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Rod Kent, Chairman: 

 

Good morning, Ladies and Gentlemen and welcome to the 2008 

Annual General Meeting of Bradford & Bingley plc.   

 

About 44% of our shares are owned by over 935,000 individual 

shareholders, so we value the opportunity to meet a small 

subsection of shareholders today and thank you all for coming. 

I can understand that shareholders, particularly individual 

shareholders, might be angry and might find it hard to understand 

why the price of their shares has halved since the end of June last 

year and why B&B, a Company which is conservatively managed, 

has made substantial write-downs on certain assets. 

Your Company has of course been badly affected, along with 

virtually every other bank in the world, by the so-called credit 

crunch.  And it is important for you to realise that these conditions 

in the financial markets are unprecedented, at least since the end of 

the war and, for example, are considerably worse than the banking 

problems encountered at the beginning of my personal professional 

career, the secondary banking crisis in the early 1970s. 

The credit crunch has affected us in three main ways: 

1. Firstly our share price has fallen considerably but this is very 

much in line with the share price movements in the shares of other 
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large banks. Over the last 6 months our share price has fallen from 

254p to 171p a fall of some 33%.  Shares in A&L have fallen in the 

same period 27%, HBOS 33%, RBS 24%..… I could go on. 

Share prices in all banks have also become much more volatile; and 

from time to time they have been subject to all sorts of strange 

rumours. We have not been immune from this either.  But, other 

than explaining carefully to the market what we are doing and how 

we are trading, and other than reporting to the authorities when we 

see suspicious patterns of trading in our shares, there is little any of 

us can do to stop this extreme volatility day to day. 

2. The second area where the credit crunch has effected us is 

treasury, where a minority of our treasury assets (less than 10%) 

have lost value. To the obvious question of why did we get involved 

in these instruments, I think it is necessary to say two things. First 

with the benefit of hindsight we wish of course that we hadn't 

invested in these assets and, with the benefit of hindsight again, 

this was a mistake - which we deeply regret.  BUT the second thing 

to say on this matter is that we initially invested in these assets 

some 4 years ago and until the last quarter of 2007 they were 

performing entirely normally and well.  All but a handful had very 

high credit ratings when we invested and were sponsored by large 

and respectable banks. We did not see them at that time for a 

moment as racy or risky. Legally complex they may have been, but 

they were mostly secured on the sort of assets that we understood. 

Finally, I would like to emphasise that the majority of these assets 

continue to perform entirely satisfactorily, but because of the 

market conditions out there, their day to day price has gone down-
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so we have to mark down their value in our accounts. But we can 

afford to hold these assets until maturity at which point-or earlier if 

normal market conditions return-the mark downs in our accounts 

will be reversed. A small number of these troublesome assets have 

had performance problems, and on these we believe the losses are 

permanent. Such losses have been separately recognised in the 

impairment line of our Income Statement.  On this whole matter we 

have carefully laid out our position in great detail in our accounts - 

Note 13 - although I'm afraid this inevitably makes somewhat dry 

reading. 

We are of course taking steps to reduce our exposure to these 

assets in the future, wherever possible, and the Group Chief 

Executive will have some news of this later on.  

3. The third and final main effect of the credit crunch on your 

Company has been that the funding of the normal growth of our 

mortgage portfolio has become much more difficult. The financial 

markets either for securitisation (i.e. borrowing secured against a 

package of our own mortgages) or for wholesale term lending have 

been largely closed. And whilst we have taken advantage of every 

opportunity to raise funding, the cost of such finance has clearly 

gone up for us and for every other bank. 

All these three things have obviously made life extremely difficult for 

your Company. But it is important that you understand as 

shareholders how your Board has reacted to these extreme 

circumstances. 

For a start we went into the credit crunch, which effectively started 

to effect us at the beginning of Sept, in a good position - and this 
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was because of our conservative positioning overall.  As was our 

norm, in the summer before the credit crunch we had pre-funded 

our pipeline of new business for the Autumn.  Also, crucially, we had 

decided at a strategic level, despite some external pressure to the 

contrary, to continue to support our branch operations, precisely so 

that we could have the diversity of funding from our retail deposits 

(these now amount to about 60% of our loan portfolio). We also 

had conservative capital ratios, and this continues to this day - our 

core Tier 1 capital ratio was just under 8% at our year end, in 

contrast, for example, to RBS whose core Tier 1 Ratio is, I believe, 

somewhat less than 5%. 

  

In the face of the increasingly severe effects of the credit crunch we 

took the following main (avoiding) actions: 

  

- in October we ceased our share buyback operation 

  

- in September and October we very importantly raised an additional 

£2.5bn of secured funding 

  

- in December we announced the sale of two non-core loan 

portfolios - our Housing Association book and our Commercial 

Property book - for the total net cash proceeds of £4bn. 

  

- in February we announced the arrangement of an additional £2bn 

of committed term facilities from two banks. These remain undrawn 

today, that is, they are available for us to use. As you know, very 
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recently the Bank of England have announced an industry wide term 

lending facility which we can also avail ourselves of. 

  

These were all vigorous, decisive and substantial actions in the face 

of extreme market conditions. 

  

So I hope this summary gives you the broad picture as to 

the problems in the banking markets, how they effect us in the main 

and how we are coping with them. 

  

Last, but no means least, the Board would like to thank Bradford & 

Bingley’s employees.  Many areas of the Group experienced testing 

times during the year, particularly our branches and savings deposit 

operations and our finance functions.  Our people are our most 

important asset and the Board is proud of the culture and values at 

Bradford & Bingley.  We recognise that the commitment, 

enthusiasm of our people, coupled with a strong collective spirit, has 

enabled our employees to work together very effectively on your 

behalf in 2007, in the face of challenging market conditions 

  

And, although this may seem self-serving, I also want to thank very 

sincerely the Board on your behalf, both executive and non-

executive. These have been - these are - extraordinary times and 

they have called for an extraordinary degree of time, input and 

effort from the Board. They have all given it unstintingly. In the face 

of these unprecedented problems - and despite them - they have 

served you well. 
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We’ve announced this morning that Robert Dickie, our Group 

Operations Director, resigned from the Board with effect from 21 

April and will leave Bradford & Bingley on 30 April 2008.  The Board 

would like to thank Robert for his great contribution to the Group 

over the past five years and his considerable achievement in 

improving our operational capability and our computer systems.  

Also, Sir George Cox retired from the Board at the end of 2007. 

George was the Senior Independent Director when I became a 

director in the latter half of 2002 and he was a great help to me in 

taking over the reins. We would like to thank George for his advice 

and service over the past 7 years. 

 

In these tempestuous times Bradford and Bingley has revealed its 

true colours and I can assure you that the underlying business 

remains in good health. 

 

I am now going to hand over to Steven, your Chief Executive who 

will comment briefly on last year’s figures, more fully on our 

strategy and also give you an update on our current trading. 

 

Steven Crawshaw, Chief Executive: 

 

Thank you Rod. 

 

Good morning and again welcome to you all to this new venue in 

Bradford. I am particularly pleased to be holding the meeting here, 

in Bradford, a city which is currently undergoing a renaissance.   I’d 

like to take this opportunity to give you an overview of our strategy 
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and our markets, and the current operating conditions we find 

ourselves in. 

2007 was an eventful, and difficult, year for the banking sector.  

However, despite the turmoil in the second half of the year, 

Bradford & Bingley’s underlying business progressed satisfactorily, 

with underlying profit before tax of £351.6m, gaining by some 5%.  

Underlying earnings per share also increased by 6% to 40.2 pence.   

The disappointment of the year, however, was the write-downs and 

impairments that have been made against a small proportion of our 

Treasury assets.  These were caused by the manifestation of the 

liquidity crunch.  Largely because of this, our statutory profit before 

tax was reduced to £126.0m.  I can only echo Rod’s regrets from 

your Board for the way these investments have performed and 

affected your equity.  In common with other banks and institutions, 

we invested a small proportion of our assets in more complex 

instruments, in order to provide a higher yield at a time when 

interest rates were at all-time lows. Our intention was always to 

hold these assets to maturity, receiving a regular yield on 

investments.   

In terms of liquidity and funding, we were pleased with the way in 

which we dealt with the extreme liquidity problems which emerged 

in the wholesale markets in the second half of 2007.  The Group’s 

conservatism and diversity of funding, our investment and continued 

focus on our branch network, our policy to prefund our new 

business pipeline and our decision to dispose of non-core mortgage 

portfolios, meant that we weathered the much publicised liquidity 

problems in the financial markets well.  
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Turning to our underlying business, we made good progress against 

our objective of growing residential lending, adding a record £8.3bn 

to our balances, an increase of some 27% to take our total 

residential loans at the year end to £39.4bn.  The savings business 

made an excellent contribution during the year, with an additional 

£1.6bn being raised through our traditional branch network alone, 

proving the value of our well-trusted, established brand.  Retail 

Savings are a very valuable part of our business, attracting new 

customers to the Group and providing a stable source of funding.  

Total retail savings deposits of the Group were £21bn at the end of 

December and customer deposits continued to fund 60% of 

customer loans. 

During the course of the year we have maintained a strong and 

rigorous control over costs, with a further improvement in the 

underlying cost:income ratio which dropped from 44.2% in 2006 to 

42.8%, whilst still investing in the growth of the business. 

In April 2007 we took the strategic decision to sell some of our 

commercial lending and housing association mortgages.  Market 

events protracted the sale process, but we disposed of £4bn of 

loans in November 2007 right at the heart of the crunch, providing 

us with a good level of liquidity. 

Bradford & Bingley’s strategy is to establish leading positions in 

sectors of the UK mortgage market that offer superior long-term 

potential for growth and profitability, enabling the Group to provide 

attractive returns to shareholders.  We have chosen to compete in 

markets that have attractive fundamentals. Our current core market 
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remains buy-to-let where we continue to see good risk-adjusted 

returns. The buy-to-let market is driven by the continued growth of 

the private rental sector and the relatively low penetration of buy-

to-let loans within the market.  Several factors support the 

continued strong demand for rental properties, including high UK 

immigration levels, increased participation in further education, and 

continuing reductions in average household size.  The buy-to-let 

market now represents over 10% of the total mortgage market, 

with over 1 million mortgages outstanding.  As the wider housing 

market slows, we do expect the growth in this market to slow 

during 2008, but envisage it will remain underpinned by robust 

demand.  We understand this market, and are the UK’s number one 

lender in terms of balances.  In 2007 we grew our balances by 27% 

to 23.1 billion pounds. 

Our other major niche product area is self-cert, which constitutes 

lending to prime customers with non-standard employment 

patterns. A significant number of workers have irregular 

employment patterns, multiple income streams and complex 

financial arrangements and growth in this market is again supported 

by strong demographics.  During 2007 we reduced our appetite for 

self-cert as we could see credit conditions tightening. 

We have taken a number of steps to increase the quality of our 

lending across all mortgage portfolios in the recent weeks, 

withdrawing certain products and focusing on lower LTVs and higher 

credit quality. 

Raising retail savings deposits is the other key component of our 

strategy.  Retail savings deposits are fundamental to our business 
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and I’m delighted with our performance in this area in 2007.  Our 

branches had a particularly strong year and I am pleased about this 

because it is an issue close to my heart - I have defended myself 

many times in the City against doubters about the importance of the 

branch network. Branch balances have grown by 1.6 billion pounds, 

during a time when the market has seen a massive amount of 

turmoil and turbulence, and this has been witnessed most fiercely in 

the branches.  They provide a safe and secure source of funding 

and demonstrate the strength of the Bradford & Bingley franchise. 

We’re a trusted brand and nowhere is this more evident than at 

branch level. During the year we have extended the number of 

channels available to us to attract deposits, launching a direct postal 

account and our new partnership with ASDA has increased our 

reach to their 11 million customers.  We will continue to innovate 

and diversify in the Savings arena, looking at opportunities for 

building on our strong franchise and remain in the forefront of the 

Savings market. 

Looking at the market in which we operate for a moment, I’m sure 

you’ll all be aware that the global credit crunch, together with the 

consequences of a bank run in the UK last summer, has had a major 

effect on banks and the mortgage market as a whole.  This has now 

started to affect the economy more widely.  The lack of available 

funding in the wholesale market has driven a huge change in the 

mortgage market compared to this time last year.  Many small 

lenders have disappeared completely, others of all sizes have 

withdrawn many mortgage products and I think it’s fair to say that 

all have increased pricing.  Mortgage lenders are determined to 

continue to deliver mortgages to as many borrowers as is possible 
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within the current funding constraints and are therefore using price 

as a lever to control those volumes.  The impact of these moves is 

now being felt by house movers and first time buyers. We are 

confident that Bradford & Bingley has the brand, expertise and 

policies in place to meet these challenging market conditions.  


