
Bradford & Bingley PLC
Primary Credit Analyst:
Dhruv Roy, London (44) 20-7176-6709; dhruv_roy@standardandpoors.com

Secondary Contact:
Richard Barnes, London (44) 20-7176-7227; richard_barnes@standardandpoors.com

Table Of Contents

Major Rating Factors

Rationale

Related Criteria And Research

September 30, 2011

www.standardandpoors.com/ratingsdirect 1

895864 | 301240661



Bradford & Bingley PLC

Major Rating Factors

Strengths:

• 100% ownership by the U.K. government.

• Support arrangements for senior creditors.

• Significant interest-free funding from the government.

Counterparty Credit Rating

--/--/A-1

Weaknesses:

• A prolonged wind-down following nationalization.

• Reduced medium-term profitability due to a significant increase in the interest rate charged by the government on

B&B's working capital facility.

• Poor asset quality with recent improving trend in impairment charges primarily due to low interest rates.

Rationale

The ratings on U.K. incorporated Bradford & Bingley PLC (B&B) reflect Standard & Poor's Ratings Services' view

of its 100% ownership by the U.K. government. State ownership and its associated support provide B&B with

substantial liquidity resources and, in our view, essentially remove funding risks.

Of material importance to the ratings is the fact that the government has stated that it will ensure that unsecured

borrowings will be repaid when due. However, we do not equalize the ratings on B&B with the sovereign credit

ratings on the U.K. because B&B does not benefit from an unconditional and irrevocable guarantee in accordance

with our criteria.

We view B&B's stable funding base, which is supportive of profitability, as a key strength. B&B has an interest-free

statutory debt of £18.4 billion due to the HM Treasury and the Financial Services Compensation Scheme. In

addition, there is an interest-bearing Working Capital Facility provided by the HM Treasury under which B&B had

drawn £8.5 billion at June 30, 2011. Wholesale funding from external sources at June 30 totaled £12.2 billion,

down from £15.6 billion a year earlier

Effective Aug. 1, 2011 the government increased the interest rate on the Working Capital Facility from base rate +

150 basis points (bps) to base rate + 500 bps. Although this increase in funding cost will reduce profits in the

medium term, we expect overall profitability to be supported by relatively stable impairment charges as buy-to-let

customers continue to benefit from high rental yields and low interest rates. We, therefore, expect B&B to remain

adequately capitalized over the rating horizon.

B&B is a business in run-off following its nationalization in September 2008. At that time it was a top-10 residential

mortgage lender in the U.K. B&B's loan book is reducing slowly as a result of a low redemption rate due to limited

refinancing opportunities for customers in a difficult market. The loan book has reduced by about 6% over the past

12 months, and we expect this reduction to continue at a gradual pace.

Asset quality remains weaker than most U.K. mortgage lender peers'. About 98% of the £35.4 billion customer loan

book at June 30, 2011, comprises U.K. residential mortgages. Of these, 65% are buy-to-let mortgages and 21% are
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self-certified mortgages. Although arrears have continued their favorable trend over the past 12 months, we consider

that the portfolio remains vulnerable to ongoing macroeconomic uncertainty and future interest rate increases. B&B

stated that the total number of cases three months or more in arrears or in possession were 3.33% of mortgage

accounts at June 30, 2011, compared to 4.47% a year earlier.

Although the government would likely sell B&B if it received an acceptable offer, we consider that B&B's

dependence on government support will mean that government ownership is likely to be long term in practice. We

classify B&B as a government-related entity under our criteria, with an "important" role and a "very strong" link to

the government. Accordingly, we consider that there is a "high" likelihood of extraordinary government support,

and the 'A-1' short-term counterparty rating benefits as a result.

On Oct. 1, 2010, the government integrated the management of B&B with similar peer, Northern Rock (Asset

Management) PLC (NRAM; A/Stable/A-1), under a single holding company called U.K. Asset Resolution (UKAR).

Although both B&B and NRAM are under a single board and management structure, they remain separate legal

entities.

We consider the probability of a negative rating action to be low given our expectation that B&B will remain 100%

government owned and will continue to receive material government support for several years to come, while it

manages down its balance sheet. A negative rating action could result from a reassessment of the level and likely

duration of government support. A negative rating action could also result if profitability is pressured from further

material increases in funding costs or a significant increase in loan impairment charges. We view a positive rating

action as unlikely given that B&B is a run-off portfolio that undertakes no new business.

Related Criteria And Research

• Rating Government-Related Entities: Methodology and Assumptions, Dec. 9, 2010.

Table 1

Bradford & Bingley PLC Profitability Ratios

--Year-ended Dec. 31--

(%) 2011* 2010 2009 2008 2007

Net interest income/average earning assets (%) 1.1 1.4 1.3 1.5 1.2

Net interest income/operating revenues (%) 94.6 90.4 98.4 83.2 95.7

Fee income/operating revenues (%) 3.2 3.1 8.4 7.1 14.3

Market-sensitive income/operating revenues (%) 2.0 6.0 (7.0) 9.2 (11.7)

Personnel expenses/operating revenues (%) 7.5 5.4 6.2 9.7 18.5

Noninterest expenses/operating revenues (%) 23.1 18.8 22.0 28.6 49.0

New loan loss provisions/operating revenues (%) 17.6 39.0 110.3 78.9 20.4

Preprovision operating income/loan loss provisions (%) 438.1 208.4 70.7 90.6 249.9

Operating income after loss provisions/operating revenues (%) 59.4 42.2 (32.4) (7.4) 30.6

Pretax profit/operating revenues (%) 59.4 160.8 (31.5) 15.1 22.0

Tax/pretax profit (%) 27.9 24.3 49.8 86.4 26.0

Core earnings/operating revenues (%) 42.8 32.0 (16.7) (1.0) 22.6

Core earnings/average adjusted assets (%) 0.5 0.5 (0.2) (0.0) 0.3

Noninterest expenses/average adjusted assets (%) 0.2 0.3 0.3 0.5 0.6
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Table 1

Bradford & Bingley PLC Profitability Ratios (cont.)

Core earnings/average regulatory risk-weighted assets (%) N.M. N.M. N.M. (0.1) 0.7

Core earnings/average adjusted common equity (%) 8.7 11.6 (6.6) (0.6) 10.5

Pretax profit/average common equity (%) 12.0 60.1 (15.4) 11.3 9.6

*Data as of June 30.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 2

Bradford & Bingley PLC Capital Ratios

--Year-ended Dec. 31--

(%) 2011* 2010 2009 2008 2007

Adjusted common equity/risk assets (%) N.M. N.M. N.M. N.M. 7.2

Tier 1 capital ratio (%) N/A N/A 8.7 8.9 8.6

Adjusted total equity/adjusted assets (%) 5.8 5.0 3.3 3.7 2.6

Adjusted total equity/managed assets (%) 5.8 4.4 2.9 3.2 2.2

Adjusted total equity plus loan loss reserves (specific)/customer loans (gross) (%) 9.1 8.4 6.4 6.0 3.5

Common dividend payout ratio (%) 0.0 0.0 0.0 0.0 138.6

*Data as of June 30.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 3

Bradford & Bingley PLC Summary Balance Sheet

--Year-ended Dec. 31--

(Mil. £) 2011* 2010 2009 2008 2007

Assets

Cash and money market instruments 2,660.8 3,979.2 3,765.3 3,449.6 2,601.3

Securities 1,547.2 1,673.1 2,555.9 4,024.7 6,963.7

Trading securities (marked to market) N/A N/A N/A 0.0 0.0

Nontrading securities 1,547.2 1,673.1 2,555.9 4,024.7 6,963.7

Mortgage-backed securities included above N/A N/A N/A 0.0 0.0

Loans to banks (net) N/A N/A N/A 0.0 0.0

Customer loans (gross) 36,405.6 37,515.7 40,216.7 42,885.7 40,445.6

Loan loss reserves 824.6 890.7 936.3 498.4 54.9

Customer loans (net) 35,581.0 36,625.0 39,280.4 42,387.3 40,390.7

Earning assets 39,463.0 42,860.0 46,214.9 50,259.6 49,801.4

Equity interests/participations (nonfinancial) N/A N/A N/A N/A N/A

Investments in unconsolidated subsidiaries (financial companies) N/A N/A N/A N/A N/A

Intangibles (nonservicing) 11.2 3.3 0.0 0.0 41.0

Interest-only strips N/A N/A N/A N/A N/A

Fixed assets 25.5 18.8 15.0 17.1 106.5

Derivatives credit amount 2,831.0 2,929.1 3,660.6 6,022.9 1,175.4

Accrued receivables 16.1 8.1 11.5 18.3 28.5

All other assets 64.1 121.9 105.9 2.7 677.5

Total assets 42,736.9 45,358.5 49,394.6 55,922.6 51,984.6
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Table 3

Bradford & Bingley PLC Summary Balance Sheet (cont.)

Intangibles (nonservicing) 11.2 3.3 0.0 0.0 41.0

Minus insurance statutory funds N/A N/A N/A N/A N/A

Adjusted assets 42,725.7 45,355.2 49,394.6 55,922.6 51,943.6

Liabilities

Total deposits 1,047.3 2,154.9 2,809.5 9,318.5 26,227.0

Noncore deposits 1,047.3 2,154.9 3,267.0 10,146.6 2,074.4

Core/customer deposits 0.0 0.0 (457.5) (828.1) 24,152.6

Acceptances N/A N/A N/A 0.0 0.0

Repurchase agreements N/A N/A N/A N/A N/A

Other borrowings 38,522.2 39,731.4 43,278.1 42,938.7 23,004.9

Other other borrowings 38,172.2 39,528.1 42,545.1 42,184.0 22,302.2

Other credit reserves N/A N/A N/A N/A N/A

Other liabilities 676.5 1,209.7 1,742.6 1,644.9 829.3

Total liabilities 40,246.0 43,096.0 47,830.2 53,902.1 50,061.2

Total equity 2,490.9 2,262.5 1,564.4 2,020.5 1,923.4

Limited life preferred and quasi equity 0.0 0.0 0.0 594.0 551.0

Preferred stock and other capital 54.1 56.0 170.3 268.4 161.6

Manditorily convertible securities N/A N/A N/A 0.0 0.0

Enhanced trust preferred N/A N/A N/A 0.0 0.0

Government-owned hybrids included in TAC without limit N/A N/A N/A N/A N/A

Minority interest-equity N/A N/A N/A N/A N/A

Common shareholders' equity 2,436.8 2,206.5 1,394.1 1,158.1 1,210.8

Share capital and surplus 560.2 560.2 560.2 560.2 159.3

Revaluation reserve 8.2 (12.5) (86.8) (496.6) (122.3)

Retained profits 1,839.2 1,629.6 891.5 1,065.3 1,144.6

Other equity N/A N/A N/A N/A N/A

Total liabilities and equity 42,736.9 45,358.5 49,394.6 55,922.6 51,984.6

*Data as of June 30.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 4

Bradford & Bingley PLC Equity Reconciliation Table

--Year-ended Dec. 31--

(Mil. £) 2011* 2010 2009 2008 2007

Common shareholders' equity 2,436.8 2,206.5 1,394.1 1,158.1 1,210.8

Plus minority interest (equity) 0.0 0.0 0.0 0.0 0.0

Minus dividends (not yet distributed) N/A N/A N/A 0.0 (87.4)

Minus revaluation reserves (8.2) 12.5 86.8 496.6 122.3

Minus nonservicing intangibles (11.2) (3.3) 0.0 0.0 (41.0)

Minus interest-only strips (net) N/A N/A N/A N/A N/A

Minus tax loss carryforwards 0.0 0.0 0.0 0.0 0.0

Minus postretirement benefit adjustment 0.0 0.0 0.0 0.0 0.0

Minus cumulative effect of credit-spread related revaluation of liabilities N/A N/A N/A N/A N/A
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Table 4

Bradford & Bingley PLC Equity Reconciliation Table (cont.)

Minus other adjustments N/A N/A N/A 0.0 0.0

Adjusted common equity 2,417.4 2,215.7 1,480.9 1,654.7 1,204.7

Plus admissible preferred and hybrids 54.1 56.0 170.3 467.0 306.2

Total Adjusted Capital 2,471.5 2,271.7 1,651.2 2,121.7 1,510.9

Plus general reserves 0.0 0.0 0.0 0.0 0.0

Plus unrealized gains N/A N/A N/A 0.0 0.0

Minus equity in unconsolidated subsidiaries N/A N/A N/A N/A N/A

Minus capital of insurance subsidiaries N/A N/A N/A 0.0 0.0

Minus adjustment for securitized assets 0.0 0.0 0.0 (55.7) (146.7)

Adjusted total equity 2,471.5 2,271.7 1,651.2 2,066.0 1,364.2

*Data as of June 30.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 5

Bradford & Bingley PLC Profit And Loss

--Year-ended Dec. 31--

(Mil. £) 2011* 2010 2009 2008 2007

Net interest income 222.0 607.9 612.4 737.4 547.7

Interest income 419.6 934.9 1,880.0 3,121.8 2,967.5

Interest expense 197.6 327.0 1,267.6 2,384.4 2,419.8

Operating noninterest income 12.7 64.6 10.2 149.3 24.6

Fees and commissions 7.6 21.1 52.6 63.3 81.7

Net brokerage commissions N/A N/A 0.0 0.0 0.0

Trading gains N/A N/A 0.0 0.0 0.0

Other market-sensitive income 4.8 40.6 (43.5) 81.2 (66.7)

Net insurance income N/A N/A 0.0 0.0 0.0

Equity in earnings of unconsolidated subsidiaries N/A N/A 0.0 0.0 0.0

Other noninterest income 0.3 2.9 1.1 4.8 9.6

Operating revenues 234.7 672.5 622.6 886.7 572.3

Noninterest expenses 54.2 126.4 137.1 253.2 280.2

Personnel expenses 17.6 36.4 38.7 85.7 105.7

Other general and administrative expense 36.4 89.6 98.0 148.2 150.8

Preprovision operating income 180.5 546.1 485.5 633.5 292.1

Credit loss provisions (net new) 41.2 262.1 687.0 699.3 116.9

Operating income after loss provisions 139.3 284.0 (201.5) (65.8) 175.2

Nonrecurring/special income 0.0 797.5 13.4 223.8 8.8

Nonrecurring/special expense N/A N/A 7.9 23.7 58.0

Amortization of intangibles N/A N/A 0.0 0.0 0.0

Impairment of intangibles N/A N/A 0.0 0.0 0.0

Pretax profit 139.3 1,081.5 (196.0) 134.3 126.0

Tax expense/credit 38.8 262.3 (97.7) 116.1 32.8

Net income (before minority interest) 100.5 819.2 (98.3) 18.2 93.2

Minority interest in consolidated subsidiaries N/A N/A N/A N/A N/A
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Table 5

Bradford & Bingley PLC Profit And Loss (cont.)

Net income before extraordinaries 100.5 819.2 (98.3) 18.2 93.2

Net income after extraordinaries 100.5 819.2 (98.3) 18.2 93.2

*Data as of June 30.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 6

Bradford & Bingley PLC Core Earnings Reconciliation Table

--Year-ended Dec. 31--

(Mil. £) 2011* 2010 2009 2008 2007

Net income (before minority interest) 100.5 819.2 (98.3) 18.2 93.2

Minus nonrecurring/special income 0.0 (797.5) (13.4) (223.8) (8.8)

Plus nonrecurring/special expense N/A N/A 7.9 23.7 58.0

Plus or minus tax impact of adjustments 0.0 193.4 0.0 173.0 (12.8)

Plus amortization/impairment of goodwill/intangibles 0.0 0.0 0.0 0.0 0.0

Minus preferred dividends 0.0 0.0 0.0 0.0 0.0

Plus or minus other earnings adjustments N/A N/A 0.0 0.0 0.0

Core earnings 100.5 215.1 (103.8) (8.9) 129.6

*Data as of June 30.

N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Ratings Detail (As Of September 30, 2011)*

Bradford & Bingley PLC

Counterparty Credit Rating --/--/A-1

Certificate Of Deposit A-1

Counterparty Credit Ratings History

18-Mar-2009 --/--/A-1

17-Mar-2009 --/--/SD

29-Sep-2008 --/--/A-1

23-Sep-2008 --/Watch Neg/A-3

02-Jun-2008 --/Watch Neg/A-2

19-Feb-2008 --/Watch Neg/A-1

29-May-2007 --/--/A-1

Sovereign Rating

United Kingdom (Unsolicited Ratings) AAA/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable across countries. Standard

& Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2011 by Standard & Poors Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved.
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