoption of supply chain finance;

Fund managers at Prudential, Standard Life etc., to ensure non-bank capital is
available to UK supply chains;

The heads of the CBI, FSB, BBA and Bank of England to coordinate their support for
this agenda; and

The CEOs of major suppliers to all parts of HMG in order to unlock significant
savings in our external spend via supply chain finance (much as we have done with
Pharmacists and are about to do with Telereal Trillium, the landlord to the DWP).
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(I anticipate that this will mean that | would want to use a meeting room at Number
10, say, twice a week. As discussed, where appropriate | will: continue to use
Cabinet Office meeting room facilities.)

Continue to use my desk in 70 Whitehall;
Need a Number 10: front door pass;
email address; and business cards.

Finally, | confirm that | am happy to continue to provide these services on an
indefinite basis per my current arrangements — for which | receive no compensation
nor reimbursement for my expenses.

| hope this provides the information that you require and look forward to your
confirmation that these arrangements are in order.”

It should be noted that the claim that the pharmacy supply chain finance arrangement would
save government £100m a year against the original scheme is not substantiated. However,
Mr Greensill contends that the introduction of the scheme enabled the Department of Health
to remove, within a year, a cost of capital subsidy paid to pharmacies until 2011, thus
resulting in a direct benefit to government. The scheme, until its amendment in 2020,
involved payment to some pharmacies about 25 days earlier than would otherwise have
occurred, of an amount which averaged c£80m. This occurred 12 times a year. Moreover,
this is a saving to the pharmacies, although there was discussion on clawing back other
financial benefits that pharmacies received that could have saved the government money
but do not eventually appear to have occurred. Any saving there might have been would
have been greater had government, with its lower cost of funds, provided the early payments
rather than using a financing intermediary.

Mr Greensill has responded to this challenge from me by stating that government was able
to eliminate the working capital subsidy to pharmacies of 10% as a result of introducing the
scheme. However, there is no mention of this being a benefit from the scheme in the
documents | have reviewed. The NHS BSA, which administers the scheme, does not have
any awareness or evidence that the PEPS scheme has led to any renegotiation of the
pharmacy reimbursement scheme and hence the delivery of monetary savings for
government.

It should also be noted that the email emphasises arrangements for non-bank supply chain
finance, which was at an early stage of development in the UK but which was the very
business Mr Greensill was seeking to create in Greensill Capital. Even in October 2015
Mckinsey stated that the sector was “traditionally dominated by banks but the market has
more recently been entered by fintechs” and estimated that fintechs had only some 10 to
15% of the market.

Paul Kirby did not respond to this email despite several chasers, and Mr Greensill eventually
forwarded to Lord Heywood, who contacted Chris Martin, the Prime Minister’s Principal
Private Secretary to say:

“C —is there a problem with this?
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Lex is giving huge amounts of his personal time to HMG and needs occasional use of
No 10 to host senior business people

Let’s discuss tonight if u have reservations”

Mr Martin replied to confirm he was unaware of the request, stating “Happy to. (PM is
vaguely aware of lex isn't he?)”. Unfortunately more detail of this exchange is not possible as
both Lord Heywood and Chris Martin are deceased.

Mr Greensill finally acquired a Number 10 pass in December 2012.

Mr Greensill held the Cabinet Office pass and laptop through to his termination as a Crown
Representative (discussed further below) in late 2016. The pass and laptop were not
retrieved when his employment with the Cabinet Office ended and remained in his
possession until May 2021 when he voluntarily returned them.

In March 2014, Number 10 became aware that Mr Greensill's promotion material stated he
was a ‘Policy Adviser in the PM’s office’. His email signature from Number 10 also included
the title ‘Senior Adviser, Prime Minister’s office’. An email chain indicates that an official was
asked to require Mr Greensill to correct this although Mr Greensill has told me he has no
recollection of being asked to do so.

From the evidence | have seen and heard, Mr Cameron had no responsibility for bringing Mr
Greensill into government, and his promotion of supply chain finance at a roundtable of the
government’s key suppliers was understandable in light of the briefing he received, as was
his ‘shout out’ for Mr Greensill at a conference he attended as Prime Minister.

The process applied to the management of conflicts in relation to Mr Greensill’s
appointment

On 8 November 2011 Lex Greensill declared his interests by email. He confirmed he did not
hold any directorships in the UK (public or private), and no public directorships anywhere
else in the world. He declared directorship of a number of private companies in Australia. He
also confirmed at this time that his contract with CitiBank was terminated in August 2011,
and he no longer held shares in the Bank. The email also listed shareholdings in Morgan
Stanley dating from his employment there.

In this declaration, Mr Greensill stated that:

“I can confirm that Morgan Stanley does not engage in the provision of “supply chain
finance” — which is the subject matter upon which it is contemplated that | will provide
advice to the Cabinet Office. Should that situation change, then | would be happy to
either (a) recuse myself from any decision making process that may involve Morgan
Stanley or (b) request Morgan Stanley to cancel my right to those unvested shares
and stock units.”

In listing his directorships, Mr Greensill stated:

‘I am a director of a number of private companies in Australia, all of which related to
my family agricultural businesses. (None of these entities trade in the United
Kingdom.)”
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Mr Greensill’s initial letter of appointment includes a standard section on conflicts of interest,
reading:

“You must declare any personal or business interests which may, or may be
perceived to, influence your judgements in performing your functions.

These interests will be included in a register of interests maintained by the Cabinet
Office and you must ensure that your entries are kept up to date.

Should a particular matter give rise to a conflict of interest a member is required to
inform the Executive Director for Strategy in advance and withdraw from discussions
or consideration of such matter.

You must declare your own non-pecuniary interests and interests of close family
members and persons living in the same household which are closely related to your
terms of reference.

You must inform the Minister for Cabinet Office and the Executive Director for
Strategy in advance of any new appointments which may impinge on your duties.”

Mr Greensill’'s subsequent letters of appointment follow a different, non-standard format. In
an email from his second appointment letter onwards, his terms of appointment contain an
unusual provision under the ‘conflicts of interest’ section, as follows:

“For the duration of your appointment you have agreed not to be involved in a private
capacity with any company (in the capacity of a “Buyer” in a supply chain finance
Programme) which you are dealing with as a result of your official duties — this does
not apply to any bank, insurance company, pension fund, hedge fund or similar
financial institution on the basis that they are not beneficiaries of this initiative.’

Mr Greensill confirmed that he provided the drafting for this paragraph. This text is not only
non-standard for a letter of appointment drawn up in the Civil Service, it is also unclear. The
term “Buyer” in this context is ambiguous. It could mean that Mr Greensill is prevented from
being involved in a private capacity with any company that buys goods or services to which
an invoice subject to supply chain finance relates, or it could mean any company that buys
the invoice (that is, the financial institution in the supply chain finance arrangement). If the
former then there would be no reason to add an exclusion for banks and other finance
providers, as they would not be likely to fall into that category. If the latter then excluding all
finance providers entirely removes any situation in which this could possibly apply.

It is also noteworthy that this exclusion claims that banks, insurance companies, pension
funds, hedge funds and similar financial institutions would not be beneficiaries from an
initiative to expand supply chain finance. It could be argued that the entity providing supply
chain finance is not the sole beneficiary of the arrangement, but it strains credulity to claim
that the finance provider is not benefiting, and therefore being a beneficiary, since it would
expect to profit from the discount it charges for early payment of the invoices.

Greensill Capital Management Company (UK) Limited was incorporated on 19 April 2012,
shortly after the three month period covered by Mr Greensill’s initial contract came to an end.
Greensill Capital (UK) Limited was incorporated in the UK on 2 July 2012 as a provider of
supply chain finance. Mr Greensill developed Greensill Capital as a non-bank supplier of
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supply chain finance in the UK, serving a market that his actions in the public sector sought
to develop.

It is not clear when officials first knew that Mr Greensill had set up his own company with the
intention of providing supply chain finance.

The first declaration | have seen is from 12 September 2012 when Mr Greensill emailed Ms
Gray flagging his updated declaration of interests copied below.

“The activities of none of my external interests conflicts with the advisory role that |
have in EDS.

The two new companies | wished to add to the disclosure of interests list are the
following:

* Greensill Capital (UK) Limited; and
* Greensill Capital Management Company (UK) Limited

My primary liaison is with Jeremy Heywood, but also with Clare Sumner and Geoff
Baldwin in EDS. | do not have a contract.”

In a follow up email on the same day Mr Greensill added further details:

These companies are both UK private limited companies. | am a director of both, but
not a shareholder. The sole shareholder of both companies is Greensill Capital Pty
Limited, an Australian company that was listed in my disclosure email to you in
November last year. Neither of these companies are active in the UK, they both
provide services to their parent company in Australia (Greensill Capital Pty Limited)
associated with the fact that | am resident in the UK and not in Australia.

Mr Greensill did not explicitly describe his UK registered supply chain finance business as
related to an Australian agricultural business but officials could be forgiven for understanding
that to be the case. In particular, it is understandable that in light of the statement that neither
of the companies were active in the UK, no further examination was undertaken. | have not
been able to find any evidence that Mr Greensill made full disclosure of his potential conflict
of interest to government.

Greensill Capital grew whilst Mr Greensill worked in the Cabinet Office albeit at a slow pace.
For the year ended 31st December 2015 Greensill Capital had revenue of $21.8m and a loss
of $5.6m. Its accumulated losses at that stage were $13.5m. The following year revenue had
risen to $42m but expenses had climbed to $99.5m including a loan loss of $38.8m giving a
total loss of $54.4m

In interview Mr Greensill explained that the losses were on trade receivables and were
covered by credit insurance. However, Mr Greensill said that the insurers made it clear to
him that if he claimed on the insurance the insurers would not renew the policy. He therefore
decided not to make a claim but to absorb the loss. It is noteworthy that at the Treasury
Select Committee Mr Greensill said that the failure of Greensill Capital was ultimately due to
the failure of the insurers to renew the credit insurance. When challenged on why Mr
Greensill expected the insurers to renew following claims when they had threatened not to
renew if he claimed on a previous occasion, Mr Greensill said that there was no reason to

49



expect the insurers to withdraw, despite his earlier experience, because the business was on
a much larger scale. By the end of 2017 the business had recovered with revenue of $116m
and profits of $32m.

In terms of direct benefits from Mr Greensill's role in government, in April 2016 Mr Greensill
emailed to Lord Heywood that Greensill Capital had reached an agreement with Carillion to
provide supply chain finance (although Mr Greensill told me that ultimately Greensill Capital
never did provide supply chain finance to Carillion) and sought confirmation that this was
acceptable. Mr Greensill said that this was similar to an arrangement some 12 months
earlier with Vodafone. Lord Heywood passed the request to the Cabinet Office Permanent
Secretary and Head of Propriety and Ethics indicating he was comfortable with the
arrangement by saying “Assume this is all ok”. Mr Greensill had explained he would recuse
himself from any Crown Representative work related to Carillion. The process for clearing
the conflicts appears in this case to be lacking structure.
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The citation process for the award of Mr Greensill’s CBE

The honours nomination process

The honours system recognises the achievements of extraordinary people who have made a
significant contribution to society. Lists of honours are published twice annually, at New Year
and in min-June on the date of the Queen’s official birthday.

Nominations for an honour are entirely open and can be made by any member of the public
through gov.uk. Members of the public can also directly email the Honours and
Appointments Secretariat in the Cabinet Office. Information about the range of honours that
can be awarded is also widely shared to support the openness of the nomination process.

Alongside public nominations, Government Departments bring forward nominations for those
who have made contributions across their sectors. This can include nominations for civil
servants. Nominations arising from within the Civil Service are subject to the same process
of review and verification as those submitted by the general public.

The Honours and Appointments Secretariat coordinates the system but, to ensure
transparency, nominations are scrutinised by ten independent committees made up of
independent experts, supported by relevant senior civil servants. The membership of each
committee is listed on gov.uk.™

Every nomination begins with a nomination form, setting out the nominee’s personal details
and the reasons why they should receive an award. Members of the public are invited to
obtain and submit letters in support of the nomination from people who are familiar with the
nominee and their contribution. Nomination forms are used by the Secretariat or relevant
Government Department to produce long citations for each nominee.

When a nomination is made directly by a Government Department, relevant policy officials
typically identify relevant supporting information, undertake initial due diligence and produce
a citation.

Proposed nominations are discussed at a departmental ‘sifting’ committee before being
submitted to the central Honours and Appointments Secretariat. Once submitted all
nominations are subject to the same scrutiny, including being reviewed by the appropriate
independent Honours committee. Recommendations from the committees are then reviewed
by the Main Honours Committee and further probity checks are carried out before a draft list
is submitted for approval by the Prime Minister and Her Majesty the Queen. A further stage
of review, including contacting potential recipients for their views, takes place before the list
is finalised.

There is guidance available in the form of a handbook for Honours Secretaries which sets
out best practice for the process.

The citation process for the award of Mr Greensill’s CBE

The UK honours scheme (excluding gallantry awards) has at its apex the award of
Companion of Honour, then a level lower, a knight or dame. This latter is awarded for
“having a major contribution in any activity, usually at national level. Other people working in

" https://www.gov.uk/guidance/honours-committees
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the nominee’s area will see their contribution as inspirational and significant, requiring
commitment over a long period of time.”

A CBE, or Commander of the Order of the British Empire, “is awarded for having a
prominent but lesser role at national level, or a leading role at regional level. You can also
get one for a distinguished, innovative contribution to any area.”

The award of Officer of the Order of the British Empire, OBE, “is awarded for having a major
local role in any activity, including people whose work has made them known nationally in
their chosen role.”

The first reference to an Honour for Mr Greensil | have seen came at the end of 2015, by
which time Greensill Capital had a turnover of $21.8m and made a loss of $5.6m. Apart from
the pharmacy scheme proposed by and awarded to Citibank, the government had adopted
no supply chain finance schemes.

September 2015

On 30 September 2015 Rachel Hopcroft, Principal Private Secretary to Lord Heywood,
emailed Bill Crothers: “Jeremy is really keen to have Lex nominated for a CBE. Please could
you prepare a citation for him (J will endorse/help write too). More than happy to work with
you on it - but if you could get the ball rolling that'd be super.”

The Cabinet Secretary has an important role in identifying suitable candidates for honours,
given their overview across the operation of the Government and a wide range of sectors;
and in oversight of the honours system, recognising that they are usually also the Head of
the Civil Service, which brings specific responsibilities in the honours system (usually
delegated to a senior Permanent Secretary).

Ms Hopcroft recalls that Lord Heywood often recommended people for consideration within
the system, some for a short sharp burst of outstanding contribution and others for a long
burn of career success that culminated in an honour. She remembers a belief at the time that
Mr Greensill had done outstanding work for the government on supply chain finance, that he
had delivered significant savings for the government, and that his work had been
unremunerated.

The initial proposal related to the 2016 New Year Honours list. Mr Crothers initially said
“happy to do so”, but another official copied into the chain confirmed that the deadline for
nominations had already passed. When asked whether there was an urgent reason to
expedite the citation, Ms Hopcroft replied “there is no terminal iliness, just an oversight here
for not suggesting him sooner. So Birthday 2016 would be OK. But it would still be good to
get the citation in train”.

December 2015

According to Ms Hopcroft, at this time there had been discussions in the Cabinet Office
about how to include “a more diverse pool of business candidates” in the Honours process,
part of which could include names drawn from the pool of Government Non Executive Board
Members and Crown Representatives. In December 2015 Sir John Manzoni passed this
suggestion on to a small group of people who had worked with the potential candidates,
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including Bill Crothers, for consideration for the 2016 Birthday Honours list. Mr Crothers, who
had recently left the Civil Service, replied “I| know that Jeremy is very keen to nominate Lex
for his work both as a CR and before. | do not think that | can nominate given my current
position.” This reticence on Mr Crothers part was due to his work for Greensill Capital which
had begun by this point.

April 2016

Lord Heywood'’s office again contacted the Cabinet Office honours secretary in April 2016 to
ask for an update on Mr Greensill’'s nomination, who replied, “I have a call out to someone in
the Crown Commercial Service who was the last person that we have down taking it forward.
As soon as | hear back, | will let you know. We can certainly finalise it to put forward for
NY17.”

The role leading the Crown Representative Programme had passed to Coleen Andrews by
this point (Head of Markets and Suppliers in the Government Commercial Function). Ms
Andrews has confirmed that she was asked to draft citations to nominate several people for
honours, including Lex Greensill. Ms Andrews and her team refused to write a
recommendation on Mr Greensill as they did not believe they had the evidence to
substantiate a citation. Ms Andrews and Mr Greensill himself both confirmed that he did not
work closely with the team in his Crown Representative role.

May 2016

In May 2016, Lord Heywood’s office again requested a form be submitted for the 2017 New
Years Honours list for Mr Greensill. Ms Andrews and her team again refused, and Ms
Andrews shared her concerns about the request with Sue Gray. Ms Gray suggested that Ms
Andrews should explain to Lord Heywood why she and her team would not write the citation.

A member of Ms Andrews team emailed the Honours secretary, explaining “Unfortunately we
will not be drafting [a citation] for Lex Greensill. | and my colleagues also have not had any
contact with him since | started work Cabinet Office since 2014.” This was forwarded to Lord
Heywood'’s office which then made enquiries as to whether anyone else was in a position to
draft a citation for Mr Greensill. In the event, no nomination for Mr Greensill was submitted at
that time. It is not clear whether Lord Heywood himself was aware of the team’s refusal to
draft this citation, or whether this was an administrative process dealt with by his office. It
does seem clear, however, that the officials working on the Crown Representative
Programme were uncomfortable with the principle of nominating Mr Greensill in that role
rather than simply not wanting to be burdened with a cross-cutting nomination.

On 16 December 2016 Lord Heywood raised the question personally, copying Sir John
Manzoni’s office into an email to say “| am keen that Lex Greensill gets some recognition -
probably at O or CBE level. He has made a major contribution pro bono to saving money for
HMG as well as being a highly innovative insurgent in the banking market”.

The following day Sir John forwarded the email to Ms Gray with the comment “we may have
to go with this now. .... can be a low level.” Ms Gray responded “grrr... but ok - let's chat next
week”.

December 2016

53



On 22 December, in the absence of any input from the Crown Representative team, a first
draft of a citation template was produced for Lord Heywood'’s office by the Cabinet Office
honours secretary, who emailed to say “l have just googled and have put what | have found
into the attached citation form - let me know if | can help in any way”. | have not seen this
version of the citation.

On 9 January 2017 the then Principal Private Secretary to Lord Heywood responded,
sharing what he described as “a fleshed out nomination for Lex”.

February 2017

On 3 February a citation was forwarded as part of a Cabinet Office-sponsored nomination for
Mr Greensill to receive an OBE. The email highlighted that this was one of the nominations
that had “Jeremy’s strong backing”.

| have seen the version of the citation which was submitted, but no earlier drafts. Based on
the knowledge we have now, some of the points were inaccurate. These include:

- “[Mr Greensill] was appointed a senior adviser to the UK PM where he advised
Downing Street and the White House on the successful launch of their supplier
finance initiative.”

The suggestion that Mr Greensill directly advised the Prime Minister was later
contested and Mr Greensill was required to remove the claim from his website. Mr
Greensill confirmed to me that he did work with the White House’s economic unit to
develop supply chain finance in the US after they had contacted Number 10 following
the Prime Minister’s roundtable although | have not independently verified the
accuracy of the claim.

- “Over 3,000 pharmacies (mostly SMEs) avail themselves of [the pharmacy supply
chain finance scheme], resulting in over £3bn of early payments being released each
year. As a consequence, a subsidy to pharmacies has been removed which is saving
~£100m p.a.”

In an email dated 8 February 2015 Mr Greensill told Lord Heywood “Approximately
1,700 pharmacies (of the total of 4,500 client base) are signed up and actively using
PEPS. However, 1,600 of these are subsidiaries of just 13 different parent
companies.There are only 171 independent or small pharmacy groups on board.”

At this time the scheme saw payments made ¢ 25 days early of around £80m every
month. NHS BSA does not have any awareness or evidence that the PEPS scheme
has led to any renegotiation of the pharmacy reimbursement scheme and hence the
delivery of monetary savings for HMT.

- “He made a real impact on the UK economy and saved the taxpayer money
especially in the Health and Defence areas.”

It is not clear that Mr Greensill’s involvement in Health led to any savings of taxpayer
money and certainly not such that he had a ‘real impact' on the UK economy. In
Defence his proposed supply chain finance schemes were never adopted and no
savings were achieved. There was therefore no impact on the UK economy.
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Lord Heywood is the only name which appears on the citation as recommending Mr
Greensill for this honour, and therefore being responsible for its contents, although it is not
clear if Lord Heywood was aware of the statements contained in the citation.

Lord Heywood'’s office was in ongoing contact with the Honours and Appointments
Secretariat over several nominations at this time, which | understand was normal practice.
On 15 February, among comments and suggestions relating to various nominations, Lord
Heywood'’s office asked whether Mr Greensill's nomination was “on the economy list”, that is,
being considered by the Economy Committee.

On 16 February an official from the Secretariat replied “Lex Greensill - we do have a
submission for the Economy Committee at OBE. An early steer on level would be particularly
helpful if the feeling is this might be pitched a bit low.”

On 20 February Lord Heywood’s office replied “On Lex Greensill, Jeremy continues to
support and recommends that he should be nominated for a CBE rather than an OBE. He's
asked me to pass on the attached Economist article as further evidence for the citation.”

Discussions around the appropriate level for an honour are common as part of the routine
process of departmental consideration of citations, taking place both between individuals
and in committee meetings. In this instance the official thanked Lord Heywood’s office for “a
very helpful early steer” and confirmed that they would “look to strengthen the citation for Lex
Greensill”.

The request was passed across to another official who agreed to look at the citation but also,
on 21 February, forwarded the email chain to Ms Gray, adding that they had been asked to
rework Mr Greensill’s citation for a CBE, and that “you will recall that at our committee we
agreed an Obe........ ?

Ms Gray replied “yes - i've told [an official in the Honours and Appointments Secretariat] that
Lex must remain an OBE and while we can put him forward for a CBE it will be outrageous if
he gets one”. It is not clear whether there were any further discussions following this
exchange.

The Economy Committee met on 9 March 2017 and unanimously supported Mr Greensill for
a CBE. The Main Honours Committee met on 29 March and recommended Mr Greensill for
a CBE, noting his selection by the Economy Committee.

Mr Greensill was awarded a CBE in Her Majesty’s birthday honours list in 2017.
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Mr Greensill’s departure from government

The final extension of Mr Greensill’s role as a ‘Supply Chain Finance Adviser’ ended on 31
March 2015. His appointment as a Crown Representative, as set out in his letter of
appointment, began on 1 December 2013 for a period of “up to two years”.

| understand from interview accounts that Mr Greensill was not active in his role of Crown
Representative. He rarely attended mandatory meetings, and had little to no contacts with
Coleen Andrews, the senior official running the programme following Mr Crothers’ departure.
When she asked to see him he required her to visit him in the offices of Greensill Capital.

According to the recollections of individuals with oversight of his areas of work, Mr Greensill
spent less time on government work as his role went on - reducing from 2-3 days per week
in 2012 to 2-3 days per month in 2016.

| have seen no cessation letter relating to Mr Greensill's appointment as a Crown
Representative. However, a CCS HR status update from late 2016 includes a comment
confirming that his appointment would end on 30 November 2016.
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SECTION 2:

THE DEVELOPMENT AND USE OF SUPPLY CHAIN FINANCE (AND ASSOCIATED

SCHEMES) IN GOVERNMENT (AND ITS ARM'S LENGTH BODIES)

This section of the report sets out:

the different types of supply chain finance relevant to Greensill Capital’s role in
government;

the activities of Greensill Capital in relation to supply chain finance in central
government and the NHS;

Greensill Capital’s explanation of the role of supply chain finance in central
government; and

the merits of Supply Chain Financing and its applicability in government and
the public sector.
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The different types of supply chain finance relevant to
Greensill Capital’s role in government.

The financial terms related to supply chain finance (SCF)

In October 2015, McKinsey said that although supply chain financing has been around since
the early 1990s, it did not really take off until after the economic crisis. A number of
economic, technological and regulatory forces had spurred its growth and they gave three
reasons for its development: globalisation of the economy and the consequent lengthening
of supply chains; scarcity and cost of capital; and improving technology.

Greensill Capital was a non-bank supplier of supply chain financing and this activity was not
regulated in the UK. They were regulated by the FCA as an organisation for anti-money
laundering purposes and for their securitisation activity. Greensill Capital acquired ownership
of a bank in Germany during this period. Its bank was regulated by BaFin and the deposits of
Greensill Bank AG’s customers are protected under the German Deposit Guarantee Act
(Einlagensicherungsgesetz - EinSiG). The Greensill model was to acquire invoices or future
invoices, take out credit insurance against non-payment and transfer the invoices and
associated credit insurance to funds managed by third parties, who are the investors, or to
its bank.

In 2016, the Global Supply Chain Finance Forum defined supply chain finance as “the use of
financing and risk mitigation practices and techniques to optimise the management of
working capital and liquidity invested in supply chain processes and transactions. Visibility of
underlying trade flows by the finance provider(s) is a necessary component of such financing
arrangements which can be enabled by a technology platform”'2,

Greensill Capital’'s model was explained by Mr Greensill in these terms: "The structure is the
same whether it is a seven day deal receivable or a 12 year aeroplane lease cash flow or
indeed a payment 25 years into the future for hydroelectric power. It uses a combination of
capital plus risk mitigants - principally insurance - to deliver to our investors a product that
allows us to unlock working capital for our client so they can put it to work.""

Reverse factoring arrangements

Reverse factoring is an umbrella term for a range of supply chain financing arrangements.
Whilst they have a number of key commonalities, the detailed terms and conditions of each
arrangement and the motivations of the parties involved can differ greatly. Such differences
can result in different accounting treatments when best presenting the substance and nature
of the transactions.

In essence, all such arrangements are intended to result in suppliers receiving cash for the
goods and services they have supplied on an earlier date than the customer pays that cash -
the timing difference is bridged by a financial institution, usually a bank.

In some cases, the bank pays the supplier in full and is then reimbursed by the customer. In
other cases the customer pays the supplier, who then reimburses the bank for its earlier
prepayment of the obligation.

12 Source: Global Supply Chain Finance Forum, October 2016, online

http://supplychainfinanceforum.org
3 Source: Mr Greensill quote, online https://www.greensill.com
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In some situations, the objective is to pay the supplier earlier than the due date, especially
where the supplier offers an early payment discount in its usual terms. The supplier receives
its cash earlier, albeit after the discount it has offered, whilst the customer is able to settle
with the bank on the due date. The benefit of the early payment discount will then fall to the
bank or be shared between the bank and the customer. The customer can, in some cases,
be doing little more than assisting the supplier in raising working capital finance.

In other situations, the objective is to effectively extend the customer’s credit terms without
any deterioration in the supplier’s cash flows - the supplier is paid on the due date, but the

bank provides a period of extended credit to the customer for a fee and/or interest charges.
In such cases, the economic substance is far more akin to a bank loan.

What is clear in all situations is that the customer continues to present a liability in its
balance sheet until it ultimately pays cash out to settle for the goods and services it has
received. What is at issue is whether this liability that originally arises on the supply of goods
and services is appropriately shown as owed to the supplier (as trade payables) or some
other party (e.g. as some form of borrowing from a bank).

Similarly, if there is only one cash outflow from the customer (e.g. to the bank which has paid
the supplier) there is a question as to whether this is best presented in the cash flow
statement as operational cash flow (i.e. to pay for goods and services) or cash flow to settle
a debt financing arrangement. The answer to these questions requires the application of
professional judgement in the light of the extant accounting standards™. | believe that
accounting standards could be adjusted better to reflect the economic realities of the
transactions.

Purchasing of approved receivable invoices

Invoices are subject to regulation in the UK and must include the company name, address
and contact information, the company name and address of the customer being invoiced, a
clear description of what goods or services are being invoiced, the date the goods or service
were provided (supply date) the date of the invoice®.

At the end of 2011, the government commissioned an independent taskforce chaired by Tim
Breedon on non-bank lending to examine a range of alternative and sustainable finance
sources that might be suitable for SMEs. Vince Cable, then Secretary of State for the
Department for Business Innovation and Skills explained the problem - “Most UK
businesses, especially SMEs, have traditionally been reliant on banks to meet many of their
financing needs. We find ourselves now in a period of deleveraging and credit restriction,
where businesses are frustrated by lack of access to capital of all kinds. Britain’s recovery
will depend on companies being able to access the finance to invest and grow.” The
independent taskforce reported in March 2012. The report explains:

“The UK has one of the most sophisticated global finance centres but UK finance
does not fully serve the needs of smaller businesses. UK businesses that use
external finance are currently heavily reliant on bank lending and, as we saw during

' Source: Letter from the Financial Reporting Council to the Chairs - UK Parliament, 21 March 2018,
online https://www.parliament.uk/L etter-from-FRC-to-Chairs

'® Source: Invoicing and taking payment from customers, online
https://www.gov.uk/invoicing-and-taking-payment-from-customers/invoices-what-they-must-include
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the financial crisis, there is a significant risk associated with reliance on one single
source of finance.” It goes on to explain “The arguments for alternative sources of
finance are strong. More diverse financing gives businesses greater choice,
promotes competition amongst finance providers, potentially reducing cost, and leads
to greater resilience in the financial system.”

Against this background, Lord Heywood’s initial interest in supply chain finance in the private
(as opposed to government) sector is understandable.

On publication in March 2012 the Breedon report, indicated that working capital for SMEs
was especially constrained following the global financial crisis and that “SMEs were more
likely to be rejected for bank lending in 2008-09 than earlier in the decade.” The report
highlighted evidence “which shows that the UK had one of the highest SME loan rejection
rates in the European area, and that the decrease in the supply of loans to SMEs in the UK
has been much sharper than elsewhere.”'®

In its recommendations the Breedon Report stated that government should “require that
benefits to large companies of its prompt payments are passed on to their suppliers;
favourable payment terms should be withdrawn if those agreements are not met” and
explore “practical ways to encourage faster payments by large companies”.

It also recommended that government “should explore how it can use its power as the
biggest purchaser in the UK to encourage its own suppliers to adopt supply chain finance or
similar schemes to support their suppliers.” The report goes on to note “The most significant
barrier to increased use of supply chain finance products is suspicion that the buyer is
merely using it as a method of extending its payment terms.” The same concern was noted
by the Efficiency and Reform Group when they looked at supply chain finance.

All other things being equal, the cost of finance closely correlates to the credit rating of the
borrower. In a supply chain, therefore, the total cost to the supply chain of its working capital
requirement is minimised if the borrower providing the working capital is the entity in the
supply chain with the highest credit rating. It is then a matter of negotiation between the
parties in the supply chain how that benefit is allocated. Central government is invariably the
entity with the lowest cost of borrowing in any supply chain. Inserting a bank in the supply
chain when that bank will have a higher cost of borrowing is unlikely to be appropriate. This
does not apply in the private sector where supply chain finance may well provide benefits.

Purchasing of future invoices

An invoice is normally sent to a buyer when payment is due under the contract. Sometimes
this may be prior to delivery of the service or goods, but the invoice nonetheless represents
a contractually payable sum. The buyer, in confirming the validity of its obligation to pay the
invoice, is not therefore exposing themselves to an obligation which they do not already
have. Most supply chain finance funds invoices of this nature. However, supply chain finance
can also be applied to future invoices. In this case, two companies may have entered into a
contract under which invoices will be issued in the future, for example at set dates (e.g. to
pay rent on a leasehold building) or on the achievement of certain milestones (e.g. the
development of the next generation of submarines). If the buyer is willing to confirm

' Source: Boosting finance options for business, March 2012, p12-13, online,
https://assets.publishing.service.gov.uk/boosting-finance-options-for-business
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irrevocably that it will pay these amounts, then the supplier can discount these under a
supply chain finance facility. The buyer, however, thereby loses significant commercial
negotiating power and exposes itself to the credit of the supplier if, for example, the building
burns down and rent would no longer be payable, or the submarine programme does not
proceed according to contract. Arrangements of this sort also give rise to accounting issues
and need careful analysis for the appropriate accounting treatment. There may also be
issues for the buyer, if it is government, as to whether the arrangement constitutes state aid.

There is a further development on the purchasing of future invoices. In this case, there may
be a consistent course of dealing between two parties but no actual contract. This could
arise, for example, if a shop consistently purchased its fabrics from the same supplier over
many years but each purchase was made at short notice and there was no overarching
contract. In this case the shop could give an irrevocable payment undertaking to a supply
chain financier that it would, over the next 12 months, buy materials from that supplier of a
certain value. The supply chain financier could use that commitment as the credit backing for
an advance to the fabric manufacturer. This carries the same risks as outlined above but to
an even greater degree.

Dynamic Discounting

Dynamic Discounting is a form of Receivables Purchase, flexibly applied, in which sellers of
goods and services sell individual or multiple receivables (represented by outstanding
invoices) to a finance provider at a discount.

Receivables Discounting is usually offered by finance providers to larger corporate clients
selling to multiple buyers. The buyer coverage will depend on the number of buyers for
which the finance provider is willing to take credit risk’’.

Dynamic discounting can also be buyer funded, as is the case in the dynamic discounting
framework agreement provided by Taulia (Greensill Capital’s partner in the pharmacy
scheme) for the benefit of local government. This forms part of the same framework
agreement as was used for pharmacy supply chain finance, but unlike the pharmacy scheme
local authorities themselves make the early payment. Under this arrangement a supplier to
local government which wishes to receive payment before the due date for payment under
the contract can elect to do so, and it will receive that early payment subject to a discount on
the value of the invoice.

Project Bank Accounts (PBAs)

A project bank account is a ring-fenced bank account from which payments are made
directly and simultaneously by a bank on behalf of a buyer to members of their supply chain.
PBAs have trust status which secures the funds in it and funds can only be paid to the
beneficiaries — the supply chain members named in the account.

The account is held in the names of trustees; likely to be the buyer and lead contractor (but
could also be members of the supply chain). The advantage of trust status is that in the case
of insolvency monies in the account due for payment to the supply chain is secure and can

7 Source: Global Supply Chain Finance Forum, Standard Definitions for the techniques of Supply
Chain Finance, 28 January 2021, online https://baft.org/scf-definitions
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only be paid to them.'® The further advantage is that payments out of the PBA are made
simultaneously to all parties. This has a significant advantage to subcontractors which
otherwise have to wait for their buyer to be paid before, generally, they can themselves be
paid. It can therefore significantly accelerate the receipt of funds by the supply chain.

On 10 February 2012 government published “Government Construction: Project Bank
Accounts- briefing document.” The paper explains its purpose - “Cabinet Office is working
with public sector construction procurers in pioneering a new way of paying supply chain
members in construction projects through Project Bank Accounts (PBAs). PBAs will see
construction SMEs working in government projects receiving payment in five days or less
from the due date. Government Construction Board members have committed, over the next
three years, to deliver £4bn worth of construction projects using PBAs.”

The document quotes Lord Maude as saying “We are leading the way with this innovative

approach to paying smaller suppliers and where better to do so than in an industry where

more than 99% of businesses are SMEs. Project Bank Accounts means SMEs will be paid
faster, freeing them of the burden of juggling with their cash and allowing them to focus on
expanding their businesses instead of chasing payments.”

Employer Salary Advance Schemes (ESAS)

The Financial Conduct Authority states on its website that: “ESAS are commonly promoted
as an alternative to high cost credit and have a broadly similar economic effect. While most
of these schemes do not fall under the FCA’s regulation, as they do not meet the definition of
credit under legislation, given the similarities with some credit products” and their use by
Greensill Capital’s subsidiary, Earnd, | have included a description of them because they are
a product offered by Greensill and which Mr Greensill described in interview as being supply
chain financing for the individual.

They continue by stating that the ESAS offer “allows employees to access, usually for a fee,
some of their salary before their regular payday. These schemes are a recent development,
and are usually administered by specialist scheme operators who promote the scheme to a
variety of both public and private sector employers.”

The Financial Conduct Authority has also stated that: “When used in the right way, ESAS
can help employees. They can be a convenient way for employees to deal with unforeseen
expenses and occasional short-term cash flow.” However the FCA highlighted their concerns
that: “They are often promoted as a cheaper alternative to high-cost credit such as payday
loans. The FCA does not usually regulate ESAS as an early advance of salary provided by
an employer does not involve the provision of credit, but they can raise similar issues.”

ESAS typically works with “specialist scheme operators, which are usually unregulated
businesses, often provide the product as part of a 'wellbeing package' to help employees
with financial management. Some offer employees an app based platform which sits
between the employer’s payroll operations and the employee’s bank account. The employee
can then draw down usually up to half of their accrued or earned wages before their next pay
day. The scheme operators usually charge the employee a fee for each drawdown. The
employer will then pay the balance of the salary (i.e. net of the advanced payments and the

'® Source: Cabinet Office and Infrastructure and Projects Authority, Project Bank Accounts, 15 May
2012, online https://www.gov.uk/government/publications/project-bank-accounts
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fees for the service) on the next payday. Employees can make multiple drawdowns during
each pay cycle and can repeat this again in subsequent periods.”'® The employer
reimburses the finance house the amount of the advance on the next salary date.

On 18 December 20 a letter related to early salary payment schemes was issued by Cat
Little, Director General Public Spending, Gareth Rhys Williams, Government Chief
Commercial Officer and Rupert McNeil, Government Chief People Officer. The contents of
the letter are set out below in full.

“We have been made aware that over the last couple of months a number of departments
and Arm’s Lengths Bodies have been approached by a finance company offering them
access to an early salary payment scheme.

We wanted to take this opportunity to remind departments of the guidance that HMT have
published on this subject matter. In particular, the need that if departments do want to
introduce a new type of finance arrangement, they will need to get internal sign off by their
departmental Accounting Officer before approaching Her Majesty’s Treasury (HMT) for final
approval.

Whilst we are really supportive of departments looking at more innovative ways to support
their employees, particularly, in this very difficult economic climate, | would ask colleagues to
ensure they have fully considered all options already available to them, including utilising
fully the salary advances and loan schemes they operate through payroll.

The evidence suggests it is more beneficial for organisations to support individuals
becoming more capable and confident in managing their finances before launching these
types of products. We highlighted this when we launched the CS Financial Wellbeing
Strategy in February 2020 and produced a supporting toolkit (both attached) which provided
departments with a ‘road map’ towards developing their own financial wellbeing strategy.”

'® Source: Financial Conduct Authority sets out views on Employer Salary Advance Schemes, 30 July
2020, online
https://www.fca.org.uk/news/statements/fca-sets-out-views-employer-salary-advance-schemes
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The activities of Greensill Capital in relation to supply chain finance in central
government and the NHS

Greensill Capital bundled the invoices and sold them normally to specialist funds managed
by third parties operating in the capital markets, unlike banks which would fund their
advances to the customer from their usual bank resources. In order to ensure these
remained sufficiently creditworthy to be attractive to investors, Greensill Capital took out
credit insurance against non-payment of the obligation.

On 11 May 2021 at the Treasury Select Committee inquiry into the ‘Lessons from Greensill
Capital’, Mr Greensill ascribed the failure of his business to the failure of the credit insurer to
renew the insurance. In our interview Mr Greensill explained that he had losses in 2016 and
had been told if he claimed on the credit insurance they would not renew it. They had
decided at that time not to call on the insurers but to raise capital from shareholders instead.

The first engagement | have found relevant to this story of the use of supply chain financing
was on 15 May 2008 when Mr Greensill was employed by Morgan Stanley. He states in an
email to an HMT official that “I spoke with Jeremy Heywood at Number 10 late last week and
he asked me to reach out to you with a view to updating you on TReFS, our supply chain
finance product that we discussed last year and our progress at the PPD.” and in response
the HMT official replies to Mr Greensill [in relation to the Department for Health and Social
Care analysis of the financial opportunity] stating that “Their assessment is that the market
opportunity is substantially smaller than the MS analysis suggests. They believe it is of the
order of £20-30m per year, rather than the +£100m your colleagues estimated. This
substantially changes the balance of arguments as to whether this is worth pursuing, given
other associated risks and opportunities.”

Maurice Thompson from Citibank approached Francis Maude, Minister for the Cabinet Office
(MCO) in late 2010 and again in a letter in April 2011 to highlight opportunities for the use of
supply chain finance at the Department for Work and Pensions (DWP) and in the NHS with
pharmacies. Citibank was Mr Greensill's employer at the time where he worked with Mr
Thompson who subsequently became Chair of Greensill Capital. Citibank was also one of
two banks which were parties to the framework agreement for providing money transmission
services to government.

In July 2011, there was a presentation from Citibank and Lex Greensill to Francis Maude,
Minister for the Cabinet Office (MCO) and members of the Efficiency and Reform Group
(ERG) on the merits of supply chain finance including setting out details of how they could
provide supply chain finance at the NHS and in DWP. There was a subsequent version of
the same presentation that had been amended and sent to Lord Heywood two weeks later.
The original version of the presentation was a very close reflection of the various topics and
targets that Mr Greensill subsequently focused on as an unpaid adviser to government.

The presentation appears to have been modified following input from MCO. The main
changes from the first to the second presentation were:

- Supply chain finance was initially included as a possible route to helping suppliers to
government, instead the later version stated supply chain finance might be used, but
only outside government, to help small suppliers in the wider economy.
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- Three pages of material related to the use of supply chain finance in government at
the NHS and DWP were excluded.

- Material on the prompt payment of suppliers, project bank accounts and supply chain
finance outside of central government appears to have been added into the later
version that was sent to Lord Heywood.

The first documented engagement between civil servants from the Cabinet Office and Mr
Greensill, when he was employed at Citibank, was an email exchange and subsequent
meeting with Lord Heywood, then the Permanent Secretary at Downing Street, in August
2011. Following this meeting Lord Heywood emailed Katharine Davidson from the Efficiency
and Reform Group in the Cabinet Office to say that "He [Mr Greensill] is quite keen to sever
links with Citigroup and come and work for us as a part time specialist on supply chain
finance. | hope we can seriously consider this..." In response Ms Davidson replied to Lord
Heywood to say "We are interested in better understanding the economic benefits/profit
potential for financial suppliers, as well as how much of this opportunity is created by poor
internal cash management and accounts payable performance."

Between 12 and 14 October 2011 there was an email exchange between Francis Maude's
office and Katharine Davidson concerning a proposal received from Maurice Thompson of
Citibank which says "It [the proposal from Citibank] looks suspiciously like a proposal | have
just had from No10." It is unclear and | do not wish to speculate on why Number 10 should
be producing as its own document a document which appears to have had common
authorship with a document presented by a third party bank.

Lord Heywood convened two meetings at Number 10 in November 2011. The first was a
cross government supplier finance meeting to understand “the various forms of supplier
finance schemes offered by the market; the scope for implementing supply chain finance in
government and what the government’s role might be; the most effective way to take this
forward, if attendees agreed that there was sufficient scope for implementing supply chain
finance within HM Government” and the second “to discuss how to ensure the benefits of the
government’s Prompt Payment Code were being passed down government supply chains.”
The notes from the cross government supplier finance meeting held on 24 November 2011
had four solutions outlined; improve payment systems; persuade large suppliers to pay their
supply chain promptly; use project bank accounts; and consider supply chain finance. This
set out a balanced approach that did not appear to be later reflected in the advice to the
Prime Minister.

Actions included that Mr Greensill would work with the Department for Health (DH), as it then
was, DWP and relevant departments to examine specific opportunities for applying supply
chain finance or project bank accounts. Mr Greensill was in attendance at both meetings as
an ‘Adviser on supply chain finance’ although at this stage there had been no steps taken to
appoint him to any capacity in government. It was also confirmed in November 2011 that he
was no longer at Citibank.

Further internal correspondence between HMT officials on 11 November 2011 regarding
three matters discussed with Mr Greensill; the first related to large UK corporates setting up
supply chain finance schemes, the second related to the idea that government could
increase its payment days to large corporate suppliers and finally the potential to set up a
supply chain chain finance scheme for pharmacies to enable pharmacies to borrow against
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their invoices. The view expressed by the HMT official was that “We would have to look into
the finer details to take a view on something like this, which could be complex. We might
alternatively take the view that DHSC should actually just pay its suppliers quicker(?).”

Subsequent activity in February 2012 resulted in Mr Greensill delivering presentations to
Lord Maude (although Mr Greensill later stated that he had not met Lord Maude so it is
possible there was no such meeting) and Lord Heywood on the merits of supply chain
finance. Mr Greensill sent a number of suggested actions and follow up to Lord Heywood
that included proposing the writing of a letter to the CEO’s of the Top 50 suppliers setting out
‘our supply chain finance plan’ and inviting them to an event at Number 10.

A key series of events to highlight in the lead up to the event at Number 10 in October 2012
include an email from Mr Greensill to Lord Heywood on 31 May 2012 where Mr Greensill
sets out proposed next steps including a PM briefing note with feedback from Andrew Van
Der Lem, Tim Luke, John Gibson, Bill Crothers and Katharine Davidson”. It also states that
“this note would be copied to the ERG team, BIS and Treasury.”

On 13 June there was a progress report from Ms Davidson on supply chain finance which
was addressed to Lord Heywood and copied to Lord Maude and a range of senior
stakeholders including Mr Crothers. Ms Davidson highlighted that the Efficiency and Reform
Group had reviewed opportunities for improving prompt payment practice and increasing the
use of supply chain finance tools and noted that they had worked closely with Mr Greensill.

It is apparent from this update that Ms Davidson had concerns. The report noted that ERG
was changing the way the government engaged suppliers to ensure that prompt payment
was raised in key discussions and that positive existing policies were more rigorously
implemented. Previously Ms Davidson had noted that “HMT made clear that supply chain
finance was not HMT's first choice method of achieving the policy goals of getting cash into
SMEs and reducing purchase prices.”

The update covers meetings with a range of stakeholders and recommends that firm
involvement from HMT and the Department for Business, Innovation and Skills (BIS) (2009 -
2016) would be necessary to secure progress of supply chain finance. There is a summary
of concerns raised in a meeting with HMT, which included that as an intra-private sector
financing tool, the HMT position was that supply chain finance could be a useful product but
it was not clear why there was a market failure, why the government needed to promote it or
what was needed from HMT.

Ms Davidson further reported that the meeting with HMT and Mr Greensill had agreed “that it
has now reached the stage in the policy process where a proper submission needs to be
produced for Number 10, Cabinet Office and HMT which will consider the matter in the round
and that will set out the basis for any government action.” Mr Greensill does not appear to
have voluntarily shared his proposals or papers with HMT from this stage forward. Mr
Greensill did not copy Ms Davidson or any of his ERG contacts into his messages to Lord
Heywood about next steps.

On 27 June Mr Crothers raised concerns that a memorandum proposing a roundtable on
supply chain finance had been submitted to the Prime Minister and that neither he, Ms
Davidson, nor their ERG colleagues had an opportunity to comment before it was sent to the
Prime Minister. The memorandum for the Prime Minister listed its authors as including Lord
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Heywood, Oliver Letwin and Mr Greensill. This memorandum, primarily drafted by Mr
Greensill, proposed that the Prime Minister:

- Sponsor a partnership to implement supply chain finance between banks, non-banks
and major companies starting with the government’s Top 50 Suppliers, with a view, in
the future, to extending supply chain finance even more widely in the UK economy.

- Write to the CEOs of the government’s Top 50 Suppliers informing them of the value
that supply chain finance can bring to their company and the UK economy and
inviting them to a roundtable at Number 10.

The partnership was a significant change in approach with the addition of non-banks and the
proposed focus on and engagement with the largest suppliers to government, as opposed to
the commercial to commercial use of supply chain finance outside of government.

If the usual process for clearance had been observed there would have been opportunities
for Ms Davidson and ERG to add balance to the memorandum and to make sure that HMT
colleagues also had an opportunity to share their concerns. This view would appear to be
confirmed by Tom Scholar, Permanent Secretary, HMT in response to being asked at the
Public Accounts Committee, Lessons from Greensill Capital: “What is the need for supply
chain finance? Why doesn’t the government perform this function itself?” with the reply "The
Treasury has always been institutionally sceptical of that kind of proposal, for exactly the
reason that you set out."?°

Communication was exchanged between key stakeholders to set out a plan to develop a
policy with BIS, HMT, the Cabinet Office and Mr Greensill in July 2012 where government
acted as a catalyst to encourage businesses to adopt supply chain finance in order to
support SMEs to get access to cheaper credit.

Lord Heywood requested HMT and DHSC meet Mr Greensill to discuss the supply chain
finance scheme for pharmacies in August 2012. His email on 30 August asked “can you
meet Lex asap (ideally tomorrow as planned) so we can nail this pharmacy SCF scheme -
which is a brilliant way to inject £1 billion cash flow into the pharmacy sector while saving
HMG £100m a year? | cannot understand why we are still playing pass the parcel on this!”
Later that day Mr Greensill emailed Lord Heywood to request assistance saying “Given that
HMT won't issue its approval without an express request from DHSC to go ahead with SCF
for pharmacists” he then went on to say “Given that Richard approved us going ahead nearly
6 weeks ago, it is staggering to me that we are still in a holding pattern. It would be most
helpful if you could weigh in with your thoughts on the email we are sending to Richard.”

The amount of cash injected into the pharmacy sector was, at any one time, about £80m.
The saving would have been greater if government had used its own resources to fund the
scheme rather than using Mr Greensill's very recent employer to fund the scheme without
tendering and with advice from Mr Greensill. Mr Greensill would later recruit the senior
Citibank banker involved to chair Greensill Capital.

It has been confirmed by NHS BSA that the proposal to introduce supply chain finance into
the pharmacy payment process was discussed at their Board in July 2012. A formal proposal

20 Source: Public Accounts Committee, Lessons from Greensill Capital, oral evidence transcripts 22
April 2021, Q35, p12, online https://committees.parliament.uk/oralevidence
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was considered by HMT and on 5 October 2012 the Chief Secretary to the Treasury, Danny
Alexander, confirmed approval of the Pharmacy Early Payments Scheme (PEPS). It was
confirmed that an announcement of the scheme was scheduled to be made by the Prime
Minister at the cross government roundtable.

Ahead of the cross government roundtable meeting there was a brief to the Prime Minister

from Tim Luke on supply chain finance that referenced Mr Greensill “having designed many
of the UK’s existing SCF programmes while with Morgan Stanley and Citibank leading this

work with support from Number 10 and BIS.” It explained that the event would “be attended
by around 60 of the largest UK companies, with support from the Bank of England, the CBI
and the Chambers of Commerce.” This was a change from the original proposition to invite
the government's Top 50 Suppliers which was made to assuage Lord Maude’s concern that
the initiative cut across his team’s work encouraging government suppliers to pay promptly.

Ahead of the event there was a supply chain finance pre-brief submitted to the Prime
Minister, on 10 October 2012. The paper indicates its purpose is to “update you [the Prime
Minister] on progress being made on your Supply Chain Finance (SCF) initiative” and states
that “Lex Greensill, who was brought into the Cabinet Office having designed many of the
UK’s existing SCF programmes while with Morgan Stanley and Citibank, has done a terrific
job leading this work with support from Number 10 and BIS.” The paper then goes on to set
out the plan and schedule for the Prime Minister and indicates that “At this event, the
government and Dept of Health would announce the launch of a £1 Billion supply chain
finance programme which aims to reduce the payment timeline for UK Pharmacies from 90
days to 36 days.” and goes on to suggest that the Prime Minister “could highlight how supply
chain finance forms part of your Growth Agenda by supporting SMEs and increasing
payment efficiency in the UK economy.”

The Prime Minister hosted the roundtable meeting with leading businesses to discuss supply
chain finance on 23 October 2012. It was supported by a press release with the list of
companies that agreed to actively evaluate the implementation of, or continue to offer,
supply chain finance.

On the day of the event supply chain finance was described in an announcement as “an
innovative way for large companies to help their supply chain access credit, improve
cashflow and at a much lower cost, and has already been successfully implemented by
companies.” and with a quote from the Prime Minister saying “It can be a win-win, with large
companies and small suppliers both benefiting from this innovative scheme."”’

The largest component of SME financing was working capital funding given that SMEs
generally funded their working capital via overdrafts, invoice discounting, factoring or similar
products. The products accessed by SMEs were more expensive than their customer’s cost
of credit. The economic climate at the time made it relatively more challenging and
expensive for SMEs to grow their businesses. The first UK Government supply chain finance
scheme for community pharmacies in England was also announced at the event.

In relation to the pharmacy early payment scheme the government announcement said that
around “4,500 pharmacy businesses will be able to get access to approximately £800 million

2 Source: Prime Minister’s Office, 10 Downing Street, Prime Minister announces Supply Chain
Finance Scheme new story published on gov.uk on 23 October 2012
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of credit at a much lower cost than they do now.”

There was a further debrief to the Prime Minister on 8 November 2012 thanking the Prime
Minister for his support of the supply chain finance roundtable on 23 October. It stated that
“We have been subsequently contacted by over a dozen of the companies who attended to
reaffirm how helpful they found us to bringing together those who offer supply chain finance
and those who are now working to evaluate and implement it for their UK supply chains.”
and set out next steps that “can be extended to drive savings of £500mm-£1bn p.a. in HMG
goods and services procurement; and unlock further credit in the wider UK economy
(beyond the 40 companies you met).” The paper makes two specific requests of the Prime
Minister: “Are you supportive of us actively investigating the areas where we could use
supply chain finance to unlock savings across Whitehall?” and “Are you supportive of us
using the momentum and goodwill created by your Roundtable to forge supply chain finance
programmes available to Tier 1 & 2 suppliers in the UK automotive, defence and civil
construction sectors?” further highlighting that “This will have the effect of pushing new credit
down to firms (especially SMEs) who are indirect suppliers to the companies who attended
your SCF Roundtable.” and then suggests that “Given that we would be leading the creation
of these SCF programmes, we could potentially secure a quick win for the Business Bank by
having it contribute a modest amount of additional SCF funding (on equivalent terms to the
other non-bank investors). We are in early stage discussions with BIS about this and their
Officials have indicated that they see real merit in this idea.”

The promotion of the potential use of supply chain finance by Mr Greensill was marketed in
government as being applicable to a range of areas including property contracts, defence
contracts and pharmaceutical and other medical suppliers. Set out below are the details of
the only schemes promoted by Mr Greensill which were actually adopted by government -
the Pharmacy Earlier Payment Scheme (PEPS) and its successor prepayment scheme, and
an Employer Salary Advance Schemes (ESAS) in the NHS.

Other attempts at providing invoice purchasing and future invoice purchasing schemes in
central government to DWP, the Ministry of Defence (MoD) and the Ministry of Justice (MoJ)
were reviewed but did not proceed after commercial due diligence for the reasons
referenced above.

Proposal to move all government purchasing from five to 30 day payment

Mr Watmore met Mr Greensill in November 2011 to discuss the latter’s interests in supply
chain finance and that big businesses supplying the government could be encouraged to
offer supply chain finance to benefit smaller secondary suppliers. Mr Greensill proposed that
supply chain finance could be used to provide an immediate cash flow benefit to the
government by extending payment terms for suppliers from 5 to 30 days.

Following that, it was arranged for Mr Greensill to be invited to a planned discussion on
supply chain finance being organised with Lord Heywood on 15 November 2011. Mr
Watmore stated in an email at the time that he felt that the proposal about extending
payment terms for suppliers was a matter for HMT.

However, HMT did raise the question of why they were being requested to support the
proposal or what was specifically needed from them. The argument put forward by Mr
Greensill is that terms agreed under the Brown Administration to pay in five days to 30 days
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had supported large suppliers and not SMEs so reversing the prompt payment policy would
not affect many SMEs but would release immediate cashflow, and supply chain finance
could be used to enable suppliers to be paid as if government was still paying after 5 days.

This proposal would have reversed government’s existing policy and would have been
counter to the recommendation in the Breedon report. It would have created a massive
opportunity for financial institutions to provide finance against government credit and, whilst
generating a short term cash flow benefit for government, it would have adversely affected
the UK economy and increased government funding and procurement costs.

Mr Crothers in his evidence before the Public Administration and Constitutional Affairs
Committee asserted that even Mr Greensill believed that supply chain finance was not an
appropriate tool for central government. He said:

“As has been said earlier in your previous sessions, supply chain finance is generally
not appropriate for the public sector. | had that conversation with Lex. That was my
view that | wrote to the Minister for the Cabinet Office. Lex’s view was that he agreed
that the government should just pay their suppliers on time, and suppliers within the
large suppliers should be paid on time as well. | was not being recruited with a view
to try to sell to the public sector. That would not have sat well with me anyway.”??

More colloquially, extending the credit terms in this way and putting in place supply chain
finance has been described as pushing the suppliers overboard and then throwing them a
life jacket.

The current regime as outlined in the Public Contracts Regulations 2015, states that the
Statutory Guidance for contracting authorities and suppliers includes measures to monitor
and tackle late and unfair payment practices, assisting the cash flow of businesses. BEIS
refers to findings that SMEs in the UK are owed £26.3 billion in overdue payments, with over
half experiencing issues with late payment.?®

I note that the government is committed to its long-standing policy to pay 80% of undisputed
and valid invoices within 5 days, with the remaining paid in 30 days with government
departments required to report their performance against these payment targets on a
quarterly basis.

| am aware that the public sector buyers must ensure that their prime contractor includes
equivalent 30 day payment terms in any subcontracts through the supply chain. BEIS is
responsible for prompt payment policy in the private sector. | understand that Government
Commercial Function also closely monitors the performance of its strategic suppliers.

22 Public Administration and Constitutional Affairs Committee, Propriety of governance in light of
Greensill, oral evidence transcripts 8 June 2021, Q95, P40, online
https://committees.parliament.uk/oralevidence

2 Source: Public Contracts Regulations 2015 - Statutory guidance for contracting authorities and
Suppliers on paying undisputed invoices in 30 days down the supply chain” online,

https: ts. lishing.service.gov.uk/government/ upl tem/upl ttachment_dat

file/555393/Revisedstatutoryguidance26Sept.docx.pdf; Explanatory memorandum to the reporting on
payment practices and performance regulations 2017 online http://www.leqislation.gov.uk/uksi/

2017/395/pdfs/uksiem 20170395 en.pdf
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Signatories to the Prompt Payment Code undertake to pay suppliers within a maximum of 60
days; to work towards adopting 30 days as the norm; and to avoid any practices that
adversely affect the supply chain. In order to meet the requirements of the Prompt Payment
Code, suppliers must pay 95% of invoices within 60 days.

BEIS has introduced regulations establishing a new statutory reporting duty for payment
practices and performance. These regulations require the UK'’s largest companies and LLPs
to report details of their payment practices and policies for financial years beginning on or
after 6 April 2017, on a half-yearly basis. The stated aim is to boost transparency of payment
practices to help SMEs.

BEIS announced further reforms in January 2021 to strengthen Prompt Payment Code,
ensuring larger companies pay their suppliers on time - which required the payment period
to small businesses to be reduced to 30 days.

The treatment of supply chain finance when reporting payment days is covered in the BEIS
regulations that state that: “If fees or a discount are applied to the supplier’s invoice, the
reporting entity is obliged to report the payment time to the later settlement date with the
bank rather than the earlier date where the supplier was paid the reduced sum.”*

Pharmacy Earlier Payment Scheme (PEPS)

The NHS Business Services Authority (NHS BSA) is an Arm’s Length Body of DHSC. NHS
BSA is an NHS delivery organisation active in the workforce and primary care space with
pharmacies and dentists, and in providing assurance over contracts. It is not involved in
policy making but does put policy into practice. They deliver a range of services to NHS
organisations, NHS contractors, patients and the public. NHS BSA were directed by DHSC
to implement the Pharmacy Earlier Payment Scheme (PEPS).

There has always been a complex funding arrangement for pharmacies, which covers
almost 52,000 prescribed products, all at different prices and with varying applicable fees.

PEPS was established to accelerate the payment for the provision of NHS pharmaceutical
services. The scheme was put in place to address the length of time it takes to process and
pay pharmacies for patients’ paper prescriptions as NHS BSA were required to complete a
time consuming reconciling process prior to funds being transferred to the pharmacies to
reimburse them for the prescriptions they dispensed and any applicable fees.

It was announced as part of the cross government roundtable meeting with leading
businesses to discuss supply chain finance in October 2012 and then started operation in
2013. There were three phases of the PEPS scheme: the first was operated by Citibank
within a sterling money transmission framework agreement which commenced in 2013 and
expired in March 2016 but was twice extended as the government considered what it should
do with the scheme. The second phase was the award of the contract to Taulia in 2018 and
the third was the introduction of the earlier payment scheme known as the Estimated Early
Pharmacy Payment Scheme (EEPPS) in July 2020.

In a note on 11 August 2016 Brendan Peilow, Crown Representative for Banking and
Payments stated that: Citi had been awarded the Pharmacy Earlier Payment Scheme

2 Source: Public Contracts Regulations 2015 - Statutory guidance
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(PEPS) because they brought the idea to government and, as it fell within an existing
framework agreement to which they were party, it did not have to be tendered.

Before the PEPS scheme was introduced all pharmacies were paid in substantially the
following manner. By the sixth day of a month each pharmacy delivered to NHS BSA all their
prescriptions serviced in the prior month. They also delivered at the same time a signed
declaration of the number of items included in their submission. The NHS BSA would use
this declaration to create an advance calculation that was paid at the end of month 2. Once
all prescriptions have been individually processed a payment at month 3 will be made
reconciling the advance made at month 2. Therefore, for prescriptions dispensed at the start
of month 1, which would be of drugs purchased before month 1, there was a two month
delay before the pharmacy received payment. On the basis prescriptions are dispensed
throughout the month, the average delay from dispensing to payment was 6 weeks.

Under the PEPS scheme (phase 2) by the sixth day of a month each pharmacy still delivered
to NHS BSA all their prescriptions serviced in the prior month. Again, they also delivered at
the same time their own declaration of the number of items submitted. The NHS BSA
checked the approximate accuracy of these declarations against historical data. NHS BSA
would then send those estimates (adjusted if appropriate for any concerns NHS BSA had
about their accuracy) to Greensill Capital for payment against an irrevocable undertaking to
reimburse Greensill Capital from the NHS BSA. Greensill then made payments directly to
contractors on either the 8th or 12th of the month, based on speed of submission. The
physical prescriptions and electronic prescriptions would then be processed by the NHS
BSA's Prescription Services team who would undertake a detailed process of calculating the
exact financial amount due, which would then be reconciled against the previous estimated
amount. Any discrepancy would be corrected in the next payment instruction sent to
Greensill Capital in the following month.

At the Treasury Select Committee on 11 May 2021 Mr Greensill claimed that “Unlike the
private sector, the government do not have the capacity to approve invoices very promptly,
SO as a consequence there is a delay - even though you want to pay within 10 days, there is
often a delay. If one looks at what the private sector does, that delay can be solved using
analytics, machine learning and algorithms to accelerate that process.”

PEPS is perhaps unique in that it is not a traditional invoice based payment system.
Pharmacies do not submit a single monthly invoice to NHS BSA for payment. In dispensing
1 billion items per year, they submit over 400 million prescriptions to the NHS BSA which
have to be processed, priced (with reference to the drug tariff) and a value for each
prescription calculated (including incorporating fees as well as drug reimbursements). When
the scheme was originally implemented this would have been predominantly through the
manual keying of prescriptions by an NHS BSA Prescription Services team. However, most
are now automatically processed through the Electronic Prescription Service (EPS).

PEPS is effectively a parallel scheme to the manual process followed by the remaining 80%
of pharmacy contractors paid directly by the NHS BSA.

In a report to the Chief Executive of the Civil Service on 10 October 2016 Brendan Peilow
stated that: “Despite being in place for a number of years, the scheme is only used by a
small number of pharmacies and it is likely that other mechanisms for reducing the drug cost
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through support may be of wider application and provide greater savings.” There is no record
of why this advice was not followed.

On launch the scheme had 738 participants. In October 2016 there were 1,567 pharmacies
using the scheme with a monthly reimbursement of c£80m out of a total of ¢12,600
pharmacies with a monthly reimbursement of c£850m. The total charge by Citibank was
LIBOR plus 0.5%. The greater take up was among smaller pharmacy chains with under 200
independent pharmacies electing to join. By July 2020 the number of participating
pharmacies had remained stagnant at 1,617 but when EEPPS was introduced providing for
earlier payment during the Covid crisis the number peaked at 2,188 users.

It was also positioned by Mr Greensill that PEPS could also be extended to accelerate GPs'
Global Sum Monthly Payments as well as payments to dentists, opticians and
physiotherapists. The scheme was not extended to these professions.

The Citibank PEPS contract was due to expire in March 2016, but was renewed twice on a
‘rollover basis’ whilst government considered what it should do. Following the second
rollover of the PEPS contract with Citibank, the Crown Commercial Service was asked to run
a tender for a framework agreement through which NHS BSA could contract for PEPS. CCS
also required bidders for the framework procurement to offer a dynamic discounting service,
which it was thought would be of interest to some local authorities. Local government has
statutory 30 day payment terms but | am told that some authorities pay late while more do
not pay as early as they wish (e.g. because of paper based approval processes) so CCS
considered that there could be a demand for dynamic discounting. CCS launched the
procurement for a single supplier framework agreement in November 2017.

This request for a new framework agreement originated from a meeting of senior officials
across government including the then Chief Executive of the Civil Service and Permanent
Secretary of the Cabinet Office, the Crown Representative for Banking and the then Finance
Director of DHSC.

The decision was taken to combine the supply chain finance early payment solution with a
dynamic discounting solution for local authorities. It was advertised on 22 November 2017 as
“Supplier Early Payment Solutions - UK Public Sector Framework” and explained it was for
“Supplier Early Payment solutions which will encompass both Supply Chain Finance
solutions (SCF) and a Discount solution.” The fuller description of the tender explained
“Crown Commercial Services is seeking to establish a single Supplier Framework
Agreement for use by central government and wider public sector organisations (Contracting
Authorities) ... for the provision of Supplier Early Payment Solutions (SEPS) which will
encompass both Supply Chain Finance solution (SCF) and a Discount solution....This
Framework Agreement will provide Contracting Authorities with the ability to pay Suppliers in
advance of their contractual payment term (e.g. thirty (30) days).... The Discount solution will
enable Contracting Authorities to use their own funds to offer early payment in return for a
discount.”

The incumbent provider for PEPS, Citibank, and two other bidders entered the tender
process for the framework procurement. At the selection stage one of the tenderers failed to
meet certain criteria and was dropped from the process. At the award stage therefore there
were two bidders, Citibank and Taulia (which had named Greensill Capital as a key
subcontractor).
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At the time Taulia was a San Francisco based business which described itself as - “Taulia
delivers working capital solutions that make it easy for businesses to free up cash,
accelerate payments and improve supply chain health. Since its foundation in 2009, Taulia
has envisioned a world where every business can thrive by liberating cash using our state of
the art platform. Today our team of financial game changers have built a network connecting
1.6 million businesses across 168 countries and has accelerated more than $90 billion in
early payments.” Taulia was to be the contracting party and to provide the technical solution
but Greensill Capital was its subcontractor to provide access to the financial resources
necessary to fund the early payments.

At this stage the evaluators decided that Taulia failed to meet the criteria and Taulia was
notified that it would be excluded in accordance with the procurement process.

In light of its imminent exclusion, Taulia’s legal representatives sent formal legal
correspondence to CCS questioning the evaluation on 30th January 2018. Bill Crothers and
Lex Greensill at Greensill Capital, which was not a party to the bidding process but was
disclosed as Taulia’s proposed funder for the supply chain finance part of the framework
agreement, supported Taulia’s questioning of the evaluation.

Mr Greensill wrote to the CEO of the Crown Commercial Service on 31 January 2018 further
to this legal correspondence stating that “[their legal advisers] are instructed by us both to
take all steps necessary to challenge the decision made by the CCS and communicated via
the portal on 26 January 2018. For the avoidance of doubt, we expect to be successful in
that challenge and our objective is to require Taulia be included in the remainder of the
tender process going forward.” It goes on to say that “Both Taulia and Greensill are hugely
aggrieved with the decision and extremely disappointed and concerned with the apparent
deficiencies in the process of the tender, particularly in light of the focus and importance of
SCF to wider governmental policy and strategy.” In acknowledging receipt of this letter, CCS
emphasised the importance of maintaining due process in the live procurement and made
clear that engagement with Mr Greensill would not be appropriate at this point. It responded
to Taulia’s legal representatives instead through its procurement portal. Following this legal
correspondence, CCS conducted a review of the evaluation procedure, taking advice from
the Government Legal Department and external counsel. The advice was to 'proceed
cautiously' with the remaining bidder, Citibank.

However, following a further consideration of the issues, CCS agreed with Counsel that CCS
were not in a position to robustly defend the initial scores or the rationale, and so CCS
decided proceeding with caution was not the best course of action. Clarification of the
responses from both bidders was sought and a decision was taken to re-evaluate with new
evaluators and a new consensus manager. This resulted in Taulia being readmitted to the
tender process and both bidders proceeding to an e-auction.

In the subsequent e-auction bidding process Taulia offered a discount rate of LIBOR plus 30
bps and Citibank LIBOR plus 23.5 bps. However, on the other part of the tender, the
dynamic discounting, Citibank was more expensive than Taulia and the net result was that
Taulia was determined the winner. CCS then undertook a mandatory 10 day standstill period
in line with regulations to allow for clarification and challenge before the award to Taulia.
None was received. In 2018, the government calculated that total expected revenue to Taulia
under PEPS would be c£2.1m until its expiry in 2025. When PEPS was switched to the
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prepayment scheme, EEPPS, in 2020 the revenue calculation was increased because of the
longer period of the advance and the likelihood of increased take up. At this stage the
calculation by the government was that Taulia would share revenue of c£5.4m.

After NHS BSA had awarded a contract to Taulia, calling off from the CCS framework
agreement, it emerged that Taulia’s technology was not aligned with the existing end to end
payment process used by NHS BSA. NHS BSA considered the best course of action to
continue to perform its previous administrative role not to use Taulia systems but directly
present Greensill Capital, Taulia’s subcontractor, each month with the names of the
pharmacies and the amounts due to them. Greensill Capital received no other information
and performed no other role in the process. The impression that Greensill Capital was a
fintech company, at least as regards the pharmacy early payment scheme, is not therefore
borne out by the facts.

On 11 May 2021 at the Treasury Select Committee inquiry into the ‘Lessons from Greensill
Capital’, Mr Greensill claimed that “the data points that we were having to predict were the
number of prescriptions that would be fulfilled in each individual pharmacy and the
reimbursement value of each one of those prescriptions. Those were the two data points,
effectively, that determined how much a pharmacy would receive in reimbursement from the
Department of Health.”?®> Whilst this is a correct description of the process, it may not have
been apparent to members of the Select Committee that this process was performed
primarily by NHS BSA. Mr Greensill has stated to me that:

“There were two algorithms behind the NHS SCF programme.
1. The BSA Algorithm
a. Phase 1 (from 2012-2020)

i. This took the 3-month moving average reimbursed value per FP10
(prescription) and applied that value to the number of actual FP10s
the pharmacist claimed to have filled in their return at the end of each
month.

ii. This enabled pharmacies to get paid up to 22 days earlier than they
would otherwise have been paid.

iii. This was devised by me and the BSA when | was initially working in
the Cabinet Office.

iv. This algorithm, once created, was singlehandedly operated by the
NHS BSA.

b. Phase 2 (from July 2020 onward)

i. Phase 1 algorithm, plus we also took the 3-month moving average
number of actual FP10s filled per pharmacy.

ii. In effect we used the moving average of both the value and the

% Source: Treasury Select Committee, Lessons from Greensill Capital, oral evidence transcripts 11
May 2021, Q183, p29, online https://committees.parliament.uk/oralevidence
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number of FP10s to quantify expected future prescribing per
pharmacy.

iii. This was devised by me and the NHS BSA, back when | was
working in the Cabinet Office, but only (finally) signed off by the
Department of Health in 2019.

iv. Again, this algorithm, once created, was singlehandedly operated
by the NHS BSA.

2. The Greensill Capital Algorithm

a. It is important to note that under the Phase 2 algorithm above, the NHS
BSA required GC [Greensill Capital] to indemnify them for the risk they had by
providing us with an IPU [Irrevocable Payment Undertaking] for future
receivables (i.e. future filled FP10s) — if they incurred a loss (i.e. a pharmacy
went bankrupt). This is because the NHS BSA was required to pay under the
IPU regardless of whether the pharmacy met the forecast we had come up
with under the algorithm. In that scenario, the NHS BSA would pay and would
then seek reimbursement under an indemnity from GC.

b. To determine if this risk was an acceptable one for us to run, we needed to
be able to forecast the probability of a pharmacy going bust. To do that we:

i. Built a machine learning algorithm to predict when/if pharmacies
would go bust.

ii. It operated using a “gradient boosting” machine learning technique
for regression modelling.

iii. The BSA provided us with historical data (for the previous 2 years),
by individual pharmacy, dispensing activity and those details of
pharmacies that ceased trading. To that, we added a range of publicly
published data — which provides considerable data around local
prescribing activity by area and pharmacy.

iv. Interestingly, the model showed that:

1. More digital prescriptions — was a predictor of being less likelihood
to default; and

2. The dispensation of more colostomy bags — was predictor of
greater likelihood of default

c. This enabled us to determine (a) what pharmacies might be at risk (and
remove them) and (b) whether GC was prepared to provide the facility, given
we were on the hook if the predicted future receivable (i.e. dispensed
prescriptions) failed to arise.”

The third phase of the pharmacy supply chain finance arrangement commenced in July 2020
as the Estimated Early Pharmacy Payment Scheme, EEPPS. This scheme was first
proposed by Citibank in May 2015 along with other proposals to increase take up by
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pharmacies, but was rejected at that time. It was then further promoted by Greensill once
Taulia became the contracting party. The switch from PEPS to EEPPS did not result in a
further procurement exercise and the scheme remained with Taulia/Greensill.

Under the standard arrangement payment is made by NHS BSA to pharmacies at the end of
month 2. For those pharmacies which had elected for PEPS, as we have seen above
payment was made one week after the end of Month 1 by Greensill Capital at the direction
and in the amounts stipulated by NHS BSA with EEPPS payment is made even earlier, at
the start of month 1 in anticipation of the likely level of prescriptions to be dispensed by that
pharmacy, with reconciliation for any variance being made the following month.

The switch to prepayment by NHS BSA increased the risk of loss to the NHS BSA as a
pharmacy might go out of business and not therefore dispense the anticipated value of
prescriptions in a month for which they had already been paid. Accordingly, NHS BSA
required Greensill to guarantee any shortfall as a result of pharmacy failure. At the time of
Greensill Capital’s insolvency Greensill owed NHS BSA a figure believed to be less than
£5,000 in respect of this guarantee.

The expenditure subject to supply chain finance through EEPPS in February 2021 was
£142m per month shared among 2,164 pharmacies. It was estimated that if 100%
pharmacies joined the scheme, the payment would be £851m per month. On 11 May 2021 at
the Treasury Select Committee inquiry into the ‘Lessons from Greensill Capital’ Mr Greensill
claimed that “using the example of the pharmacy scheme here in the UK, we were
extending, on average at any point in time, just under £300 million on a consistent basis to
pharmacies that would not have been available to them otherwise®.”

Following Greensill Capital’s collapse, Taulia remained contractually responsible for the
EEPPS scheme until 30 June 2021. It was always the contracting party and Greensill Capital
did not have any direct contract with government for any supply chain facility. The guarantee
from Greensill Capital has ceased to be of value with that company’s insolvency. This has
meant that DHSC has assumed responsibility for the loss suffered as a result of any
pharmacy failure.l am advised that such losses to date are less than £5,000. In the absence
of Greensill Capital, Taulia’s proposed solution was to arrange finance through a special
purpose vehicle. The EEPPS scheme is currently being funded directly by DHSC. | wish to
acknowledge and pay tribute to the NHS BSA's finance and Prescriptions Services teams for
their commitment to ensure payments to pharmacy contractors continued after the collapse
of Greensill Capital.

I note the recent update on the NHS BSA website with regard to the contract with Taulia. It
reads that: “On Wednesday 30 June 2021, the contract between Taulia Inc and NHS
Business Services Authority (NHS BSA) will end. The Department of Health and Social Care
(DHSC) has confirmed that no new pharmacies will be added to the Pharmacy Earlier
Payment Scheme (PEPS). DHSC are considering next steps with regards to PEPS. DHSC
will announce the outcome of their considerations in due course.”

% Source: Treasury Select Committee, Lessons from Greensill Capital, oral evidence transcripts 11

May 2021, Q185, p30, online https:/committees.parliament.uk/oralevidence
z Source NHS Business Services Authonty, Pharmacy Earller Payment Scheme (PEPS)
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Dynamic discounting

Dynamic discounting is not strictly speaking supply chain finance, but it is nonetheless
relevant to this review as it forms part of the same framework agreement issued by
government. It enables buying organisations to agree lower prices with their suppliers in
return for paying them earlier and, unlike supply chain finance, does not necessarily rely on
third parties to fund these transactions. Demand has been low for the dynamic discounting
facility accessible to public sector organisations by contracting with Taulia through CCS’s
Supplier Early Payment Solutions framework agreement.

Thus far, only three local authorities have taken up the dynamic discounting service through
the CCS framework (none relied on third party finance) although other public sector bodies
are known to contract for dynamic discounting services with other suppliers through other
routes. To date £5.25m of invoice value has been transacted through this element of the
SEPS framework. This has resulted in £46,834 of discounts realised and has earned Taulia
fees of just £4,700. The average cost to suppliers has been less than 1%.

Greensill had no role in the dynamic discounting facility so, other than the PEPS scheme,
contracts established through the SEPS framework for Taulia’s services did not involve
Greensill Capital. | note that in Mr Greensill’s letter of 16th March 2020 to Sir John Cunliffe at
the Bank of England, in relation to Greensill’ Capital’s attempts to alter the terms of eligibility
for CCFF finance, Mr Greensill wrote “We are the sole provider of HMG’s supply chain
finance across all areas of local and central government.” In Mr Greensill’s letter the next
day to the Chancellor of the Exchequer Mr Greensill repeated the same claim.

In an email from Mr Greensill to Charles Roxburgh, Second Permanent Secretary, HMT on
21 March 2020 also in relation to the Greensill CCFF Application it was highlighted by Mr
Greensill that “we pay pharmacists early in England on behalf of the Department of Health.
This scheme has just been expanded and will see us increase our early payments to
pharmacies - meaning we will permanently inject an additional £1.5bn into the UK economy.”
The email then goes on to highlight that “We are, as of this last week, allowing NHS
employees the option to be paid daily (at no cost) using our Earnd App. (in 7 trusts initially,
but going national.)” and goes on to claim that “The response to this product has been
phenomenal." | do not have the figures for four of the NHS trusts but NHS SBS have
confirmed that the take up in the three trusts for which they were responsible was 450 out of
26,300 NHS employees across the three Trusts.

Employer Salary Advance Schemes (ESAS) and the Earnd product

The NHS employs approximately one and a half million people and uses various suppliers
and systems for its employment services. One of the suppliers of employment services is
NHS Shared Business Services (NHS SBS) which accounts for approximately a third of NHS
employees.

NHS Trusts are the data controllers for their employees and it is