Starling bank faces profit slump and regulatory fine over lax Covid loan controls
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Digital bank Starling has confronted a significant setback, reporting a 25% drop in its annual profits, a decline that has raised serious questions about its handling of government-backed Covid loans. This fall, bringing profits down to £223 million from the previous year's £301 million, has been largely attributed to a combination of a £28 million provision for potential losses on bounce back loans (BBLs) and a £29 million fine from UK financial regulators for inadequate financial crime controls. 
The scrutiny surrounding Starling's management of the BBL scheme—which provided loans of up to £50,000 at a minimal interest rate and was largely designed to keep small businesses afloat during lockdown—has intensified. During a recent media call, chief executive Raman Bhatia revealed that some loans had been approved without the necessary checks, indicating that the bank might not be able to access government guarantees for this tranche of BBLs. “In some cases, we think we may not have met all the procedures, all the requirements, of the scheme,” Bhatia admitted, although he did not confirm any instances of fraud within these loans.
The controversy dates back to accusations made by former minister Theodore Agnew, who described Starling’s actions during the BBL rollout as a "cost-free marketing exercise," suggesting that the bank prioritised its own growth over diligent financial scrutiny. While Starling's former CEO, Anne Boden, vehemently denied these claims in 2022, the recent financial setbacks and regulatory fines point to the reality that the lender's rapid growth came with significant risks.
Starling's aggressive expansion during the pandemic saw its business customer base soar from 87,000 to approximately 330,000, essentially averaging 15,000 new clients per month. Pre-pandemic, Starling had issued only £23 million in loans; by the close of the BBL scheme in March 2021, this figure ballooned to £1.6 billion. Such rapid growth, however, has led to mounting concerns regarding defaults and delinquency, with a notable 40% increase in provisions for bad loans to £13.9 million in the last reporting period. Concerns about rising defaults have driven Starling to intensify its legal actions against companies that defaulted on these state-backed loans, filing winding-up petitions against at least 24 businesses that appear to show limited trading activity.
Bhatia stated that the bank is actively working on enhancing its compliance processes and financial crime prevention measures, in a bid to strengthen its operational foundation. Following the regulatory fine, which the Financial Conduct Authority (FCA) deemed due to "shockingly lax" controls, Starling's commitment to improving its governance has become increasingly urgent. The interim chief executive acknowledged potential repercussions for executive compensation in light of these issues, although he refrained from providing specific details.
The road ahead looks challenging for Starling. The reputational damage stemming from these controversies has raised doubts about its plans for a stock market listing, a goal that appeared more achievable during its rapid ascent to prominence in the fintech sector. Analysts have suggested that the company may now face a protracted wait before it can reliably showcase its value to potential investors. As it seeks to address its compliance shortcomings, questions linger about the sustainability of its rapid growth strategy, particularly as more competitors enter the market.
With the pandemic’s financial repercussions still being felt, and heightened scrutiny over state-backed loan management, Starling must navigate a complex landscape. The charge forward into a more regulated operational environment, coupled with proactive compliance efforts and legal strategies against non-performing loans, will be crucial in determining its future trajectory. 
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