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BARING BANK

Nick Leeson's life started as a classic rags-to-riches tale. He was the working-class son of a plasterer from a Watford council estate, who failed his final maths exam and left school with a mere handful of qualifications. Nevertheless, in the early 1980s, he landed a job as a clerk with royal bank Coutts, followed by a string of jobs with other banks. He finally settled up with Barings, where he quickly made an impression and was promoted to the trading floor.

Before long, he was appointed manager of a new operation in futures markets on the Singapore Monetary Exchange (SIMEX) and was soon making millions for Barings by betting on the future direction of the Nikkei Index. His bosses back in London, who viewed his large profits with glee, trusted the whizzkid. Leeson and his wife Lisa seemed to have everything: a salary of £50,000 with bonuses of up to £150,000, weekends in exotic places, a smart apartment and frequent parties. To top it all they even seemed to be very much in love.
BBC 19 July, 2006
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A tragedy of imperfect risk management

Purpose of the case study:
· What implementations should have been done at Baring Bank in order to avoid the collapse of the bank

· Describe the transactions that lead to Baring’s demise

· Analyze the hedge performed by Nick Leeson in the last days of his sojour in Singapore

· Answer all the questions in the text

Overview

Baring Bank was the U.K.’s oldest merchant bank (investment bank). One of its most famous clients was the Queen of England

Prior to the beginning of the story, Mr Norris had taken over as Chairman and CEO after, the ex Chairman has been ousted for having made the firm lose £ 11 million

Upon his appointment, Mr Norris assured shareholders that under his tenure, Baring Bank would not lose any money – famous last words!!

Summary

Baring Futures (Singapore) PLC Ltd (“BFS”) was incorporated on September 17, 1986 and shortly after, applied for and was granted non-clearing membership by the Singapore International Monetary Exchange Ltd (“SIMEX”) 
On February 21, 1992, BFS applied for clearing membership of SIMEX and this was subsequently granted. BFS commenced trading on SIMEX on July 1, 1992

Mr Nicholas Leeson joined Baring Securities Limited in London (“BSL”) in 1989. Initially, he primarily worked in the settlement department, also called the back office.

Mr Leeson was sent to Jakarta (Indonesia), in order to clear-up some problems in the back office there. He performed well, and was able to save Baring about $ 100 million

In early 1992, Mr Leeson applied for registration as a dealer with the Securities and Futures Authority (“SFA”) in the U.K. The SFA discovered in the application that Mr Leeson had made a false statement. He had hidden that there had been some unsatisfied judgment debts against him. The SFA queried BSL on the false statement, and BSL consequently withdrew the application to the SFA. Question 1: what would have your reaction be?
In April 1992, Mr Leeson was posted by BSL to BFS to establish the settlement department operation of BFS. Notwithstanding his difficulties with the SFA, it was decided from the outset that Mr Leeson would also be involved in trading at BFS, as its floor manager on SIMEX. Question 2: what does that mean?
As an active floor manager, the fact that the SFA had demanded an explanation from BSL for Mr Leeson’s false statement to them, and that Mr Leeson’s application to the SFA had later been withdrawn, were never communicated to SIMEX. In his application to SIMEX , Mr Leeson similarly made a false statement that no judgment in civil proceeding had ever been entered against him. 

Question 3: your reaction to this?
In 1992, it was envisaged that Mr Leeson’s trading role at BFS would be limited to the execution of orders placed by Baring Group companies elsewhere on behalf of external clients on SIMEX (referred here as “agency business”. His role changed over time. By the third quarter of 1993, Mr Leeson was trading on behalf of the Baring Group (referred here as “propriety trading. It is not clear who ever gave Mr Leeson the authority to do so. In the course of 1994, it was well known within the Baring Group that propriety trading from Singapore had become a very important part of Mr Leeson’s business activities. Question 4: why no-one in London questioned this type of activity as it was never in the job description at the onset?
By the end of 1994, Mr Leeson was thought to be one of the major contributors to the profits of the Baring Group. As a matter of fact, figures circulating within the bank mentioned that Mr Leeson alone represented about half of the firm’s profits. Question 5: what is your reaction to someone alone being responsible for half of the firm’s profits?
