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Bradford & Bingley Group  14th May 2008 
Duration: 00:48:10 

 
 
 
Steven Crawshaw: Hi, good morning everyone and welcome, and thanks for 

joining the call today.  Now we've emailed some slides out to many of you 
and they are available on our website.  You can see those at 
www.bbg.co.uk and I’ll take you through the presentation, and then we’ll 
open up for questions in the usual way. 

 
 I should draw your attention to the first couple of pages of the presentation 

which starts confusingly at page 4 – are the real words.  Both those pages 
head up important information which is, of course, the lawyer’s 
gobbledegook, but that just remind us all the fact that we now are in an 
offer period and as such we are restricted as to the sort of issues we can 
talk about.  But I’ll take you through that presentation and then, as I say, 
go onto questions. 

 
 So if we start on page 4 with that summary slide you will see that we've 

announced this morning a rights issue to raise some 300 million net of 
expenses.  It’s fully underwritten by Citi and UBS, with 16 for every 25 
existing shares, and those of you that would have looked at the maths of 
that will work out that for our small shareholders with 250 shares that 
makes the maths altogether easier to work through.  And that’s at an issue 
price of 82 pence per share.  That represents a 36% discount at TERP 
and 48% at last night’s closing market price of 158.75, and I need not say 
of course it’s subject to shareholder approval, and I’ll come back to that in 
a moment. 

 
 Summary rationale on slide 5; this rationale is to strengthen the Group’s 

position as one of the better capitalised banking Groups of the UK.  We 
are announcing a new target range for Tier 1 ration between 8 and 10%, 
and you will have observed the fact that the pro-forma Tier 1 ratio is 
slightly above that, coming out at 10.1%; and a core Tier 1 ratio of 9.2%. 

 
 Slide 6 is the timetable and just to take you through that very quickly; this 

is a large logistical exercise as you might imagine with the size of our 
shareholder base.  Next week the shareholder’s circular notice of EGM will 
be published, so that the print presses will start running tomorrow in order 
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to physically get those out.  Early June the prospectus will be published; 
mid-June EGM to obtain shareholder approval will be held, and subject to 
that shareholder approval the rights issue will complete in mid-July, so this 
one will nestle between RBS and HBOS in terms of the sort of available 
slots. 

 
 Turning to slide 7, the rationale for capital raising.  The world has changed 

materially in the banking sector and we've not been immune to the impact 
of those changes.  We would like to strengthen the Group’s capital 
position, and more importantly mitigate the impacts of those treasury 
investments that we've talked to you about before.  The strength in capital 
position will also further support the Group’s funding programme, will 
enhance the Group’s competitive position and further approve the Group’s 
regulatory capital ratios. 

 
 Turning to slide 8; this is the nub of the issue in terms of we’re looking to 

mitigate the impacts of the unexpected treasury write-downs.  And as 
previously announced the treasury write-downs have impacted 
shareholder equity and indeed earnings.   

 
 We announced £161 million with our prelims in February and £101 million 

in our IMS on 22nd April.  And we can bring you bang up to date today with 
the April remarks and there's been only a very modest further impact in 
April of some 13 million negative. 

 
 Now our historically strong capital position has absorbed the impact of 

these treasury write-downs, and we have taken a conservative approach 
to provisioning and therefore believe we've reached a point where we are 
well placed to manage the remaining structured finance portfolio out.  As a 
result the Board now believes it’s the right time to take this definitive and 
decisive action to rebuild those differentiating capital ratios that we have 
always held. 

 
 Turning onto funding; this also helps to support the Group’s funding 

programme.  The strength and capital base provides additional comfort to 
funders.  Now you know that we have taken a number of successful self-
help steps over the last nine months to ensure that we are, and remain, 
well funded. 
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 In the course of the last few weeks obviously the Bank of England’s 
special liquidity scheme has been announced, and that has provided us 
with a very substantial additional funding source which we do believe will 
help the whole of the UK banking sector, providing some much needed 
liquidity in the term market.  So we’re enthusiastic supporters of that 
scheme. 

 
 Slide 10 is to enhance competitive position of the Bank.  There has been a 

shift in the operating environments in the UK banking sector, and the need 
for customer confidence in the sector is understandably high.  By taking 
this initiative now we continue to develop our business, ensuring that we 
can continue to provide the right products for our customers and our 
intermediaries who are calling out for product.  Our strengthened position 
will provide further reassurance and enable us to continue to provide 
mortgage and savings products in what remains a competitive market. 

 
 Slide 11 is improving capital ratios.  Of course this capital injection will 

further enhance B&B’s core Tier 1 and total Tier 1 versus the sector as a 
whole, restoring that differential I talked about earlier.  We are announcing 
today that we have set a target Tier 1 ratio of some 8 to 10% and we 
believe that will bring us back to the position of being one of the better 
capitalised banks in the sector. 

 
 Dividends and dividend policy on slide 12; we are maintaining our policy in 

terms of interim dividends for 2008, will be a third of the previous full year.  
Therefore that amount will be approximately one-third of the 129 million in 
2007 full year dividend payment, which equates to around 4.2 pence per 
share.  This will be paid as a scrip interim allowing a further flexibility for 
us for a cash final dividend.  And going forward we’ll be targeting cover of 
2 to 2.5 times to get to a rebasing point. 

 
 So in conclusion very simply we believe that this rights issue will 

strengthen our capital position, and we’re continuing to fund the Bank 
successfully. 

 
 So, on that note, I would like to turnover to your questions and Chris is 

here with me, as usual, and we will take questions so I’ll handover to the 
operator.  Thank you. 
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Operator: Thank you.  Ladies and gentlemen your question and answer 
session will now begin.  If you wish to ask a question please press *1 if 
you change your mind or want to cancel your question simply key *2.  All 
questions will be answered in the order received and you will be advised 
when to ask your question.  All of the lines will remain on listen-only.  So 
once again to ask your question please press *1 on your phone.  Thank 
you. 

 
 Our first question comes from the line of Jonathan Pearce, Credit Suisse.  

Thank you. 
 
Jonathan Pearce: Can I ask you three questions please?  The first is the 

obvious one just on why the dramatic u-turn on a few weeks ago.  From 
our personal perspective of the rating teams it seems wise, but I can't 
quite understand what’s really changing your mind since last month.  Is it 
partly relating to the AFS impacts that are out there in equity but haven’t 
as yet hit capital?  You're talking a lot more about that this morning and 
you’ve really alluded to in the past.  So is the review that perhaps some of 
these AFS impacts might eventually now come through into capital?  Is it 
to do with the recent data on the housing market; maybe you can give us 
a better feel for that? 

 
Steven Crawshaw: Sorry is that a third one Jonathan?  That’s why we’re looking 

at one another. 
 
Jonathan Pearce: No, sorry, that’s question one and then I’ll ask you the 

others. 
 
Chris Wilford: Well, I think we've set out in the presentation the rationale 

and we’re saying that we’re seeking to rebuild the equity that’s been 
eroded or to mitigate that erosion through this capital raising, and then 
we've just reminded you going back to the December 2007 numbers; the 
numbers that we announced to the IMS in terms of total impact after tax of 
treasury asset revaluation and updated in total for April, and that’s the 
main reason.  So it’s…our view was that we had, as a Bank, the right 
amount of capital for our mortgage book going into this treasury assets 
period over the last nine months, and we’re seeking to rebuild that. 

 
Jonathan Pearce: So the new Tier 1 is going to be, on your own admission, 

ahead of the new target Tier 1 range, and indeed ahead of the Tier 1 that 
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you’ve had at any point over the last few years.  So I'm really again just 
trying to explore what you think could actually change moving forward to 
a) pull the pro-forma Tier 1 back down into your target range; and b) you 
talk about rebuilding the capital but it’s been rebuilt to a level beyond 
where we were before.  So it feels like the reasons in part are to do with 
the cushion to future changes to the balance sheet; the necessarily 
previous polls that have been created through treasury investments. 

 
Steven Crawshaw: Jonathan, I'm going to have to disagree there.  I mean we 

have to be careful because we’re not making any further statement there 
and above what we said in the IMS about the market etcetera, because 
that is only three weeks ago.  But I think I do have to pick you up on the 
fact that we've made it very clear in this statement in terms of the fact that 
we are looking at this capital raise on the basis of what has gone on 
before.  And therefore we are restoring our capital position to a 
comfortable capital position, and you have many times observed the fact 
that we've had a comfortable capital position in the new world. 

 
 The new world is one of funding and capital, and frankly a change – you 

know you talked about a dramatic u-turn, but quite a lot has gone on in the 
last month.  And one of the things that has gone on in the last month is a 
special liquidity scheme whereby liquidity is something which people have 
talked to us significantly about less in the course of the last couple of 
weeks than they’ve done in the previous six months.   

 
 That allies to a healthy capital position is providing many of our investors 

with a lot of comfort, and therefore that is why we want to get to the top of 
that new range.  And if you look at the way our differential has been over 
and above the more diversified larger banks.  We have always tried to 
maintain that differential because it has been deemed important by a 
number of our investors and indeed commentators for a small bank and a 
focused bank to have a bigger capital cushion than those diversified 
players.   

 
 So, as such, just to put it very simply if four has become the new six, six 

has become the new eight, perhaps eight has become the new ten and 
therefore maintaining that differential is something which is important to 
us.  And therefore in terms where we’re getting back to is where we think 
we were before, albeit I think the rules have changed for all of us in terms 
of the amount of capital that will be sloshing around in the banking sector.  
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And certainly when we travel overseas they have no difficulty with 
identifying with that as an ambition. 

 
 So I think that is what we have for that signal today and that is what we 

are thinking. 
 
Jonathan Pearce: Okay, thank you.  The second is on the impact of the 

housing market as we move forward and perhaps you know [unclear] but 
other banks over the course of the last few weeks, including those that 
have come to us with rights issues, have tried to give us some feel for the 
impact on their business of falling house prices.  And I was wondering if 
you could do the same. 

 
Steven Crawshaw: Well, I think nothing has changed for us in essence.  You 

know we are a focused play.  We talk about little apart from the housing 
market; we talked a little about from the housing market three weeks ago 
and really there is nothing to update further on that, other than the fact 
we’re right in the guts of the housing market and therefore we’re looking at 
real live data on a day by day basis.  And we've already told you that we 
thought we went into the treasury assets unexpected write-down’s period 
with the right level of capital.  And we still feel the same but we've needed 
to replace the shareholders’ equity that has gone as a result of the 
treasury asset write-downs.  So to that extent nothing has changed from 
the last time we spoke three weeks ago. 

 
Jonathan Pearce: Okay and then the final question is on the divi.  I mean 

obviously signalling a scrip interim is similar to what others have done in 
the last few weeks, but you're also through setting that interim dividend as 
a third of last year on the basis that the full year divi ends up being 
potentially quite a bit lower based on your new dividend cover targets.  It 
would suggest that the actual cash payments as a final dividend this year 
are going to be very small.  I mean am I reading that correctly and I 
suppose the crux of the question is the 2 to 2.5 times target cover range in 
the medium term, is that likely to be applied from this year onwards, in 
which, as I say, the final divi would be very small in cash terms. 

 
Steven Crawshaw: Jonathan we try and look and learn, and what we've 

observed is the fact that people are craving certainty.  So we’ve given 
people a certainty of no-change in dividend policy for the interim.  We've 
clearly announced today a change in terms of the fact that it’s delivered in 
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a scrip, but then the logical flow through of that from all that we've said is 
that this is the year for the rebasing of that, and as such then the answer 
to the question is yes. 

 
Jonathan Pearce: Yes, so the rebasing will take place entirely through the 

final? 
 
Steven Crawshaw: Exactly that, but we wanted to give the people the certainty 

so they could see the half year rather than leave them hanging out. 
 
Jonathan Pearce: I mean effectively you're scrapping the dividends for the 

year. 
 
Steven Crawshaw: I think that would more than overstate the point. 
 
Jonathan Pearce: Okay, thank you. 
 
Operator: Thank you and our next question comes from Ian Smiley. 
 
Ian Smiley: Morning gents, two questions please; the first one back on the 

balance sheet.  Alliance & Leicester told us recently that their risk 
weighted asset to loan ratio is 9%, and if house prices go down by 20% 
then that number would go to 14%.  That’s an interesting sensitivity that 
they have run internally.  So the first question is could you tell us what you 
think or what is your risk weighted asset to loan ratio as a starting point, 
and then mechanically what would happen to that if house prices were to 
go down 20% over the next 18 months? 

 
Chris Wilford: Yes that sounds like a Basel II IRB procyclicality question 

Ian and as you are well aware we decided not to go down the IRB route in 
2008, and so we don’t have the joy of a variable and hard to predict capital 
requirement. 

 
Ian Smiley: Could you just delve into that Chris – the aspect of the loan to value 

ratio threshold of 80%, which you do have under the standardised…as 
parts of the book migrate into that higher weighting.  I'm guessing that will 
have some impact and I'm just trying to get a sense of how big that could 
be. 
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Chris Wilford: It’s a very small impact because it’s the only top slice above 
80% that gets affected by it.  It doesn’t sort of count back to zero on the 
whole loan. 

 
Ian Smiley: Could you give us some quantification of that Chris – what does 

very small mean? 
 
Chris Wilford: Sorry.  It’s not…when we modelled this it’s really not had a 

major impact on the capital calculation – nothing like the variability that 
you get in a sort of point in time IRB model. 

 
Ian Smiley: Okay and the second question is within the Tier 1 target can you 

give us a sense of what component of non-core equity you would be 
willing to carry in the future? 

 
Chris Wilford: Yes that’s…in terms of our appetite for non-equity Tier 1 and 

our strategy remains the same as the one that I announced in August last 
year but have not yet been able to execute, which is we aspire to have a 
mix of equity and non-equity that is similar to other UK banks.  And we are 
today rich in core equity and the rights issue will continue that.  But at 
some point in the future we’d like to diversify the structure of our bank Tier 
1 capital.   

 
Ian Smiley: Thank you and the third question is on the range of the new target 

which you have set out.  Should we read that you would be uncomfortable 
to drop below the bottom end of that range in any given year in the cycle, 
even if it was the worst year in the cycle? 

 
Steven Crawshaw: I think in principle the answer to that is yes.  Generally we 

speaking when we set a range it’s because that’s sort of the range at 
which we are comfortable.  That having been said we will take each set of 
facts on its on own merits at the relevant moment because, you know, 8 to 
10 remains a very comfortable ratio.  And if we have a set of 
circumstances as certainly the one I think you're alluding to then you might 
find that some of the people will have set lower ranges and that we’d be 
having a similar question.  And so again that relativity will remain a point 
for us.  But in essence we want to get the sense of the fact that we think 
for the foreseeable planning period 8 to 10 is the right range for a Bank of 
this type in this market.  I hope that gives you some sense of why we’re 
trying to give you a range of that sort of scale. 
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Operator: Thank you and the next question comes from Mike Trippitt.  Go 

ahead. 
 
Mike Trippitt: Sorry, I actually wanted to come back to Jonathan’s very first 

question because it just strikes me if you wanted to make good the 
damage from the treasury write-downs then you had sort of two 
opportunities to do this.  I mean particularly going back to the middle of 
April when you put out a sort of straight denial of any speculation that you 
were thinking about raising equity capital.  It just sort of seems to me that 
that is sort of the smaller of the reasons that this is more to do with either 
debt capital market pricing or possibly credit rating pressure.  I don’t if you 
could just – I'm sorry to labour it but I just wondered if you could give a bit 
more perspective on those two issues. 

 
Steven Crawshaw: Happily Mike and I think the first thing to do is to draw you 

back to the announcement that we've made, and you must remember the 
providence of the announcement that we've made was a fairly hectic 
Saturday night/Sunday morning as a result of fresh speculation that we 
were tipped off at when were called by journalists on Saturday night.   

 
 Now there is nothing worse than a disorderly market and therefore we’d 

made a very clear statement that we had pushed out straightaway in order 
to curb the speculation.  But you will have seen from that and from my 
subsequent comments from the call on the 22nd of April that, you know, 
the last phrase is in the current market environments the Board will 
naturally continue to monitor closely the balance sheet, strength of the 
business and its funding plans. 

 
 Now, you know, in the intervening few weeks quite a lot has gone on in 

UK banking.  We've had the special liquidity scheme.  We've had two 
other banks as well with rights issues including one with a large retail 
shareholder base, and therefore much water has flowed under many 
bridges since then.  And we said at the time that this bank has been 
monitoring closely its capital position for this year, and I suspect the same 
could be said of every single bank’s Board around the country.   

   
 So the strength of the denial I hope was made absolutely clear; the fact 

that we stopped that speculation in its tracks but also said that the Board 
was continuing to monitor, which is exactly what was going on.  And 
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therefore much has gone on in the months since that statement.  And 
there is a time for rights issues, and frankly at the end of April, whereas 
we've now announced the gentlest month for write-downs in a while, that 
seems to us to be the period of stability at which point it is feasible for us 
to say, look we’re choosing now to draw a line under this issue and we are 
looking backwards with this. That would have been a very, very difficult 
exercise for me to look you in the eye and do, during the turbulence of for 
example March, and we need to know what the month end mark look like 
before we can come to any sort of conclusion as to whether or not the 
general noise in the market which has been kind of uniformly positive 
pretty well around the globe, in terms of the fact that perhaps we are 
seeing an end of this thing.   

 
 Not for me to comment or to make a prediction on that, but this board has 

looked at this board’s book and come to the conclusion that this is the 
moment to draw the line.  And that is why we’ve picked now to launch this 
rights issue into a period of relative stability in that particular segment. 

  
Mike [Sippet]: Ok thank you, can I just ask a just a follow up on lending 

volumes in your IMS you were talking about first quarter below the same 
period I think as last year.  As you were re-pricing, not a surprise.  I just 
wondered if you had any update on that or maybe just looking out towards 
the end of the first half whether that is very much the same picture or as it 
were.   

 
Steven Crawshaw: We’re simply not able to Mike as the nature of the 

transaction kicks off today other than in that transaction we have said the 
fact that you know there is no update on the IMS other than, it continues, I 
hope that helps.   

 
Mike [Sippet]: Thank you. 
 
Operator: And the next question comes from the line of John Kirk. 
 
John Kirk: Morning everyone.  One is a slightly longer-term question actually.  

There is a lot of some moving parts in the UK bank sector at the moment, 
one which is obviously the increase in capital basis, but there is also a lot 
of noise about margins being widened and I guess loan impairments going 
up as well.  Can I ask, I’m not sure if you’ll be able to answer, just a sort of 
longer-term view point here.  What do you think that kind of over the cycle 
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ROE is, or yourself with your new capital base and all that you said before 
about margins etcetera and I’ve got a second question for you? 

    
Steven Crawshaw: John from the nature of these calls, you know we love to 

answer questions like that, but right now we simply can’t.  You can all do 
the maths in terms of the fact that you know we’re going to be carrying a 
high level of capital.  I think the world is generally speculating on the fact 
that people will be looking for lower level of ROEs sustainable ROEs as 
life settles down, and some of the ROEs which we were all striving for 
over the course of the last couple of years, was probably what, over 
stretched elastic band in some fairly well celebrated instances.  So I hope 
that’s as helpful an answer as I can without being shot by the lawyer that 
stood [with me] with his shotgun.   

 
John Kirk: No that’s fine thank you.  And the other question and again you 

may not be able to answer, but I’ll give it a go.  Yesterday Alliance and 
Leicester again, setting some irritating precedent’s view, in terms of 
disclosure; they basically thought that if they saw a 20% drop in house 
prices over the next couple of years and a kind of early nineties level of 
repossession.  It would still only lead their mortgage charge to be 10 basis 
points.  Have you, I presume you have conducted similar exercises, are 
you willing to share the results of those exercises with us?   

 
Steven Crawshaw: The answer to the first part of that question is yes, and the 

second part is no, but I think you probably saw that coming.   
 
John Kirk: I made that too easy didn’t I?  Ok, thanks anyway.   
 
Steven Crawshaw: Thanks John.   
 
Operator: Thank you; the next question comes from the line of Manus 

Costello] thank you.   
 
Manus Costello: Morning guys; I just wanted to follow up on a question of 

asset growth.  Should we assume that this new capital base that you’re 
going to continue to grow assets into the same sort of extent as you 
guided this to previously.  And where I’m coming from is I wonder if there 
is nothing immediately specific which is driving this capital increase, 
whether or not, it could not have been done via running down the book in 
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some way, so should we assume that the book continues to grow in mid 
single digit kind of level?   

 
Steven Crawshaw: I think that is fair to answer, that as a continuation of the IMS 

guidance and yes you can continue to think in those terms.     
 
Manus Costello: And was it something that you considered as an alternative 

to the capital increase, actually running down the book or doing more 
asset sales as you did at the end of last year?   

 
Steven Crawshaw: We’ve looked at numerable options as indeed as everybody 

else around the globe, but frankly our belief in the mortgage market is 
such that, we think there is a future for a focussed mortgage lender and 
you know the nature of the competitive environment we did talk about in 
the IMS, makes this in many ways an easier world than it’s been for a 
while, for those that have both funding and capital.   

 
Manus Costello: Ok, that’s clear, thanks.   
 
Operator: And the next question comes from the line of Robin Down, thank 

you.   
 
Robin Down: Morning guys.  I’m sorry to labour this point, but I mean going back 

to Jonathan I think, Mike’s questions as well; I mean the press release you 
put out on April the 14th was fairly emphatic in saying that you had no 
intention of raising capital by way of rights issue or anything else.  I think 
when I asked a question on the IMS conference call, I got fairly short shrift 
in terms of the issue of counter raising.  You keep talking about how things 
have changed since April 14th have changed over the last month, but yet 
the write downs on your treasury book you are talking about are fairly 
dominimus in terms of the impact on the capital base. 

 
 I’m just wondering when you go out and see portfolio managers and if you 

think analysts are giving you a hard time, then I suspect the PMs are 
going to give you an even harder time over the next few weeks.  You know 
a PM that you said a month ago and said, we have no intention of raising 
capital, you know how are you really going to justify why things have 
changed over the last few weeks.  And obviously the concern that I would 
have is that you’re seeing something within your mortgage book, that’s 
giving you cause for concern at this point.  Obviously, if we look at the 
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cover bond data the arrears have tipped up quite sharply in the first few 
months of this year. So really what has changed in recent weeks that’s 
made you suddenly turn around and say look yes, we’ve got to go out and 
raise equity? 

 
Steven Crawshaw: Thanks for acknowledging the fact that you’re labouring the 

points and at the risk of also labouring the answer, the things that have 
changed are things that I listed a moment ago; and the very lack of 
excitement in the treasury assets during the course of April is probably the 
biggest single trigger in our minds in terms of, is now the right moment for 
what we think is the right thing to do for this bank at some point during the 
course of the, as turned out the first half of this year.  And we came to the 
conclusion that now was the right moment for that, in order to avoid some 
of the worries.  Now I think that going on from that, people are now looking 
for kind of communists under every bed and finding them; but all I can do 
is it keep repeating the fact that this is designed to reassure those people 
that have been worrying and those investors that have been worrying and 
that aligned with the funding is something which should be cheering them 
up.  Now at the moment I think everyone is looking for some other sort of 
nefarious reason.  You know we are a mortgage bank, at the end of day 
we spend an awful lot of time thinking about our mortgage book and how 
it’s behaving under various sets of stresses and strains.   

 
 And as I said to you before, we were of the view that we had enough 

capital to deal with the normal vicissitudes of life.  This was an unexpected 
loss and therefore we’ve got back to the position that we wanted to go into 
the cycle in; and I can do no more I’m afraid than repeat that again and 
give you some reassurance of the fact that those were the changes in the 
market.  That the freeing up of liquidity, the fact that the world was getting 
used to the idea that UK banks might do rights issues and the fact that the 
market looked to us more stable in the area that has been causing us the 
maximum pain and the maximum speculation that has been the most sort 
of deleterious thing for our share price over the course of the last few 
weeks and months. Which we would hope that this will now finally settle 
down.   

 
Manus Costello: But if we look at the treasury position, I mean if anything, if 

we look at credit spreads on the market they’re improving?   
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Steven Crawshaw: Exactly; so now is the moment to put the treasury asset 
issue behind us, and move on.   

 
Operator: Are you ready for the next question?   
 
Steven Crawshaw: I’m fine, I’m ready.   
  
Operator: The next question comes from Bruce Packard, thank you, go 

ahead.   
 
Bruce Packard: Yes, morning; I just wanted to come back to something you 

said in the preamble actually about intermediaries clambering for 
products, because in the falling house price environment when the 
mortgage rates being offered are around 7% and you’re asking for 125% 
minimum rental cover, I just can’t see where the demand for buy-to-let is 
going to come from?   

 
Steven Crawshaw: Bruce, we deal with some of this in the IMS, but you only 

have to read the papers, there is a mortgage market.  Now if you read 
some of the headlines, you’d assume that very single person has 
retreated back into their shell, but actually the Great British public are still 
going about their daily lives and therefore as we said in the IMS the flow of 
buy-to-let in particular, in an owner occupier market which is under 
significant stresses and strains and you need to look at the numbers to tell 
you that; remains a very high proportion of the flow that there is.  Life does 
go on and people will have a requirement to put a roof over their head, 
notwithstanding what they are reading.  Therefore, there is life in the 
mortgage market; I can't put it any simpler than that.    

 
Bruce Packard: I am just a bit confused; how many properties are yielding 

that sort of level that you feel comfortable lending against?  
 
Steven Crawshaw:  Clearly we have lending criteria and if they are not meeting 

the lending criteria they are not being lent on, that is not a new statement; 
that is the way in which the business works.  You will have observed in the 
IMS - what we have said about the market and what we have said about 
our appetite.  Marry up those two and that is the level of flow that we are 
seeing and the level of demand that we are seeing in the market for 
products of our type and on a daily basis we are seeing people who are 
dropping by the wayside.      



 15

 
Bruce Packard: Thanks.  
 
Operator: Thank you and the next question comes from the line of Simon 

Mann, thank you, go ahead.  
 
Simon Mann:  I was hoping I could just take you back to your comments about 

the Bank of England scheme and you say you are enthusiastic supporters. 
The money market would appear to be less enthusiastic, which may well 
be factoring in, renewed inflation rate expectations other than just the 
impact of the scheme.  I wonder if you could flesh out for us exactly why 
you are so positive about it.  Obviously there is a specific issue to your 
stock; but in a broader sense it seems like it’s giving more cash to the 
banks that are already hoarding the cash and it is providing cash against 
very high quality collateral which, I understood you could pretty much get 
cash against anyway in the market.  It’s funding against the lower quality 
assets that really would unblock the LIBOR jam and that is not on offer is 
my understanding.  Where am I going wrong?                  

 
Steven Crawshaw:  I think that is fair, but I think that any broadening of the 

source of term - and I use the term quite advisedly - any broadening of the 
source of term funding is helping un-bung some of the bunged up pipes; 
not all of the bunged up pipes, but at least some of the bunged up pipes 
and that gesture of support and the fact that the clear mood music around 
it was that it was designed to help with liquidity, ought to be helping.  I 
think probably the timing of LIBOR slipping back up because rate 
expectations have been thrown around by inflation worries, I think is 
unfortunate in terms of having a clear indicator to see that it is working.  
The existence of that sort of level of funding available against any asset in 
this market at the moment, is something which is of value to every bank.  
You are seeing a number of people that are and will be taking advantage 
of that window. Therefore to my mind, that is a good thing in terms of 
putting some real term money into a market where people are getting 
increasingly nervous about trying to fund mortgage lending based on an 
overnight rate.  There is plenty of money sloshing around but it is getting 
shorter and shorter in term.            

 
Simon Mann:  Right, so in effect what is happening, you are taking your high 

quality collateral pledge very short-term with the private sector and 
pledging it longer term with the public sector.      
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Steven Crawshaw:  We take a view that you shouldn’t be pledging it short-term 

to anybody under any circumstances, so that is probably not for me to 
answer the more general point, but from my specific point of view it is 
another source to supplement the private sources if you like - of 
reasonably priced and it is kind of in the market price that our collateral 
qualifies for; thus that gives us another chunk of collateral that otherwise 
we would be looking to pledge with another investment bank.  Whether it 
goes from there, we can only speculate, but to have that as a source for 
this bank is of great value to us and as such we are enthusiastic 
supporters of the idea of support to the liquidity in the term market.   

 
Simon Mann:  That has been very helpful.  Last point on this issue; have you 

seen private sector providing some liquidity, prepared to extend the 
duration of their facilities because of this facility, or is it simply a private for 
public swap?     

 
Steven Crawshaw: They frankly do anyway.  Again, I am only talking about our 

instances whereby terming-out is a regular phrase we use now in terms of 
filling in the holes.  As you know, we have got a virtually perfectly matched 
book and as such where there is a gap we are looking for some quite 
specific terms and we are finding that people that have lent on one set of 
terms are prepared to term-out to a longer period.  To that extent it is 
possible, so I don’t think it is straight swapping out of the two, but just the 
existence of it in the market is helpful in terms of building peoples 
confidence that there is funding available and as such, should help the 
general confidence to lend in the market.   

 
Simon Mann:  Thank you.  
 
Operator:  Thank you and our next question comes from Sandy Chen, please 

go ahead.   
 
Sandy Chen:  Good morning. I want to follow up on Jonathan, Ian, Bruce’s and 

others questions; but I want to focus on the buy-to-let segment.  You said 
that you are going to spend some of the proceeds pursuing lending 
opportunities in that market.  What is your view on the potential risks of 
lending to this market given the falling house prices and in particular, 
assuming that your average buy-to-let lender would have been a relatively 
high LPB type of customer?    
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Steven Crawshaw:  I am struggling to add much to what I said before; save just 

to pick up that final point in terms of the fact that you know where our 
average LTVs are and you know the amount of equity that we would 
demand and you know the structuring of our lending.  Other than refuting 
that last point; I don’t think I am doing anything other than draw it back to 
what we said at the IMS yet again.  In terms of, those are our comments 
on the market and we are not updating anything because nothing much is 
happening in the intervening three weeks.     

 
Sandy Chen:  To follow up on that; can you just confirm the proportion of buy-to-

let and self serve and the mortgage book as it stands.  Particularly for buy-
to-let mortgages the percentage of buy-to-let mortgages that is above 80% 
index LTV?       

 
Steven Crawshaw:  I think you have frankly have just got to go back to the last 

sets of public numbers Sandy, I can't keep updating that on a rolling basis; 
I don’t carry that many numbers around in my head.  There is plenty of 
data out there, so you can look at our last numbers and extrapolate 
slightly.  I am trying to be helpful, I promise.    

 
Operator:  Thank you; and the next question comes from the line of Peter 

Toeman, thank you.    
 
Peter Toeman: Good morning; just probably a similar point, you said at the 

time of the trading update, referred to a level of arrears continuing to rise 
and I wondered if you might give some indication about whether the 
increase in arrears has been equally spread across the conventional 
mortgage book or buy-to-let book and the self serve book, or whether in 
fact there are differences in the emerging arrears profile across those 
three books?       

 
Steven Crawshaw: We are bound by what we sent the IMS and there is no 

update on the IMS; and we did deal with that point either in the IMS or 
certainly on the call if not in the Q&A on the IMS call.  It is probably still 
held on the system, don’t know if that helps.   

 
Peter Toeman: Thanks.  
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Operator:  Thank you and the next question comes from the line of Robert 
Knoll, thank you. 

 
Robert Knoll:  Good morning.  I’d like to explore three areas if I may.  Firstly on 

the treasury asset; the other banks that are raising equity have taken 
additional write downs when they have done that.  Can I ask, have your 
assumptions and I know the market has deteriorated at the start of the 
year – have your assumptions changed at all in…with the way you mark 
versus movements in the market.  I note your accountants are the same 
as at H-Boss.  Is their a view of the accounting approach you take to 
treasury assets consistent with the approach taken at other banks do you 
think?  

 
Steven Crawshaw:  I can't really answer the second part of the question Robert 

on behalf of KPMG and their clients; but what I can say is we retained the 
same methodology and approach the way that we value the treasury 
assets, so we continue to use observed prices and to be prudent and 
conservative.   

 
Robert Knoll:  I can see why you would not refer to individual banks, but you must 

have asked your auditors as to whether the assumptions you are making 
are consistent with more prudent assumptions that other banks are now 
making?      

 
Steven Crawshaw: You can do this yourself; you can look at the disclosures that 

we put out for asset categories and look over the fence as we do, what 
other people disclose for their marks on similar asset categories as we did 
when RBS put their new marks out; and we are very satisfied with the 
level of conservatism we have applied on that basis.  

 
Robert Knoll:  Yes, but it’s the assumptions behind that which obviously we can't 

see.  Moving to arrears; could you comment on whether the pace of your 
phraseology in the IMS is quite broad, can you comment on whether the 
pace of arrears has changed since the start of the year and also whether 

 following obviously the Northern Rock press release on treatment of 
arrears, could you comment on how you deal with arrears that have made 
some payment? 

 
Steve Crawshaw:  I can’t add to what we said in the IMS Robert and I think we 

gave some very clear steers in the IMS to the fact that we would expect in 
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the current set of circumstances for the number of customers showing 
credit stress to be rising; and so I have to stand by what we said there, 
and I’m sorry if you felt that was too broadly based, but I’m lumbered with 
that now.  

 
On the other part; again, not for us to comment on what other people do, 
but you will recall if you go back to the history of what I‘ve said about 
arrears over the years, is I have made a number of veiled comments 
about the fact that I’m increasingly dissatisfied with some of the side by 
side comparisons, because under the surface of arrears management 
there are ways of massaging certain of the lines; and all I can tell you is 
that we have stayed absolutely consistent to our way of doing it 
throughout all this period.  

 
Robert Knoll:  Could you outline what that is? 
 
Steve Crawshaw:  I really can’t on this call Robert, it’s been dealt with to death 

on a number of occasions, but suffice to say that it’s calling a spade a 
spade. 

 
Robert Knoll:  Sorry, I have to get back to the funding issue which is, I think you 

probably put to bed…could you comment on how much wholesale funding 
you require by the end of this year or the end of the second quarter of next 
year, including in that not just wholesale funding but rolling a short term 
maturing paper such as CDs, BTs etc? 

 
Steve Crawshaw:  We’ve given pretty full disclosure of that in the mid-February 

disclosures, that we gave in terms of how much of our loans matured 
within a year, how much of that was genuinely short term, how much of 
that was medium term that happened to mature within the year and those 
maturities have not changed since the middle of February surprisingly 
enough.  

 
Operator:  We have a question now from the line of Ian Gordon. 
 
Ian Gordon:  I want to labour the same point as Jonathan, Mike and Robin. I’m 

still struggling to understand this u-turn that you’ve performed in the last 
few weeks, and listening to your answer to Robin, you told him that the 
reason you’re doing a rights issue is because the liquidity position has 
improved in the last few weeks, and because there haven’t been any 
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further balance sheet write down. Are you telling us that if the liquidity 
position has got worse in the last few weeks and there has been further 
write downs, then you would not have done this rights issue? 

 
Steve Crawshaw:  The issue here is one of certainty. Markets crave certainty in 

the best of times frankly, and in current circumstances certainty is even 
more value; and we just want to put some clear blue water between 
ourselves and these issues, which hopefully as you will have observed 
dogged us quite profoundly over the course of the last nine months, and 
that’s, I take your point entirely, it’s like most statements, if you reverse it, 
it sounds absurd, you have to ask yourself a question.  But I think that 
keeping this differential and seeing what the world is demanding of banks 
and I use the world quite advisedly there, because when we travel we get 
even more flak about how thinly capitalised UK banks are, so we come 
home to get beaten up by you guys for being over capitalised, and we go 
overseas and get beaten up for being under capitalised, and I think at the 
moment there is a premium on getting this right, and for us having that 
clear blue space between us whilst other people are moving up their 
targets; I think it would leave us in a difficult position not to similarly move 
up our targets on our differentials.  I’m afraid at that point it’s almost make 
of that what you may, but that’s the way in which we consider the right 
way to run this bank in this market. 

 
Operator:  You have a question from the line of James Alexander. 
 
James Alexander:  I won’t labour the point [laughing].  I would just like to make 

some general questions entirely philosophical, about who you’re running 
the bank for; who you say banks are being run for; because you say 
investors should be sort of pleased about the capital issue and dividend 
cut, but it sounds like the investors who will really be pleased will be the 
debt investors, and equity investors, existing shareholders have got a lot 
of pain to take from these rights issues and dividend cuts.  And I’m just 
wondering whether anything’s going to change going forward, because 
clearly it looks like the bank’s been run by debt investors in the past, the 
debt investors are now going on strike so you’re raising more equity, but 
does that mean you are now going to run the bank for the equity investors 
or for the debt investors in the future? 

 
Steve Crawshaw:  I take the philosophical point on behalf of the entire banking 

industry, but for our purposes, I mean the issues that have dogged us over 
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the course of the last nine months have been; the sins of being too much 
like Northern Rock after years of being not enough like Northern Rock, 
that has hurt our equity investors, and having strayed into areas of 
treasury investments that everyone to a man wishes we hadn’t.  

 
So to that extent, I think there has been no change in our focus in terms of 
what we’re trying to do on a day-to-day basis in order to get all of our 
multiple constituencies as happy as we can, and balancing between that, 
at the end of the day the business is owned by the equity investors, the 
debt investors have a voice around the table, and if you look at the way in 
which our share price can bounce around on the back of seemingly 
innocent announcements and indeed innocent announcements from 
others; then putting some capital between us and that is one of the many 
ways in which we hope to go through this period and emerge out of that 
into a better market, as one of the people that actually took the right steps 
at the right time, and we have taken a number of quite uncomfortable 
steps, which I can tell you from my perspective it is uncomfortable to stand 
up and start the deleveraging process off etcetera.  

 
And rights issues are not comfortable experiences, but at the end of the 
day we’ve got to run the bank on behalf of those multiple constituencies of 
whom obviously equity holders have a pretty strong whip hand. I hope that 
answers it from my perspective, as I say I can’t really take the woes of the 
banking sector personally on my shoulders, but from our perspective we 
haven’t lost any focus on who owns the bank, and it’s juggling those 
multiple constituencies that remains the task. 

 
James Alexander:  But not all banks ended up looking like Northern Rock, 

couple of large UK banks, listed UK banks didn’t, because HSBC and 
Lloyds don’t seem to have gone down that route? 

 
Steve Crawshaw:  Yes, but it’s not for me to comment on them, James, I mean 

there have been many moments when they’ve taken all sorts of flak about 
not being like other banks, so I think it’s just one of those cyclical things 
that we’re going through, which is all part of being a market, I guess. 

 
Operator:  There are no further questions. 
 
Steve Crawshaw:  If so, I’ll say thank you very much indeed for your time and 

we’ll now get on with the significant logistics of a rights issue for this many 
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shareholders. Thank you very much indeed for your time this morning. 
Take care, bye bye.  

 
 


