[image: image1.png]NASDAQ OMX S






[image: image4.png]




National Australia Bank Update
9 October 2014
[image: image2.png]65

zroy Street Surry Hills NSW Australia 2010
P.0. Box 1484 Double Bay NSW 1360

Phone 02 9380 4666 Fax 029380 4066 Internet www.idmedia.com.au
f

ID Pty Lid ABN 4.

A Divis 080 100 394






Start of Transcript
Operator: Thank you for standing by and welcome to the National Australia Bank update conference call.  At this time, all participants are in a listen only mode.  There will be a presentation followed by a question and answer at which time if you wish to ask a question, you will need to press the star key followed by the number one on your telephone key pad.
I must advise you that this conference is being recorded today, Thursday, 9 October 2014.  
I would now like to hand the conference over to your first speaker today, Andrew Thorburn, Group Chief Executive Officer.  Please go ahead, Mr Thorburn.

Andrew Thorburn: Thank you.  Good morning, everyone, it's Andrew Thorburn speaking.  Welcome and thank you for making time today at short notice to join us and with me here is Craig Drummond, our Group Executive, Finance and Strategy.

This morning our board met to approve the release that we have put out to the ASX regarding our earnings adjustments and I want to start by saying clearly this is a disappointing result and I acknowledge that and no doubt investors will also be disappointed with this news.

But I think it is important, notwithstanding we have put out the release and we are going to have to constrain the discussion to what is in the release, that we did this call because I do want us to face into it, I do want us to take any feedback and take questions and answers on the release.
It's clear, the feedback that I have had as I have spoken to investors over the last few months is that we do need to improve our performance and that is what I want as well.  I feel the edge of that accountability but also I have been encouraged, as I have spoken to many of our clients and our staff, and actually I think we have a core franchise which is really strong and has a lot of potential.

So whilst I acknowledge this result today, we have got something that we can work with which I think is quite unique.  As you can see from the capital levels, the bank is strong.  
Now, I appreciate you will have many questions but I am sure you will understand that we are in the black out period so that we really can only talk about the content on this ASX release today.  We are looking forward to talking to you on 30 October about our full year results in more detail and also talk about our business, its performance and where we wish to take it and why.

On that day, I want to make it clear now that Craig and I will take all of your questions, until they're complete, so that you will have a full opportunity to talk to us about any aspect of our business, as long as that will take.

So in terms of the ASX announcement, I will just cover a few key facts, then I want to make two or three additional points and then I will open it up for question and comment.

In terms of the facts, firstly we have determined that all these items and any such future items will go through cash earnings.  The total announcements today in terms of write-downs and impairments amount to $1.34 billion after tax and subject to finalisation and independent audit, cash earnings for the year ended 30 September will be in the range of $5.1 billion to $5.2 billion.  Also we intend to pay a final dividend of $0.99 per share fully franked.
The NAB Group remains well capitalised as at 30 September.  The Common Equity Tier One ratio after these items is estimated to be above 8.5% and the DRP initiatives that we have announced today will add a further 44 basis points to the ratio.

Now, in terms of some other points.  First on UK conduct.  We flagged in the Q3 trading update that we would be taking additional provisions on both PPI and interest rate hedging products.  We have done that today and clearly by the amount, this is a disappointing outcome.  However, it is an industry-wide problem in the UK and I know you will all want to know the question are we done, are we done on conduct.
What I can say is that we certainly have more clarity on the impact of the new PPI remediation framework that we have agreed with the Financial Conduct Authority and we have also taken into account a variety of other factors impacting interest rate hedging.  I can assure you that we are confident that we have taken an appropriate level of provision for what we know now.  
Now, in terms of the outlook for the UK business itself, we will talk more about that on 30 October.  

Second item is capitalised software.  We have reviewed the carrying values of a variety of capitalised software assets and we have made impairments where we did not think the expected benefits justified the spend.  
Now, in relation to NextGen write down, the amount in here represents approximately 10% of the NextGen capitalised software balance and does not relate to the core banking platform.  Once again, I will talk more on 30 October about NextGen and the benefits we expect it to bring.

Finally, in terms of accountability, I will talk on 30 October with Craig about the underlying performance of the bank and the franchise we have and what we see as our opportunities. 
But it is clear this result is well down on expectations and on our plan and as our bonus pool is based on cash earnings and return on equity, then we can also expect and know that that bonus pool will also be reduced.  We are working this through with our board and there will be an appropriate and proportionate response.

So those are the points I wanted to say, apart from the facts, and the important piece is just to acknowledge this issue and now to pass to callers who would like to raise questions or provide comments.  So over to you.

Operator: Thank you.  To queue for a question, please press star 1 on your telephone keypad and wait for your name to be announced.

Your first question comes from the line of John Mott from UBS.   Your line is open, please go ahead.

John Mott: (UBS, Analyst) Thank you, Andrew.  Just a quick question on the DRP.  You have come up and said you are going to put a discount on it and have about $800 million which is going to be underwritten.  Can you just run through your thought process and how you got to those two numbers, the discount and the $800 million, roughly get to the 9% after what your expectation is for profit.
Have you taken into account anything to do with the FSI or the potential changes to capital rules that might be coming into account or is this purely as a result of these changes?

Andrew Thorburn: John, I will get Craig to answer the DRP piece but in terms of the FSI, no, we have not taken that into account.  We are working with what we know today but on the DRP itself, Craig?

Craig Drummond: John, thanks for the question.  We have looked at obviously the historical experience of take ups for the NAB Group and we haven't yet finalised what the discount is on the DRP.  But looking at historical take ups and looking at our capital management plan, we have given you previously a target of where we want to be by 2016 as $875 million to $925 million, we think the settings and the disclosures we have made today are appropriate to get us to those targets.
John Mott: Thank you.

Operator: Your next question comes from the line of Jarrod Martin from Credit Suisse.  Your line is open, please go ahead.

Jarrod Martin: (Credit Suisse, Analyst) Craig, I take my hat off to you for putting the items above the line but in terms of looking forward, if we were to back out the $1.344 billion of items, the cash earnings, the way to look at it, the cash earnings would be between $6.45 billion and $6.55 billion.  Is that the correct way to look at it?

Craig Drummond: Jarrod, I will let you make your own assessment on that.  Frankly, until we have our release on 30 October I really am constrained in what I can say about our earnings numbers.  We've given you we think appropriate disclosures today.  I'm not trying to be evasive but I'm just constrained by what we can say two weeks ahead of our result, so I apologise for that.  

Jarrod Martin: (Credit Suisse, Analyst) Okay, thank you.

Operator: Your next question comes from the line of Brian Johnson from CLSA.  Your line is open, please go ahead.

Brian Johnson: (CLSA, Analyst) Hi, gentlemen.  I just want to make an observation first of all, and I'm a bit staggered I'm saying this, congratulations but I really would flag a lot of these adjustments really relate to management decisions that were made in the past, and while it's very noble I think everyone should be very aware there is a degree of unfairness in this.  

But the flipside is, when you've had a look at - today you've spoken about the cash earnings. What I'd be particularly interested in is something I've been whinging about for a while, but when you have a look at the whether management, or NAB Wealth, the ROE is still so far below the cost of capital.

Could you give us a view as to whether by definition we can say categorically there won't be a write-off below the line of the wealth goodwill which is $4.1 billion but even more importantly, perhaps the deferred acquisition costs that sit in the life business as a below-the-line item as well as these issues?

Andrew Thorburn: Brian, it's Andrew.  Thanks for your question.  Look, we've gone through a thorough process here, if we thought there should have been an impairment we would have made it.  On 30 October we'll talk a bit more about our wealth business and its performance and its outlook and how we intend to grow it and deliver better results.  We're very aware of the returns, and on 30 October we'll be very open about what they are and how we intend to improve them.  

Brian Johnson: (CLSA, Analyst) So Andrew, by definition at this point we should not expect a below-the-line impairment of either the goodwill or the DAC?  

Craig Drummond: Brian, if there was something for us to disclose in addition we would have already disclosed it.  I think [unclear].  

Andrew Thorburn: That's right, Brian.

Brian Johnson: (CLSA, Analyst) Okay, thank you.  

Andrew Thorburn: Okay, thanks.  

Operator: Your next question comes from the line of James Freeman from Deutsche Bank.  Your line is open, please go ahead.

James Freeman: (Deutsche Bank, Analyst) Hi, guys.  Firstly, I just wanted to ask on the DRP participation rate of 35%, should the DRP participation rate fall below that 35%?  Will you be looking to further underwrite the DRP or will you just take what you can get on the DRP side? 

And the second question, just to get a little bit more clarity around what exactly you've taken or written off in the NextGen project.  You said it's not the core system; exactly what parts haven't been done?  

Craig Drummond: James, thanks for the question.  Look, in relation to the 35%, whether it's 30%, 40%, 45% we obviously don't know for certain, but our capital number, we're not that critically dependent on whether that number is slightly lower or slightly higher.  So at this stage what we've announced is our current intention and we're not intending to do anything else at this point in time, otherwise again we would have announced that.  Andrew?

Andrew Thorburn: Yes, James, and on NextGen, the portion we wrote down relates to UBank which of course was the first part of the development and specifically the write-down is in relation to the development of the mortgage lending origination part of UBank which we started, but haven't completed.

We haven't completed it because we then deployed resources onto what we felt was a more important part, which is what we call the Redstar core bank platform and that is where our resources are going.  Because we're not going to get the benefits out of that original piece of work at this point we've decided to be conservative and to impair it.  Now, we may come back to it but at the moment that's the way it stands, and as I said earlier, because we've retained 90% of the balance, which is around the core bank platform, we believe that's sound.  

Craig Drummond: I think James, the only other thing I would add is that the rest of UBank - other than mortgage origination - UBank is on the NextGen platform and working fine.  So this doesn't reflect any - you shouldn't read into this any strategic shift of substance around UBank because the rest of UBank is operating well on the NextGen platform.  

James Freeman: (Deutsche Bank, Analyst) That's great.  Thank you very much for the clarification.  

Andrew Thorburn: Thanks, James.

Operator: Your next question comes from the line of Craig Williams from Citigroup.  Your line is open, please go ahead.

Craig Williams: (Citigroup, Analyst) Good morning, gentlemen.  Like Brian, I have some questions about the wealth management business, the valuation of that business in the absence of cost to capital returns which don't appear to be likely to be achieved given the inability to gear up that entity, but I think you've dealt with that.

With respect to the capitalised software write-down of $297 million, can you talk about the average duration of the software that you've written down there so that we can get a feel for the P&L savings moving forward from that?

Craig Drummond: Craig, that's something we will cover at 30 October at this point in time.  I think you can probably make a reasonable guess.  I think you probably have a fair assumption.  We've previously disclosed, as has the industry, what the average useful life of these assets typically are so I think you can make a reasonable assessment.

It's not something we've disclosed at this point of time because we don't think it's super-material and we don't intend to disclose at this point in time but we're happy to talk probably more at 30 October.  I'd use your - if you want to get a broad guesstimate you look at those useful lives that we've disclosed previously.

Craig Williams: (Citigroup, Analyst) All right, thank you.

Andrew Thorburn: Thanks, Craig.

Operator: Your next question comes from the line of Scott Manning from J.P. Morgan.  Your line is open, please go ahead.

Scott Manning: (J.P. Morgan, Analyst) Good morning.  I've got a couple of questions, firstly on the PPI provision.  If we go back over history you've typically done a top-up to the provisions following the outcome of peers as they've reported.  So what's given you the confidence to come up with a number this time around?

Andrew Thorburn: Yes, Scott.  It's Andrew.  So obviously peers are doing their own thing, different [ordering for] the timing of balance dates so we've dealt with what's in front of us.  So what's continued is the level of the walk-ins but also most importantly, from early August we've agreed a new remediation process with the FCA and that is resulting in us having to go back in previous complaints that were closed and tighten them up and apply a new standard, and hence the larger amounts and additional amounts that we're having to pay to customers and that is essentially the driver of this increased amount for this half.

Scott Manning: (J.P. Morgan, Analyst) Thank you.  So on that basis do you now see - you've mentioned that provisioning is now appropriate for this point in time.  Do you now see it at a point where it gives sufficient clarity to a potential transaction going forward or do you still feel there's too much uncertainty for people to express interest in the business as you try to exit the UK?

Andrew Thorburn: Look, on the provision piece, which is the focus of today and has really been independent of any of that, we've made a provision today that we think is appropriate for what we know now.  Now, on 30 October we'll talk about the broader business, its performance and the outlook for that business, so that will be the focus on that date.  

Scott Manning: (J.P. Morgan, Analyst) Thank you.  Finally, just on the capital, the additional $800 million of capital that you're raising outside the DRP participation, just the logic behind the timing of that given you've got Great Western in place which will release capital, probably within the target capital ratio period, so why look to raise capital now when you'll theoretically get capital in the door over the next 12 to 18 months?

Craig Drummond: As I indicated, Scott, at the half, the executives of the Board of NAB are very, very keen to make sure we have a very strong balance sheet, and that's absolutely paramount.  So we think - one of the questions I had previously indicated a response around whether the take-up is 32%, 35%, 40% is not that critical but we do think this will put us in a position to have a very strong balance sheet.  

Scott Manning: (J.P. Morgan, Analyst) Thank you.

Operator: Your next question comes from the line of John Buonaccorsi from CIMB.  Your line is open, please go ahead.

John Buonaccorsi: (CIMB, Analyst) Good morning.  I just wanted to ask a question about how the FCA is handling the reviews and comparing and contrasting the TPI process with the interest rate hedging.  We've just seen continual increases in the provision over the past few years on the TPI front, so is there differences in the way the interest rate swap issue is being handled that reduces the risk of that going forward on that issue?

Andrew Thorburn: John, no, they're quite different.  They're quite different processes and what we've agreed with the FCA on the remediation really applies only to the PPI piece and I mentioned that earlier, that's the key driver.  The interest rate hedging one is quite a separate process.  

John Buonaccorsi: (CIMB, Analyst) Right.  Can you comment on the risks of the out-of-scope tailored business loans in terms of any scope for legal action and whether the complaints are arising there as well?

Andrew Thorburn: No, I can't say any more about that obviously at this point but what I can assure you is that we have - in the case of interest rate hedging and in the case of PPI we have provided an amount that we believe is appropriate for what we know now.  

John Buonaccorsi: (CIMB, Analyst) Right.  Okay, thanks.

Operator: Your next question comes from the line of Brian Johnson from CLSA.  Your line is open, please go ahead.

Brian Johnson: (CLSA, Analyst) Craig, is the extra PPI and interest rate hedging, at this stage is that going to be booked in Clydesdale or booked centrally in head office, as was the last PPI?  Because what it means is presumably if subsequently you've over-provided you haven't got the [asset] to kind of claw it back out of the vehicle, it just happens to appear in the Group, as opposed to if it was done in Clydesdale it would be very difficult ever to get any over-provisioning out.  

Craig Drummond: Brian, it will be all booked in Group Corporate Centre.  

Brian Johnson: (CLSA, Analyst) Thank you.  

Operator: Once again, to queue for a question, please press star 1 on your telephone keypad and wait for your name to be announced.

Andrew Thorburn: So everyone, I think all our questions are now concluded.  I would like to thank you for dialling in and for your time.  I want to reiterate our commitment to improve the better performance for the Company in the future and I think we will talk more about that on 30 October, and it will be based around some really strong businesses that we have in the Australia and New Zealand franchise.  So I'll look forward to seeing you on 30 October and thanks for dialling in.

Operator: That does conclude our conference for today.  Thank you for participating.  You may all disconnect.  

End of Transcript

[image: image2.png]
[image: image3.png]    NATIONAL AUSTRALIA BANK UPDATE[image: image4.png]
Page 1 of 1

