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Rod Kent: Good morning ladies and gentlemen.  I’m Rod Kent and I have Chris 

Willford with me our Finance Director.  I’m going to make some introductory 

comments and then we’ll go straight to Q&A.   

 

 As you’ll understand we’re in an awful period now and therefore constrained 

to fit pretty closely to the information in the press release.  I would point out 

too that we've put a lot of additional disclosure in this document.   

 

 These last few weeks and in particular the last few days have been 

challenging for B&B.  This is a disappointing trading update, reflecting a more 

difficult economic and market environment, but I thoroughly understand 

shareholders’ disappointment at this.  This is not a story about liquidity or 

funding.  B&B has a very strong balance sheet and capital ratios and it’s 

conservatively funded.  This is a story of a sharp downturn in trading 

performance.  But the other story is about attracting TPG, a world class global 

private equity investor with a well known reputation for successful 

investments in banking and financial companies, to attracting them to 

become a major strategic investor in B&B, and all the good things that that 

will mean to the company going forward.  I’m going to say now a few 

background words about management, trading figures, and the deal.   

 

 On management, it’s sad to me that I am sitting here at all today, whereas 

normally it would have Steven Crawshaw.  I hope that our press release 

made it absolutely clear that Steven is seriously not well and so we wish him 

a good recovery and send his family our best wishes.   

 

 But I’m not blind to the fact that this affords the company with its new 

strategic investor the opportunity to be able to attract a really tip-top new 

CEO.  But until we've found a permanent successor I will commit to you to 

improve our management game, particularly in the area of management 

information and the speed of financial information in the whole area of our 

communications.   
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 B&B is an organisation used to a less dynamic environment in the past, than 

we have seen in the past few months and days.  I see it as my job to bring a 

greater dose of realism and a real sense of urgency to this company.  But 

please be clear that there are many things that this company does really well: 

funding, its branches, its savings and mortgage products and its loyal 

customer base, to name but a few.  But the company has made too many 

mistakes recently, and it’s my job to prevent this.   

 

 To ensure I have enough time to do this, I’ve immediately relinquished my 

post as Chairman of CB (Close Brothers) and the company I’ve been 

associated for the last 35 years, so I do so with sadness.  And I will also, 

obviously, review my other business commitments.   

 

 Next trading.  One of the key questions that all of you are asking is how come 

our profits performance has turned down so quickly?  For us I’m sure, we’ll 

answer some of your more detailed questions as to what's happened.  The 

simple fact is that we did not pick up quickly enough, the shift of trends.  

With the benefit of hindsight, there were some early pointers in our March 

results, but the trends became pronounced and quite clear in our April figures 

which were only available to the Board at the end of May.   

 

 We have taken time to be able to carefully absorb what the implications of 

these figures mean, before making this trading statement.  We believe we 

have captured how these trends will impact the rest of the year and how it 

will affect our guidance to you today.  We have not given the profit forecast, 

partly because of the complicated mechanics of producing this speedily to be 

reported upon in the prospectus.  We also see that unrealistically to give a 

single point estimate in a period of such uncertainty.   

 

 Two crucial trends have altered our view of the world: net interest margin and 

credit impairment.  Our net interest has been squeezed more than we 

anticipated, because the redemption rate has slowed since March.  Simply put 

this means we've added less new high margin business and a greater amount 

of the older lower margin business remained.  And this shift in mix leads us to 

expect lower NIM for the rest of the year.   

 

 Credit impairment is the second area.  A rise in our three month plus arrears 

in the first four months has been faster than we expected, and more 

importantly we see these rising for the balance of the year.  Also we have hit 
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pockets of collusive fraud and we expect this too will continue in the second 

half.   

 

 Our IMS which came out at our AGM on the 22nd April 2008, was based on 

March accounts.  And we mentioned both these areas, arrears and credit 

impairment.  We did not foresee the extent of the deterioration over the 

balance of the year at that stage.  In the guidance we've given you today, we 

are now expecting lower interest margins and rising credit arrears for the rest 

of the year.   

 

 In that sense of the deal, which has been announced today, the overall 

transaction is quite straightforward.  B&B is raising some £400 million net of 

new share capital.  Approximately 40% of this comes from a direct closing of 

shares with TPG at 55p giving them a 23% stake in the expanded company.  

The remaining 60% comes from a restructured rights issue on a 19 to 25 

basis also at 55p a share.   

 

 When we try to explain why we've done this deal and why we have taken the 

unusual step of substantially revising the terms of our original rights issue it 

became clear to us that in the light of these trading figures, and indeed the 

recent weakness of financial stocks, that our share price would trade 

materially below the originally underwritten price.   

 

 We were approached by TPG and the placing of a stake with them provided us 

and provides us with two things.  A strategic investor who intimately 

understands our business and whose very presence and reputation will 

provide stability, and most importantly their ambitions of the future of B&B 

matches our own.  And secondly a clear cut price at which they were 

prepared to invest in our business at a time of real uncertainty.  Given this 

clear value from TPG and given the reduced trading expectations of B&B for 

this year, the Board considered that rather than suffer the unhappy 

consequences of an underwritten rights issue trading under water, it was 

better to readjust the terms of the rights issue so shareholders could 

hopefully participate profitably in this new fund raising.  In addition we took 

the opportunity of increasing the net proceeds arising from this fund raising 

by £100 million.   

 

 As many of you already know TPG are a global private equity firm, they're 

world class, with over $50 billion under management; founded originally in 

1992 by David Bonderman and Jim Coulter.  They're a global investor in 
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financial companies.  Bank investments include most recently Washington 

Mutual in the States and then others such as BankThai, Korea First and 

America Savings.  Their reputation as investors and their track record is 

formidable and we welcome them not only as a strategic investor but also as 

fellow Board members.  This is I believe also their first investment in a UK 

bank.   

 

 To finish off and just before we go to Q&A I want to leave you with just three 

messages.  First we have a world class strategic investor TPG who will help us 

to move and develop this business going forward.  Secondly this is a story of 

disappointing trading performance.  It’s not one of liquidity or funding.  

Bradford and Bingley is conservatively funded.  And thirdly as a new 

Executive Chairman, I’m determined to improve our management game, with 

a strong base of realism and a real sense of urgency.   

 

 I now hand back to the operator and we can open it to Q&A.           

 

Operator: Thank you.  Ladies and gentlemen your question and answer session 

will now begin.  If you wish to ask a question please key *1 on your tone dial 

telephone.  If you change your mind and decide to withdraw your question, 

simply key *2.  All questions will be answered in the order received and you 

will advised when to ask your question.  All of the lines will remain on listen 

only.  Once again if you wish to ask a question simply key *1.  Okay we have 

our first question and it’s from the line of John Kirk from Redburn.  Please go 

ahead.     

 

John Kirk: Good morning everybody.  I have one sort of nearer term question and 

one sort of slightly longer term strategic question.  The first one is on the ₤36 

million charge that we see in the first four months of the year.  I was clouded 

somewhat by the fraud that’s included within that.  But you're saying that 

that fraud or you expect incidences of fraud to continue in the second half of 

the year.  I guess what I’m trying to get a handle on is whether the 36 million 

is a representative run rate for you in the first four months of the year?  Or 

whether that fraud was exceptionally lumpy?  And as I said I’ve got a second 

question regarding the takeover.     

 

Chris Willford: John thanks for you question, obviously I can’t give you full clarity 

there.  What I can say is that whilst we have tightened our underwriting 

processes to be more confident that our exposure to additional frauds is 

minimised.  The point that we make is that we still have to see the full 
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emergence of the exposures that we have on our books.  So we've provided 

prudently for what we can see so far.  But we can’t rule out the possibility 

that that will continue.  And then on the non-fraud impairment charges, we’re 

saying quite clearly that the trend in arrears continues upwards.  And 

therefore we can’t call a change in that at the moment, or be it the rate of 

acceleration might not continue at the current rates.  There has been quite a 

steep acceleration in the last four months.   

 

John Kirk: Okay and just sorry to follow up on the, you make mention as to 

insurance within the release this morning.  What are the sort of determining 

factors whether or not you have a claim on that?   

 

Rod Kent: I think that’s a good question, certainly the level of insurance is where 

Chris would like to go to.   

 

Chris Willford: Eventually and again we’re not going to quantify this but I can tell you 

that sources of the insurance relief that we should have but the professional 

indemnity insurance of the valuer is the Law Society Insurance of the solicitor 

and there's the recourse, sorry, the corporate insurance policies.  So we have 

three places to go and we’re obviously looking at those very very closely.  In 

the meantime we’re prudently required not to recognise any potential 

recoveries.  So it’s the gross loss that you're looking at in these numbers.    

 

John Kirk: Okay, thanks and just the longer term question is can you give us an 

idea of what you think a sustainable return on equity of the Group is now?  I 

mean not withstanding the fact that this year and probably next year will be 

difficult.  As things do start to normalise a little bit, where do you think that 

and the [unclear] will be?  

 

Chris Willford: Again this isn't in the release but I can certainly refer you back to the 

answer that we gave last month, which was we see a reasonable level in the 

mid teens in the interim.     

 

John Kirk: Okay, thank you very much.  

 

Operator: Thank you.  We move onto our next question.  Our next question is 

from the line of Jonathan Pierce from Credit Suisse.  Please go ahead.    

 

Jonathan Pierce: Good morning.  I have two sets of questions if that’s alright.  

The first is just coming back to the somewhat surprising adjustment in the 
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placing price down to 55p.  Can you give us a better feel, I mean I appreciate 

you may not have had April figures until the end of May, but the arrears 

trends were clear for all to see even external observers to see sort of 

securitisation covered bond trusts in January, February and March arrears 

were moving up quite significantly.  What has therefore happened in the last 

couple of weeks?  Is it in reasonable part house price related?  How much of 

the impairments uplifted to deal with house prices as opposed to arrears 

specifically?  And can I just as a follow up to that one ask what you would do 

if the TERP fell below 55p?  Because you’re clearly indicating part of the 

reason for taking 82p to 55p as you didn’t want the issue to be under water.  

What happens if that happens again?   

 

Rod Kent: Okay can I try and do the first one.  I mean the main change is in 

arrears, in our attitude is that I think we have anticipated arrears either 

flattening off or in fact peaking in the second half of the year and then coming 

down slightly.  So flattening off in the second half and now I think, we think 

they're going to climb.  So you're quite right that the increase in the first four 

months was not unexpected, slightly faster than we had expected.  But it was 

not unexpected; it was actually what we were looking forward in the next 

year – over optimistic, not realistic enough.   

 

Jonathan Pierce: But what happened in two weeks to change your outlook?  

 

Rod Kent: In two weeks?  Well it’s really the view of the market we've taken.  A 

more realistic view of the market and also the arrears are actually going up 

faster than we had anticipated.  And we’re looking at that and seeing all the 

bad news coming out, on house prices and house pricing deflation, which is 

also part of the mix.  So I’m just giving the various elements of the mix.   

 

Chris Willford: It really goes back to again without wishing to sort of justify the way 

we did it before, it’s just to say that the previous guidance is based on a 

March bigger than we did see.  But I think we have seen since March, a 

worsening, the headers of worsening economic conditions around us and also 

we gave our own expectation of house price inflation.     

 

 The April numbers that came to light at the end of May in terms of being 

reported to us were outside our expectations.   

 

Rod Kent: You had another question.  What happened to the trade below 55p?  

As in the last time we had a fully underwritten rights issue, it’s clearly 
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preferable not to have a rights issue trading below its TERP.  And we don’t 

expect it to be.  I think we have shown here and with the giving you a 

guidance here as to the future trading prospects in the short term.  And also 

we think that the presence of TPG is a significant new factor for this company 

and the way we’ll be viewed.    

 

Jonathan Pierce: Okay and then just a quick second question on the arrears 

performance more broadly.  And in GMAC we've been told for years as being 

an arrangement whereby they use your own underwriting policies in 

originating these mortgages here.  We can see today on every single asset 

class, that the arrears performance is notably worse.  I’m not sure there's 

really a question here, but I’m really just looking for a view as to why have 

the markets been told for some time that GMAC was writing on the same 

basis as Group, yet the arrears performance is considerably worse.  And can 

you confirm or deny that the mortgage fraud cases are more within the GMAC 

book than your own book?  

 

Rod Kent: Okay first of all it’s actually that the difference and you haven’t had 

time to look at the detail of this for the bank.  There is a difference of GMAC 

under performance in different categories.   

 

Chris Willford: I think firstly on the fraud there is no correlation that we’d like to point 

to between GMAC mortgages and the fraud.  And these are the fraud that 

we’re exposed to are industry wide and we've got our market shares within 

that.  Then secondly on the performance by asset category I think it’s fair to 

say it’s the – and it is used in the numbers – the standard loan so it’s not so 

much the buy-to-let and self-cert but the other loans that have particularly 

disappointed in the GMAC processes.   

 

Jonathan Pierce: Yes but I mean just to sort of come back, the actual level of 

arrears in the acquired range was significantly higher than the level of arrears 

on the own originated loans.    

 

Chris Willford: Yes and we did disclose that on the IMS call.  But what we decided to 

do is to give you full disclosure this time so that you have the transparency 

on the performance.   

 

Rod Kent: But you are right it is disappointing, that these are so much higher.  

And we need to get to the bottom of why that was.  We should have been 

writing them at similar underwriting criteria to our own.  So we clearly and it’s 
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done on a sampling basis last year as I understand, and we need to 

understand why we got that so wrong.   

 

Chris Willford: In the meantime in appendix one of the press release you can see that 

our net growth in the acquired book has slowed to a trickle.  So it’s a small 

fraction of what it was this time last year.    

 

Jonathan Pierce: Okay thank you.    

 

Operator: Thank you.  We move onto our next question.  The next question is 

from the line of Ian Smillie from ABN Amro.  Please go ahead.    

 

Ian Smillie: Morning gents.  Three questions please.  The first one is, could you 

clarify for us what the minimum commitment to make further GMAC loans is?  

And how that would have fit inside your appetite for growth lending for the 

Group overall, for the rest of the year?   

 

 The second question is could you comment on any differences either by 

product or by origination in terms of the slow from three month plus 

mortgages into actually repossession cases?   

 

 And the third question, inside the 36 million bad debt charge that you’ve 

flagged excluding the provision, could you give us some sense of how much 

of that is write-off versus credit loss reserve rebuild?  And really what I’m 

looking for here is some guidance as to how far we should expect the credit 

loss reserve rebuild to go over the coming quarters?  And how we should 

consider that or indeed how you consider that either as a proportion of total 

loans or as a proportion of three month plus or any other metric that you 

would guide us to consider on that front, to give us some idea of where the 

grip P&L bad debt charge could go over the next year or two please.     

 

Rod Kent: Okay we may forget the questions as we go along, so we remind us 

when we’re done.  But the first question was… 

 

Chris Willford: The minimum commitment under the GMAC contract is the contractual 

commitment remains the same as it was when we signed it in December 

2006, which is 350 million a quarter subject to satisfactory due diligence.   

 

Rod Kent: And we’ll be doing that extremely carefully in the light of what we said 

previously.   
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Ian Smillie: So the suggestion now that you won’t to actually do that amount?  

 

Rod Kent: No that’s our contractual amount and it’s subject for due diligence and 

we, as I said, will do that very carefully.  So it does comply.      

 

Ian Smillie: And just to be clear that’s only for every quarter this year and no more 

next year?  

 

Chris Willford: The contract is due to expire in December 2009.   

 

 Your other two questions Ian I think are understandable, but you'll 

understand that that information takes us beyond what we've disclosed in the 

press release.  So we’ll have to look at whether we can disclose those to the 

markets at the half year.   

 

Ian Smillie: Just on the gross lending appetite, could you give us some sense as to 

your lending appetite?  

 

Chris Willford: We’re not entirely unhealthy.  It’s just that on the gross lending I think 

this is a very important point.  It is linked to the redemptions issue that Rod 

mentioned.  So as a result of the level of redemptions coming down quite 

suddenly in the last month or so.  And our expectation that that will continue 

for the rest of the year, and as a result of retention lending off of redemptions 

also coming down, our gross lending steps down quite considerably from our 

previous expectation. And that’s the, in itself a biggest single driver of the 

change in margins that we’re anticipating for the rest of the year because the 

gross lending, the gross new lending is the highest margin mortgages on the 

book.  And so stepping those down is what’s diluting the asset margin for the 

rest of year.   

 

Ian Smillie: Thank you and at a softer level on the issue of conversion of arrears 

into repossessions.  Will it be right to suggest that the self certified book will 

be performing materially worse than the buy-to-let book?   

 

Chris Willford: What we can say is that the self cert book has performed worse than 

the buy-to-let book in the past and that’s always been the case.   

 

Rod Kent: Yes and that’s exactly what we expected.  So that is the differential we 

would have expected.   
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Ian Smillie: So that’s not what’s driving the change in guidance today then? 

 

Chris Willford: It is not any particular asset class.  It is the change in economic 

conditions, the change in house price inflation assumption.   

 

Rod Kent: And the continual rise in the arrears.   

 

Chris Willford: So that’s all the types of mortgages are exposed in a rise.  Some 

certified collect from a much lower start level than self cert or the acquired 

home loans.    

 

Rod Kent: That’s a very good question; there isn’t yet in our mind anyway a 

differential increase between our different types of lending in arrears.   

 

Ian Smillie: Thank you and just to go back to the third question.  Just historically 

can you give us some sense of how you would consider the credit loss reserve 

as an appropriate ratio?  Would you measure that against loans or would you 

measure it against three month plus arrears?  Or how does the Group 

consider the correct level of reserving to be carrying on their balance sheet 

going into a downturn?  

 

Chris Willford: Well, as you know, historically we've reported it as a number of basis 

points against the assets on the book.  But clearly we’re closely aligned to the 

Basel methodology, where we look at the probabilities just after the loss 

given default of the loans on the book.   

 

Rod Kent: Are you suggesting we should do it a different way?  I mean is there a 

more helpful way to do it.   

 

Ian Smillie: I’m trying to get into your minds in terms of understanding how you’re 

thinking about it, to give us some handle on predicting where the P&L charge 

could go over the next year or two, because clearly at this stage in the 

interim cycle, then you would probably have wanted a higher level of [copies] 

rather than a lower level.    

 

Chris Willford: It depends on how, I mean obviously on the whole book Ian, on the 

whole book you'd probably have a higher level of coverage in the more benign 

period and a lower level as you come into the downturn.  But I understand 

your point that clearly you need to make sure that going into the downturn 
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you have adequate provision, and you have adequate capital for that 

economic scenario.   

 

Ian Smillie: Can I repeat it perhaps for the half year results that you might give us 

a bit more disclosure on this particular issue and how you think about it?  

 

Rod Kent: One of the things I want to get across to you is I’m all ears as to what 

the analyst community want to see as disclosure and what they find as 

helpful, which is what I would term as a very important part of our 

communication strategy.  So I’m quite interested to hear this.  Please talk to 

us individually on this, but we can’t obviously disclose everything, but it’s the 

real areas which help you get to the right place then we should be listening 

very hard.   

 

Chris Willford: This is just to be helpful Ian.  I mean the provision is based on our 

near term view of expected loss on the book using the probability of  defaults 

inherent in the book and a loss given defaults that we've experienced on the 

book.   

 

Ian Smillie: Thank you.    

 

Operator: Our next question is from the line of James Hutson from KBW.  Please 

go ahead.    

 

James Hutson: Good morning gents, just a quick one on the arrears, thanks for 

the extra disclosure by the way.  But with regards to the third party 

generated loans, could you perhaps give us some colour or breakdown on the 

vintages of those portfolios acquired so far?  And the second part to the 

question is, are there any sort of put-back clauses perhaps built in against 

GMAC for say certain levels of deterioration that are being experienced?  

Thanks.   

 

Rod Kent: Okay I think on the first one, this is where we are constrained; we’re 

in a prospectus period, this is additional information, so a polite no to that.  

And the second one, I think the basic answer is no.  Chris is nodding.   

 

Chris Willford: There’s an initial due diligence period where we have the ability to put 

back loans that don’t meet our criteria.  But after that period we then bear 

the riches of the performance of the assets on the book.   
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James Hutson: Okay thanks for that.    

 

Operator: Thank you.  We move onto our next question.  The next question is 

from the line of Simon Maughan from MF Global.  Please go ahead.   

 

Simon Maughan: Hi, good morning.  I just wanted to ask a question about the 20 

million change that you’ve taken movement from the balance sheet through 

the P&L.  Why it’s 20 million and what’s going on there?  Because obviously 

there's potentially quite a lot of other stuff in the AFS reserve that there have 

been concerns might come through the P&L at some stage.    

 

Chris Willford: Simon thanks for that question.  This relates specifically to the 

disposal of some synthetic CDOs.  And I think we signalled at the IMS our 

aspiration to reduce our exposure significantly to the synthetic CDO, CLO 

asset category, and whilst most of the revaluation of those assets occurred 

through fair value in the income statements.  There was some fair valuation 

in the available for sale reserve on some of the instruments.  And those were 

the ones that we've sold in May, and so the reduction value that had been 

taken through the available for sale reserve, on disposal, crystallises through 

the profit and loss account.   

 

Rod Kent: Can I also make a general point which I failed to, when we were 

talking about trading.  I mean I hope you have noticed that the treasury 

investment book impairment area has slowed very considerably.  Now we 

can’t tell what it’s going to do in the future, but two or three months ago we 

would have all been obsessing about this.  And it does look a bit like it’s 

certainly has slowed, and actually between these two documents, because 

we've got a detailed a very detailed of that in our IMS at the end of March 

and you now see it at the end of April.  So you can see precisely what’s 

happened in each different category.  And also we are pegging away at 

getting this done, which is good news from a broad point of view.  And so I’m 

pleased that this that previous problem seems to be mitigating, put it that 

way, at the very least.   

 

Simon Maughan: Thanks very much.   

 

Operator: Our next question is from the line of Tim Sykes from Execution.  

Please go ahead.    
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Tim Sykes: Good morning everybody is Tim Sykes from Execution; gentlemen a 

question on management and a couple of questions on the deal itself if I 

may?  You appointed investment banks, you set a deeply discounted rights 

price, and the investment banks took the risk of the underwriting.  It’s not 

clear to me why you’re bailing out the underwriters at the expense of 

shareholders.    

 

Rod Kent: Well I tried to explain it when I went back to the deal.  We think the 

consequences of having an under water rights issue are not happy and not in 

the best interest of the shareholders.  Because you would have, not a 

disorderly market, but you would have a troubled market after the rights 

issue is closed, where you would have an overhang, less with the 

underwriters and so on and so forth.  If we contrast and compare that to what 

we've achieved this way, there's a strategic investor that we think is going to 

really help us.  And a reset rights issue where the shareholders can 

participate again, but profitably hopefully in this rights.  So that was the 

reason, and we just look and feel a much better position for us to be in.   

 

Tim Sykes: Okay, with all due respect sir I don’t think it’s a good explanation to 

existing shareholders, but if we can move on?  Can I ask you at what point 

were TPG introduced? 

 

Rod Kent: Yes that’s interesting.  About a month ago we first met them.  They 

were introduced by Goldman Sachs and they clearly when they met us, they 

have been very well prepped on us, I mean they’ve done a lot of work on us.  

But I have to say that actually in the deal itself, this was transacted 

extremely quickly, which actually to me and to us as a team demonstrate the 

power of this business.  The resources they had to be able to come and do 

this deal in very short order is truly impressive, and people from all over the 

world with particular expertises being able to assist us very quickly. But our 

relationship has been with them for a month or so – about a month Chris? 

 

Tim Sykes: So TPG actually were around before you announced the rights issue 

underwritten at 82 pence and yet TPG have made an offer at 55 pence.   

 

Rod Kent: No weren’t talking to them, they were just introduced to us on an 

ordinary IR basis.  So we weren’t talking any deal with them at all.  You asked 

when we first knew them and Goldman’s introduced them as somebody as an 

interested investor, not in a strategic way at all, as we meet many institutions 

who may or may not be interested in buying our shares.   
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Tim Sykes: But here we are with a deal that with these guys materially below the 

82p level.    

 

Rod Kent: The way they came into this deal, as a dealmaker in the last few days.   

 

Tim Sykes: So did you go through a process to invite other people in at a price 

which was potentially higher than 55 pence? 

 

Rod Kent: The opportunity has been around for a long time – it’s always around, 

we’re a public company.  We were in a particular set of circumstances and we 

thought that they were an extremely good investor in their own right, and 

they were prepared to do an act at a fee which I think very few other 

organisations would be able to do.  And it was important for us to get us 

much certainty and clarity around our position as quickly as we could.     

 

Tim Sykes: But you did have certainty because you had a fully underwritten rights 

issue.   

 

Rod Kent: We did but I’ve already tried to explain.  I’m certainly not winning in 

this one.  I tried to explain why we thought that the deal with TPG and a 

restructured rights issue was a better deal overall for shareholders.   

 

Tim Sykes: Okay, let’s move onto the third question if I can; condolences to Steve 

I hope he gets better.  I suspect that the press will mean that he carried a 

can for what has been a broader failure of the organisation than just the CEO 

over the past six to 12 months.  There's a failure here of finance, of treasury, 

of risk management and to some extent, with due respect to the Board, of 

oversight.  What more deep changes do you anticipate having to make in 

order to raise the game of management as you put it?   

 

Rod Kent: First of all the Board is not seeking and nor am I, and I’ve been 

Chairman of this Board during this period, seeking to duck its responsibility 

for one bit.  You’re absolutely right.   

 

 In mitigation I would say only one thing, that these last nine months have 

been a truly exceptional period.  I can go back to the ‘70s, 1970s, and that is 

where there was secondary banking problems and this has been far worse.  

And what you’re seeing here is a long sustained credit crunch, which actually 

Bradford & Bingley didn’t do badly through, in fact I think did extremely well 
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through particularly given the adjacency of some of the problems, and now 

this is leading into a regular economic downturn.  So we've had challenges on 

liquidity, on treasury and now on trading, you’re absolutely right.  And these 

have exposed mistakes and weaknesses, there's no question about that.   

 

 How we’re going to deal with it in the future?  I mean we have to look at what 

we think are the most important things first.  I tried to bring that out in my 

initial thing which is basically the speed and urgency of our financial 

information, and our speed of response which is partly cultural and partly 

systems, partly people.  And secondly in the way we’re communicating as 

well, to the markets in particular.  So I can’t give you a precise thing.  I’ve 

only been in post for five days, and it’s been quite a complicated deal.  But 

that’s the areas we shall be concentrating on first.  And I also have to say 

that I think these skills and expertise and experience that TPG can help us 

with in this area, will be considerable.   

 

Tim Sykes: Thank you.    

 

Operator: Thank you.  We move onto our next question.  Next question is from 

the line of James Eden from Exane.  Please go ahead.    

 

James Eden: Yes good morning. Tim Sykes has just asked this question.  But I feel 

it’s so important, it has to be asked again. You said that you produced the 

rights price as a result of reduced trading expectations and challenging stock 

market conditions.  I’m sorry but I think that to reduce the rights price 

because of challenging stock market conditions is outrageous.  You are paying 

₤37 million underwriting and other expenses related to the rights issue and 

it’s money for nothing, if you don’t enforce UBS and CitiGroup to honour their 

commitment.  I think the reason that you pay such a large fee to the 

underwriters is precisely because stock market conditions could become 

challenging, so for them letting off the hook, simply begs belief.  And existing 

shareholders should prefer you to issue new shares to the underwriters at 82p 

each and then if shareholders did want to buy more shares, they can buy 

them off the underwriters at 55p each.  So I’m just wondering what’s the real 

reason that you’ve done this.  Are you worried that you did ask UBS and 

CitiGroup to honour their commitments, that they would actually sue you, 

because you materially misled them?  

 

Rod Kent: I tried to explain before; I’ll go through it again.  We think the 

consequences that where you have an under water and failed rights issue, is 
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people holding the shares who didn’t want to hold the shares, and a large 

overhang in the market, is simply not appealing and very good for a company 

which I think has traded through difficult and economic environments.  So 

that’s the reason.   

 

 And the fact that we also can trim this to the TPG placing is important.  Also I 

mean we would like our retail shareholders to not miss out on the opportunity 

of this rights issue and we know that some of them will not subscribe or not 

want to subscribe and therefore if you have a prop list – if I can call it that – 

correctly priced rights issue they have the ability to get some value in their 

rights.  

 

 I think that is important, we have a million, or just short of it, 950,000 

individual shareholders and so we do think that is important and indeed that’s 

like there’s still interest in just during even these circumstances continuing to 

do a rights issue.  

 

 So it’s not a question of letting underwriters off the hook, it’s a question of in 

the circumstances we’ve found ourselves – not happy ones – what is the best 

deal from then on in? And it is a judgement call but that’s what we’ve judged. 

We will see whether we’re proved right or wrong but actually when we’ve 

looked at the consequences of a failed and under water rights issue and 

compared it to a deal like this, we were quite clear as the Board that this was 

a better way to go.  

 

James Eden: It’s very hard to agree with that, I mean if I can say one thing – you 

worry there about having shareholders on the books that don’t want to be 

there, well the answer is they couldn’t be there; the underwriters would get 

stuffed with this issue at 82p each and then think to offload this to 

shareholders that are willing to be on the register at 55p each. It will be 

exactly the same set of shareholders on the register at the end of the day and 

you would have raised the money more efficiently.  

 

 Well we can’t keep going on the same point I’ll ask one unrelated question if I 

can. I guess my second question is we all hope that retail customers won’t be 

queuing up outside your branches tomorrow morning but what is your fall 

back plan if the tabloid press does whip up some hysteria about the safety of 

depositing money with Bradford & Bingley? And finally perhaps if I could just 

invite UBS and CitiGroup to return to the underwriting fees to Bradford & 

Bingley? 
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Rod Kent: Okay, first of all I mean you remind us – and I hope this doesn’t sound 

pompous – but this is a retail bank with retail savers and it needs not to be 

salacious really, and I’m sure we aren’t a community who is going to 

salacious or tabloid in our comments of this. What I would say is that B&B is a 

very well capitalised business. Of course we have large pools of liquidity 

which are available to us and I think you are experienced of being, and don’t 

forget we have been through this once already, that actually our customer 

base is very loyal and I understand they are assured and they would be 

assured, actually even from the Northern Rock example that as the way in 

which authorities would support in dire circumstances. But we are not near 

that; this is not a liquidity thing at all.  

 

James Eden: Okay.  

 

Rod Kent: It’s completely different.  

 

James Eden: Okay and then final – say on the first point you would say, 

categorically, if you asked them to UBS and Citigroup would’ve honoured the 

rights issue, would’ve honoured their commitment and they would not have 

sued you? 

 

Rod Kent: All I can tell you is until those deals are signed we have a fully 

underwritten offer but I mean that is quite clear. And that makes your 

criticism of course all the greater but let just disagree on that.  

 

Operator: Thank you, we move onto our next question. The next question is from 

the line of Manus Costello from Merrill Lynch. Please go ahead. 

 

Manus Costello: Hi, it’s Manus from Merrill. I just wanted to pick up on a couple 

of comments you have made during the call please. One was about the 

underwriting of the 350 million a quarter you’ll be acquiring from GMAC – am 

I right in my belief that the underwriting standards which were set in that 

transaction were actually set back in November/December ’06 when you 

actually wrote the deal so it’s difficult for you to actually tighten further given 

where the market is now.  

 

 And my second question relates to a comment you made about the difference 

in deterioration between buy-to-let and self cert, which you said there was no 

particular asset class where you had seen a pick up. Historically you’ve said 
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that you expect self cert to be about 2.5 times the arrears level of buy-to-let 

is that something you would speak to because it end up, particularly on the 

GMAC range with a very high arrears number potentially in self cert going 

forwards? 

 

Chris Willford: Right, in terms of your statements on the GMAC contract, that’s 

correct. So the terms were set in December 2006. And clearly, as we’ve said, 

that contract at the minimum level means that that book reduces as a 

percentage of our news flow and of our stock.  

 

 Sorry second point was…oh yes that’s right the difference in the chain. I think 

the comments we’ve made apply to the book as a whole. It’s just one of the 

quirks – we haven’t taken much buy-to-let from GMAC and so the proportions 

will be different. If you look at the books as a whole we stand by our guide 

that we would expect self cert arrears to be higher throughout the cycle and 

buy for less arrears. And I think the proportions that we have given you in the 

past are reliable. It so happens that the differential between arrears 

performance on our loans versus GMAC loans is smallest in the self cert 

category so their self cert loans have performed relatively well.  

 

Manus Costello: Okay but on your loans we should still be assuming the 2.5 

times level as the right level going forwards. And then just make us perfectly 

crystal clear on the GMAC stuff – the loans that you are acquiring out to Q4 

‘09 you will have the same underwriting criteria in terms of loan-to-value, 

income multiples etcetera, as you would have had in December ’06 because 

clearly the problem for shareholders here is not just that we are seeing a rise 

in the historic arrears performance but what you are originating now is going 

to give you problems well into 2010 and beyond. 

  

Chris Willford: Well I think with a little bit of imagination, you have got to believe that 

we are talking to GMAC at every quarter about the quality of business that we 

would like.  And it’s clear that our ambitions for higher loan-to-value business 

has diminished together with the rest of the market and GMAC are well aware 

of that in terms of… 

 

Manus Costello: But what can you practically do Chris if there were agreements 

set in place in December ’06? 

 

Rod Kent: We have a series of complex potential arrangements which are not 

disclosed in detail and we’ll be obviously looking at those really carefully… 
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Manus Costello: Right I will leave it there.  

 

Chris Willford: Just to reinforce – nobody in the market is writing higher loan-to-value 

business at the moment including GMAC, and therefore you should assume 

that the business rotating from them is on average lower loan-to-value than 

we took in previous periods.  

 

Manus Costello: But still, it’s harder for you – you can’t tighten the underwriting 

criteria for the acquired loans in the way that you can for… 

 

Rod Kent: Only exactly to our contractual level – you are completely right – but 

the point is that actually as we go through time this portion of our books 

becomes less and less and less important. But you are right in the point you 

make that we can only tighten it to the limits of the contract we have with 

them.  

 

Manus Costello: Okay, thank you.  

 

Operator: Thank you. Our next question is from the line of Mike Trippitt from 

Oriel Securities. Please go ahead.  

 

Mike Trippitt: Yes, good morning, two questions actually. I just want to come back to 

the margin right at the beginning really Rod’s comments on current trading – 

98 basis points in the first four months, 166 million in the net interest 

incomes, so annualised it looks like you have put on about 2 billion of average 

interest earning assets in the first four months. I don’t know if you could 

confirm that but just going forward it just seems the way you’re describing it 

you are in a slightly invidious position where the less you lend the more 

margin decline you get, if I’m reading it correctly. So the comments about 

margins going forward, presumably, we are talking about a weakening from 

the 98 basis point level throughout the rest of the year.  

 

Chris Willford: Yes, that’s quite right and we have given some guidance on that in the 

release saying that we expect to be in the range of 90 to 95 basis points for 

the year as a whole.  

 

Mike Trippitt: Okay well I apologise I completely missed… 

 

Chris Willford: No, no, don’t apologise, it just helps us to reinforce that.  
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Rod Kent: It’s buried in a long release and you haven’t had that time. But no 

you’re absolutely right, your analysis is completely right and we’ve helped a 

bit by giving you a specific range there.  

 

Mike Trippitt: Just a second thing. Again, going back to I think it was Jonathan 

Pearce’s question about the arrears outlook, what you are saying is the first 

four months far from expected, you are not expecting the flattening now. And 

I mean clearly there is an awful lot of gloom and doom around at the moment 

in terms of the UK economy so it makes that a silly question but, in a way, 

what has changed your view – is it specifically probability of defaults or is it 

loss given defaults or is the house price outlook that’s the bigger driver or is 

it…? 

 

Rod Kent: I’ll try – it’s all of those but they come in different percentages. And 

you make the point gloom and doom and you are quite right – when we 

started this year with our expectations we weren’t anything like as gloomy as 

we are now. And so that is one of them, we have therefore explained how the 

shape of our expectation of the arrears figures of three months arrears figure. 

Our view of it for the second the year has changed and house price inflation 

or deflation has also got worse and we have put that into our internal forward 

looking figures and that also has changed out attitude. So both of those are 

drivers.  

 

Chris Willford: In terms of just to get some helpful indication it’s by far the biggest 

impact within our changing view on impairment is the probability of default on 

the emerging arrears.  And price inflation has an effect but that is a lot 

smaller than the change in our assumption on the probability of defaults.  

 

Mike Trippitt: Is TPG, should we regard that as a done deal or is there more due 

diligence to be done, can they walk away? 

 

Rod Kent: That is a signed deal and it’s subject – all of this of course is subject to 

shareholder approval.  

 

Mike Trippitt: Yes.  

 

Rod Kent: But no it is absolutely. And the, do you know them in fact?  

  

Mike Trippitt: No.  
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Rod Kent: Well I think one of our tasks will be to make our shareholders and 

analyst base aware of what they’ve done and what sort of organisation they 

are. I think you’ll find it very interesting and quite exciting. Here’s the first 

example of a private equity deal of any size in a bank in the UK, which in 

itself is an interesting… 

 

Mike Trippitt: Okay, thank you.  

 

Rod Kent: Thanks.  

 

Operator: Thank you, we move onto our next question. The next question is from 

the line of Robin Down from HSBC. Please go ahead.   

 

Robin Down: Morning.  

 

Rod Kent: Morning.  

 

Robin Down: A couple of the previous issues were slightly skirted around this issue 

of the GMAC book but as I understand it both you and GMAC were originating 

loans through intermediaries. You had previously told us that the underwriting 

at GMAC was very similar to your own and you yet we’ve got this huge 

differential in arrears that’s come through.  And also it’s just one of the fears 

that might come into the market is that actually this is just a timing lag and 

that your book is going to deteriorate to the same extent as theirs. So, I’m 

guessing that you probably spent quite a lot of time in recent weeks and 

months trying to analyse the difference between you book and GMAC’s I just 

wondered if you could share any sort of insights into what’s actually different 

between their book and yours.  

 

Rod Kent: Well, I’ll speak onto this and the answer is yes we have spent some 

time. I would not say that that examine and replication is yet over.  

 

Chris Willford: Robin, I’m not actually giving new information new information here 

but it’s information that we gave in answer at the IMS but it will just remind 

people of the situation. What has changed is we have given some, I think, 

helpful disclosure on the actual arrears performance on the different 

portfolios.  
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 Now in terms of what’s difference I think there are two things I can say.  

Firstly, and we did point this out at the IMS, the precise collections process 

for GMAC loans and for acquiring those generally is slightly different than for 

our originated loans and that’s something that we have been looking at for 

the last six months to see if we can make improvements there. And secondly, 

I think it’s fair to say that there has been a widening in the last nine months 

of the difference in credit performance between the acquired and the organic 

loans, which then goes back to origination periods from 2007 onwards, 

certainly 2006 onwards, where we have seen a slight divergence. And yes so 

we are looking but have we got all the answers yet – no we haven’t.  

 

Robin Down: But are the material differences in terms of things like length of values 

and… 

. 

 Chris Willford: Just to be clear, in terms of the asset types – buy-to-let and 

self cert – there are not material differences in the criteria there. However, 

clearly we have bought a lot of standard residential loans from GMAC and we 

are going to originate a lot of those ourselves. So that’s one of the differences 

between the portfolios.  

 

Robin Down: So just looking at buy-to-let versus your buy-to-let and self cert 

there’s quite a material difference. With the brokers, the type of brokers that 

they were using, were they similar to yours as well and overlap in terms of 

network? 

 

 Chris Willford: There’s not a huge overlap but they are similar. I couldn’t say 

they are completely different.  

 

Rod Kent: It’s Rod here. You are making some very good points and one of them 

is a process point which I want to burrow into pretty quickly to understand 

whether we can improve our process in particular in respect of those and, as 

you know, with arrears if you don’t get onto them quickly they build up. So 

it’s very much performance right at the beginning of these problems that is 

important to look at as well as, if you like, the collections later on.  

 

 And secondly, I think there is, but we need to do yet more work – there is 

some vintage point – because you are making I think the point that they are 

more seasoned. But I think at first look as though that is a big differentiator. I 

think the point you were making is that if they were more seasoned is this a 

foretaste of ours to come and I think no. That’s where we are at the moment 
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with our degree of investigation, but we don’t have all the answers and we 

should have and we will try and find out why they are performing differently. 

And that’s, again, what I would call upping our game.  

 

Robin Down: Okay. 

 

 Chris Willford: Then obviously in the meantime we have massively reduced our 

exposure to these flows. 

 

Robin Down: Yes, that is the other point because I mean arithmetically because the 

exposure to new flow is down to the minimum and it would be, if you like, 

less and less important as the book rolls forward. So I mean the excerpt 

disclosure which somebody thanked us for it – which is nice to have that 

thank you – does show you absolutely warts and all. And I hope this will be 

one of the characteristics of B&B going forward. You know a very full 

disclosure on treasury assets now, very full disclosure on arrears. And I’m not 

sure I know anybody who discloses as much as this. We could have easily put 

the organic and acquired together in one column but I think it is important for 

you to see the various drivers of our business.  

 

Operator: Our next question is from the line of Peter Toeman from HSBC. Please 

go ahead.  

  

Peter Toeman: Hi, I was just intrigued by your comments that the uptick in 

provisioning was more to do with the probability of default than the loss given 

default because if I go back to your comments on 22nd April you talk about 

the current assumption that house prices will fall, albeit modestly. So if the 

change in your perception of impairment is due to the increased perception of 

probability of default and not so much to do with falling house prices, we 

know that your assumption for house prices is only a moderate fall, does that 

mean that we could again be surprised if house prices fall more quickly than 

you are anticipating and therefore we get another sort of leap up in the level… 

 

Rod Kent: Good point, very good point. I mean part of our more realistic look 

forward is to actually reduce our expectations for house-price performance, I 

assume that they are going to go down more. But I think that Chris brought 

out that the three month plus arrears is more sensitive in terms of the 

outcome than actually house price inflation and this, of course, is because we 

are a self cert lender who only lends a percentage. So that does give you 

protection that’s the margin, the loan-to-value cover does give you some 
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cover and that’s why house price deflation is not as sensitive as the number 

of loans that go into default which follow, cascade down from a number of 

three months plus in arrears.   

 

Peter Toeman: Can I ask you to give you some quantitative indicators? 

 

Rod Kent: …it would be much more helpful but I have a got a fierce looking 

lawyer down my back and I’ve got to be careful. Sorry.  

 

Peter Toeman: Thank you.  

 

Rod Kent: We will try to…to me that’s interesting so we should break out even 

further some of this stuff. But everybody would dread to do that probably. 

But we will try to give you guidance as for example the relativity between 

these but today I feel rather constrained.  

 

Peter Toeman: Thank you.  

 

Operator: Thank you. Next question is from the line of Sandy Chen from 

Panmure Gordon. Please go ahead.  

 

Sandy Chen: Morning gentlemen. It’s just a follow up on a lot of the discussion that 

you’ve just been having about house price falls and also the default 

assumptions. Is there a potential read across into capital ratios now? And 

what I’m thinking about – I know you’re under standard Basel II but is there 

a requirement that if a negative equity comes into play that the mortgage risk 

weighting moves up to the full 100% consumer loans rating? 

 

 Chris Willford: To the extent that the index loan-to-value goes above 80%, 

loan-to-value on the slice of that 80% we have to hold 75% capital weighting 

versus the 35% on the slice below 80%. 

 

Sandy Chen: Right and that’s the indexed LTV? 

 

 Chris Willford: Yes.  

 

Sandy Chen: Okay so is that capital – are those capital needs calculated on a 

monthly basis or on your semi-annual returns? 

 

 Chris Willford: On the quarterly returns. 
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Sandy Chen: On the quarterly returns, okay. And then just a last question on that, I 

mean the last time I looked at the percentage of your loans that were 80-

85% LTV and above, it was actually quite a substantial portion of the 

mortgage loans, roughly a third – 35 to 40% – so is this a potentially 

significant factor and could it have driven this need for additional capital? 

 

 Chris Willford: Yes, again, this isn’t putting new information into the market; 

even though it’s not in the document I can say it because it’s the same 

answer as we gave last month I'm afraid Sandy, which doesn’t make…a 10% 

fall doesn’t make a material difference for that capital weighting.  

 

Sandy Chen: Understood. I’ve tried to pick the question with a 20% fall or what are 

your assumptions as well, in terms of house price falls over the next year or 

two? 

 

Rod Kent: We do do stress tests which, of course, we don’t make public. And I 

can just answer you very straightforward that that was not the reason for this 

rights issue.  

 

Sandy Chen: Right.  

 

Rod Kent: Okay so I mean the answer is that doesn’t look as though…you might 

conclude from that and what is frightfully sensitive to that.  

 

 Chris Willford: Yes our central assumption to house price deflation this year is 

7%. And we don’t expect that next year will be very different.  

 

Sandy Chen: Okay thanks very much.  

 

Operator: Thank you. Next question is from the line of Robert Law from Lehman 

Brothers. Please go ahead.  

 

Robert Law: Yes, good morning everybody, I’ve got a couple of questions if I may. 

Firstly, how much non-public information has TPG had up until now. Obviously 

they will have when they are on the board. And I’m thinking, you know, 

particularly of the credit portfolios and the comfort they have that they are 

now adequately marked? 
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Rod Kent: Well they are a strategic investor and they did full due diligence in 

these things under confidentiality agreement and all the usual legal and 

insider laws and everything else. So I can assure you these guys are 

extremely, extremely thorough and they know our business backwards. And 

they certainly would’ve looked very carefully at all our treasury assets.  

 

Robert Law: Thank you. Secondly, can I move onto the arrears and credit loss area 

and I’ve got a number of questions there. You are indicating effectively, I 

think, 46 million of charges in the first four months of the year and if I relate 

that to the rise in arrears of house prices and possession which is about 300 

million since then, it’s about a 12% loss per pound of exposure if you will. 

And given the way you account for it – is that a realistic measure of the kind 

of losses you are currently anticipating on increased arrears? 

 

 Chris Willford: I suspect not Robert because we are providing for the whole 

book, not just the business increase.  

 

Robert Law: Right I can see that, I’m trying to get a feel for how much of this is to 

do with specific issues that have surfaced during the first four months of the 

year and how much of it is increased reserving against the book? 

 

 Chris Willford: We’ve pointed out I think quite clearly that the main driver is 

the change in the level of arrears as a proxy for probability of defaults in the 

numbers released externally and the fact that that at the end of April was 

higher than we thought.  And equally importantly is the outlook, the fact that 

our view of where it’s likely to be at the end of the year was significantly 

higher. That was the main factor supplemented by house prices performing 

less well than we and many others expected.  

 

Robert Law: Right so it’s the Delta on that – the expectations rather than that itself 

that’s the driver.  

 

Rod Kent: Yes.  

 

 Chris Willford: Yes, for the outlook that’s true; for the April actuals it’s more 

the absolute change rather than the Delta. 

 

Robert Law: One other one on this, you said you expect the deterioration in arrears 

to slow from what it has been, which numbers are you referring to there? If I 

look at probably in possession of arrears has gone from I think 2.1 to 3.79 in 
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the four months.  Are you basically saying you expect that to slow and if it is, 

is that geometric or arithmetic you’re referring to? 

 

Chris Willford:  A bit detailed for… 

 

Robert Law: Well I think it’s fair to ask with the rate guidance to actually say what 

basis you’re making those comments. 

 

Chris Willford: I think the basis on which we’re making our comment is straight line 

since the end of December might be a little harsh but we’re certainly not 

calling this off. 

 

Robert Law: Right, okay, thank you. 

 

Rod Kent: Okay, thanks. 

 

Operator: Our next question is from the line of Michael Helsby from Morgan 

Stanley.  Please go ahead. 

 

Michael Helsby: Morning I’ve just got a few points of detail and then just a 

broader question. Firstly on the…you didn’t disclose the arrears at the end of 

March.  I was wondering if you will give us a comparison for the arrear 

number by value that you just disclosed at the end of April.   

 

Rod Kent: Same question, it’s not enough R&A so we would feel constrained 

[unclear] and legally looking at that. I can tell you that it went up from a 

lower figure to a higher figure. 

 

Michael Helsby: Is it fair to say that April was the big driver or is it more of a 

steady increase over the three months performance sorry. 

 

Chris Willford: I won’t be giving too much away to say that arrears have risen every 

month this year. 

 

Michael Helsby: Okay. 

 

Rod Kent: It is as much as our change of forward look in April as it is about April 

being the worst month.  Do you understand what I mean by that? 

 

Michael Helsby: Yes, absolutely. 
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Rod Kent: That is really the more sensitive thing. It’s seeing these, as I said in 

my statement, the more trends absolutely clearly, absolutely pronounced. 

With the benefit of that hindsight you can go back to March and see some of 

them beginning, not all of them interestingly enough but very clear signs 

optimistic at the time. 

 

Rod Kent: Okay and second question is just on what’s the nature of the fraud 

that you’ve been experiencing?  Is it misevaluation of the properties? If you 

could just give us a little bit more colour. 

 

Rod Kent: It’s a collusive fraud between a bent property developer, a bent 

solicitor and a bent valuer. 

 

Chris Willford: Allegedly. 

 

Rod Kent: Allegedly, sorry and so all through here and it’s increasing, and it’s 

fraud against the borrower too as well as us. Increasing the price than it 

should be and thus getting a higher level of finance against that, such that it 

made it frightfully easy for the punter to buy this overvalued property. 

 

Michael Helsby: Obviously it’s to say that you’d expect this to go on through the 

rest of the year or if you’re just to discover things.  Is that suggesting there’s 

a lot more of this been going on? 

 

Chris Willford: What we’re trying to convey Michael is not that we think we’re taking 

on new cases but that we need properly to evaluate emergence of losses on 

the cases that are on our book already.   

 

Michael Helsby: Right. 

 

Rod Kent: And that’s why I try to describe them as pockets.  My experience from 

other areas of lending is that first of all fraud always increase when you have 

a downturn and secondly it tends to come in pockets.  Many of these are 

quite connected and so they’re to deal with Groups.  You suddenly here is a 

pocket, here’s a pocket and you get rather a larger lump.  You got to be 

careful not to extrapolate pockets but we do expect the odd pocket or two in 

the second half, that’s the way we’re expecting.  We don’t know where they 

are but there’s a pocket or two that we’re going to get.  That’s the nature of 

this type of different trading environment we think we’re going to be in for 
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the balance of the year.  Do you understand what I’m trying say, it’s quite 

difficult to express that? 

 

Michael Helsby: Yes, no that’s fair enough. 

 

Rod Kent: Okay. 

 

Michael Helsby: And just on the new disclosure that you’ve given us on the 

acquired loans.  It’s quite interesting to see at the bottom where you disclose 

the other book, which of course we’re never seen before that’s actually your 

highest level arrears? 

 

Rod Kent: Yes it is. 

 

Michael Helsby: Is that sub-prime? 

 

Rod Kent: Let’s Chris take that. 

 

Chris Willford: In balanced terms it’s predominantly standard mortgages. There is a 

thin slice of about 700 million of near prime loans that were purchased, some 

in 2005/2006 and one tranche early in 2007. 

 

Rod Kent: The terminology is correct, they’re near prime and not sub-prime.  

We’re not trying to split hairs, they’re not rubbish. 

 

Michael Helsby: Okay but are the prime loans performing as your other prime 

loans are performing in the originated loan book? 

 

Chris Willford: Let me clarify that Michael, the standard loans that we have acquired 

generally have disappointed with their credit performance. That whole other 

category, near prime and standard has fallen below our expectations so as 

credit performance. 

 

Rod Kent: Interestingly, just at yet another tale of stick to what you know, stick 

to the knitting and don’t go off piste.  And I think at the time the argument 

would have been for diversity and all the rest but I think that with the benefit 

of hindsight wasn’t very clear. 

 

Michael Helsby: Thank you and just looking at the margin we’re clearly seeing 

that less re-mortgaging seems to be the big driver of your change in margin. 
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Rod Kent: Absolutely right, absolutely right. 

 

Michael Helsby: Could you give us a sense for, in terms of basis points what 

actual quantity that is.   

 

Chris Willford: We can’t really go beyond what I said earlier Michael, which is 

significantly the biggest factor in the change in margin because it effectively 

constrains our ability to write new profitable loans.  

 

Rod Kent: Again the lawyer is really glaring at us a here. 

 

Michael Helsby: Okay. 

 

Rod Kent: We can’t give you that specific piece but for the future we’ll maybe try 

to be more helpful. 

 

Michael Helsby: Maybe then just finally on a broader picture because one of the 

winning things stepping back from this is that clearly you’re saying, you’re 

constrained from writing new business because people aren’t leaving and re-

mortgaging away which, I’m guessing for the likes of HBOS and others like 

Paragon they’re all in similar positions. It’s just more of a bigger picture 

question regarding the outlook for the buy-to-let and the self cert market.  As 

you look over the next two years in terms of flow and whether this is actually 

a viable asset class in terms of if the lenders are going to desert them. And 

also does it make you think about your strategic positioning from a specialist 

lending from versus a traditional lending perspective given traditional lending 

margins are probably going to be a lot higher now. 

 

Rod Kent: All very good questions, I’ll ask Chris to answer them. 

 

Chris Willford: I agree with 90% of what you’ve said Michael.  Lenders have 

abandoned the mortgage market generally and I wouldn’t single out the buy-

to-let market in terms of the lenders that are left.  The fact is that many of 

the lenders that have left the market entirely were specialist lenders and we 

think in strategic competitive terms that are a positive for Bradford & Bingley 

because the field is more open for us now to write business at higher 

margins.  And in that context the additional capital raising today and the 

strategic investment in TPG increases our flexibility and our ability to compete 

in that market. 
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Michael Helsby: Okay, thank you. 

 

Chris Willford: Thanks. 

 

Michael Helsby: Thank you.  

 

Rod Kent: There’s a human problem gentlemen, I need to go for a pee and so 

can we…if it doesn’t get a bit too offensive and I don’t know how many more 

questions are on the line, I’m looking over there.  How many more?  Okay 

about five. Can we have – only two okay.  Can we take these last two and I 

think I’ll cross my legs. Sorry I didn’t realise it was going to last so long but 

I’m delighted it has, I must say because I want to get these issues out. 

 

Operator: We move onto our next question, it’s from the line from James Invine 

from Dresdner Kleinwort.  Please go ahead. 

 

James Invine: Yes, hi good morning everybody.  I think this is actually a question for 

Chris so if you want to nip off for two minutes Rod I think Chris can handle it. 

  

 Mainly just coming back to what Mike was just talking about on the fraud 

side.  I was just wondering how discriminating you’re being in your new 

lending for new build property versus second hand. Does the maximum LTV 

or the minimum rental cover change dramatically between those two? 

 

Chris Willford: Right in terms of non buy-to-let our lending is Mortgage Express as 

intermediaries.  Outside buy-to-let we’re doing no lending above 75% loan-

to-value at the moment, so that in itself massively reduces our new business 

credit exposure. Secondly as we say in the release but just to remind you we 

have tightened our procedures around how we manage and all the valuers 

and we limited those valuers, and that also applies to buy-to-let.  Thirdly we 

have increased credit forecast cut-offs across the board so we’ve got all our 

business now, the entry level has increased. 

 

James Invine: Okay but the LTV and the rental cover ultimately I can get the same 

number as well whether I’ve got a new build property or a second hand one. 

 

Chris Willford: I don’t understand the question – sorry James.  
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James Invine: Would you restrict my LTV to 60% rather than 75% if I’ve got a new 

build flat rather than one I’m buying from somebody else? 

 

Chris Willford: It will be 85% on a buy-to-let loan albeit you can expect that the 

valuation is going to be on average even more rigorous than it was in the 

past because we tightened the rules and procedures around that. 

 

James Invine: Okay, right. 

 

Chris Willford: I suppose the other point to make is that the average loan-to-value 

last year on new buy-to-let loans was 74%. 

 

James Invine: Okay, alright that’s great thank you. 

 

Operator: Thank you we move onto our last question and it’s from the line of 

Simon Willis from NCB Stockbrokers.  Please go ahead. 

 

Simon Willis: Yes, thank you Simon Willis here.  Just a couple of quick things if I 

could, the first one is going back to the GMAC pipeline effectively.  My 

understanding before this morning was always that the minimum obligation 

was 350 million a quarter and I think Chris you said that that applies each 

quarter out to the end of ’09.  Is it safe to assume that you’re trying to get 

that minimum commitment down as close to zero as possible?  And if so can 

you give us some indication as to when we may hear more of that?  Just 

seems to me that that’s probably the single most important swing factor 

looking forward given the arrears terms that you’ve disclosed this morning. 

 

Rod Kent: Sorry, it’s Rod here and I’m back and much relieved.  These are 

contractual arrangements here and so you wouldn’t expect us to comment on 

them in any way and so if we have anything to say on it, it is material and 

I’m sure you would get to hear about it very quickly.  Sorry that’s a fairly 

deadpan answer but audio dealing with complex contractual arrangements 

between two parties. 

 

Simon Willis: Okay I hear what you say. Secondly given the obligations to take on 

GMAC business and where there is a picture at present, is it fair to say that 

you can’t really address the cost base in a meaningful way until probably post 

the end of ’09 given the need for arrears management and the outlook for 

house prices and the economy that you’ve outlined this morning. 
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Chris Willford: I make two points there. The first point is that even if our expanded 

level of capability, the arrears management team is a relatively modest part 

of the cost base of the bank so we have capacity to grow that further without 

significantly denting the cost/income ratio. And secondly and I’ve made this 

point on previous calls but it’s coming through now. We have said that credit 

performance aside, one of the benefits of the contracts we negotiated with 

GMAC in Kensington is that it allowed us to increase our capacity and volume 

at times of higher market growth.  And then in slower market growth periods 

such we’re in now to reduce our capacity without having to lay off people 

extensively from our own cost base. And so we’re able to effectively grow the 

business faster or slower by varying our inflow on those contracts rather than 

by hacking cost in and out of the business and because a lot of the…because 

the servicing those are outsourced it’s true would be back end as well. 

 

Simon Willis: Yes okay fair enough.  And finally but… 

 

Rod Kent: This is your final, final question? 

 

Simon Willis: Yes, yes. 

 

Rod Kent: Okay, fine okay great. 

 

Simon Willis: You’ve referred several times this morning to funding constraints 

despite the capital that you’re proposing to raise.  From where I sit I can view 

that as a suggestion that you could do with more capital either from TPG or 

another strategic shareholder. 

 

Chris Willford: The funding constraints that we refer to are de facto self imposed at 

the moment in that we’re trying to get to a level of net growth that doesn’t, in 

our current plan, increase our share of the UK mortgage market stock.  That’s 

been our volume ambition since the start of this planning period and clearly 

the market forecast for these outstanding stocks at the end of the year has 

come down a bit in the meantime.   

 

Simon Willis: The clear indication of that is that the outlook for earnings per share 

over the next two to three years, and in fact also for NAV, is at best not good 

and potentially pretty grim.  And in NAV terms I guess our thinking centres 

around what the risk is to further material falls in NAV over the next two 

years. 
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Rod Kent: It’s Rod here.  Let me…first of all I’m obviously not going to comment 

on EPS or growth in the future but I think the key business, this is self 

imposed, as we go into a slowdown we are being…as following a credit crunch 

we are being very conservative as to our funding and our capital ratios. That 

is completely deliberate tactical, I would say strategic decision of this 

company.  That doesn’t mean to say that when we judge the conditions are 

right that we have considerable capital headroom to be able to increase our 

loan book.  Obviously you need access to funds at the right cost to get the 

right margin on the new business at the time but that’s what this capital is 

about.  It’s not about, first of all it is about replacing the hole in our balance 

sheet from the treasury impairment but it’s also about being able to grow our 

business in the future.  And that is again, what we have set out to do quite 

clearly. We are growing this book, we’re growing it deliberately more 

modestly during these one and possibly two difficult economic years that’s 

quite natural. When the sun starts to come behind the clouds we will have the 

capacity on our capital side to expand this business really quite considerable. 

 

Simon Willis: Okay, thank you. 

 

Rod Kent: Okay everybody I think that’s the last question.  May I thank you all 

for listening and bearing with us and also to your questions which actually I 

enjoyed trying to answer or hearing them answered by Chris.  I hope you’ve 

understood the story and you appreciate what we’re trying to do.  Thanks 

everybody we’re over and out now, and back to the Operator I think. 

 

Operator: Thank you.  Ladies and gentlemen that concludes your call for today.  

Thank you for joining.   
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