The
come...

decision has

Nationalise
Northern Rock. Al-
though nationalisation
is said to be temporary,
the choice has caused
a massive furore in par-
liament.

Chancellor of the Ex-
chequer Alistair Darling
stated that nationalisa-
tion was best for the
public. Both the Virgin
Group offer and the
management  buyout
were deemed not to
give “sufficient value for
money to the taxpayer”.
Former chairman of
Lloyd’s of London, Ron
Sandler, will lead the
bank, earning a whop-
ping £90,000 per
month. He started with

tly

a note of caution,
“nothing is guaranteed
in this world”, referring
to whether the plan will
be successful.

The Government claim
that the taxpayer will be
best served by the deci-
sion but shareholders
are set to receive little
compensation for their
equity. A year ago
shares in the bank were
valued at over £12. The
two largest investors in
the bank, RAB Capital
and SRM Gilobal, have
vowed to sue the Gov-
ernment if a suitable
amount is not negoti-
ated. The two hedge
funds argue that the
true value of the shares
is 400p.

Winners, Losers

Company Price Change
Lloyds TSB 457.5p 15.6%
(Banking)

Ferrexpo 330p 13.5%
(Commodities)

Kazakhmys 1537p 12.6%
(Mining)

Barclays 480p 12.3%
(Banking)

Intermed 1511p -5.8%
(Healthcare)

British Airways 261.5p -6.0%
(Travel)

Ladbrokes 307.5p -6.5%
(Betting)

LSE 1494p -9.3%
(Financial Services)
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Darling Purchases the Rock

Legislation was passed
in the House of Com-
mons on Thursday. Al-
though the Tories ob-
jected to the plan, there
was enough support
from the Liberal De-
mocrats. Nationalisation
is seen to be a failure in
the world of politics.

The process of break-
ing the bank up also
began last week. As the
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loan book was shrunk,
there were rumours in
the City that the bank

some of its mortgage
book to rivals.
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was planning to sell ™
Time is up for Northern Rock Bidders as

the government nationalises the bank

Credit hole

Phillip Butler

found at Suisse

One week after releasing
figures showing up its
rival UBS, Credit Suisse
has taken a kick in the
teeth. After finding praise
for their good risk analy-
sis Credit Suisse has
found a valuation mistake
which will require them to
write off $2.85bn in the
first quarter of 2008.

The error occurred in the
trading of collateralised-
debt obligations and resi-
dential mortgage-backed
securities in London.

The mis-valuations oc-
curred because of out of
date and inaccurate
prices being used
through January’s and
February’s  operations.

The reason for the inac-
curacy of the prices is
down to the rapidly dete-
riorating and volatile mar-
ket of late.

Credit Suisse has
launched an investigation
and suspended a handful
of employees. It wishes
to see if the errors have
been as a result of em-
ployee carelessness or
an intentional act to se-
cure year-end bonuses.

This incident happens
weeks after the fraudu-
lent activity at Soc Gen
by Jerome Kerviel. Oc-
currences like these raise
questions about security
measures put in place by
Investment banks.



Steady 2007 fo

Barclays kicked off the season
of 2007 results with a fall in prof-
its of just 1% to £7.08 billion. The
bank wrote down a sub-prime
loss of £1.6billion. The results
spelled good news for share-
holders as the year’s dividend
rose 10%, from 31p to 34p.
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Chief executive John Varley was
happy with the bank’s “resilient”
performance in a very turbulent
year, not just within the markets
but also with its failed bid for
ABN Amro.
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The investment banking arm, Bar-
clays Capital, saw a 5% increase in
profits, while the UK retail arm also
surged with a rise in profits of 9%.
In addition its Barclaycard (credit
card) business also grew its profits
by 18%. BarCap head Bob Dia-
mond said the upcoming six
months will maintain “challenging
market conditions”.

The profits were in line with expec-
tations and none of the announce-
ments came as a shock. Barclays
shares closed up 12% at 480p.

2007, sold Abbey Life As-
to Deustche Bank

es: 62,331
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Lloyds TSB profits fell by 6% in
2007 to £4 billion. It raised its divi-
dend by 5% to 35.9p.
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evenue: for the fiscal year
t profit £4.25 billion after
ns of £280 million Alliance & Leicester suffered a
pre-tax profit fall of 30% to
£399million, and a net profit fall of

41%.

Auction Rate Market

Recently the auction rate market is
also being affected by the prob-
lems with monoline insurers. The
main problem is that the interest
rates set in these markets are dra-
matically increasing. The market is
g_slzlt_imated to be worth around $330
illion.

The market works by transforming
long term loan rates into short term
ones by the constant resetting of
the interest on the loans at 7, 14,
28 or 35 day intervals. The markets
took off when debt issuers re-
leased their securities at rates
lower than rates set in the market.
The issuers can also easily settle
their debt if they release too much
by participating in their own auc-
tions.

Recently the quality of the invest-
ments has been thrown into ques-
tion and has left many securities
unsold. Many municipalities issue
their debt on this market, when the
auction is a failure and debt is not
sold the insurance rate increases.
A no sale leaves issued debt at
vastly uncompetitive rates.

Recent rates have increased as
much as 20% at peak and eventu-
ally settle at 8% increases. Many
are looking to get out of the market
and back into “vanilla” bonds.
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The NatWest three, who contrib-
uted to the downfall of energy gi-
ant Enron, have each been jailed
for 37 months. They must also
repay the Royal Bank of Scotland
$7.3 million.
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Bank of China, who hold the most
US sub-prime securities in Asia,
have confidently said that they are
on course to report an increase in
profits for 2007.
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The Monetary Policy Committee
of the Bank of England voted 8-1
in favour to cut interest rates in
February by 25 basis points to
5.25%.
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US inflation increased by 0.4% in
January. For the 12 months end-
ing January 2008 the consumer
price index (CPI) rose by 4.3%.

If there are any problems please contact us
at www.strictlyBIF.com

With requests to join our mailing list, for key
market term or company profile requests.
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Inflation in Zimbabwe has grown
massively to over 100,000%.
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Gold hit record prices on the back
of a weakening dollar and supply
concerns. The commodity traded
for $948.60 per ounce. Silver also
reached a 27 year high.
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The European Commission re-
duced its economic growth fore-
cast in the Eurozone and warned
of an acceleration in inflation.
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HSBC have announced that Bren-
dan McDonagh will take charge of
their North American business.
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The insurance of investment
grade corporate bonds has
reached record amounts.
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Rivals of Microsoft’s acquisition of
Yahoo! suggest that the joint
group will own a 75% share in the
instant messaging and web based
mail markets.

fofete]
BNP Paribas’ profits fell 42% in

the fourth quarter of 2007 but
overall rose 7% on the year.

Sources: www.theft.com, www.reuters.com, www.economist.com, www.timesonline.com, www.bbc.com, www.lloydstsb.com, www.yahoofinance.com



