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Overview 
Tesco Personal Finance Plc, trading under the name of Tesco Bank, is a wholly owned subsidiary of Tesco 
Group. The bank was originally established in 1997 as a joint venture with RBS (Natwest), with Tesco acquiring 
the other 50% stake that it didn’t own from RBS in 2008 for a cash consideration of £950m. The bank has now 
grown to service approximately 6.5m customer accounts across a range of financial products and services in 
the UK and Ireland, including various types of insurance products, such Motor, Home, Pet, Travel, and Life 
insurance. The majority of its Home and Motor Insurance business is now underwritten by Tesco Underwriting 
following the successful migration of these insurance customers from RBS Insurance platforms during the year. 
 
Other services provided by the bank includes credit cards, with the number of customers growing over the year 
to 2.3m (2011: 2.1m), on which total spend on cards now regularly exceeds £1.0bn a month. They also offer 
unsecured lending and a variety of savings products, with fixed rate deposits growing to £1.5bn since they were 
launched in October 2010. In addition the bank also operates over 3,000 ATM machines across the UK, with 
transactions handled growing by 9.4% over the past year to 372m.  
 
As part of its strategy to become a full service retail bank, they are currently in the process of increasing their 
product range further to include a current account offering and mortgages, with the latter expected to be 
launched (subject to regulatory approval) during 2012.  
 

Operating Performance 
Last year the bank generated total income of £702.3m, up 19.3% from £588.4m in 2011/10. The increase was 
primarily the result of a change in the insurance operating model whereby gross commissions received are 
booked to non-interest income, rather than the net amount as previously reported, with the change also 
contributing to the increase in operating expenses, up 29.9% to £423.5m. Improving credit performance saw 
the impairment charge taken for the year decline by 5.2% to £124.5m, with the bad debt to asset ratio also 
falling to 2.4%, from 2.7% in 2010/11.  
 
Following issues arising from the migration to new systems during the first half, the bank took a more 
conservative approach to new business during second half, with total loans and advances to customers falling 
5.5% on the year to £4,423.6m, and from £4,585.7m at the half year. The reduced lending balance, combined 
with growth in deposits of 6.2% had a drag on the net interest margin, which was down 5.1% on the year to 
£259m. Overall despite the lower net interest margin and provisions related to potential Payment Protection 
Insurance claims, reported profit before tax increased 28.3% on the year to £159.6m, while excluding the 
impact of exceptional items, underlying profit before tax grew 30.7% to £226.95m.  
 

£m 2012/11 2011/10 % Change 

Total Income 702.3 588.4 19.3% 

Operating Expenses (423.5) (325.9) 29.9% 

Impairments (124.5) (131.4) 5.2% 

Profit Before Tax 159.6 124.3 28.3% 

    

Customers: Loans 4,423.6 4,679.2 (5.5%) 

Customers: Deposits 5,389.8 5,077.5 6.2% 

Total Assets 7,605.1 6,991.6 8.8% 

    

Net Stable Funding Ratio* 120.7% 112.3%  

Core Tier 1 Ratio 15.3% 15.9%  

Source: Company reports 
 *Ratio calculated by dividing long term funding (over one year maturity) by loans and advances to 
customers and other liquid assets 

 



 

 

Funding 
The bank’s liquidity position strengthened during the year with the net stable funding ratio rising to 120.7%, 
from 112.3% in 2011/10, as lending balances contracted and the bank experienced strong deposit growth, with 
the total deposit balance standing at £5,389.8m at year end, from £5,077.5m last year. In addition the bank 
followed on from last year’s 2018 fixed rate issue with another retail targeted bond issued in December (£60m 
inflation linked issue due 2019). For the avoidance of doubt, it should be noted that these bonds (table below) 
are issued directly out of the Tesco Personal Finance / Tesco Bank operating entity, rather than at group level, 
so any subsequent claim on the assets of the business would need to be made in respect of the operating 
subsidiary.  
 
The bank also received a £251.5m capital injection from the group in 2011/12, through a subordinated bond 
(£140m) and the issue of ordinary shares (£111.5m). The core tier 1 ratio did decline during the year but still 
remains at a relatively healthy 15.3% (2010/11: 15.9%), while the risk asset ratio improved to 16.0%, from 
13.6%. 
 

Issuer Coupon Maturity Ask  
Price 

Ask  
Yield 

Nominal Amount 
Outstanding  

Tesco Personal Finance 5.20% 24/08/2018   £125,000,000 

Tesco Personal Finance 1.00% (RPI) 16/12/2019   £60,000,000 

Source: Investec Bank, Bloomberg 

 

Group Strategy 
Much attention recently has focused on the underperformance of Tesco’s UK division relative to the industry, 
which Moody’s cited as a key factor for their recent downgrade to Baa1 (rated A- outlook stable with S&P and 
Fitch). It’s worth remembering however that despite this “underperformance”, sales in the division still grew 
6.2% to £47.4bn turning a trading profit of £2.5bn, while group sales increased 7.4% to £72.0bn.  
 
In addition to turning around performance in their UK division, continued growth of retail services remains a key 
strategic objective, of which Tesco Bank is a cornerstone, as they seek diversify their revenue streams further 
and leverage off the existing customer base and brand.  
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Disclaimer 
 
This material has been prepared by a member of the front office of Investec Bank plc.  Front office personnel are not part of the Research 
department and this material does not constitute “investment research” as defined by the Financial Services Authority.  This material is 
provided for information purposes only. It is not to be construed as a solicitation or an offer to buy or sell any financial instruments and has 
no regard to the specific investment objectives, financial situation or particular needs of any recipient. It is not intended to provide legal, tax, 
accounting or other advice and recipients should obtain specific professional advice from their own, legal, tax, accounting or other 
appropriate professional advisers before embarking on any course of action.   
 
The information in this material is based on publicly available information and although it has been compiled or obtained from sources 
believed to be reliable, such information has not been independently verified and no guarantee, representation or warranty, express or 
implied, is made as to its accuracy, completeness or correctness.  Investec Bank plc shall not be responsible or liable, directly or indirectly, 
for any damage or loss caused or alleged to be caused by or in connection with the use of or reliance on this information.  Information in 
this material is subject to change without notice.  Investec Bank plc is under no obligation to update information previously provided to 
recipients. Investments in financial instruments carry significant risk, including the possible loss of the principal amount invested.  This 
material is not intended to forecast or predict future events.  Past performance is not a guarantee or indication of future results. None of the 
material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party without the 
prior express written permission of Investec bank plc.  This material is not directed at, or intended for distribution or publication in, 
jurisdictions where availability or use would be contrary to applicable laws or regulations of such jurisdictions.  No liability is accepted by 
Investec Bank plc for any damage, losses or costs (whether direct, indirect or consequential) that may arise from any use of this material. 
  
This material is issued by Investec Bank plc (“Investec”), which is authorised and regulated in the United Kingdom by the Financial Services 
Authority, registered no. 172330 and whose registered office is at 2 Gresham Street, London EC2V 7QP.  


