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Our Annual Report records our financial
success; this Corporate Responsibility
Report touches on why we are
successful and how we intend to
sustain that success into the future. 

Our principles are set out in our
statement The Way We Do Business,
which can be viewed on page 49. The
Managing corporate responsibility
section on page 11 sets out our
structures, policies, training,
communication and risk management
processes, which are designed to
support this.  

How we interact with consumers is the
most crucial of issues for a major bank.
This year’s report places much greater
emphasis on describing our practices
in this area, covering three specific
chapters: transparency and treating
customers fairly; responsible lending;
and financial inclusion.  

Our report focuses on our UK
operations and strategy. Over 88% 
of our profits in 2005 were derived 
from the UK and a majority of our
colleagues were also UK based. 
It covers developments in 2005 
with some material from early 2006 
also included.

We have commissioned WSP to
provide an independent statement of
external assurance and commentary 
for this report, which can be found on
page 48. 

We welcome any comments about this
report and our approach to corporate
responsibility. Please contact us with
any comments at:

Group Corporate Responsibility
HBOS plc
The Mound
Edinburgh
EH1 1YZ

corporateresponsibility@hbosplc.com

Contact us with commentsi
iAbout this report and why we produce it

Links to further, web-based information 

How to contact us

i
i

i
i
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The HBOS difference
Around 80% of our shareholders are also our
customers and 78% of our colleagues hold
HBOS shares. We therefore have a clear
interest in delivering a business strategy that
meets the interests of customers and
shareholders alike.
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2005 highlights
There is always more to do; we are making
good progress but are constantly seeking
new ways of advancing the delivery of our
promises to stakeholders

£43.1m
total community investment

40%
We have a relationship 
with two out of every five
households in the UK

22m
customers in 2005

80%
of shareholders are 
also customers

78%
of colleagues are also
shareholders

• Transparency We were the first UK financial
services organisation and ATM provider
to feature green labels on all our ATMs,
informing customers they would not be
charged for withdrawing money from the
cash machine.

• Responsible lending We won the award for
Most Responsible Lender at the Credit Card
Awards 2005.

• Promoting financial inclusion We provided
social banking facilities to over 3 million
customers – 56% of the market – under our
programme to promote financial inclusion. 

• Colleagues At the end of 2005, we
announced our plans to eliminate the deficit
in our final salary pensions schemes over a
10 year period; as at 1 August 2006, we had
invested £800m.

• Contributing to communities We contributed
£43.1m to the communities in which HBOS
colleagues and customers live and work.

• Sustaining the environment We won the 2005
European Banking Technology Award for our
online documents facility, allowing customers
to receive their bank statements and letters
electronically. 
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Group Finance Director’s report
Our improved disclosure is a direct response to
requests for information from key stakeholders 
HBOS regards its relationships with key
stakeholders and their advocacy of our
approach to doing business as crucial
to the health of our reputation and our
many brands. 

Our strategy is business focused and
measurable. For example, we believe
we are the only bank that publishes the
number of best buy mentions we receive
for our products; and the only bank that
publicly measures how personal finance
journalists regard our products.

This year, we set out our product strategy
in greater depth: we have given much
greater weight to sections on delivering
value to customers; responsible lending;
and financial inclusion. This improved
disclosure is a direct response to requests
for information from a number of key
stakeholders. We are delighted to
accommodate.  

A key issue for HBOS is the contribution
we make to reducing the number of 
‘unbanked’ in the UK and the steps we
take to ensure consumers understand the
products they are buying. We report in
detail on our ‘social banking’ strategy – 
we have around 56% of this market. 

We are a significant creator of prosperity,
through the taxes we pay to government,
the jobs we create, the payments we
make to suppliers and the returns we
make for our shareholders. A majority of
customers and colleagues hold HBOS
shares: we therefore have a fundamental
interest in delivering a business strategy
that meets the interests of shareholders,
customers and colleagues alike. 

56%
we have 56% of the ‘social
banking’ market

I am delighted that HBOS has again 
been ranked in the top 10 of the 2005
‘Companies that Count’ Index. Not only
this, we improved our score from 94% to
97%. We also again secured membership
of the Dow Jones Sustainability Index,
an indication that others are finding our
work valuable.

I’d like to thank colleagues for their hard
work and continued commitment to our
corporate responsibility agenda over the
past year. The 2005 total cash bonus pot
in which colleagues shared was £222m:
we believe this may be the biggest of any
UK company. Colleagues are the
backbone of our business.  

I trust you will enjoy reading about our
work and I welcome any comments about
our approach to either myself or Liza
Vizard, Head of Corporate Responsibility.

Phil Hodkinson
Group Finance Director



HBOS: Who we are and how 
we operate
HBOS was created by the merger of
Halifax and Bank of Scotland on 10
September 2001. We have around 
22 million customers and a relationship
with two out of every five households 
in the UK. 

We have a devolved operating structure
which allows us to combine scale and
market leadership with speed and agility
to produce powerful sources of
competitive advantage. We are now the
ninth largest company in the FTSE 100 
by market capital. In the DTI’s 2006 value
added scoreboard, HBOS is ranked
number 11 in the UK by valued added,
i.e. wealth creation efficiency. If this were 
a purely domestic measure (i.e. excluding
exports), our score would be higher.

Our presence 
While HBOS has operations across the
UK, Ireland, Europe, North America and
Australia, 88% of profits were generated 
in the UK in 2005, and around 89% of
colleagues were employed in the UK. 

Structure
HBOS has a federal operating structure in
which Divisional Chief Executives report to
the Group Chief Executive, the Executive
Committee, and the Board.  

HBOS also has five operating divisions: 
• Retail
• Corporate
• Insurance & Investment
• International (Australia, Ireland, and

Europe & North America)
• HBOS Treasury Services & Asset 

Management

If these divisions were stand-alone
companies, most of them would appear in
the FTSE 100 Index. Two of them – Retail
and Corporate – would be ranked within
the top 50.  

9th largest
business in the FTSE 100

£1.1bn 
paid in corporation tax in 2005

Further information about HBOS

www.hbosplc.com/aboutus/home.aspi
i

About HBOS

36.1p
Dividend per share up 10% 

Dividend per share (p)

01   28.0p

02   29.4p

03   30.9p

04 32.95p

05 36.1p

£4.8bn
Profit before tax up 17% in 2005 

Profit before tax (£bn)

01   2.3

02 2.9

03 3.8

04 4.6

05 4.8
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Retail
Our Retail strategy remains focused on
creating shareholder value by delivering
better customer value across a broad
spectrum of products and distribution
channels.

Corporate
We lead the market in Scotland and our
presence in the England and Wales
market continues to grow. Our relationship
banking teams are responsible for
acquiring, developing and enhancing
relationships with new and existing clients.

Insurance & Investment
The Insurance & Investment division’s
strategic objective is to be the No.1
insurance and investment group in the UK,
in the combined investment and personal
lines general insurance markets.

Treasury & Asset
Management
The core goal of Treasury & Asset
Management will continue to be the
delivery of top quality service and
performance to the Group and its clients.

International
The newly enlarged International division
now includes a third operating division of
Europe & North America in addition to
Australia and Ireland.

Rather than promote one single brand,
we have chosen to take a multi-brand
approach to our market presence. In
this way the HBOS Group can benefit
from the strengths of its various
individual brands. For example:  

• We are the UK’s largest mortgage
and savings provider with an
estimated 16% share of the
Household Liquid Assets sector.

• We are one of the UK’s largest
issuers of new credit cards.

• We pride ourselves on building long-
term relationships with our business
and corporate clients, and creating
innovative and individualised
solutions for their banking needs.

• Through the Clerical Medical and
Halifax brands we sell life insurance,
pensions and investment products. 

• Through our asset management
division – Insight Investment – 
we manage over £88.7bn of
investments.

• Through the Halifax Insurance brand 
we sell a range of general insurance.

• In esure and First Alternative, we
have a fast-growing motor insurance
business.

• We offer a range of Treasury services
to customers, in addition to
supporting HBOS capital and
funding plans.

Treasury & Asset
Management 
£263m – 5%

International 
£610m – 12%

Retail 
£2,283m – 45%

Corporate 
£1,420m – 28%

Insurance &
Investment 
£489m – 10%

HBOS diversity of earnings 2005 

Subsidiaries and joint ventures
Further information on jointly controlled
entities, associated undertakings and main
subsidiary undertakings can be found on
page 126 of the HBOS Annual Report and
Accounts 2005.

http://www.hbosplc.com/investors/results/
annualreports/2005ARA/back_end/
Notes_to_the_Accounts.pdf i

i

HBOS products: Many brands, one quality 

B U S I N E S S
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Financial 2005

Profit before taxation £4,808m

Underlying earnings per share 86.4p

Underlying profit attributable  
to ordinary shareholders £3,358m

Growth in dividend (compared to 2004) 10%

Final dividend 36.1p

Economic 2005

Corporation tax paid £876m

Tax paid on profit £1,546m

Wages and salaries £1,940m

Social security costs £181m

Other pension costs £225m

Social impact 2005

% of ‘small’ shareholders, holding less 
than 10,000 shares 99.8%

Number of customers (approx) 22m

The average number of people employed 
by the Group 71,985

The average number of full-time and  FT 55,384
part-time people employed by the Group PT 16,601

Total community investment £43.1m

Environmental 2005

Energy consumption (kWh) per FTE 7,425

Water consumption (m3) per FTE 8.33

GHG emissions (kg CO2) per FTE 2,964

Total paper consumption (kg) per FTE 289

General office waste (kg) per FTE 236

% of waste recycled 44

FTE = Full Time Employee

Key facts about HBOS

Benchmarks, accreditation and awards

Business in the Community Corporate Responsibility Index
We maintained our top 10 position in the ‘Top 100 Companies
That Count Index’, improving our score from 94% to 97%.

Carbon Disclosure Project (CDP) For the second consecutive
year, we were placed in the CDP Leadership Index of the top 50
companies in the world tackling the issues of climate change.

Communicators in Business (CiB) HBOS gained an Award of
Excellence in the CiB Communication Excellence Strategy Awards
for the second year running for our community investment
communication strategy.

CIPR PRide Awards In November 2005, HBOS won the 
Public Affairs/Lobbying Programme 2005 award for its campaign,
‘Fighting the Fiscal Drag’. The objective of this campaign was to
increase the stamp duty threshold.

Disability Two Ticks We actively seek applications for
employment from disabled people and guarantee interviews 
where disabled applicants meet the essential criteria for the role.

Dow Jones Sustainability Indexes HBOS was listed for the
second consecutive year in the European and global benchmarks
of leading companies’ sustainability performance. 

Energy Efficiency Accreditation We were re-accredited to 
The Carbon Trust’s Energy Efficiency Accreditation Scheme which
recognises the achievements of leading organisations in industry,
commerce and the public sector in reducing energy use. 

FTSE4Good Index HBOS continues to be listed in the UK and
European Indices that benchmark companies’ corporate social
and environmental performance.

Opportunity Now HBOS was awarded first place in the private-
sector category at the 10th annual awards. Corporate Division’s
‘Woman in Business’ programme provided strong evidence of
innovation and was a key factor in our success.

Race for Opportunity HBOS was ranked in the top five UK
organisations for its work on race and diversity, an improvement
from seventh position in 2004; HBOS outperformed the financial
sector average and achieved gold standard for the third
consecutive year.

Stonewall’s Workplace Equality Index (WEI) For the second
year running HBOS featured in the top 100 employers who were
benchmarked for their approach to sexual orientation-related issues.

Tommy’s Most Parent Friendly Bank Halifax was voted Most
Parent Friendly Bank for the third year running in the 2006
Tommy’s Parent Friendly Awards and was also was named Best
Children’s Savings Account provider.

For more information, see our latest 
Annual Report and Accounts available at
http://www.hbosplc.com/investors/home.asp i

i

Qualifying statements 
Financial data reported according to the statement of
accounting policies published on pages 96–100 and
the notes on pages 109–79 in the HBOS Annual
Report and Accounts 2005.

Data relating to joint ventures and non-UK operations
is not included in environment data. CO2 emissions
calculated using the UK Government’s Guidelines for
Company Reporting on Greenhouse Gases and 

conversion figures from the Carbon Trust
www.thecarbontrust.co.uk. Total waste calculated
using the UK Government’s Guidelines for Company
Reporting on Waste. 

All other data and methodologies are analysed as part
of an ongoing audit programme and are subject to
continuous review and enhancement.

About HBOS (continued)



what is a
responsible 
bank?

Taking an integrated approach 
to sustainable business
Our reputation and the health of our brands 
is one of our strongest assets. We have
established an integrated approach to managing
the issues that impact on these. All of our main
business divisions are delivering against
The Way We Do Business: as well as strong
governance and management, stakeholder
dialogue is a fundamental part of this. Our
structures, policies, training, communication 
and risk management processes are also
designed to support this. 

The HBOS Report 2005 Our corporate responsibility agenda 6
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Our strategy explained 
We have a fundamental interest in delivering a
strategy that meets the interests of
shareholders, customers and colleagues alike
We aim to provide consumers, millions 
of whom are our customers, with a better
deal than the other banks, especially the
‘big four’. We also seek to genuinely
engage and motivate colleagues with a
view to strengthening their advocacy of
the business and enhancing our success.

80%
of our shareholders are also 
our customers

“We found that HBOS is leading the
pack, having developed a strong
corporate responsibility strategy which
supports product simplification,
facilitating better sales practice and
greater clarity for customers.”
Henderson Global Investors, 2005

In 2004 we published The Way We Do
Business, a statement setting out our
Principles for achieving growth. Not only
does The Way We Do Business allow our
partners and others to understand what
we mean by being ‘responsible’, it also
allows us to build on our reputation in a
very competitive environment. The Way
We Do Business is reviewed and
discussed by the HBOS Board every year.
Each part of the business continuously
explores new ways of delivering against 
it. With 22 brands, HBOS is, in effect, 
an industry within an industry. Our
management of corporate responsibility 
is a private sector version of ‘joined 
up government’. It’s about integrating 
The Way We Do Business so that HBOS
acts responsibly. 

Our strategy is organised around four key
areas of activity:

• Marketplace Creating value for
customers; financial inclusion;
responsible lending; promoting the
interests of shareholders; and dealing
fairly with suppliers.

• Workplace Diversity; remuneration;
culture; and employment conditions.

• Environment Waste energy and water
management; and environmental
national and local community
programmes.

• Community Wealth creation; taxes
paid; purchaser of goods and services;
and national and local community
programmes.

Key performance indicators    
We subscribe to the old business adage
“what gets measured gets done”
Of the major banks, only HBOS publishes
a list of 48 key performance indicators
(KPIs) that are directly aligned with our
Principles – and report our performance
against these every year. We subscribe 
to the old business adage “what gets
measured gets done”. 

Our indicators relate to our various
stakeholder groups. For example, we
measure how satisfied customers are with
our products and services, and we measure
colleague advocacy of our environmental
performance. These then inform our
management plans and provide our
stakeholders with a way of assessing our
progress, and of tracking it year-on-year. 

Every year the Board reviews a number 
of aspects of The Way We Do Business.
In 2005 the Board reviewed our
performance against our 48 KPIs, as well
issues such as environment and community
investment. One result of the 2005 
review was a doubling of the ‘top up’ 
by HBOS to the Foundation from £4m 
to £8m annually. 

48
key performance 
indicators

The Way We Do Business statement can 

be viewed at www.hbosplc.com/community/

essential_downloads.asp

i
i

What is a responsible bank? (continued)



The HBOS Report 2005 Our corporate responsibility agenda 8

Statement

We will promote the interests
of our shareholders by
seeking to increase the value
of their shares and dividends,
and through sound corporate
governance.

We will communicate with
shareholders regularly and in
doing so will seek to be clear,
comprehensive and
balanced.

We will be honest, fair,
professional and open in our
dealings with our customers
and endeavour to help them
at all times.

We are committed to
providing them with value 
for money products and
services, designed and
promoted in a simple and
transparent way, and made
as widely available as
possible.

When things go wrong, as
they sometimes do, we will
resolve problems as quickly
and fairly as we can.   

We will create a safe working
environment which
encourages openness,
honesty and mutual respect,
and where colleagues can
constructively challenge and
ask questions. 

We will offer equal
opportunities for all.

We will offer competitive
remuneration with rewards
linked to individual and
collective performance, 
and the opportunity for
colleagues to participate 
in the success of HBOS. 

Key performance indicator

Return on equity

Performance of shares versus
sector (based on total
shareholder return)

Total number of contacts 
with investors

Total number of contacts 
with responsible investment
analysts

% of customers agreeing that
our employees are polite and
helpful when they have a
problem

Metrica research on Best
Buys

MORI annual media survey of
Personal Finance Journalists

% of customers agreeing that
they were satisfied with the
way in which their complaint
was handled

% colleagues agreeing
people are open and honest
with each other

% colleagues agreeing it is
safe to speak up and
challenge the way things 
are done

% colleagues who say they
feel valued as an employee

Employer advocacy e.g. &
colleagues who say their line
manager listens to their ideas

Recorded injury-causing
accidents (colleagues) 

Health and Safety fines

Workforce profile:

Gender

Ethnicity

Age

Number of colleagues
acknowledging a disability

% colleagues agreeing that 
HBOS makes best use of 
my skills and abilities

% colleagues agreeing there
is a balance between
home/family and work
commitments

Colleague satisfaction with
pay

Colleague satisfaction with
total reward and benefits

% colleagues agreeing good
performance is fairly
rewarded

Definition and unit of
measurement

% post-tax return on mean
equity 

% by which the HBOS total
shareholder return (TSR)
exceeded the weighted
average of the comparator
group over the performance
period

As identified in the annual
audit report for I.R prepared
by external auditors
Makinson Cowell

% customers who said
‘Particularly Good’ when
interviewed in branch and by
telephone, as identified in
‘Service Tracker’ research

Number of times an HBOS
product was featured in best
buy tables

Halifax product quality
favourability score (%)

% who were satisfied as
identified in ‘Service Tracker’
research

% HBOS overall that agree in
Colleague Opinion Survey

% HBOS overall that agree in
Colleague Opinion Survey

% HBOS overall that agree in
Colleague Opinion Survey

% HBOS overall
always/usually applies in the
colleague opinion survey

Number

Number

Gender

%

Ethnicity  

%

Age group

%

% of workforce describing
themselves as having a
disability

% HBOS overall satisfied in
the Colleague Opinion Survey

% HBOS overall satisfied in
the Colleague Opinion Survey

% HBOS overall that agree in
Colleague Opinion Survey

% HBOS overall that agree in
Colleague Opinion Survey

% HBOS overall that agree in
Colleague Opinion Survey

2003

17.7%

13.45%

231

–

48%

784

46%

12%

48%

56%

43%

74%

332

0

Male Female

36.4% 63.6%

White Ethnic

93.8% 6.2%

46–55 56+

14.5% 3.4%

1.5%

55%

57%

43%

54%

49%

2004

19.6%

22.93%

311

–

39%

1,666

41%

40%

52%

59%

47%

76%

1,134 – note: 
the increase
compared to
2003 is due to
improved
reporting systems

0

Male Female

36.8% 63.2%

White Ethnic

83.2% 6.6%

46–55 56+

14.5% 3.7%

1.4%

55%

58%

41%

59%

51%

2005

19.6%

22.8%

323

69

52%

2,671

45%

40%

49%

56%

45%

76%

1,219 – note: 
the increase
compared to
2003 is due to
improved
reporting systems

0

Male Female

37.2% 62.8%

White Ethnic

84.9% 6.3%

46–55 56+

15.1% 4.0%

1.4%

53%

59%

45%

58%

49%

Shareholders

Customers

Colleagues

Key performance indicators
What is a responsible bank? (continued)

In 2005 almost 9% of colleagues chose not to specify
their ethnic origin
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Key performance indicator

Take up of share schemes
(benchmarked market norms)

Colleagues who retain
shares, rather than convert 
to cash

% colleagues satisfied with
opportunities to learn

% colleagues satisfied with
coaching and development
received from line manager

% colleagues who would
speak highly about the way
HBOS supports volunteering
opportunities for colleagues

% agreeing that they receive
sufficient training to deliver
good service to customers

Trade creditors outstanding

Taxation paid

Dividends paid

Total payroll

Energy use

Water use

Waste

Business travel

Protect the environment

Prosecutions/reported cases
of bribery/corruption

Regulatory fines or
reprimands

Definition and unit of
measurement

Numbers of HBOS 
colleagues eligible for HBOS
Sharesave, number of
colleagues who took part, % 

Number of colleagues who
bought shares via Employee
Share Options plan

% HBOS overall satisfied in
the Colleague Opinion Survey

% HBOS overall
always/usually applies in the
Colleague Opinion Survey

% HBOS overall speak highly
in the Colleague Opinion
Survey

% HBOS overall that agree in
Colleague Opinion Survey

Days of purchases
represented by trade
creditors outstanding by the
Company’s main trading
subsidiary undertakings,
Halifax plc and Bank of
Scotland, at the end of the
financial year 

On profit on ordinary 
activities (£m)

Underlying profit attributable
to ordinary shareholders 

The remuneration payable to
employees comprising wages
and salaries (£m)

Electricity kWh/FTE

Gas kWh/FTE

m3/FTE

% general office waste
recycled

Total kg/FTE

tonnes car CO2/FTE

tonnes train CO2/FTE

tonnes plane CO2/FTE

Total CO2/FTE

% HBOS overall speak highly
in the colleague opinion
survey

Number of

Number of fines and
reprimands

Statement

We will offer competitive
remuneration with rewards
linked to individual and
collective performance, and
the opportunity for colleagues
to participate in the success
of HBOS. 

We will provide the
opportunity for all colleagues
to develop their skills and
knowledge, and to enjoy
fulfilling careers.

We will deal openly, fairly 
and honestly with all our
suppliers and business
partners. We will not demand
of them standards that we do
not apply to ourselves, but
we will seek to understand
their approach before doing
business with them.

Our main contribution to
society is the value we can
add through our success in
business.

We will seek to be a positive
influence on those social and
environmental issues which,
having listened responsibly 
to our shareholders,
customers, colleagues and
suppliers, we think are
important.

We will observe the laws and
regulations of all countries in
which we operate, not just in
the letter but the spirit. We
will not countenance bribery,
corruption or the
concealment of conflicts 
of interest.

2003

Eligible 63,291,
take up 22,501,
35%

Share options
2001 maturity.
9,102 responses
at 26/05/04;
6.4% bought
shares

51%

58%

N/A

56%

22

1,091

1,653

7,524

2,562.51

7.72

45.43%

233.85

0.46 (estimate)

0.004

0.09

509.63 (estimate)

N/A

0

Fines: 2
Reprimands 1

2004

Eligible, 70,060,
takeup, 23,547,
33.61%

Share options
2001 maturity.
22,049
responses;
1.78% bought
shares, 1.95%
exercised shares
and took profit as
shares

53%

61%

50%

57%

15

1,272

3,017

1,841

7,395

2,461.33

7.64

48.78%

237.09

0.18

0.006

0.12

266.62

24%

0

Fines: 4

2005

Eligible,71,537,
takeup, 23,959,
33.49%

Share options
2001 and 2002
maturity. 60,959
responses;
1.78% bought
shares, 2.48%
exercised shares
and took profit as
shares

56%

63%

67%

51%

13

1,546

3,358

1,940

7,425

2387.81

8.33

44.17%

235.82

0.24

0.005

0.10

344.49

39%

0

0

Colleagues (continued)

Suppliers

Society

What is a responsible bank? – Key performance indicators (continued)
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Key performance indicator

Annual community spend

Funds raised by colleagues

Level of colleague
volunteering (hours and value
in salary)

The way that HBOS supports
charities and local
communities

The way that HBOS supports
volunteering opportunities for
colleagues

Presence of HBOS in
corporate responsibility
indices (eg DJSI and
FTSE4Good)

Performance in BitC
Corporate Responsibility
Index

Annual independent
verification of corporate
responsibility activity,
including reports

Definition and unit of
measurement

HBOS plus HBOS
Foundation investment in in
communities, charities and
the sports and arts, (£m)

Total – including £1m
Challenge and matched
funding (£m)

Cash value (measured using
London Benchmarking Group
criteria)

% HBOS overall speak highly
in the Colleague Opinion
Survey

% HBOS overall that agree in
Colleague Opinion Survey

Dow Jones Y/N

FTSE4Good Y/N

Opportunity Now Y/N

Race for Opportunity Y/N

Score, ranking

Annual Environmental
Management Review Y/N

BiTC Corporate
Responsibility Index Y/N

Annual Corporate
Responsibility Report Y/N

Statement

We will contribute to the
development of the
community outside of our
direct business interests by
making charitable donations
to initiatives relating to
financial literacy and money
advice, and by providing
opportunities for colleagues
to support the development
of the communities in which
they live and work.

We will measure our progress
against this statement and
report this regularly to
shareholders, customers,
colleagues and suppliers. 

Wherever possible, we will
independently benchmark or
verify that it continues to
meet their expectations.

2003

£19.59

£2.75

Not available for
2003

N/A

N/A

No 

Yes

Yes

Yes

91.33%, 29th 
out of top 100
‘Companies That
Count’

Yes

Yes

Yes

2004

£36.3

£3.5

135,572

79%

50%

Yes

Yes

Yes

Yes

94%, 9th out 
of top 100
‘Companies That
Count’

Yes

Yes

Yes

2005

£43.14

£3.97

612,133

79%

67%

Yes

Yes

Yes

Yes

97%, =10th

Yes

Yes

Yes

Society (continued)

What is a responsible bank? – Key performance indicators (continued)
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Managing corporate responsibility 
Our governance and management framework
supports the implementation of The Way We
Do Business 
Leadership from the top
The Way We Do Business was approved
by the HBOS Board two years ago. Phil
Hodkinson, Group Finance Director,
oversees corporate responsibility at Board
level. The Board as a whole reviews The
Way We Do Business at least annually,
tracking its supporting KPIs and ensuring
that key issues relating to the way HBOS
works are well managed across the whole
organisation. Specific reviews also take
place on, for example, environmental
management and community investment.
In 2005, HBOS Chief Executive James
Crosby personally drove much of the
corporate responsibility agenda by chairing
a number of specialist committees – listed
below. Andy Hornby, who succeeded
James as Chief Executive on 1 August
2006, has taken over the chair of these
committees. 

Specialist committees 
A number of specialist committees
support the ongoing review and
improvement process behind our plans. 

• The Customer Contract Forum
established and chaired by Chief
Executive James Crosby during 2005,
focuses on how HBOS designs,
promotes and sells its products. As 
of 1 August 2006, Andy Hornby has
assumed the chair of the committee.

• The HBOS Communications Group
meets monthly and is also chaired by
Andy Hornby. This is responsible for
reviewing strategies to improve the
standing of the Group’s brands, e.g.
setting standards on marketing and
product development. 

• The HBOS Foundation is an
independent charity chaired by Phil
Hodkinson. It invests in financial literacy
and local communities across the UK.

• The Diversity Leadership Group
is a Group-wide co-ordinating body
responsible for driving the HBOS
Equality and Diversity vision. Chaired 
by James Crosby during 2005, Andy
Hornby assumed the chair as of 
1 August 2006.

• The Way We Do Business Action
Group is a new committee chaired by
Phil Hodkinson, established in early
2006. It is responsible for the review
and effective implementation of The
Way We Do Business and its
associated KPIs.

Policies and procedures
HBOS has a set of policies relevant to
each of its corporate responsibility
impacts. These include our Customer
Contract, which focuses on product
design, pricing, and promotion and selling
issues. They also include our Environment
Policy, Human Rights Policy, Procurement
Minimum Standards and our Equality and
Diversity Policy. Our policies are reviewed
at least annually and continuous
monitoring systems are in place that form
part of our governance and risk
management framework. 

Last year, for example, our new Customer
Contract was communicated to
Executives at the Management Forum at
the beginning of December 2005, and to
all colleagues in HBOS Group later that
month. It involves an Annual Product
Review to identify what changes may be
required to ensure the continued suitability
of products for customers. The Customer
Contract Forum is the monitoring body
that ensures these reviews are
comprehensive and oversees
implementation of key changes.

Communication
Progress against The Way We Do
Business and our KPIs is regularly
communicated both internally and externally.
For example, we published 27 special 
e-magazines of HBOS Today in 2005 with
dedicated articles on corporate
responsibility or The Way We Do Business.

Through the monthly and annual
Colleague Opinion Surveys conducted 
by MORI, we also ask colleagues to let 
us know their views on whether we are
living up to our commitments on topics
including customer service, training and
development, line management, the
HBOS community, volunteering, equality,
and many others. The results are then
communicated internally and also
externally via our website, meetings with
stakeholders, the HBOS Annual Report
and Accounts, as well as via this report 
and individual letters.

MORI informs us that the higher the
participation rate, the more relevant and
meaningful are the results. The participation
rate for our annual survey in 2005 was over
85%. This is, according to MORI, higher
than the rate of any other major company.

Training, development and
remuneration
The Way We Do Business has been
integrated into our new Leadership
Commitment, launched to senior
colleagues at our annual senior
management conference in November
2005. This helps ensure it is part of the
core competencies against which the
performance of all colleagues are
measured, for example, demonstrating 
an appreciation of the needs of differing
stakeholder groups, as described in 
The Way We Do Business.

Performance against the Leadership
Commitment and The Way We Do
Business is an integral part of this. It is
reviewed at least twice a year and the
annual performance review determines
bonus decisions. From 2006, 25% of
bonus outcome will be based on personal
performance – what has been achieved
and how it has been delivered. 

What is a responsible bank? (continued)
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Specific training has been provided to
Executives on the Customer Contract,
launched at the Management Forum in
December 2005, followed by a launch to
all colleagues across the Group. Training
has also been carried out on The Way 
We Do Business through face to face
meetings and presentations as well as
events such as Group Services’ Taking
Care of Tomorrow 2005 roadshows. 
As a highly regulated organisation, HBOS
colleagues are required to take part in a
rolling programme of statutory training 
that addresses HBOS corporate values,
policies and procedures, for example, 
anti-money laundering, data protection,
the Banking Code, health and safety,
diversity and whistleblowing. 

Risk framework
HBOS has extensive systems in place for
managing corporate responsibility risks
across the Group. The Board has overall
responsibility for the Group’s system of
internal controls, for reviewing its
effectiveness, and establishing its appetite
for risk. It sets minimum standards for
corporate responsibility performance 
and delivery against these, and reviews
performance against the 48 key
performance criteria in the annual The
Way We Do Business review. In 2005 
this took place in October. A review also
took place in July 2006.  

A new Operational Risk Management
Framework was introduced last year with
one of the key principles being alignment
to The Way We Do Business. Key risks
and opportunities covering workplace,
marketplace, community and
environmental issues are categorised and
reported according to whether they are
financial or non-financial risks. Non-
financial risks include, for example, HR,
technology, fraud, business continuity,
regulatory risk, information security, project
management, operations, physical security
(including environment), and procurement.
Kate McIntyre (Director, Group Risk) is a
member of The Way We Do Business
Action Group. 

Independent review 
In addition to audits carried out by internal
HBOS functions, reviews are carried out
independently by such bodies as external
financial auditors, diversity specialists,
health and safety Strategic Partners,
community investment specialists, and
HBOS Foundation Trustees. Reviews of
our corporate responsibility programme
are conducted annually by independent
consultants in addition to the independent
statement of assurance HBOS
commissions for this Corporate
Responsibility Report. Pricewaterhouse
Coopers has conducted a review of risk
management processes in Bank of
Scotland Corporate to ensure that
divisional management systems fully
support implementation of the Equator
Principles (see page 27). 

Bodies, such as the Banking Code
Standards Board (BCSB) also review our
practices. On page 30, we give details 
of recommendations arising from their 
2005 mystery shopping review of our
social banking practices. We also set 
out our response.

What is a responsible bank? – Managing corporate responsibility (continued)
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Stakeholder relationships
Our actions affect customers, colleagues and
shareholders, as well as the environment and
communities where they live and work
Dialogue with key interest groups helps us
to understand the (sometimes differing)
perspectives about our business and our
responsibilities; it helps provide the insight
that informs our decisions. The Way We
Do Business was developed following
extensive internal and external
consultation with stakeholders, with a view
to maintaining long-term and productive
relationships. 

Shareholders
With around 2.3 million investors – many
of whom are customers – HBOS has the
largest private shareholder base of any UK
company. Included in this are institutional
investors who represent 0.19% of total
shareholders and hold 78.39% of total
shares. Our total shareholder return in
2005 was 22.8%. 

22.8%
total shareholder return in 2005

Our dedicated Shareholder Services team
is responsible for communicating with
private shareholders while our Investor
Relations team has responsibility for
communicating with institutional
shareholders. In 2005 our Investor
Relations team had 323 meetings with
institutional investors. The HBOS Board
is informed of investors’ opinion of our
corporate responsibility programme not
only through Phil Hodkinson, who leads
many of these meetings, but also via 
the annual The Way We Do Business
Board review.  

Investor Relations conducts briefings for
interim and end-of-year results, as well as
briefings on topics of specific interest such
as corporate responsibility. Investors are
also provided with comprehensive
information on our corporate responsibility
strategy through our participation in
research conducted by corporate
responsibility analysts, such as PIRC,
EIRIS and SAM.

In 2002, HBOS was the first company to
introduce online voting for shareholders. 
In 2005, 5,685 shareholders made use of
this facility compared with 4,500 in 2004.
In order to raise these numbers even
further, online voting will feature more
prominently in mailings for our 2006
Annual General Meeting.

There is also an Annual Audit of Investor
Opinion undertaken on behalf of the Board.

Customers
Stakeholder dialogue
With around 22 million customers, it is
crucial that our relationship with them
does not stop at the point of sale. Our
Customer Contract, which includes an
annual product review to ensure we are
meeting needs, is described in in the
Managing corporate responsibility section
on page 11. We employ a wide range of
other methods of dialogue to ensure we
get our strategy right and understand our
customers’ perspective.    

For example, we run two types of customer
research programme: continuous work on
a monthly or quarterly basis which includes
telephone, face-to-face, and mystery
shopping research; and ad hoc work
in response to a particular business need
or to identify the needs of specific
customer groups. 

The Customer Insights team in our Retail
Division surveys customers every month 
to establish levels of satisfaction with
complaint handling and customer service
generally. This research asks customers
about their experience when dealing with
HBOS either on the phone or in a branch.
For example: was the phone picked up
within a reasonable time and were staff
well-trained? We also research consumers
who are not HBOS customers to find out
how we compare to our competitors and
how non-customers perceive our brand. 

We maintain a regular and open dialogue
with the FSA and the Financial
Ombudsman Service to ensure we are
fully aware of and involved in the latest
consumer and regulatory issues.  

In addition, we consult widely on issues
of significant public interest, such as the
provision of free access to cash across
the UK and the clear labelling of free to
use ATMs.

For example, we are actively contributing
to a new ATM Working Group, chaired by
the Rt Hon John McFall MP and attended
by the major banks and consumer groups,
to review both the future provision of ATMs
in deprived areas and ATM signage. For
many of our stakeholders, transparency
is a major issue in financial services.
We were the first UK financial services
provider to feature green labels on all our
ATMs to inform customers they are free.
We have also recently announced our
plans to install an additional 100 free to
use ATMs in deprived areas across
Scotland and Northern England – our
heartlands. We are actively consulting on
the most appropriate sites with a range
of stakeholders.

5,685
shareholders made use of online
voting in 2005 (4,500 in 2004)

Colleagues
A suite of different media is used to
communicate with our 72,000 colleagues
and this work is crucial in building and
maintaining colleague advocacy of HBOS
products and services, as well as of
HBOS as an employer.

The results of the monthly and annual
Colleague Opinion Surveys conducted by
MORI, are used to inform the development
of our 48 key performance indicators and
highlight areas of colleague advocacy
where we can improve. For example, we
responded to an environmental advocacy
score of 2004 with a more focused
environmental awareness campaign, 
which resulted in a 15% increase in 
how colleagues rate our environmental
performance. 

Since managers have access to actionable
and locally relevant data, this encourages
active support and participation in the
survey. Combining this with the fact that
respondents are asked to specify the
exact business unit in which they work
means that attitudes and trends within
teams of as few as 25 people can be
identified. 

What is a responsible bank? (continued)
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In addition, we ask colleagues for
feedback on specific campaigns linked 
to corporate responsibility such as Group
Services’ Taking Care of Tomorrow
Programme which was launched in
October 2005, following publication of that
year’s Corporate Responsibility Report.  

Colleagues also have the opportunity 
to provide feedback on business and
corporate responsibility issues to the 
Chief Executive. In 2005, this was via 
‘Ask James Cosby’ sessions. Andy
Hornby hosted his first such session 
as Chief Executive on 1 August 2006,
following the publication of the Group’s
interim results. 

The unions
HBOS supports colleagues’ right to join
trades unions for the purposes of
collective bargaining and recognises
ACCORD and AMICUS for all UK
colleagues in levels 1–5. We believe
around half the HBOS workforce in the 
UK are union members.

To ensure that HBOS complies with the
Information and Consultation Directive,
we use our existing framework – in which
both ACCORD and AMICUS participate –
of joint working parties. In 2005 joint
bulletins issued by HBOS and the unions
covered topics including pay, rewards,
pensions, dignity at work, and job
evaluation processes. 

To give both unions the chance to
contribute to HBOS’s strategy, we provide
them with detailed information regarding
current and planned Group strategy. We
are committed to ensuring this happens
consistently across the Group. 

Government and regulators 
HBOS works with government, MPs,
regulators and local government on public
policy issues affecting HBOS and the
financial services sector. Our Public Affairs
and Public Policy teams are responsible
for lobbying and influencing government
policy developments, including drafting
consultation responses, providing policy
analysis, procedural advice, relationship
building and parliamentary campaign
development. 

In 2005, we held two Parliamentary
briefings at Westminster on each of our
House Price Index and Rural House Price
Index research. Likewise, we organised
such events for MSPs at Holyrood. All
information is broken down on a
constituency level. Other issues on which
we engaged during 2005 include the DWP
review of Pensions and HMT’s review of
Scottish banknotes, as well as wide range
of reviews being undertaken by the OFT. In
early 2006, we also provided both written
and oral evidence to the Treasury Select
Committee inquiry on financial inclusion.  

In 2005 we also campaigned for the
reform of two tax regimes that hit UK
homeowners, stamp duty and inheritance
tax. The combination of house price
inflation and rigid tax thresholds over the
last 10 years has led to more and more
people paying these taxes. Our proposal
was to increase tax thresholds to take
account of house price growth in the 
last 10 years and to index link these
thresholds to house price inflation in 
the future. In his 2005 budget speech, 
the Chancellor confirmed an increase 
to the stamp duty tax threshold from
£60,000 to £120,000 and in 2006 a
further increase to £125,000.  

HBOS memberships
HBOS is a member of: 
• Business in the Community (BITC)
• Scottish BITC 
• Cares Partnerships
• Opportunity Now 
• Race for Opportunity
• Employers’ Forum on Disability
• Employers’ Forum on Age
• Working Families
• Equality Exchange
• The Corporate Responsibility 

Group (CRG)
• Institute of Business Ethics
• FORGE 
• IEMA
• CIPS
• The Health and Safety Inter Bank

Group (IBG) 
• SHEBA (Safety and Health and

Environmental Industry Benchmarking
Association) British Bankers Association

• Association of British Insurers

What is a responsible bank? – Stakeholder relationships (continued)
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delivering value
to...customers

“We will be honest, fair, professional and
open in our dealings with customers and
endeavour to help them at all times. We are
committed to providing them with value for
money products and services, designed and
promoted in a simple and transparent way,
and made as widely available as possible.
When things go wrong, as they sometimes
do, we will resolve problems as quickly and
fairly as we can.” The Way We Do Business
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Delivering value to customers
We are committed to providing customers
with value for money products, delivered in
a simple and transparent way
Our commercial strategy is to challenge
the dominance of the ‘big four’ banks. 
We aim to have the best regarded brands
in our sector by providing transparent
products, reliable services that offer value
to our customers and bringing competition
to the marketplace through responsible
lending. We are confident that innovation
and high standards will reap their rewards
in attracting and retaining customers and
positively differentiating HBOS from others
in our sector. 

Our customer focus
HBOS fully supports the FSA’s Treating
Customers Fairly (TCF) initiative and the
concept of principles-based regulation.
Treating Customers Fairly fits well with 
our own commitment to being honest,
open and fair in our dealings with our
customers, providing them with well
designed, value for money products,
delivered in a simple and transparent way.
We believe that this is the best way to
develop sustainable relationships which
deliver value both to our customers and
shareholders.  

HBOS has taken an innovative approach
to implementing the principles of TCF
through a Group-wide initiative led by our
former chief executive James Crosby and
now Andy Hornby. This involves a
framework of principles about how we 

interact with customers and all senior
managers of the organisation taking
responsibility for embedding these
principles in every aspect of their business.
We call this our Customer Contract and it
includes an annual review of all our
products to ensure they are still meeting the
needs of our customers, as well as our
shareholders.

3,000
Almost 3,000 mentions in the ‘best
buy’ tables

How we are delivering  
Products and services 
With around 22 million customers in 2005, 
HBOS had a relationship with two in 
five households in the UK. More people
switched their current account to HBOS
than to any other bank and we had almost
3,000 mentions in the ‘best buy’ tables –
considerably more than any of our
competitors. We offered a wide range 
of products and services that reflect the
diversity of personal finance needs 
across the UK. 

Financial education in the workplace
Issues such as pensions, debt, mortgages
and housing affordability are increasingly
relevant to people in their workplace.
HBOS is responding to this by providing
free seminars on financial education which
we are delivering to the workplaces of
28 organisations, including major UK
companies. This offers colleagues a useful
extension to their existing benefits and
Halifax Financial Services advisers can
follow up seminars with one-to-one
meetings to discuss specific needs and
advice on bank accounts, mortgages and
long term savings.

Savings
As market leader, we produce an
extensive research portfolio analysing
savings habits across the UK. In June
2005 Halifax Financial Services reported
that the UK savings ratio was 5.6% of
post-tax household income, below the
long-term average of 7.9%. This also
showed that the UK has a lower savings
ratio than many European countries.

Our research portfolio helps to shape our
product range. For example to address
the low savings ratio, we were the first
bank to introduce the Regular Saver
Account paying a high rate of interest for
monthly savers. Similarly, our annual pocket
money survey on children’s spending
habits informed the development of our
Children’s Regular Saver Account which
was launched in June 2005 with a 10%
gross interest rate for 12 months. This
account also made us the first bank to
introduce verbal registration for gross
interest, cutting down on form-filling and
making the account easier to open.

Stakeholder products 
Halifax Financial Services is already the
largest bancassurance business in the UK
providing a range of equity based long-
term savings products. We work closely
with government to provide innovative
products to encourage asset ownership
among all sections of society. We support
the Government’s Stakeholder Saving
campaign with promotions in our
branches. We are the only bank to offer
a range of stakeholder products with no
initial and exit fees, and a single low cost
annual management charge.

Halifax was the first high street bank brand
to be awarded the Raising Standards
Quality Mark by independent body PPIAB.
The Raising Standards Quality Mark was
awarded in recognition of Halifax’s range
of simple, value for money, and
transparent investment products.

Individual Savings Accounts
Over 16 million people – more than one in
three UK adults – have an ISA, with nearly
£190bn invested in them since they were
launched in 1999. In his 2006 Budget the
Chancellor confirmed tax-free benefits of
ISAs will be extended to April 2010 and
the expansion of qualifying investments to
include REITs and all other FSA-authorised
retail investment schemes.

£22bn
Halifax is the UK’s biggest provider 
of ISAs with £22bn in funds invested 
and a 19% share of the market
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Child Trust Funds
Halifax aims to be the top provider of Child
Trust Fund accounts in the UK; we have
already opened over 222,000 Child Trust
Fund accounts. The Child Trust Fund is an
important step forward for parents to plan
for their children’s financial future. It will help
to strengthen the savings habit of future
generations, educate people about the
need to save and give young people
greater understanding of financial products.

Pensions
In April 2006 we launched the Clerical
Medical Pensions Report. This is the first
in a series of research pieces highlighting
savings and wealth trends in the UK,
based on official statistics from the
Department of Work and Pensions and
the Office of National Statistics. This report
found that private pensions have grown 
at three times the rate of state pensions
since 1979. Future research will look at
women and pensions, inheritance tax 
and the amount of property wealth which
is likely to be inherited over the next 20
years. Bank of Scotland Investment
Service launched an intranet site to help
colleagues understand the implications 
of the new regime.

Fairness and accessibility
Although many of our customers access
their accounts via ATMs and internet and
telephone banking, our branch network
remains at the heart of our business. We
have a presence right across the UK with
almost three times as many retail outlets in
the 50 most deprived local authorities than
in the 50 most affluent. 

In the first major branch expansion
programme for either Halifax or Bank
of Scotland, we are opening 100 new
branches over the next five years. The first
12 will open in 2006. These branches
will be mainly in the South of England,
where we have a lower presence than
we would like.

600
new customer facing jobs 

These new branches will result in the
creation of around 600 new customer
facing jobs and will help us deliver better
service for more customers. We plan that
around 17 of these branches will be in 
the bottom 50 most deprived areas, as
defined by the Office of the Deputy Prime
Minister’s Index of Deprivation. 

Branch access
HBOS is a British Diversity Awards winner
for ‘Project Enable’, our programme of
improving access to our 1,500 retail
outlets. We worked with the National
Forum of Wheelchair User Groups, the
RNIB and the RNID to make our
branches, products and services more
accessible for everyone. This included 
a full access audit covering over 1,500
outlets and a major works programme:
installing induction loops to help
customers with hearing impairments;
fitting internal and external ramps and
wheelchair lifts; and lowering ATMs and 

modifying counters. HBOS also subscribes
to TypeTalk and our transcription service
offers alternative formats such as large
print and Braille for our visually impaired
customers. 

Halifax was voted ‘Most Parent Friendly
Bank’ for the third year running in the 2006
Tommy’s Parent Friendly Awards. The
awards, based on more than half a million
votes cast by parents across the UK,
credit companies that are taking parents’
needs into consideration and helping to
make their lives less stressful. Halifax was
also named Best Children’s Savings
Account provider in the Tommy’s awards.

Bank of Scotland Ireland
In January 2006 we announced that 
we would be opening 46 new Bank of
Scotland Ireland branches – the first major
retail network investment in over a century
in the Republic of Ireland. We aim to
shake up the banking market in Ireland 
by offering customers significantly more
choice, including longer branch opening
hours, telephone and online banking, 
and value for money products such as 
our monthly savings account which pays
the best rate of any savings account 
in Ireland.

Marketplace – Delivering value to customers (continued)

1 21 We are opening 100 new branches 
over the next five years, creating 
600 new customer facing jobs and
helping to deliver better services for 
our customers.

2 We will be opening 46 new Bank 
of Scotland Ireland branches and 
aim to offer customers significantly
more choice through accessibility 
and products.
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Marketplace – Delivering value to customers (continued)

Customer service 
We recognise that customers are looking
for convenient and reliable service as 
well as competitive products. That’s why,
in 2006, we’ve invested over £13m in
improving the service we offer our
customers. This ranges from the
recruitment of 49 specialist complaint
handlers to improve the way we deal 
with complaints to the introduction of 
new online services which make banking
more convenient for our customers.
Almost 1 million customers have signed
up for paperless statements online. 
This gives our customers more timely
statements, in an easy-to-archive form,
and saves the materials and energy that
would otherwise be involved in delivering
paper statements.

1m
Almost 1 million customers 
have signed up for paperless
statements online

Mortgage endowment complaints 
HBOS customers are among millions of
endowment-holders who potentially face 
a shortfall in the value of their policies
when they mature. The projected returns
from such policies, and ultimately our
customers’ ability to repay their
mortgages, may have been affected 
by falls in the stock market since 2000. 
As a result, they may be unable to repay 
their mortgage debt with a lump sum 
at the end of their mortgage term. We
have employed an extra 550 people to
help deal with customers’ inquiries on 
this issue and £260m was set aside 
in 2005 for mortgage endowment
compensation claims. 

We have also taken steps to make all
customers aware of the risks of shortfall
and to help them take action to avoid
problems in the future, including the
introduction of a ‘No Repossession
Guarantee’ for customers who suffer a
shortfall, but have otherwise managed
their account appropriately.

Dormant accounts 
In line with statements made by the
Chancellor in the Budget 2006, balances
held in accounts that have not been
touched by customers for 15 years or
more, could be used to finance
community projects, including youth
services and financial inclusion schemes.
Under the auspices of the British Bankers
Association and the Building Societies
Association, we are working with other
banks to reach an agreement with the
Treasury as to how this dormant account
scheme will operate.

It is crucial to note that customers will
always be able to reclaim their money – 
at any time – before or after any dormant
account scheme is introduced. The account
balance is always the customer’s property. 

Once the BBA and Treasury agree the
details of a new scheme, we will launch
a campaign to make customers aware
of this issue and make it easy for them
to recover the balance in their accounts.

Financial crime   
Fraud and money laundering are major
issues for all companies, as they are
increasingly linked to organised crime.
HBOS takes the detection and prevention
of financial crime and the restriction of the
ability of criminals to use the banking
network for crime very seriously.

However, we need to balance our
responsibility to prevent financial crime
against our customers’ needs to access
their money easily and quickly.

Our branches and offices, ATMs, and
internet and telephone banking services,
all operate various detection and prevention
processes and systems to keep them
secure. Working with our colleagues in the
banking industry we have implemented
Chip and PIN technology so that point 
of sale transactions are offered greater
protection from fraud.

We use sophisticated transaction monitoring
systems that highlight suspicious activity
on accounts, and alert customers to the
possibility of fraud whenever we have
concerns. Together with the rest of the
banking industry we sponsor a team of
police officers dedicated to the prevention
and detection of crime affecting the industry.

21%
share of stock in the mortgage 
market in 2005

Housing 
The housing sector is one of the most
significant business areas for HBOS and
our many brands. Our share of stock in
the mortgage market was 21% in 2005,
meaning that we have helped over 
2.5 million customers to own their homes.
We are also a major player in the home
improvement loan and home insurance
markets, as well as the UK’s largest 
single branded Estate Agent. 

Partnering with Government 
The Government is promoting a number of
initiatives to tackle housing supply which
Halifax supports. Under the Government’s
Shared Ownership Scheme, Halifax
customers who are shared owners enjoy
the same access to our products and
services as other customers.

We are one of four lenders working on the
Government’s Open Market Home Buy
Scheme – the new shared equity scheme
for key workers, first time buyers and social
tenants. For the first time both government
and lenders are taking responsibility for
sharing the equity in these properties to
enable buyers to enter the market.

We see the private home rental market
prospering as there is greater choice of
properties and people are more prepared
to rent as the old preconceptions around
renting diminish.

We also support investments in home
improvements, as research sourced from
the English Household Survey shows that
on average, £7,200 needs to be spent on
each home to reach an acceptable quality
level including appropriate glazing, heating
and thermal control.
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Affordability
We have a dedicated service and product
range for first time buyers who remain
a key driver of the housing market, even
though their numbers are declining and
their average age is increasing. We take
a holistic approach, allowing customers
to cherry pick their rate based on which
additional services they want. We match
the product to their needs, and provide
help and advice through branches and via
our new website: 

43%
average loan to value ratio in 2005

We seek only to lend to those customers
who can repay and we take care to
ensure customers can afford the monthly
repayments along with their other
commitments. Our policy is at the
conservative end of the spectrum and we
believe this is prudent and good business,
with an average loan to value ratio of 43%
in 2005. We assess each application on
an individual basis rather than income
multiples alone, something we have done
for the past five years. We take into
account an applicant’s total financial
situation: their income; existing credit
commitments; tax and National Insurance
payments; and the costs of running a
home and a family.

Sub-prime mortgages
In 2002 HBOS subsidiary Birmingham
Midshires moved into the ‘sub-prime’
lending market, seeking business from
customers with CCJs and loan default
histories. Often, these customers have
been the victims of circumstances such 
as redundancy or illness which have had
an adverse impact on their finances and
left them with a poor credit rating.
Birmingham Midshires charges interest
rates at a slight premium because of the
additional risk, but if a borrower repays
steadily this rate is automatically reduced.
Through Birmingham Midshires these
customers can ‘repair’ their credit and,
with time, move back onto a differently
priced mortgage, ensuring that any
temporary problem in their finances is 
just that.

Research
Halifax conducts extensive research into 
the housing market. This reflects our
leading position in the housing market 
and our perception of the many varied
issues of importance to our customers. 

Housing Index  
The Halifax House Price Index is the
longest running continuous series of
house price data in the UK. We also 
have extensive corporate relationships
throughout the sector. We have equity
investments, banking and lending
relationships with most of the UK’s
housebuilders – public and private. 

Bank of Scotland is also one of the largest
lenders to registered social landlords in 
the country. There is a chronic shortage 
of new housing in the UK which impacts
on the housing market, contributing to
rising prices and increasing the problem of
affordability, especially for first time buyers.
HBOS has contributed to the Government’s
report on this issue, led by Kate Barker.

2.5m
mortgage customers

The Halifax Rural House Price Index in
May 2006 found house prices in rural
areas are significantly less affordable than
in urban areas. The average property price
in rural areas is 19% higher than the urban
equivalent, but only 6.7 times average
annual earnings compared with a ratio of
5.6 in urban areas. Rural first time buyers
accounted for just 24% of sales compared
to 41% in urban areas, along with
significantly lower levels of social housing
but higher levels of second homes in rural
communities.

Empty homes 
Every year, we publish an Empty Homes
Survey, the only review of its kind in the
UK. In 2005, our review found that there
are many local authorities with a significant
number of empty homes and a severe
shortage of housing. Clearly, there is a
mismatch at the local level between
supply and demand which needs to be
resolved by the authorities. We highlighted
this issue in our contribution to the Barker
report as a potential opportunity to
increase the supply of housing in the UK.

Alongside our dedicated research output,
we seek to match words with deeds. 
Last year, we extended our No Fee 1%
cashback mortgage, to include home
buyers purchasing an empty property and
then returning it to the residential housing
stock. No other lender offered a product
of this kind to purchasers of empty homes.

First time buyers 
Our First Time Buyers Review in January
2006 found that the number of first time
buyers reached a 25-year low in 2005 
as it now take a typical FTB five years to
save up an average deposit which is now
£23,967, equivalent to 76% of the average
earnings of £31,485.

http://buyingyourfirsthome.co.uki
i
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Stamp duty 
Our research on stamp duty in 2005
showed residential stamp duty tax has
increased more than nine-fold since
1993/94, from £465m to an estimated
£4,300m in the current tax year. We
campaigned in the media and Parliament
for an increase to the threshold to reflect
the 160% rise in house prices since 1993.
In his 2005 Budget the Chancellor of the
Exchequer announced an increase in the
stamp duty threshold from £60,000 to
£120,000, and in 2006 a further increase
to £125,000.

Environment 
On page 43 we show how environmental
considerations are applied to our
corporate lending practices. We also seek
to integrate environmental considerations
into our insurance practices and to
promote alternative sources of energy. 

Insurance 
Halifax stands out from its competitors 
in its flooding policy in three key areas: 
a) we are the first (and so far only) 

lender and home insurer to stand 
by its customers, and cover our 
1.8 million homeowners against flood
risk until 2008; 

b) customers who invest in new flood skirt
technology receive a 20% discount on
their annual premium; and

c) if the flood skirt is installed and
subsequently used to prevent flooding,
customers will be rewarded by the
Halifax with a cash payment of £2,000. 

1.8m
customers insured against flood risk

In 2005 HBOS General Insurance
sponsored and co-hosted the ABI’s
Insurance and International Climate
Change Policy conference. This event
launched the findings of the ABI’s latest
research on the costs and risks
associated with extreme weather events
and the role global governments should
play to mitigate these. 

In early 2006, we sponsored a climate
change lecture delivered by Al Gore,
formally Vice President of the USA,
organised by the Climate Group. This
focused on the risks posed by climate
change to business and society.

Sustainable housing 
Finance Director, Phil Hodkinson chairs 
the HBOS Sustainable Housing Group
which has been examining ways in which
it can bring environmental products to the
marketplace, raise awareness of energy
efficiency among customers and help to
alleviate climate change.

Initially the focus has been on raising
awareness among colleagues. HBOS
teamed up the Energy Saving Trust to
offer an energy survey – plus the chance
for colleagues to win one of 20 home
energy makeovers.

For customers, it launched two new
competitive mortgage products. These
were available only from the three builders
who achieved the highest score in the
2005 WWF/Insight survey (see page 22).

Investor responsibility
Insight Investment, the asset manager 
of HBOS, is one of the UK’s largest
investment managers. As of December
2005, it invested over £88.7bn on behalf
of millions of HBOS’s retail customers and
nearly 300 institutional clients. Insight is
committed to being an active and
responsible investor. Its Investor
Responsibility (IR) team – one of the most
experienced in the City – has an
impressive track record of successes
resulting from its analysis and engagement
with companies on a range of governance,
social, ethical and environmental (GSEE)
issues. 

Insight’s approach
Insight has a three-pronged approach 
to investor responsibility: they integrate
analysis of GSEE issues into their
investment process; they pursue an active
programme of dialogue with companies
on corporate governance and corporate
responsibility issues; and they encourage
companies to meet high standards in
managing their most important
environmental, social and ethical impacts.

Marketplace – Delivering value to customers (continued)
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Integration
Insight believes that it is in their clients’
financial interests that companies’
performance on corporate governance
and corporate responsibility is taken into
account in investment analysis and
investment decisions, because of the
growing evidence that good performance
in these areas can have a material impact
on companies’ earnings.  

7,462
resolutions voted on by Insight at 747
companies in the FTSE All Share Index

It is not common practice for GSEE risks
to be taken into account in investment
analysis. Investors such as Insight, with 
a strong capability in analysing GSEE
issues, can exploit this market inefficiency.
Further, if companies’ exposure to and
management of GSEE risks are given
sufficient weighting in investment decisions
they will be reflected in companies’ share
prices, giving companies greater incentives
to manage GSEE issues more effectively.

The following case study provides an
example of how Insight has assessed 
the potential financial impact of future 
EU environmental legislation in the
chemicals industry.

Voting and engagement statistics 
for 2005
On behalf of their clients, Insight holds
shares in 82% of all the companies in 
the UK FTSE All Share Index (as at 31
December 2005). Of those, on average,
they engaged with 60 companies per
quarter, representing 10% of their clients’
holdings by number or 43% by value. 

In total, in 2005, Insight voted on 7,462
resolutions at 747 companies in the FTSE
All Share Index. 36 votes were against
company management and 26 were
abstentions.

The EU Chemicals Regulation (REACH)
and financial implications for companies

Several years ago, the European
Commission (EC) recognised that data on
chemicals and the chemical contents of
products on the EU market was lacking.
The EU proposed the Registration,
Evaluation and Authorisation of Chemicals
(REACH) regulation which requires
companies to register chemicals and
provide safety testing data on each
chemical to ensure human health and the
environment are protected. If companies
don’t comply with the regulation they will
lose their licence to sell chemicals. The
regulation is due to come into force in
2006 and to be progressively implemented
over the next decade. The regulation will
provide a database of 30,000 substances,
found in excess of one million finished
products in the EU market in everything
from cars to computers to children’s toys.

REACH has the potential to significantly
impact companies’ valuations as certain
chemicals lose their licenses, some raw
ingredients are withdrawn, litigation risks
increase and new market opportunities
emerge for innovative new products. 

In 2004, Insight surveyed the European
chemicals sector to assess the impacts 
of REACH. They concluded that many
companies were unprepared for the
introduction of REACH and many were
unclear about its likely financial impacts.
Insight therefore carried out detailed
research into 19 European chemical
companies to estimate the company-
specific compliance costs for registration
and increased processing costs, and
compliance with REACH. The findings
confirmed that the direct costs of REACH
during implementation will be around 1%
of a company’s annual turnover but total
costs may represent 20% – 35% of a
company’s annual profits. 

They also wrote to the European chemical
companies asking specific questions
relating to REACH. In 2005, Insight met
with a number of companies to discuss
the company’s preparedness for the future
business impacts of the REACH
regulation. 

Overall, their analysis indicated that the
impacts of REACH are likely to vary
significantly between companies, showing
that, unless companies prepare more
carefully for REACH, it may affect their
profitability.

Marketplace – Delivering value to customers (continued)
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Governance
Another key focus of the team is
governance activism. They regularly
analyse UK companies’ performance on
corporate governance to assess whether
they comply with the Combined Code on
Corporate Governance. 

Insight holds numerous meetings every
year with company chairmen, non-
executive directors and executive
management to discuss various aspects
of corporate governance and to make
recommendations as to how it might be
improved. They also vote on all resolutions
at UK company meetings.

The above example illustrates the kinds of
outcome that can be achieved from this
engagement.

Engagement
Insight’s IR team also engages each year
with a large number of companies in its
portfolios to encourage them to meet high
standards of social, environmental and
ethical performance. They produce
extensive regular briefings and reports to
catalogue this work.

In 2005, Insight engaged with 208
companies on a wide range of corporate
responsibility issues with relevance to a

significant proportion of their holdings. The
following case study illustrates how Insight
works and the results it has achieved
through their engagement.

The need for investor accountability
Insight recognises the importance of
publishing their voting recommendations
and their engagement with companies so
as to be accountable to their clients and
to the companies concerned. Their reports
on engagement and voting are available at:

An appropriately constituted board 
at Wm Morrison Supermarkets plc

In 2004, Wm Morrison, the UK
Supermarket chain, was directed and
controlled by a board made up only of
executive directors. However, The
Combined Code on Corporate
Governance recommends that boards
should include a balance of executive and
non-executive directors such that no
individual or group of individuals can
dominate the board’s decision making.
Insight met with the Chairman in 2004. 

This meeting and previous meetings led 
to an open and constructive dialogue
between Morrisons and Insight. Ahead of
the AGM in 2004, two non-executive
directors were recruited to the board.
Insight believe that they played a
significant role in encouraging the
chairman to appoint independent directors
to the board.

On completing the merger with Safeway,
Insight believed that it was essential for
Morrisons to restructure the board to
ensure that the company was able to
progress and that it was managed in the
interest of shareholders. Insight believes
that the composition of the board should
allow the non-executive directors to play 
a key role in shaping the future of the
company and ensuring shareholder
interests are at the forefront. 

In 2005, Insight held several meetings with
David Jones (Deputy Chairman and Non-
Executive Director) to continue to address
issues surrounding board composition.
Insight believed that David Jones, with
investor support, could play a key role in
influencing the chairman to restructure the
board. 

It was announced that the joint Chairman
and Chief Executive Ken Morrison, who
has led the company for the last 50 years,
was to split his roles. Further, Bob Stott
would be appointed to Chief Executive
and four additional non-executives would
be recruited. 

Benchmarking company performance 

Insight has been working in partnership
with WWF – the global environmental
organisation – in support of its ‘One Million
Sustainable Homes’ campaign for the last
three years. Together, the two organisations
have been assessing the performance of
major UK-listed developers on sustainability
issues. In September 2005, we published
the second benchmark of 12 house-
builders’ that demonstrates their progress
in managing and reporting on sustainability
issues.

The results show a substantial
improvement in the sustainability practices
and reporting, with the average score
increasing from 47% in 2003 to 68% in

2005. On the whole, the companies
demonstrated a better understanding of
the relevance of sustainability issues to
their business, although there is still
significant scope for improvement.

There were three clear leaders in the
study: Crest Nicholson (84%), The
Berkeley Group (84%) and George
Wimpey (83%). These developers stand
out because they take a comprehensive,
strategic and systematic approach to
responding to policy and market
imperatives to deliver sustainable homes
and communities. They have integrated
sustainability into their business strategies
and have set clear objectives and
measurable targets for the business 
as a whole. 

Marketplace – Delivering value to customers (continued)
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In last year’s Corporate Responsibility
Report Insight identified two areas where
they could ‘do better’: extending their
engagement with company chairmen
on succession planning and providing
recommendations for how boards should
set values and standards to ensure
companies meet their obligations to society.

Succession planning
During 2005, Insight met with
approximately 41 company chairmen and
senior independent directors to discuss
succession planning. Too often,
companies have not followed clear plans
to identify high-quality replacements for
key directors. Insight regularly seeks
confirmation that an explicit plan has been
agreed by the board, with regard to, at
least, the replacement of the Chair, Chief
Executive and the head of the Audit
Committee.

Setting the right values
While boards have responsibilities for both
corporate governance and corporate
responsibility, it is not always clear how
those responsibilities are allocated and how
boards ensure that corporate commitments
are embedded within the business and how
their effectiveness is measured. Insight
conducted a programme of analysis,
research and consultation with directors
of leading UK companies to identify how
boards should direct and control corporate
responsibility. Insight, FTSE Group and
Business in the Community produced
a report entitled ‘Rewarding Virtue’ outlining
the challenges boards face in providing
effective governance of corporate
responsibility and making recommendations
as to how they should be addressed. 

Suppliers
We expect our suppliers to have a
corporate responsibility policy in place
which addresses the adverse social,
ethical and environmental impact of their
business operations on stakeholders and
employees and complies with the relevant
laws in the countries in which they
operate. HBOS Procurement has
embedded these commitments into its
processes and policies. The Best Practice
Manual, which outlines the six-stage
procurement process, takes
environmental, social and ethical
performance into account during when
considering the selection of suppliers.

To fulfil our commitments, we ensure that
our tender and supplier evaluation
processes are conducted in an open, fair,
honest and transparent manner. We select
suppliers against a wide range of criteria,
including corporate responsibility. We then
work with our suppliers to minimise the
effects of their operations via a risk-based
approach, focusing on areas where we
believe we can make a real difference.
A recent case study of this approach can
be seen in our Group-wide tender for
Facilities Management. This tender
included the evaluation of over 40
suppliers covering standards such as
environmental policy, human rights, equal
opportunities and health and safety.

In addition, during the tender process, we
ask procurement colleagues to issue the
RFP (Request for Proposal) via email thus
allowing them to distribute the response
quickly and in an environmentally friendly
manner. In turn, our suppliers are
requested to try and minimise the number
of hard copies they submit in response to
our RFPs in order to comply with our
environmental guidelines.

Once we have awarded contracts, the
sixth stage of our procurement process
builds on our commitments with the
Supplier Continuous Improvement (SCIP)
Framework. This framework is in place to
ensure regular reviews with suppliers to
assess their performance in, amongst
other areas, corporate responsibility. 
For specific commodities, we seek to
understand how our suppliers have
embedded their corporate responsibility
principles throughout their supply chain.
We also acknowledge that some of our
suppliers will have more comprehensive
corporate responsibility programmes than
ourselves.

Procurement Code of Conduct
Underpinning our Best Practice Manual
are our Statement of Procurement
Principles and Procurement Minimum
Standards. Corporate responsibility forms
an integral part of both.

Our Statement of Procurement Principles
builds on The Way We Do Business
statement and sets our commitment to
build effective and competitive
relationships with suppliers. These
principles inform our suppliers and
colleagues within HBOS of the standards
that should be adhered to in managing
relationships with suppliers. 

The Procurement Minimum Standards,
approved by the Group Management
Board, outline the high level procurement
process that must be followed by all
colleagues across the Group spending
money on behalf of HBOS.

Key achievements and highlights
Supply chain
Efficient use of technology has enabled us
to reduce our environmental impact and
operate in a more efficient manner.

eAuctions HBOS Procurement introduced
an innovative procurement tool, (known as
online reverse auctions or eAuctions) by
which supplier negotiations are conducted
online and in real-time. eAuctions can
cover the procurement of both goods and
services. Recent examples include Paper,
Envelopes, Computer Monitors, Surveyor
Services and Recruitment Advertising. As
well as reducing costs, eAuctions have
created greater efficiency, accuracy and
transparency and enable real-time
feedback for our suppliers. 

e-buy Our e-buy system is well
established across the Group, offering
more efficient, simplified ordering and
delivery while also minimising our
environmental impact by removing the use
of paper in our ordering process. It covers
95% of HBOS’s largest business areas.
Rollout to cover exempt areas commenced
in July 2006.

Business engagement
HBOS Procurement colleagues were given
training on corporate responsibility and the
importance it plays in our procurement
processes.

HBOS Procurement was made an
authorised signatory for all business cases
with external spend in excess of
£100,000. This gives Procurement early
visibility of major projects and ensures
early involvement and adherence to our
policies, principles and standards. 

£2.6bn
spent with 24,543 suppliers
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Delivering value to customers
Where can we do better?

• Our customers are quite rightly increasingly demanding in the area of service.  
We will continue our investment to ensure our service is consistent and reliable.

• Add a corporate responsibility clause to our standard contract templates to ensure
suppliers adhere to all relevant regulatory standards such as the forthcoming
WEEE directive and our social, ethical and environmental standards.

• We are considering holding a Supplier Forum which will include communicating
our corporate responsibility principles to our suppliers and finding ways to work
with them.

• As part of the new Group Services Diversity & Industry Strategy we will be looking
to develop an enhanced approach for managing supplier diversity by the end of
2006, with a view to implementation from 2007 onwards.

Marketplace – Delivering value to customers (continued)

HBOS Procurement implemented a
divisional procurement programme to
ensure compliance with existing contracts
and reducing the number of suppliers
used without involvement from
Procurement. Procurement also ran a
stationery moratorium as part of the
programme which significantly reduced
orders for general stationery over a period
of seven weeks.

Print and stationery
As part of a savings initiative, the weight 
of HBOS envelopes was reduced from
100gsm to 90gsm. This resulted in a
reduction in our paper usage of over 
53 tonnes, which equates to 19,754
packets of photocopier paper.

A review of the amount of marketing
support literature delivered to branches
has resulted in a reduction in packaging
waste and the amount of literature having
to be destroyed. HBOS Procurement has
reduced by 25% the amount of literature
being sent out via the All Branch
Distribution (ABD) process, which provides
branches with supplies of campaign
support material, product updates and
regulatory amended literature. 
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Responsible lending
Is a basis for competition and for ensuring trust
in our sector 
The Way We Do Business outlines
HBOS’s aspirations in terms of dealing
with all our stakeholders fairly and
responsibly. As credit has become more
readily available so the dangers of
individuals overextending themselves,
through increasing levels of personal debt,
has attracted widespread attention. This
section highlights the steps we are taking
to ensure that we operate responsibly,
ranging from sharing information to help
us make better lending decisions through
to the criteria we use for agreeing loans. 

Transparency 
We have been working for some time to
persuade all ATM operators to adopt a
traffic light ATM signage system. We were
the first UK financial services organisation
and ATM provider to feature green labels
on our ATMs, informing customers that
they would not be charged for withdrawing
cash from the machine. In December
2005 we proposed a signage system 
to LINK members based around three 
key principles:

• Signs should be red or green enabling
people to tell at a glance if they are
free-to-use or fee charging machines.

• Signs need to be clearly visible and
easily read and standardised across 
the industry.

• Signs should be displayed on, or
adjacent to, the machines at a height
greater than that of the keypad and
easily visible and within normal eyelines.

Unfortunately, this proposal was not
backed by a majority of LINK members.
We continue to press for improved
transparency and we sit on the new ATM
Working Group, reporting to the Treasury
and chaired by the Rt Hon John McFall
MP, reviewing issues of ATM provision 
and signage. This aims to report before
the end of 2006.  

First issuer to put a summary box 
on credit card statements
We were the first issuer to provide a clear
and concise personalised summary box
on the front of all our credit card
statements. We have done this since the
beginning of 2004. Our objective is to
ensure that all of our customers fully
understand the costs associated with
using their credit card and can at a glance
compare our products against others. 
We also include a summary box in our
terms and conditions. 

In 2005 we undertook a review of our
credit card marketing literature, which
resulted in several improvements. We now
include the use of illustrative examples to
demonstrate the cost of borrowing. We
have also improved the prominence of 
the summary box in the leaflets in our
branches and included new information on
the calculation and application of interest
charges.

Summary box on credit card cheque
mailings
Since May 2006, our credit card cheques
have featured a personal summary box,
providing details about interest rates,
cheque fees, legal safeguards and general
rules governing their use – we are the only
provider to do this. We believe this should
be the industry standard and that other
lenders should follow this simple, easy-to-
implement move. We are contributing to
the DTI’s current consultation into credit
card cheques which is looking at a range
of options to increase the transparency of
this product.  

HBOS was the first UK financial
services organisation and ATM
provider to feature ‘free to use’
green labels on our ATMs.

Marketplace (continued)
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1st
issuer to provide a clear and concise
personalised summary box on credit
card statements

Only issuer not to issue credit card
cheques to under 25s
HBOS includes reminders in every cheque
mailing that customers have the right to
opt out of receiving further credit card
cheques. We do not mail cheques to
customers who are under 25. We are also
the only issuer to include the cheques’
interest rate on the stubs as well as on 
the accompanying literature. 

Additional responsibility in cheque
campaigns
In line with our lending strategy, we are
conservative in our offering of credit card
cheques. We consider a customer’s cards
behaviour score, but also look at their
external bureau score that considers their
risk profile with other issuers.  

Clear communication
During 2005 we started a campaign to
have all our customer letters re-written 
in a clearer style. Working with the Plain
English Campaign (PEC), all letters seeking
collection of funds from customers will
carry their crystal mark. This will go live
from 2006, with the aim of being more
transparent and clear in all communications
advising customers of their current debt
and ways to decrease it.

Improved lending policy
New customers
For new customers, HBOS takes lending
from non-HBOS institutions into
consideration, to understand total
indebtedness before making a lending
decision. While customers’ lending
commitments on other HBOS products
are known, we also work with a third 
party provider of external customer
indebtedness to understand their overall
credit commitments. This helps us decide
whether to lend or not.  

From quarter four 2006, this information
will help us fix a credit limit appropriate to
their total borrowing so our decisions do
not add further strain. Utilising customer
indebtedness information in this way is
three times more powerful in predicting
customer strain. However, HBOS is aware
that more work needs to be done on
overall affordability and how to manage
the customer’s total monthly outgoings as
a percentage of total income, which is
currently not verifiable.  

Existing customers
HBOS continues to take responsible
lending seriously for existing customers.
Each month we compare third party
customer data against our own customer
book, to understand any changes to their
total borrowing. This highlights any cases
of rising indebtedness, helping us take
appropriate action to manage credit and 
in some cases reduce credit limits to 
avoid over indebtedness. Our insolvency
model is designed to spot symptoms of
indebtedness and growing stress and in
the months ahead our Financial Hardship
pilot will monitor such behaviours with the
aspiration of proactively helping the
customer to manage their credit more
effectively.

Risk-based pricing
Risk-based pricing allows us to reward
customers with a history of prudent
borrowing with a low rate of interest. 
In order to make responsible lending
decisions, we need as much information
about an applicant as possible. This
allows us to assess a rate of repayment 
at a level that matches their personal
circumstances. 

Customers who fall into difficulty
We do not want to lend to people who
cannot afford to take on debt. If our
customers do have problems, then we
work together to address them. We try 
at first to make arrangements where the
customer can pay back the arrears. If
unable to do this, we recommend that the
customer go to a non fee-charging agency
for a full financial assessment. We also
refer customers to free debt advice
agencies – Consumer Credit Counselling
Service, Payplan or the Citizens Advice
Bureau – and we always accept an
arrangement from them, including freezing
interest and stopping charges for an
agreed period.

Default fees on credit cards
HBOS co-operated fully with the OFT’s
investigation into credit card fees,
announced in July 2005. HBOS has 
since confirmed a reduction in default 
fees to £12.

only
issuer not to issue credit card 
cheques to under 25s

Conservative mortgage lending
Our mortgage lending is carried out on the
basis of affordability and we seek only to
lend to those customers who can repay.
Our policy is at the conservative end of the
spectrum and we believe this is prudent
and good business, with an average loan
to value ratio of 43% in 2005. We assess
each application on an individual basis
rather than income multiples alone. 

Specialist lending
Birmingham Midshires, our specialist
mortgage lender, is piloting an initiative to
help people with impaired credit records 
to access mainstream mortgage rates. 
By working with mortgage brokers to
credit repair BM Solutions customers, 
this initiative helps people with previous
credit problems to demonstrate they are
addressing them and can move onto 
more competitive mortgages rates. 

Marketplace – Responsible lending (continued)
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Investment in our infrastructure
Our implementation of Basel accounting
standards demonstrates our approach to
risk management, achieving world-class
status by adherence to key risk
procedures which includes our lending
policies.

Sharing information 
Above, we have provided a number of
examples of the merits of sharing
information: it improves our understanding
of people’s financial circumstances and
ensures we can do more to stop them
falling into financial difficulty. HBOS shares
full data for all Halifax and Bank of
Scotland products (loans, credit cards,
current accounts and mortgages) with 
the UK’s three leading credit bureaus
(Experian, Callcredit and Equifax). We 
were the first large institution to do so. 

We are working with credit reference
agency Callcredit and other high street
banks on a pilot designed to improve
lender’s knowledge of customers’
indebtedness. Through sharing income
and new current account data, Callcredit
will compile indebtedness reports in three
areas:

• Details of those customers whose
financial positions warrant close
monitoring.

• Details of customers who are severely
over-indebted and need proactive debt
advice.

• Daily alerts of customers whose
changing levels of indebtedness may
be a cause for concern.

Launched in March 2006, this pilot will
complement our existing data sharing and
credit checking processes and will benefit
both customers and lenders. The intention
is for it to become an industry wide
initiative.

Providers need to start sharing all data 
on current accounts. Not all institutions
are doing this. Government action is also
needed to allow data to be shared on
accounts where customer consent to do
so does not exist. We are encouraged that
a legislative change is being considered
and hope this happens imminently. We
also favour the sharing of both student
loan and council tax arrears data. We will
continue to press for these changes.  

Lending to business
Social and environmental risk
management
A significant degree of our environmental
and social impacts are indirect, through
our lending and financial support for
corporate customers. 

We currently manage such risks though
Relationship Banking Managers: when
submitting credit applications for
sanctioning, for example, they comment
on environmental and reputational matters;
for all property sector advances secured
on land or property, the Property Surveyor
is requested to comment on the potential
for contamination to affect the value or
saleability; and we have a Lenders Guide
to Environmental Risk Management,
available via intranet, for all relevant
colleagues to view. The Guide is currently
being updated and we plan to re-release 
it in 2006. Our divisional lending and 
credit risk policies include reference to 
this Lenders Guide and consideration 
of environmental risk. 

Equator Principles 
We have recently adopted the Equator
Principles, following a review of our
processes that began in 2005. The review,
by an independent external consultant,
consisted of interviews with more than a
dozen senior colleagues, a review of
current policies and procedures, a high
level review of exposure concentrations in
the corporate advances portfolio by sector
and by geography, and research on good
practice. It went beyond the scope of
project finance (to which the Principles
refer) to incorporate environmental and
social risks across all our corporate
lending activity.

As a result, we are:  

• Developing a system to enhance the
management of the potential for
reputational risk arising in association
with lending to certain sectors and
companies.

• Enhancing divisional environmental
lending policies for corporate lending
and further embedding the
management of environmental risk
throughout our business.

• Putting in place the appropriate policies
and procedures to ensure compliance
with the Equator Principles.

We plan to complete this work by the end
of 2006.

Supporting entrepreneurship 
In 2005, Bank of Scotland Corporate
sponsored the Asian Business Awards
and the Asian Power 100 as part of our
wider Asian business strategy, to support
and celebrate entrepreneurship, creativity,
enterprise and vision within this vibrant
sector of UK business.

Our Corporate Division is also a
longstanding sponsor of the
Entrepreneurial Exchange – Scotland’s
leading members’ organisation for
ambitious, growth-orientated
entrepreneurs. Created for entrepreneurs,
by entrepreneurs, it is now an organisation
with over 400 members, who represent
over £6.2bn of turnover and 90,000
employees.

Marketplace – Responsible lending (continued)
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Women in Business
“This is an innovative and highly
distinctive team that is clearly
welcomed by the marketplace. The
Women in Business team sets the
agenda and promotes female
entrepreneurship – and not just at start
up level. The unit has a well thought
through policy for promoting its
activities and really deserves
recognition”.  
Judges of the Inaugural CBI/Real
Business First Women Award, 2005

With a dedicated team and accompanying
programme, Bank of Scotland is driving
forward its commitment to equality and
diversity, as well as helping to foster
women’s enterprise and providing support
and advice for female business owners
and entrepreneurs, via its Women in
Business Team. Over the past 12 months
we have carried out national activities 
with organisations such as the DTI, the
Women Returners’ Network, the British
Association of Women Entrepreneurs 
and Women in Law. 

We have also been involved in a number
of regional activities, working with
Perthshire Women in Business, DAWN
(Dynamic Asian Women’s Network),
Scottish Women in Business, Ayrshire
Association of Businesswomen and
Glasgow Chamber of Commerce’s
Women’s Networking Programme. Bank 
of Scotland also joined the Global Banking
Alliance (GBA) in late 2005, established to
share best practice globally in the field of
women’s enterprise. 

Business Debtline 
Business Debtline is a holistic telephone
helpline offering expert, professional
advice, enabling clients to deal with their
business debts in an informed and
proactive way. Bank of Scotland
Corporate has funded Business Debtline
for a number of years. 

Responsible lending
Where can we do better?

2006 will see much more activity to further our responsible lending practices. 

• In September, we are mailing a ‘How to Avoid Fees’ leaflet to customers that 
will give them hints on managing their credit card account to avoid fees, spiralling
debt etc.

• We will use the outputs from our affordability study to improve our decisions. 
Our affordability matrix currently informs our decisions on direct applications. 
The second stage will focus on lending across our branch network and other
distribution channels.

• We will campaign for greater data sharing as a means of improving lenders’
knowledge of people’s financial circumstances and to aid responsible lending. 

• We also plan to significantly improve our reporting on how social and
environmental considerations are factored into our lending to business,
specifically, how we are incorporating the Equator Principles across the Group.     

Marketplace – Responsible lending (continued)
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Financial inclusion
Has long been integral to HBOS’s business
strategy. We aim to maintain and develop our
leading market share in the provision of social
bank accounts
Financial inclusion is about providing
access to a range of vital financial services
products and money advice. On the one
hand, it helps to drive business growth,
however, it also delivers on a key
responsibility to society at large. This is the
first year that we have produced a specific
section outlining our financial inclusion
practices. We aim to build on this year 
on year. 

Access to banking  
We currently have around 1,500 retail
outlets across the UK – almost three times
as many of these are in the 50 most
deprived local authorities than in the 50
most affluent. Over the next five years, we
will be building on this by opening another
100 branches. These will be situated in
the South of England where our presence
is not as strong as we would like. We plan
that 17 of these branches will be in the 50
most deprived local authorities. This
programme will also see the opening of
another 300 free ATMs. 

1,500
retail outlets across the UK

HBOS has one of the largest bank ATM
networks in the UK with 2,750 machines
offering free access to cash both to our 

own customers, and to cardholders using
the LINK network. In the Stakeholder
relationships section on page 13 we
reference our participation in the new ATM
Working Group, under the Chairmanship
of Rt Hon John McFall MP, set up to
review ATM provision across deprived
communities, as well as ‘at-a-glance’
labelling of free to use machines. We were
the first UK financial services and ATM
provider to feature green labels on all our
ATMs to inform customers they are free.
In July 2006 we also announced plans to
install an additional 100 free to use ATMs
in deprived areas across Scotland and
Northern England – our heartlands. 

2,750
ATMs offering free access to cash
both to our own customers, and to
cardholders using the LINK network

Under the terms of the Universal Bank
Agreement that was signed with the
Government in 2001, the banking industry
agreed to contribute £180m to the cost 
of running the Post Office Card Account.
HBOS is investing a significant sum in 
this initiative. 

We have a number of specific inclusion
programmes and five central objectives:

• Social banking To maintain and
develop our leading market share in 
the provision of social bank accounts.
We have over 3 million accounts, or
56% of the market.

• The Saving Gateway Project To
encourage people on low incomes to
save through schemes like the Saving
Gateway. Halifax is the only financial
institution piloting this project on behalf
of the Treasury.

• Community banking To encourage
the provision of bespoke credit
schemes for those on low incomes 
by offering funding and administrative
support to expert organisations 
e.g. East Lancashire Moneyline. 

• Support for money advice To provide
support for money advice and financial
education projects that deliver real
benefits to local communities. 

• The HBOS Foundation To actively
support the provision of financial
education by working with specialists 
in the not-for-profit sector.

Social banking 
HBOS is the UK’s leading provider of
social bank accounts by share of market
stock. These accounts offer basic money
transmission facilities like direct debits and
standing orders but do not provide credit
i.e. an overdraft. 

The Group has over 3 million accounts;
most of them were acquired in the 
1980s, and 1990s through our Cardcash
Account. In addition, our Easycash
Account has been available since the
1990s. It is now the Group’s mainstream
social banking product.

HBOS has a 56% share of the UK social
bank accounts market; we are the market
leader by far. This is nearly twice that of
our nearest competitor and represents
more than five times our share of the
current account market (11%). 

Marketplace (continued)
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56%
HBOS accounts for 56% of all 
social banking products in the UK

These accounts are an important first step
on to the financial services ladder – many
of our social banking customers progress
to other accounts. For example, since
2001, we have upgraded 174,000 social
banking customers to full current
accounts. We believe that HBOS accounts
for the majority of social banking
customers moving to mainstream current
accounts, i.e. those with credit facilities.

25%
of our social banking customers 
have an income of less than £4,500

We welcome the commitment in the
Banking Code for banks to offer a social
bank account to anyone who wants one.
We are committed to working with the
Government to achieve their goal, set in
December 2004, to make significant
progress within two years towards halving
the 2.8 million ‘unbanked’ households.

HBOS social banking in deprived areas 
8.09% of our social bank accounts are
held by customers living in deprived areas.
As a whole HBOS has 453,254 account
holders in deprived areas of which
293,810 are social bank accounts and
159,444 are current accounts.

Socio-economic profile of our social
banking customers
The socio-economic profile of our social
banking customers underlines our
commitment to tackling financial exclusion:  

• 25% of our customers with an HBOS
basic bank account have an income of 
less than £4,500. We estimate that HBOS
accounts for a 21% share of this segment
of the UK social banking market. 

• 31% of our customers with an HBOS
basic bank account have incomes of
between £5,000 and £9,499, roughly
the minimum wage. We believe the
Group has 20% of this market segment. 

• 22% of our customers with an HBOS
basic bank account earn between
£9,500 and £15,499 – roughly half the
average household income. Our share
of this market is about 22%.

Source: GfK NOP Financial Research Survey:
12 months ending September 2005 data.

Banking Code Standards Board (BCSB)
In 2005, The BCSB carried out 434
mystery shops based upon scenarios of
individuals either on benefit or low income
and wishing to open an account or
enquiring for information about one. We
received a green audit and welcome
the results of the report, which reflect
the work we put in to our basic bank
account offering.

It also acknowledged ‘real improvements
since the 2004 review’ and found that
67% of people would be prepared to
recommend the bank that they opened an
account with (up from 41% in 2003 and
57% in 2004).

The report contained two suggestions on
HBOS’s performance: 

• To introduce refresher training on
clearing times. We have introduced
new guidance on cheque clearance
times and are continuing to monitor
the level of understanding amongst
colleagues who deal with customers. 

• If we did not accept P45s, the BCSB
recommended that the wording on our
information pack should be amended
to reflect this. In line with FSA
guidelines we do not accept P45s
and P60s and we have clarified this
in our Easycash Identity leaflet.

The Saving Gateway
The Halifax is the only financial institution
piloting the Saving Gateway for the
Treasury. As the country’s biggest savings
institution, this is clearly the right place to
be. This pilot aims to encourage saving by
low income people through providing
matched funding from the Treasury. It is,
in effect, a ‘buy one, get one free’ scheme
up to a pre-defined maximum. 

The Saving Gateway pilot is working well.
Over 23,000 accounts have already been
opened and the pilot is due to conclude
at the end of this year. It has involved 69
of our branches in the following areas:
Manchester, Cumbria and North
Lancashire, East Yorkshire, South
Yorkshire and Cambridgeshire (including
parts of Lincolnshire and Norwich).

Research commissioned by the Treasury
found:

• £ for £ matching is a simple and very
effective device.

• 80% of Gateway savers view branch
access as very important.

• Approximately half of all savers say they
intend to continue to save on a regular
basis, once the pilot is over.

A key moment for the Gateway pilot will
come later this year when the Government
decides whether to continue with the
Saving Gateway programme.  

Community Banking
Bank of Scotland Community Banking has
invested over £6m in UK Community
Development Finance Initiatives. Many of
the projects have also levered Government
funds on the basis of HBOS seed funding.
In addition, in 2005, community banking
provided new credit facilities of almost
£20m to new or growing not-for-profit
organisations in the UK for a variety of
social purposes.

One example is East Lancashire Moneyline
(ELM), a Community Development Finance
Initiative which provides access to credit
and debt advice for low-income individuals
in Blackburn unable to access mainstream
credit. Typically, ELM customers rely on
state benefits using small ‘home credit’

HBOS banking in deprived areas 2005*

HBOS HBOS HBOS
All Deprived areas Deprived areas

No. Accts No. Accts % of all

Bank accounts

Current accounts 4,603,528 159,444 3.46%

Social bank accounts

– Cardcash 3,543,639 285,661 8.06%

– Easycash 90,171 8,149 9.04%

Total social bank accounts 3,633,810 293,810 8.09%

Total bank accounts 8,237,338 453,254 5.50%

* ‘Deprived area’ is defined by the postcode sectors used by the BBA in their monitoring of banking activity with
small businesses in deprived areas. These are the 5% of postcode sectors equating to the 2% most deprived
electoral wards in Great Britain. 
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loans to pay for day-to-day living costs.
ELM is, in effect, operating a micro-credit
scheme with our help. 

Our Community Banking team provides
the systems that allow ELM to offer its
customers the opportunity to start saving.
For example, a customer borrowing £250
over 52 weeks would have a weekly loan
repayment of £5.37. By rounding up to
£8.00, the customer would be able to
save £2.63 per week and build up over
£136 in savings over the loan period.

Support for money advice
Debt counselling
In 2005, HBOS contributed almost 
£1.5m to organisations, such as the
Consumer Credit Counselling Service,
which provide free debt advice services. 

HBOS Foundation
The HBOS Foundation concentrates on
financial literacy, related to but distinct
from financial inclusion. It supports a wide
range of such projects with organisations
as diverse as Centrepoint, the National
Children’s Charity, Gingerbread, The
Refugee Council and the Alzheimer’s

Society. More information on the
Foundation and its work is provided in the
Delivering value to communities section 
on page 39. 

£1.5m
in 2005, HBOS contributed almost
£1.5m to organisations, such 
as the Consumer Credit Counselling
Service, which provide free debt 
advice services

MoneyHelp with A4e 

Following successful pilots in Edinburgh
and Halifax during 2005, HBOS is also
providing over £1m of backing for financial
and social inclusion specialists A4e. This
investment will help deliver two major
programmes, one for adults and one for
school children. 

The programmes focus on workshops to
educate participants in the benefits of
having a bank account and to teach basic
financial management such as budgeting. 

They also include the provision of specific
finance-related occupational skills to help
them find employment. A4e has over 20
years experience in helping unemployed
people find work and is the largest UK
supplier of welfare-to-work programmes
on behalf of the Government. 

From 1 June 2006, the scheme will be
rolled out in areas of severe financial and
social exclusion in Glasgow, Edinburgh,
Newcastle, Leeds, Halifax, Sheffield and
Edmonton. In order to achieve maximum
diversity the schemes will include areas of
both inner city and rural exclusion and will
work with black and minority ethnic
communities.

Financial inclusion
Where can we do better?

• Financial Inclusion Committee
Chief Executive of our Retail business, Benny Higgins is now heading a new Financial
Inclusion Committee (FIC) which will deliver the Group’s financial inclusion strategy
and will be served by a dedicated new financial inclusion unit.  

• Annual Board review
An annual review will be presented to the Board by Benny Higgins. The review will
assess progress and highlight the key issues, including our social banking market
share. It will also focus on how we are working with Government to deliver its
agenda.

• Better disclosure
We will publish a financial inclusion report every year. It will contain information,
such as our social banking, savings and small business accounts by deprived area.
It will pull together all our key inclusion activities and position them alongside the
Government’s main objectives so that others can judge our performance.  

Marketplace – Financial inclusion (continued)



workplace
delivering value
to...colleagues

“We will create a safe working environment
which encourages openness, honesty and
mutual respect, and where colleagues can
constructively challenge and ask questions.
We will offer equal opportunities for all. We
will provide the opportunity for all colleagues
to develop their skills and knowledge, and 
to enjoy fulfilling careers. We will offer
competitive remuneration with total rewards
linked to individual and collective performance,
and the opportunity for colleagues to
participate in the success of HBOS.”
The Way We Do Business
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Delivering value to colleagues
By keeping abreast of colleagues’ views and
opinions we are able to respond quickly to
issues as they emerge
The statement overleaf lays out our key
commitments to our colleagues. Together
with the HBOS People Strategy and
various supporting HR policies and
practices, the statement represents our
determination to engage and motivate
colleagues for success. 

Colleagues who are genuinely engaged
with the business are consistently strong
advocates of the Group’s products and
services, as well as consistently strong
advocates of HBOS as an employer.
What’s more they also deliver consistently
strong performance. 

A suite of different media – including
intranets, emagazines – is used to
communicate with colleagues and this
work is crucial in building and maintaining
colleague advocacy. For instance, we have
a dedicated internal communications
programme comprising the biggest corporate
TV network in Europe, with a timetable of
interviews with senior executives. 

Colleague advocacy is a critical measure
of performance which is why we have
MORI assess it – both annually and
monthly – across the Group. In 2005 over
85% of colleagues – slightly more than 
last year – took part in the annual survey.
This response rate is far higher than the
56% which MORI finds typical for major
companies in the private sector.

Another measure of engagement is how
many colleagues share in the success of 

HBOS. In October 2005 one-third of
colleagues chose to contribute to the
Sharesave offer, bringing the total number
of all colleagues participating in Sharesave
up to 56%. In addition, 95% of eligible
colleagues took up the free shares
awarded in August 2005. This equates to
an additional award to colleagues of
around £54m.

Colleague numbers
Over the last three years our colleague
population has grown by 6.7% to around
72,000, as shown in the table below.

In 2005 we promoted 7,196 colleagues
across the Group, and recruited 11,564
more. Our overall turnover rate for 2005
was 16.8%, of which 12.9% was voluntary
and 3.9% was involuntary. This compares
to an overall turnover rate for 2004 of
15.5%. 

How we deliver on our responsibilities
to colleagues 
The HBOS People Strategy
The HBOS People Strategy describes the
framework for motivating and engaging
our colleagues. It includes seven principal
components:

• Creating outstanding leaders.

• Attracting and keeping the best talent.

• Promoting positive performance
management to help colleagues realise
their full potential.

• Creating a culture of change leadership
so we never lose sight of our long-term
goals.

• Engaging with our colleagues with
dignity and respect.

• Creating a total reward and pensions
framework to attract the best
individuals and encourage them to
maximise their potential.

• Developing a more international
approach to our People Agenda for 
the benefit of all our businesses and
their colleagues.

For this to be successful, we have
developed a co-ordinated approach with
HR colleagues coming together from
across the whole Group to participate 
in forums on topics such as employee 

Average number of colleagues employed

2003 2004 2005

Full-time 51,047 52,939 55,384

Part-time 16,411 16,304 16,601

Total 67,458 69,243 71,985

Bridge to Employment project

The Retail Contact Centre recruitment and
resourcing teams are continually striving to
get the right people into the business
while still maintaining a diverse workforce
through work in the community. In order 
to get the long-term unemployed, lone
parents, and those receiving incapacity
benefits back to work, they approached
Job Centre Plus.

Following an award-winning pilot scheme
in Belfast, two colleagues – Sam Lloyd, an
HR partner, and Georgina Panwaskar, an
RCC Agent – began working with the Job
Centre Plus team in Chester. They held
briefing sessions with Job Centre
Managers and Advisors to give an idea of
the types of candidates we are looking for,
and set out our expectations for 

behaviour, absence and credit history.
Following a careful selection process
which was supported by the training and
development teams, we recruited some
great colleagues.
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relations and colleague learning. Policies
affecting the whole Group are agreed at
these forums, as are the minimum
standards expected of our various
businesses. We have 58 HR policies. 

84%
In 2005 84% of colleagues said 
they had used the HBOS intranet site,
GroupNet

As HBOS is a large and complex
organisation, we invest significant time,
effort and resources in communicating
with our colleagues on business-related
issues, as well as on issues that matter to
them as individuals. By keeping abreast 
of colleagues’ views and opinions we 
are able to respond quickly to issues as
they emerge. In 2005, 84% of colleagues
said they had used the HBOS intranet site,
GroupNet. This is up from 69% in 2004.

Our performance 
• Our 2005 MORI survey of colleague

advocacy shows that, in line with the
industry average, 56% of colleagues
would speak highly about our products
and services. The survey also revealed
that 58% of colleagues would speak
highly of HBOS as an employer, which
is 2% better than the industry average. 

• 63% of colleagues said their line
manager provides the coaching and
development they need to improve 
their performance. This is up from 
61% in 2004.

• 56% agreed that they had opportunities
to learn what they needed to do their
job well, up from 53% in 2004.

• Absence rates, a useful indicator of
colleague well-being, were 3.2% for
2005. This was down from 3.4% in
2004.

• Absence figures in 2005 amounted 
to 13 calendar days lost per full-time
colleague.

• The attrition rate for 2005 was 16.8%
with the turnover in the first year of
employment with us being 15.9%. 

• The percentage of female managers 
at Level 4 and above continues to
increase from 26.9% in 2004 to 29.5%
in 2005.

• 6.3% of HBOS colleagues said they
were from an ethnic minority group
compared to 6.6% in 2004. The
number of managers from ethnic
minorities at Level 4 and above rose
from 1.9% to 2.2%. 

• The percentage of our workforce aged
56 and above increased to 4%
compared to 3.7% in 2004.

• The percentage of colleagues who
describe themselves as having a
disability remained stable at 1.4%.

• Recorded colleague accidents
increased by 7.5% from 1,134 in 
2004, to 1,219 in 2005.

Key achievements and highlights 
in 2005
Benchmarking our human capital
metrics
A benchmarking exercise was undertaken
in 2005 with Saratoga, a specialist firm of
PricewaterhouseCoopers. The aim was to
measure the key elements of our people
strategy by comparing our 2005
performance against 2004 and against
other organisations. Results showed 
that our performance was generally very
well positioned.

However, both colleague turnover in the
first year and absenteeism were identified
as requiring further investigation and action.
As a result, they are both being closely
monitored and action plans have been set
in motion to address their root causes.
Early signs of improvement are already
coming through.

In terms of the return on investment 
for human capital, HBOS achieved the
highest benchmark result with £3.22 
being generated for every £1 invested 
in the organisation’s human capital.

HBOS Foundation
The HBOS Foundation was established 
in May 2002 and operates as an
independent charity working with
charitable and not-for-profit organisations
across the UK. It supports people and
their local communities through national
and regional grants, colleague fundraising,
and HBOS Volunteering.

The annual HBOS Awards recognise
colleagues who provide support to a
charity, good cause, diversity or their 
local community. In 2005 a record 5,000
colleagues did volunteer work of which
more than 300 were nominated for 
an award.

The most successful individual fundraising
team raised around £400,000 for the
HBOS Foundation.

One of the winners was Denise Forrest
from Group Technology who runs a charity
providing lunch-time and evening courses
on ‘How to Drug-Proof Your Kids’. 
For this, Denise deservedly won the award
for ‘Outstanding Individual Contribution to
the Community’. 

Total Reward
The HBOS ‘Total Reward’ philosophy
focuses on delivering outstanding rewards
for outstanding performance. Whilst the
rewards are designed to be sufficiently local
to reflect specific business circumstances,
the main aim is to connect individual and
collective performance with individual 
and collective reward.

In 2005 we reviewed our ‘Total Reward’
scheme, of which salary is only one part,
in response to colleague feedback.
Demonstrating our commitment to
colleague share-ownership, we began
offering free shares in place of share
options for the first time. Free shares now
give every colleague the opportunity to
own part of HBOS and benefit from its
future success by receiving a share of 
the profits.  

29.5%
The percentage of female managers
at Level 4 and above continues to
increase from 26.9% in 2004 to
29.5% in 2005

Workplace – Delivering value to colleagues (continued)



The HBOS Report 2005 Our corporate responsibility agenda 35

To help with the all-important task of
communicating the range and the value 
of our Total Reward scheme, we launched
a ‘Share Plan’ intranet site in 2005.
Colleagues can now monitor all their
different share options – such as
Sharekicker, Sharesave and free shares –
from one single site.

Colleague well-being
The good health and well-being of our
colleagues is crucially important to HBOS
and remains a key element of our
colleague proposition. We are committed
to creating a supportive environment that
protects our people as well as the
organisation. Because of this, we aim not
just to increase the energy, motivation and
performance of the workforce but also to
allow colleagues to improve their own
health, fitness and well-being.

To help colleagues lead healthy, long and
happy lives, we believe in sharing
knowledge through our calendar of well-
being events. These help colleagues take
decisions about their own lifestyles and
behaviours, and make changes for
themselves.

In 2005 we re-launched the HBOS
Employee Assistance Programme (EAP).
This is a confidential service providing free
access to a range of specialist support
and information, designed to help
colleagues deal with the stresses and
strains of everyday life. Through a
programme of promotions – including 
a personal leaflet and wallet card for all
colleagues – EAP usage has increased
from 4% to 7%.

Through our MORI opinion surveys we
also track issues that can have a negative
impact on colleagues such as fair
treatment. Our 2005 MORI survey showed
that 81% of colleagues felt their line
manager treated them fairly, with dignity
and respect. This is ahead of the MORI
industry average of 78%.

Employee Assistance Programme 
The following is an extract from a letter
received by one of our colleagues who
used the Employee Assistance
Programme. We feel it speaks for itself.

“I have just read with interest the article
on Employee Assistance – a priceless
little card arriving this month in our
payslips. I just wanted to say I have 
used the service recently and it was a
godsend. The speed with which face-
to-face counselling was arranged, the
professionalism of both the person 
I spoke to on the phone and the
counsellor involved were beyond the
call of duty! Not many employers offer
this service and it is a benefit often
underestimated by colleagues until 
they need it! Thank you!”

Health and safety
The health, safety and welfare of
colleagues, customers and contractors 
are key business objectives. We have
therefore put in place policies that meet
and exceed legal requirements.

The total number of accidents recorded in
HBOS for 2005 was up slightly on 2004 to
1,398. Included in this is a decline in the
number of accidents relating to customers.

Diversity
We are determined that our leadership
teams demonstrate diversity awareness in
everything they do and that they act as
role models in this area. We also aim to
ensure that the make-up of our leadership
teams increasingly reflects the diversity of
our colleagues and customers.

HBOS’s commitment to diversity means
that it receives a high level of focus within
the organisation. One direct result of this,
for instance, has been the establishment
of the Diversity Leadership Forum, chaired
by our Chief Executive, Andy Hornby. 

Recording and monitoring the make-up of
our workforce helps us to see where we
are making most progress and also helps
us identify where more work is required. 
At the end of 2005, 62.8% of all
colleagues were female, almost 60% 

were aged between 26 and 45, and
around 6.3% of colleagues were from an
ethnic minority. However, almost 9% of
colleagues chose not to specify their
ethnic origin.  

In the annual colleague opinion survey
undertaken by MORI in 2005, 78% of
colleagues said they understood the
importance of equal opportunities and
diversity in their work, with 65% agreeing
that HBOS is committed to improving
equal opportunities and diversity
throughout the business.

As part of our ongoing commitment to
communicate openly with colleagues, we
also launched an intranet site highlighting
our commitment to diversity.  

Flexible working
Thanks to frameworks supporting
colleagues’ wish to work more flexibly –
such as the Homeworking Policy – over
80% of our colleagues now work flexibly.

In addition, the HBOS ‘Flex Scheme’ gives
colleagues the freedom to change their
benefits package. Colleagues can now
either increase their salary and reduce
their benefits, or reduce their salary and
opt for additional benefits such as extra
days of paid leave.

A new intranet site also contains guidance
and tips on how to achieve a worklife
balance and details on flexible working.  

Pension schemes
One of the key challenges for many firms
is to address any pension deficits. Only 
in this way can pensions be adequately
provided for and made secure for
colleagues. Last December, we announced
our plan to eliminate the deficit in the
HBOS final salary schemes over a 10 year
period. Since then, we have invested
£800m in the fund. 

Alongside measures such as 
the introduction of auto-enrolment of
colleagues into our money purchase
scheme, a move recommended by the
recent Turner Report, these initiatives 
add up to a significant investment in our
colleagues’ future by the HBOS Group. 

Total number of accidents recorded in HBOS

Year 2002 2003 2004 2005

Customers 62 63 166 149

Colleagues 398 397 1,134 1,219

Total 460 460 1,300 1,368

Workplace – Delivering value to colleagues (continued)
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Unions
We have made good progress with our
unions – ACCORD and AMICUS –
towards developing an agreed framework
for working on our industrial and employee
relations. In the meantime, we continue 
to enjoy a healthy relationship with both
unions and discussions are conducted in a
spirit of mutual respect and understanding.
Detailed and open discussions take place
with our unions regarding all topics
afffecting colleagues – not just terms and
conditions of employment but also
working arrangements, diversity, health
and safety etc. This helps to ensure that
our working environment and our terms
and conditions meet the current and future
needs of our business and our colleagues. 

Leadership Commitment  
In 2005 we designed and launched a new
‘Leadership Commitment’ for our 2,500
most senior colleagues. This is based on
four themes – Lead, Shape, Build and
Deliver – and will set the standard for how
we recruit, manage, promote, develop and
reward our senior colleagues. The ultimate
aim is to enable all our colleagues to
realise their true potential. More about 
how this also helps us to promote The
Way We Do Business through our new
leadership commitment is set on page 11.  

The year ahead
As a forward-thinking organisation, we
have set ourselves a challenging agenda
of change for the coming year. 

Equal pay audit
Whilst our salaries are positioned around
median levels in the financial services
industry, we are keen to understand and, 
if necessary, to address any inequity
amongst colleagues. In 2006 we will
therefore be carrying out an in-depth
Equal Pay Audit with the full engagement
of our unions.

Pension scheme consolidation
Our four principal final salary pension
schemes have been consolidated under
one trust and governing body. A phased
approach is being taken during 2006 
to bring the scheme administration into
one system.

Creating outstanding leadership 
During 2006 we will be launching a 
pan-HBOS approach to learning and
development – HBOS–U. In addition, we
will be benchmarking our leadership cadre
against the best in the market while and
taking further steps to embed our new
Leadership Commitment across the Group 

Change management capability
Effective change management was an
area identified in our Colleague Opinion
Survey as an area where we could
improve. Initiatives are underway to 
give this the focus it deserves.

Age discrimination 
The Age Discrimination Act will come 
into force in October 2006. We will be
undertaking a Group ‘health check’ to
ensure all our processes and practices are
free of any potential age discrimination.

Diversity
A renewed diversity strategy will be
launched in 2006, making it clear to
colleagues what they can expect from
HBOS. Supporting this will be diversity 
e-learning for all colleagues, and we will
be working with selected partners with the
aim of increasing the number of disabled
and disadvantaged people employed and
retained in our contact centres.

Delivering value to colleagues
Where can we do better?

• Although HBOS has a growing international focus, its HR policies are largely 
UK-centric. It is important that we take a more global perspective on our HR
policies and our overall People Strategy. However, given the cultural and legislative
differences between countries, we are not aiming for a ‘one-size-fits-all’ approach.
Rather, we are aiming for the fundamental objectives of positive employee
relations and a robust set of core principles in the way we treat and lead
colleagues. With this achieved, we can then leave the day-to-day people issues 
to local HR teams and managers. 

• Change is an unremitting part of business life and can be a cause of stress. Our
MORI survey shows that only 34% feel change is well managed (even though it 
is 6 percentage points above the industry average). Improving our change
management skills is therefore a key challenge for 2006. 

Workplace – Delivering value to colleagues (continued)
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community
delivering value
to...communities

“Our main contribution to society is the 
value we can add through our success
in business... We will contribute to the
development of community by making
charitable donations to initiatives relating
to financial literacy and money advice, and
by providing opportunities for colleagues to
support the development of the communities
in which they live and work.” 
The Way We Do Business



Whilst the community investment
strategies of many companies are based
solely around a philanthropic model, our
strategy is centred around two core
principles:

• HBOS as an active economic player:
We are a creator of wealth, a taxpayer,
an employer, and a purchaser of goods
and services.

• HBOS as a direct investor in
communities: We are a financial literacy
partner, and a major donor.

Our economic impact 
Popular capitalism at work
In 2005 80% of HBOS’s small
shareholders* were also HBOS’s
customers. with 2.3 million small
shareholders, the Group had the biggest
small shareholder base in the UK as a
whole and all benefited in our success.
Each received, on average, a dividend
payment of £157. Over the past five years,
HBOS has paid out dividends totalling
£5.1bn to small shareholders and
pensions funds. 

£5.1bn
Over the past five years, HBOS has
paid out dividends totalling £5.1bn 
to small shareholders and pensions
funds 

Boosting the UK economy  
In 2005, HBOS was one of the largest
payers of corporation tax in the UK,
paying £1.1bn in total. The UK Exchequer
received a total of £2,033m in tax from
HBOS and its colleagues in 2005. This
equates to £3,860 a minute in tax. 

Every three years, we commission an
independent assessment of our economic
impact across the UK. The finding of our
2004 study, carried out by Centre for
Economic and Business Research,
showed that we contributed £10bn to 
the UK economy, or 0.8% of the UK’s
GDP, the 10th largest corporate
contribution in the UK. 

At the same time, according to the Fraser
of Allander Institute, we are the single
biggest corporate contributor to the
Scottish economy. In Yorkshire, we account
for 2.5% of GDP – more than the region’s
entire electricity, gas and water industries
combined. And at the local level, HBOS
generates 6% of Edinburgh’s GDP and
35% of that of Halifax.

Job creation  
We employed 66,000 colleagues in the 
UK during 2005 and around 72,000
worldwide. We were the largest financial
services employer in Yorkshire where we
employed almost 13,500 people. Likewise,
we believe we were the largest financial
services employer in Scotland, employing
17,600 colleagues. 

The 2005 total cash bonus pot in which
colleagues shared was £222m, paid in
March 2006: we believe this may have
been the biggest of any UK company. 
We were the only UK bank to offer a free
shares scheme. Colleagues in the UK
received £60m in free shares. More about
our approach to employment is given in
the Delivering value to colleagues section
on page 33.

Purchaser of goods and services  
We have 110 colleagues in HBOS
Procurement who specialise in buying
goods and services for the HBOS Group,
managing Group contracts and supporting
all aspects of the procurement process. 
It manages large contracts such as Print
and Stationery, Fleet and Travel while 
other contracts are managed within the
business area where the services are
delivered. HBOS spends over £2.6bn with
approx 25,000 suppliers across several
commodities. 

£222m
total cash bonus pot shared by
colleagues in 2005

We are committed to conducting our
relationships with suppliers in an open, fair
and honest manner. We will not demand
of them standards that we do not apply to
ourselves but we will seek to understand
their approach before doing business 
with them.

Corporate responsibility is included in
HBOS Procurement’s business plan and 
in the job descriptions and objectives of
the procurement Leadership Team and
commodity leads. This ensures we comply
with: i) the principles in The Way We Do
Business statement; ii) the HBOS
Environmental Policy; and iii) and the
HBOS procurement policies, standards
and principles. We have a Best Practice
Manual to ensure that corporate
responsibility forms an integral part of our
procurement processes and that these
principles are continued throughout our
supply chain. More detail on our dealings
with suppliers is set out in the Delivering
value to customers section on page 23.  
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Delivering value to communities
Our colleagues enthusiastically and actively
support our community investment strategy

£1.1bn
We paid £1.1bn in UK
corporation tax in 2005

* Defined as those with a shareholding of less than
10,000 shares.
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Direct community investment  
95% of colleagues were employed outside
London and our community investment
strategy reflects this wide geographical
sweep. In 2005, we invested £43.1m in
communities across the UK, an increase
of 14% increase on 2004 (£38.1m). 

£43.1m
In 2005, we invested £43.1m in
communities across the UK, an
increase of 14% increase on 2004
(£38.1m)

Colleague approval 
Our colleagues enthusiastically support
our community investment strategy. 
In the latest opinion survey, 79% said 
they would speak highly about our support
for good causes and local communities.
At the same time, 67% advocate our
volunteering programmes, up by 17%
from the previous year.  

HBOS Foundation spending activity £k

The HBOS Foundation 
The HBOS Foundation is an independent
charitable trust, established in 2002. It
operates as an independent company,
works with charitable and not-for-profit
organisations across the UK, and is
funded mainly through the annual interest
generated from a £50m ring-fenced fund
of shares that were not claimed after the
demutualisation of Halifax. In 2005 this
income was ‘topped up’ by HBOS to £4m
and from January 2006 it will be further
topped up to an annual figure of £8m. 

In total, £10.6m has been raised via the
HBOS Foundation over the last three
years. Activities are structured around
three core programmes: national and local
donor programmes; fundraising; and
volunteering. 

National and local donor programmes  
In 2005, the Foundation gave £2.13m 
in national and local grants to projects
focusing on i) financial literacy and ii) on
improving local communities, its two 
main themes. 

National projects 
At a national level, the Foundation focuses
on financial literacy. We seek out unique
projects, which ordinarily might not receive
funding. 

For example, the Foundation will be
supporting Unlock, the National
Association of Ex-Offenders, with
£164,137 over the next three years. This
money will enable Unlock to develop a
simple one-day course to help prisoners
prepare to enter the banking system on
their release with basic money
management skills, budgeting and debt
advice. Unlock has identified that a lack of
money management skills is a significant
barrier to serving prisoners rebuilding their
lives and gaining accommodation and
employment. The course being funded is
computer based and deals with services
such as standing orders, direct debits and
using new concepts such as ‘Chip and
Pin’. Around 9,000 low category prisoners
will benefit from this project. 

This programme, which has also levered
funding from the Big Lottery Fund, the
Esmee Fairbairn Trust and the Tudor Trust,
has been successfully piloted at
Coldingley and Cookham Wood prisons
and a full Home Office review is currently
underway with a view to rolling the
scheme out nationwide.

At the same time, as part of our financial
inclusion strategy, HBOS has worked in
partnership with the Foundation to open
about 900 Easycash accounts for ex-
offenders. 

Local projects
The Foundation invests in about 400 local
projects every year. Most grants are
between £1,000 and £2,000 and are
focused on the areas where HBOS does
business. Regional Co-ordinators help the
Foundation to work closely with local
communities and respond to local issues.
More information about the various
projects supported by the Foundation 
can be found on page 40 and also at: 

£10.6m
raised via the HBOS Foundation over
the last three years

www.hbosfoundation.orgi
i

Community – Delivering value to communities (continued)
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Fundraising 
The 2005 Million £ Challenge, including
contributions from both colleagues and
the HBOS Foundation, raised £2.3m for
NSPCC/Children First, Help the Aged,
Samaritans and the Tsunami appeal. An
additional £300,000 was donated to the
Tsunami appeal by colleagues, matched
by the Foundation. Furthermore, 80 HBOS
colleagues volunteered to spend a week
working with Habitat for Humanity to
rebuild homes in Sri Lanka. In 2006 
we hope colleagues will help to raise a
similar amount for ICAN, the children’s
communication charity, Crisis and 
Leonard Cheshire.

The Foundation also runs another scheme
– matching £1 for £1 up to £500 – giving
colleagues the chance to raise money for
their own favourite causes. In 2005 this
raised a total of £1.67m for over 500
different charities around the UK – up
300% in just three years 

5,000
colleagues volunteered their 
time in 2005

Volunteering
Also through the HBOS Foundation,
colleagues are encouraged to volunteer
their time and professional skills to help
tackle financial exclusion. Before the
launch of the HBOS Foundation three
years ago, HBOS had no such
programme. In 2004, the number of
colleagues volunteering grew to 3,000,
and in 2005 that figure rose to over 
5,000 – a time contribution with a 
cash value of £612,132.

The Foundation co-ordinates projects
such as Number Partners, where HBOS
colleagues take time out of their working
days to go into local primary schools and
work with the pupils to improve their
numeracy skills. Colleagues who give up
their own time to share their skills with
charities and community groups can also
apply to claim up to seven hours off work
to carry on their volunteering activities.

Governance
As the Foundation has developed, so has
its corporate governance. Two external
trustees were recruited through
advertisements in the national
newspapers, and the roles and duties of
trustees have been documented, including
the duration of their term of office. Much
greater disclosure has been introduced
through the Foundation’s Annual Report
and website. In addition, the Foundation’s
Memorandum and Articles of Association
have been filed with the Charity
Commission

Sponsorship
Our award winning sponsorship
programme invests more than £4m 
in sport and the arts in order to make a
difference to the communities where we
live and work. Last year alone, we helped
over 60,000 young people take part in
sport and arts activities who might not
have otherwise done so. Sport improves
health while the arts help provide 
creative outlets.  

Sport
In areas where anti-social behaviour is a
problem at night time, our Midnightleague
initiative is designed to get young people
off the streets and out of trouble. By
working with police forces, local authorities
and football coaches in Scotland, the
West Midlands and Calderdale we have
helped 4,000 young people to take part.

Football is Scotland’s most popular sport
and Bank of Scotland has sponsored the
Scottish Premier League with £17m over
nine seasons. This contract will end in
May 2007 but in 2006 we will be
increasing our investment in youth football
with a £1.5m three-year initiative which will
allow 140,000 schoolchildren to play and
develop their skills

Arts
Our Connecting to Music programme, 
run in partnership with the Edinburgh
International Festival, brings classical
music to young people throughout
Scotland. More than 1,000 children, 
70% of whom come from Social Inclusion
Partnership areas, take part each year
through workshops and classical music
experiences.   

With our support, the Children’s
International Theatre Festival attracts
theatre companies from across Europe 
to perform, entertain and educate more
than 13,000 children and their families
throughout Scotland. 

We have helped 4,000 young people to
take part in our Midnightleague initiative,
designed to get them off the streets and
out of trouble.

Community – Delivering value to communities (continued)
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Business
Our business divisions also sponsor
projects, which align themselves to our
business interests. In 2005, Bank of
Scotland Corporate sponsored the Asian
Business Awards and the Asian Power
100. As part of our wider Asian business
strategy, the projects support and
celebrate entrepreneurship, creativity,
enterprise and vision within this vibrant
sector of UK business.

Reporting and measuring performance 
We employ MORI to carry out an annual
survey of HBOS colleague opinion. This
helps form the KPIs driving our community
programme.

Commercial initiatives such as social
banking use cost and profitability targets
to measure performance. This is measured
in Business in the Community’s Per Cent
Standard and The Guardian’s Giving List
which valued our commercial initiatives at
£32,558,734 in 2005.

We use the London Benchmarking Group
model to measure the effectiveness of our
Community Investment programme,
evaluating inputs, outputs and impacts.

We monitor the impact of our Sponsorship
programme using Romeike Media
Intelligence who report monthly on media
coverage. We also use IPSOS UK to
perform annual market research on
awareness and attitudes to our support 
of the arts.

We also measure our Community
Investment programme using MORI and
its annual surveys of awareness and
attitude amongst members of the UK 
and Scottish Parliaments.

Delivering value to communities
Where can we do better?

• In 2006, HBOS is doubling its contribution to the Foundation from £4m to £8m 
per year. This additional money will be invested in a number of projects, including
a major financial literacy initiative, additional funding in our heartlands of Edinburgh
and Halifax, and increased volunteering activities by HBOS colleagues across the UK. 

Community – Delivering value to communities (continued)
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environment
delivering value to
...the environment

“We will seek to be a positive influence 
on those social and environmental issues
which, having listened responsibly to our
shareholders, customers, colleagues and
suppliers, we think are important.”  
The Way We Do Business
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Delivering value to the environment
We set ambitious performance targets to
improve our environmental performance and
to minimise harmful impacts
We are committed to having a positive
influence on the environment. We strive to
improve our environmental performance
by operating effective management
processes, identifying new opportunities 
to minimise our harmful impacts, and
setting ambitious performance targets. 
We are also committed to encouraging 
our colleagues, customers and suppliers
to minimise the harmful impact of their
activities on the environment.

Key issues for the financial services
sector and for HBOS
In common with the rest of the financial
services sector, HBOS impacts on
environment in two ways: 

• Indirectly through the products and
services it provides to personal and
commercial customers.

• And directly through constructing,
maintaining and operating its buildings. 

With over 2,200 buildings in the HBOS
property estate (including 1,430 branches
in the retail network, 21 call centres,
Customer Service Centres and Retail
contact centres, and over 100 other major
employment sites), we must ensure that
this is managed effectively. Providing 
and maintaining a healthy, safe, and
professional environment for colleagues 
to work in is essential in supporting the
core business of HBOS operations.

The impact of increased energy prices 
and the climate change levy on UK
businesses are both of concern to us. 
But the adverse effect these can have 
on competitiveness and profitability also
highlight the importance of implementing
energy efficiency initiatives to reduce
consumption.

Implementing the HBOS
Environmental Policy
We have an Environmental Management
System (EMS) based on the environmental
standard ISO 14001. Due to the advice of
independent external consultants, HBOS
has decided that external certification to
ISO 14001 would currently not add value
to our environmental programme. However,
we plan to review this situation in 2006.  

The significant environmental impacts
associated with operating our buildings
are assessed using the Building Research
Establishment Ecopoints system. This
shows that energy consumption accounts
for around 71% of our direct impact on
the environment, followed by paper
consumption and business travel. The
production of general office waste
produced by colleagues while they work,
such as food packaging and plastics,
together with water consumption,
accounts for less than 1% of HBOS’s
direct impacts.  

Environmental impacts

Corporate Environmental Objectives 
linked to HBOS’s significant impacts are
published alongside our Environmental
Policy Statement on Groupnet (the HBOS
intranet) and on our external web site.
Management and performance targets
addressing HBOS’s significant operational
environmental impacts are set following
audits and the management review
conducted annually by independent
external consultants. Performance against
targets is reported in the annual report 
to the Board on the Environmental
Strategy and here, in our Corporate
Responsibility Report.

HBOS provides internal environmental
communications and training designed 
to raise awareness of environmental issues
and educate colleagues in how they can
address these at work and at home. This
information is delivered to colleagues via 
a range of media including Group-wide
and divisional intranets, e-magazines,
divisional hard copy magazines,
presentations, seminars and workshops.
We then gauge our colleagues’ views on
the effectiveness of our environmental
programme in monthly and annual
Colleague Opinion Surveys conducted 
by MORI.  

How we deliver on our responsibilities
Group Property is responsible for
managing the environmental impacts –
energy, water and waste – associated 
with running the HBOS property estate.
HBOS Procurement advises the business
on the environmental impacts associated
with business travel and paper/print use,
and works with suppliers to improve their
environmental performance and the
environmental performance of HBOS.

Facilities management review
Facilities Management delivers a range of
services including property maintenance,
cleaning, waste management, and the
provision of utilities to the HBOS portfolio. 

In 2005, Group Property began a
comprehensive review of the delivery 
of Facilities Management within HBOS. 
Once the new arrangements come into
force in 2006, the FM Forward project may
change the way energy, water, and waste
are managed and affect the achievement
of our targets. Further information on how
this initiative affects the management of
our environmental impacts will be
published in the next Corporate
Responsibility Report.

Water consumption 
0.4%

General office waste 
0.6%

Business travel 7.0%

Paper/print 
consumption 21.0%

Energy consumption 
71.0%
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Energy and water
Reducing consumption and emissions
Our initial targets to reduce energy
consumption and CO2 emissions by 10%
per full-time employee (FTE), and reduce
water consumption by 6% per FTE for the
period 1 January 2002 to 31 December
2004, have been exceeded. Energy
consumption decreased from 8,335
kWh/FTE in 2001 to 7,425 kWh/FTE in
2005; CO2 emissions decreased from
2,971kg/FTE in 2001 to 2,620kg/FTE in
2005; and water consumption decreased
from 8.82m3/FTE to 8.33m3/FTE in the
same period. Total savings from energy
efficiency initiatives implemented since
1998 are over £16m, with a reduction of
over 133,000 tonnes in CO2 emissions
across the Group.  

In 2005 a two-day workshop was held 
to review the future of the HBOS energy
strategy. Attended by colleagues from
across HBOS, internal and external
specialists, The Carbon Trust, and The
Building Research Establishment, the
workshop focused on proposals to
manage costs and control CO2 emissions,
and ways to have a positive influence on
our key stakeholders.

New targets have been set, to reduce
energy consumption by 17.5% per FTE
and reduce water use by 10% reduction
per FTE for the period 1 January 2002 –
31 December 2007.  

Carbon Disclosure Project 
Leadership Index
For the second year running, the Carbon
Disclosure Project ranked HBOS as a
leading company in tackling the issues of
climate change. In 2005 we were placed
in the CDP Leadership Index of the top 50
companies in the world in addressing
these issues.   

Energy efficiency accreditation
HBOS’s achievements in reducing 
energy-use were recognised when it 
was re-accredited to The Carbon Trust’s
Energy Efficiency Accreditation Scheme 
in 2005. The Scheme is the UK’s only
independent award recognising
achievements by leading organisations in
industry, commerce and the public sector.
Re-accreditation is required every three
years and performance is independently
audited under a number of key areas such
as management commitment, investment
in energy measures, and improvements in
energy efficiency.

New energy contract
We also signed a new contract with our
electricity supplier in September 2005 
to provide 100% climate change levy
exempt electricity. This contract will end 
in October 2006.  

Travel
In 2005 the amount of business travel
totalled 78.6 million miles, accounting for
around 7% of HBOS’s direct impact on
the environment. Of this, 4% of travel was
conducted by rail, 54% by air and 42% 
by road, creating around 20,249 tonnes 
of CO2. Until mid-2004 models based on
historic data were used to estimate business
travel. In order to assess changes in
environmental performance, we will
conduct trend analysis when actual data
has been obtained for more than two years.

Travelling to work
In 2005, we conducted a travel survey 
at our major employment sites in West
Yorkshire. The data will help us meet our
colleagues’ travel needs in a way that 
also reduces our environmental impact. In
addition to the existing schemes in place
across the Group, we also established 
a new car-share scheme in Calderdale.  

2001 2005 Target 
achieved?

Energy consumption 8,335 KWh/FTE 7,425 KWh/FTE Yes

CO2 emissions 2,971kg/FTE 2,620kg/FTE Yes

Water consumption 8.82m3/FTE 8.33m3/FTE Yes

FTE = Full Time Employee

Calderdale Car Share Scheme

Calderdalecarshare.com was set up by
Calderdale Council and HBOS to provide
a free carsharing service for all those who
live, work and travel in and around
Calderdale. The site matches drivers with
potential passengers. Once matched,
people can choose to share as little or as
often as they like, with whomever they like.

The benefits of carsharing include:

• Free to use – simply share travel costs.

• Saves money – enables individuals to
reduce transport costs by up to £1,000 
a year.

• Reduces the number of cars on the
roads – resulting in less congestion,
less pollution and fewer parking
problems.

• Provides a real solution to the transport
problems of rural areas.

• Gives employees and employers more
transport options.

• Reduces the need for a private car.

Environment – Delivering value to the environment (continued)
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Company fleet
The CO2 emissions profile of the HBOS
fleet is decreasing year-on-year due to
better vehicle design and reduced CO2
emissions in those vehicles regulated by
EU emissions legislation (e.g. Euro IV). In
addition, the HBOS fleet is replaced every
four years, contributing to a lower overall
emissions profile.  

Waste and resource use
General office waste such as plastics,
food waste, and broken stationery
represents less than 1% of HBOS’s direct
environmental impact. Unfortunately one
legacy of contracts predating acquisitions
and mergers is that there are a number 
of different waste management schemes
in place across the Group. The FM
Forward facilities management review 
will aim to standardise the Group’s waste
management infrastructure and reporting
mechanisms.

Our current model for estimating waste
indicates that the amount of general office
waste increased from 226 kg/FTE in 2001
to 236 kg/FTE in 2005. HBOS achieved a 
recycling rate of 44% by the end of 2005,
an increase of almost 4% compared to 2001. 

Paper and print
In 2005, HBOS consumed around 17,000
tonnes of paper and print, equivalent to
289 kg/FTE. A number of specific projects
were carried out in 2005 to reduce cost,
and minimise the harmful environmental
impacts associated with consuming paper,
print and other resources, and the
production of wastes.   

Equipment and consumable recycling
Group Services division runs a number of
recycling initiatives that benefit community
groups throughout the UK. As part of this,
a proportion of redundant IT equipment 
is made available through colleagues for
donation to local charities or community
groups. Donations are made to
organisations whose requests support the
HBOS Foundation criteria of money advice
and financial literacy. They must also be
developing and improving local
communities, and the equipment must be
destined for use by a group of people or
the wider community. 

Mobile phones
In the UK only around a quarter of the 
15 million unwanted mobile phones are
returned for recycling or environmentally-
efficient disposal. Annually, this leaves over
11 million phones unused or destined for
landfill where they take about 1,000 years
to decompose. However, a lucrative
second-hand market exists for discarded
mobile phones, and many are repaired,
refurbished, rebranded and sent for reuse
in eastern Europe, Asia and Africa. To
support this, HBOS has set up a freepost
service so that colleagues can send
unwanted or broken mobile phones and
equipment to Fonebak where they will be
sorted for reuse or recycling. For every
reusable phone sent to Fonebak, our
mobile phone supplier Vodafone donates
£5 to the Million £ Challenge. This is then
matched by the HBOS Foundation.

Disposing of printer cartridges
HBOS has been using remanufactured
toner and inkjet cartridges for a number 
of years, and toner recycling schemes are
in place in the HBOS retail network and
major employment sites in West Yorkshire. 

Marketing literature

The All Branch Distribution (ABD) process
provides the Retail network with marketing
support literature, including campaign
support material, product updates and
regulatory amended literature. Following a
successful pilot in 2004 to reduce the
amount of literature sent to branches, print 
savings of £450,000 were achieved in
2005, in addition to reductions in 

packaging waste and literature disposed
of as waste. Further process efficiencies
identified during the pilot resulting in
additional print savings of 13%.

A six-month pilot in 30 branches began 
at the end of November 2005 to identify
the cost and environmental implications of
disposing out-of-date marketing literature 

currently with confidential waste, rather
than sending it to landfill. All confidential
waste is shredded and recycled. If the
pilot is successful it will be introduced
across HBOS in July 2006 and will make 
a significant contribution to us achieving
our target of recycling 60% of general
office waste by the end of 2007.

Environment – Delivering value to the environment (continued)
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Empty cartridges have a monetary value
and the value of all HBOS purchased
cartridges returned for recycling is
matched by the HBOS Foundation. The
proceeds are then donated to the HBOS
Million £ Challenge. 

In 2005, the HBOS office equipment,
mobile phone and printer cartridge
initiatives raised around £28,000 after
being matched by the HBOS Foundation

Reducing printer numbers
Based on research and best practice from
companies similar to HBOS, it was
identified that one printer can be shared
between groups of at least 20 (for black
and white printers) and 100 colleagues (for
colour printers). To rationalise the number
of printers used, reduce purchasing and
maintenance costs, and achieve savings in
consumables such as paper and toner, we
began a removal programme for printers
that were surplus to requirement, starting
with the oldest. Now, when they reach the
end of their lifespan, some printers are
simply not replaced and redundant
printers are disposed of by HBOS’s IT
waste contractors for responsible disposal,
recycling, or refurbishment and reuse.

Raising awareness
HBOS is committed to raising colleagues
awareness of environmental issues and
explaining how HBOS is managing its
environmental impacts effectively. 

Top-level presentations
In addition to receiving annual papers on
the progress of our environmental strategy,
presentations are made to HBOS and
Divisional Boards on key corporate
responsibility and environmental issues. 
In 2005, for example, a presentation on
global environmental issues such as
climate change was given to the HBOS
Board. 

Global Action Plan website
HBOS sponsors the ‘Greenscore’ website
of Global Action Plan, an environmental
charity. This allows colleagues and
customers to rate their environmental
performance at home, learn how they can
measure their effect on the environment,
change their lifestyles, and reduce their
negative impacts.

34%
Colleague advocacy of our
environmental programme rose 
from 29% in 2004 to 34% in 2005

Sustainable Housing project
Work also continued on the Sustainable
Housing project, a campaign showcasing
HBOS’s commitment to environmental
good practice. Early in 2006, colleagues
were given the opportunity to win a ‘green
home make-over’ by taking part in an 
on-line survey about their homes and their
current energy usage.  

Energy Saving Week
HBOS also promoted Energy Saving
Week, an Energy Saving Trust initiative
that raises awareness on climate change
and general energy use. Colleagues were
also encouraged to replace travel with
audio and video-conferencing facilities.
During European Mobility Week they were
also encouraged to use free bus travel.

Measuring awareness
We measure colleagues’ views on the
effectiveness of our environmental
programme, in monthly and annual
Colleague Opinion Surveys conducted 
by MORI. Colleague advocacy of our
environmental programme rose from 
29% in 2004 to 34% in 2005.  

Online banking

HBOS won the 2005 European Banking
Technology Award for its facility of online
documents. At least 790,000 customers
now receive their bank statements and
letters electronically. This is equivalent to
around 8 million documents.  

By switching off the option to receive
paper-based communications through the
post, customers can now receive many
banking statements, letters, and regular 

savings statements electronically. Paper-
free customers can store their statements
online for two years, download them into
money management tools, and still print
them off if they wish. This initiative resulted
in savings on paper and postage
amounting to £1.2m in only seven months,
and will apply to other product areas in
due course.

Environment – Delivering value to the environment (continued)
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Delivering value to the environment
Where can we do better?

• Colleague advocacy
As recorded in the annual Colleague Opinion Survey, the number of colleagues who
would speak highly of the way HBOS protects the environment remains low – below
40% for two years running. 

• Travel
The costs and environmental impacts associated with our business travel are
increasing year-on-year. However, in 2005 work began an environmental programme
called Green Miles. By promoting alternatives to travel and encouraging colleagues 
to reduce travel, we aim to reduce business travel costs and CO2 emissions, improve
colleague well-being, and generate savings that can then be donated to the HBOS
Foundation’s Million £ Challenge.

• Recycling
We were not successful in reaching our target to increase recycling 
of general office wastes to 50% for the period 1 January 2002–31 December 2005.
With a new target in place, to recycle 60% of our general office waste by 
31 December 2007, we plan to increase internal communication activity to raise
colleague awareness of good practice. The Facilities Management Forward review 
and the recycling pilot taking place over 2006 will identify opportunities to standardise
the Group’s waste management and reporting mechanisms, and increase HBOS’s
recycling rate.

• Energy efficiency
Implementation of the EC Directive on the Energy Performance of Buildings  will
create cross-sector systems for measuring the relative energy performance of
different buildings. It will also result in improved energy efficiency in large buildings
that have been upgraded, and it will improve the energy performance standards for
new buildings. 

Environment – Delivering value to the environment (continued)
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External assurance statement
We have been asked to conduct
independent external assurance and
commentary of the HBOS 2005 Corporate
Responsibility Report in line with the
scope detailed below.

The aim of this statement is to provide
assurance to stakeholders that the
information provided by HBOS in their
Corporate Responsibility Report is
appropriate to the nature and activities of
HBOS business operations as well as
accurate, reliable, objective and has been
audited and validated by an independent
third party

Responsibility of WSP
WSP’s obligation is to stakeholders and
readers of this statement. WSP is
responsible exclusively for the contents of
this statement and providing assurance
over the report and underlying processes
covered by the scope below.

WSP has not been involved in the
development of the HBOS Corporate
Responsibility strategy or preparation of
any of the material included in the
Corporate Responsibility Report.

Scope of our assurance
The scope was determined after
discussion with HBOS and is an
assessment of whether information
reported in the 2005 Report was
supported by underlying objective
evidence. In addition, WSP undertook a
review of the scope and final content of
the report for materiality, completeness
and responsiveness to stakeholder
concerns. We have conducted this
assurance exercise in accordance with 
the principles of the international AA1000
Assurance Standard.

Our assurance procedures included
testing on a sample basis the processes
used by the HBOS Corporate
Responsibility team to collate, validate and
report Corporate Responsibility practices,
performance and non-financial data
through interviewing and review of
documentary evidence. HBOS provided
access to records and data required to
undertake a comprehensive assurance
process and WSP is confident that no
material information has been withheld. 

Excluded from our work are activities
outside the reporting period unless stated
in the report, statements of commitment
or intention, statements of opinion belief or
aspiration and information on the HBOS
Group web site which supports this report.

In addition to this statement an internal
report was produced for HBOS. This
provides further details of the findings of
our review summarised in this statement.

Opinion of the verifier – WSP
We are satisfied that HBOS's 2005
Corporate Responsibility Report provides
a fair and balanced representation of the
Corporate Responsibility progress that
HBOS has made during the period 
1 January to 31 December 2005 and that
there are processes in place for identifying,
managing and understanding Corporate
Responsibility issues. 

Commentary – key highlights 
and improvements
This report, the fourth HBOS Corporate
Responsibility Report, demonstrates
significant progress for HBOS. This report
provides further transparency on how
HBOS has identified its key Corporate
Responsibility issues, how operational risk
is managed and its link to The Way We 
Do Business Statement and how the
organisation has identified areas for
improvement. The report is clear on 
the future challenges that face the
organisation and the activities it plans 
to undertake to meet these.

HBOS has identified that delivering value
to customers, responsible lending and
financial inclusion are the key Corporate
Responsibility issues. This report places
significant emphasis on HBOS’s response
to the challenges of managing and
improving performance in these areas and
provides the reader with statistical and
factual information on current
performance. The report is also
transparent about areas where
improvements can continue to be made 
to address these issues and sets out not
only its planned activities, but also the
framework for future reporting. 

HBOS continues to recognise the
importance of colleagues in delivering
business improvement. The developments
in further implementation of the HBOS
People Strategy are to be commended
and this has been achieved through the
amount of information, training and
support provided to colleagues through
the intranet, publications and direct
communication. In addition, HBOS’s
continuing programme of tracking
progress through monthly and annual
colleague opinion surveys and its
willingness to make the results of these
surveys available publicly both internally
and externally demonstrates progress.

Areas for ongoing improvement
Through our work, we offer the following
suggestions to HBOS in improving their
Corporate Responsibility performance:

HBOS has undertaken a review of its Key
Performance Indicators (KPIs) to identify
any gaps and to strengthen existing
reporting. HBOS should repeat this review
process to ensure that their KPIs continue
to reflect the changing priorities of
Corporate Responsibility issues within the
business and in public reporting.

The report states the aim of wanting key
stakeholders to see HBOS as a
responsible business. In order to achieve
this we believe that the challenge for
HBOS will be to strengthen the processes
for identification of and consultation with
stakeholders. This will allow stakeholder
concerns and interests to drive further
development of strategies and
identification of KPIs. Future reporting
should reflect the HBOS response to
stakeholder concerns and changes to the
wider Corporate Responsibility agenda.

We welcome the HBOS intention to adopt
the 2006 Equator Principles and would
encourage the development of effective
policies and procedures in line with
existing risk management strategies to
deliver improved performance against the
principles.

Finally, as a major purchaser of goods 
and services HBOS could consider
strengthening their work with suppliers
and other partner networks to improve the
management of Corporate Responsibility
issues, with the aim of sharing their own
best practice throughout the supply chain.

Emma Griffiths Associate
Reviewed by David Symons Director
July 2006

WSP’s global corporate services team supports 
clients in managing and improving their Corporate
Responsibility performance including environmental,
social and ethical issues. We work with clients across
the industrial, commercial and public sectors, including
leading FTSE 100 and Fortune 500 companies as 
well as innovative small-medium size enterprises. 
Our global team comprises industry practitioners,
consultants and practical specialists working in WSP’s
offices across the world. Many staff are registered with
the Institute of Environmental Management and
Assessment (IEMA) as qualified auditors.
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The Way We Do Business statement
HBOS: our commitment to the 
way we do business

HBOS has over 2.5 million shareholders,
around 22 million customers, 69,000
colleagues, and thousands of suppliers.
Our commitment to these groups and 
to society in general is set out in our
statement of business principles, called
The Way We Do Business. The full
statement is published below.

Shareholders
We will promote the interests of our
shareholders by seeking to increase the
value of their shares and dividends, and
through sound and corporate governance.
We will communicate with shareholders
regularly and in doing so will seek to be
clear, comprehensive and balanced.

Customers
We will be honest, fair and open in 
our dealings with our customers and
endeavour to help them at all times. 
We are committed to providing then with
value for money products, designed and
promoted in a simple and transparent way,
and made as widely available as possible.
When things go wrong, as they sometimes
do, we will resolve problems as quickly
and fairly as we can.

Colleagues
We will create a safe working environment
which encourages openness, honesty and
mutual respect, and where colleagues can
constructively challenge and ask questions.
We will offer equal opportunities for all. 
We will provide the opportunity for all
colleagues to develop their skills and
knowledge, and to enjoy fulfilling careers.
We will offer competitive remuneration with
total rewards linked to individual and
collective performance, and the opportunity
for colleagues to participate in the success
of HBOS.

Suppliers
We will deal openly, fairly and honestly
with all our suppliers and business
partners. We will not demand of them
standards that we do no apply to
ourselves but we will seek to understand
their approach before doing business 
with them.

Society
Our main contribution to society is the
value we can add through our success 
in business. We will seek to be a positive
influence on those social and
environmental issues which, having
listened responsibly to our shareholders,
customers, colleagues and suppliers, we
think are important, for example upholding
human rights.

We will observe the laws and regulations
of all countries in which we operate, not
just in the letter but also the spirit. We will
not countenance bribery, corruption,
insider trading or the concealment of
conflicts of interest.

We will contribute to the development 
of the community by making charitable
donations to initiatives relating to financial
literacy and money advice, and by
providing opportunities for colleagues to
support the development of the
communities in which they live and work.

Delivering our commitment
We will measure our progress against this
commitment and report this regularly to
shareholders, customers, colleagues and
suppliers. Wherever possible, we will
independently benchmark or verify that 
it continues to meet their expectations.
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