
T H E

HANLEY
E C O N O M I C

B u i l d i n g  S o c i e t y

www.thehanley.co.uk

Business Review &
Summary Financial Statement

for the year ended 31 August 2009



I am pleased to report that The Hanley has performed well in market conditions which can certainly

be described as tough, challenging and unprecedented.

Our financial year ending 31 August 2009 was a period of global downturn in economic activity,

punctuated by the most severe recession in the UK economy since the second World War.  During

the year several UK banks have required government intervention to remain in business and the part-

nationalisation of household names such as Lloyds/HBOS and Royal Bank of Scotland/NatWest has

been the most dramatic signal of structural deficiency in the financial services industry.

Against this backdrop, building societies have not been immune to the impact of the recession and the exposure of some

societies to scrutiny of their underlying capital strength and their risk management framework may have dented the

reputation of the building society sector.  However, the traditional, local building society with a focus on prime residential

lending and a commitment to member service in a defined heartland territory remains a viable and sustainable business

model.  It is this approach that The Hanley has adopted.  We have chosen to grow our assets only modestly in the past few

years, preferring to demonstrate strong profitability in order to build our capital and therefore grow in a way which does not

jeopardise our future financial strength.  Indeed, during financial year 2008-2009 we undertook less lending than in previous

years simply because we did not want to compete in high risk lending, nor did we wish to overstretch into those types of

mortgages beyond our internal expertise.  Consequently our mortgage assets have reduced by just over 1% this year,

compared to an increase the previous year of 12.9%, reflecting our measured approach to lending in a turbulent market.

The twin challenges of profitability and capital strength have a third dimension and that is funding.  Building societies are

largely funded from retail deposits from members’ savings accounts and The Hanley has 90% of its funding from this source.

The savings market in 2008-2009 has been fiercely competitive as a result of the post credit-crunch gallop toward retail

markets by those lenders who had previously relied heavily on wholesale funding.  But the ferocity of competition from part-

nationalised banks has been particularly galling, as these institutions require taxpayer support to survive and yet have been

able to offer market-distorting interest rates to attract traditional building society savers.  This has been particularly true in

the cash ISA market where, despite a bank base rate of 0.5%, ISA rates over 4% have been available from some part-

nationalised banks.  The Hanley has lost ISA balances this year as some members have understandably been unable to

resist the lure of these artificially high interest rates.  Our response, as always, is to offer our savers long-term, consistent

value in our savings products without gimmicks or “tie-ins” and without disturbing the balance of our business.

Our objective is to remain a local, independent mutually owned building society and we have no intention of living beyond

our means by offering products that we cannot afford.

At The Hanley we believe what really matters is having a robust, sustainable, prudent and secure business model which is

trusted by customers and is well protected against possible future market deterioration.  With this in mind I believe we should

spotlight the following key characteristics of The Hanley –

• Gross capital of 8.47% and free capital of 7.45%

• Liquidity levels of 29.14%

• Profit as a percentage of mean assets 0.27%

• Wholesale funds of 10.13%

All of these indices compare very favourably with other building societies and all demonstrate the underlying strength of The

Hanley.  However our results for the year have been impacted by a number of signifcant one off items. 

Chief Executive’s Business Review
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As members are aware we moved in summer 2009 to our new purpose built head office off Forge Lane on Festival Park

having sold our premises at Festival Way. This gave rise to a profit of £1,820,000.The Hanley Board was delighted to invite

members and business associates to our formal opening on 9 September in celebration of the next phase of The Hanley’s

ongoing development as a contemporary and vibrant business. We believe this clearly signals our optimism for the future. 

Activity in the mortgage market remains very subdued compared to previous years and nationally throughout 2009

mortgage repayments have exceeded new lending by building societies as borrowers choose to repay mortgage debt at a

time when interest rates are low.  During the year The Hanley strategy remained unchanged in that we sought to retain and

attract high quality mortgage business, typified by modest loan to value ratios, transparent affordability criteria and a

commitment to specialist underwriting on a case by case basis, rather than simply credit scoring.  Unsurprisingly our gross

mortgage advances this year totalled only £32m, less than half the level of the previous year, but this is a reflection of the

state of our core market and our determination not to compromise our quality criteria on  accepting new lending business.

Consequently our core residential mortgage arrears remain at historically low levels, with only one case where a borrower

is more than 12 months in arrears, only one residential repossession during the year and under 1.5% of our borrowers with

more than 3 months payment arrears, which is well below industry average as reported by the Council of Mortgage Lenders.

The quality of our lending portfolio is of crucial importance to The Hanley and we have sought to take a prudent view of a

small number of non-performing residential development loans which have been adversely impacted by the deterioration in

demand for new-build homes. Consequently a significant provision of £1.85m has been set aside this year as specific cover

for potential future shortfalls which may arise in the recovery of these loans.  This further demonstrates The Hanley’s ability

to cope with the impact of any future downturn in this small segment of our mortgage portfolio.

In such difficult economic times it is essential that we remain mindful of the role we play in our local community.  Indeed

this focus on community support helps mould our values as a mutual building society.  I am extremely proud of the way our

staff have risen to the business challenges this year, and equally proud of how they have remained committed to delivering

outstanding service to our customers and to our responsibilities as a highly regarded local employer.  As a result of our

move to a new head office we raised donations totalling £3,400 for the local children’s hospice, The Donna Louise Trust

and a cheque was presented to this outstanding local charity at our office opening day.

Looking ahead, it is clear that 2010 will be another extremely challenging year as the legacy of such a deep recession is

likely to be profound and long lasting.  Prospects for the housing market look a little brighter but remain fragile and uncertain,

whilst the low bank base rate environment places great strain on those firms such as ourselves that aim to fund our future

lending by attracting and retaining retail savings.  Margin pressure for building societies is inevitable.  However, the

foundations are strong at The Hanley and are built on concrete not sand.  With the creativity and tenacity of our people and

the ongoing support of members and customers, The Hanley will continue to thrive and to remain a feature of the North

Staffordshire landscape for many years to come.
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Your Board

Edward Turner, age 65, is a chartered accountant and has been a Board member since 1998.
He is Chairman of the Society and is also a member of the Society’s Assets & Liabilities and
Audit & Compliance Committees.

Ted was a partner with KPMG for 21 years, and often undertook work within the building
society sector as well as in other financial services businesses.  He is a Non-Executive
Chairman of a private property investment company, President and Trustee of the North
Staffs Medical Institute, a charity which provides facilities for post graduate education for the
medical profession locally, and a trustee of the Douglas Macmillan Hospice.

After 11 years as a Director Ted will be retiring in October 2009.

Francis Stafford, age 55, was appointed to the Board as a Non-Executive Director in January
1993, and appointed Vice Chairman in December 1997. He was Chairman of the Assets &
Liabilities Committee  when it was first created but has since passed that role over to Steven
Jones the Finance Director. He is still a member of that Committee as well as being Chairman
of the Remuneration Committee.

Among his outside interests, Lord Stafford was Chairman of both Keele and Harper Adams
Universities from where he started The Lord Stafford Awards which encourage businesses to
work with Universities. These Awards have now progressed to both the East and West
Midlands and are looking to expand into other regions of the country. Lord Stafford currently
manages his family estate at Swynnerton Park.

Philip Dearing, age 59, was co-opted to be a Non-Executive Director in October 2009 and we
are sure that his wealth of experience will be a valuable addition to the Board of The Hanley.
Philip has been working for over 30 years in the financial services sector, first in a mutual bank
and more latterly holding senior executive and board positions in a number of building
societies.  He is to be asked to become a member of the Audit & Compliance Committee
where his range of skills and experience within financial services will be most beneficial.

Philip also fulfils the role of Chair of Audit of one of the UK’s leading and largest NHS Primary
Care Trusts. 

Dr Ann Henshaw, age 62, is thoroughly enjoying her role as Non-Executive Director and, in
the currently ‘interesting’ economic climate, feels privileged to have the opportunity to make
a contribution to The Hanley as it goes from strength to strength. Ann is a member of the
Remuneration Committee and continues with the specific role as ‘champion’ of Treating
Customers Fairly (TCF).

Ann has a broad range of experience and skills that are vested in a long and successful
career in business, psychology and alternative dispute resolution.  She works in the city as a
family mediator with law firms, the courts, and with the people of Stoke-on-Trent.  She has
recently been appointed as a Panel Chair by the Ministry of Justice and plays a significant role
in the appointment of the judiciary for England and Wales.
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Edward Jenner, age 54, was appointed to the Board as a Non-Executive Director in January
1998 and is Chairman of the Audit & Compliance Committee.

He was a Non-Executive Director of CORGI, the gas safety body, and was Strategic
Development Director of the Wedgwood Group having previously been Wedgwood Group
Finance Director since 1994. Prior to that he had spent his career in Unilever. 

He currently works in property development with a particular interest in affordable homes.

Steven Jones, age 46, was appointed Finance Director in May 2004. He currently Chairs the
Assets & Liabilities Committee and is a member of both the Treasury and Credit Committees.
His executive management responsibilities include finance, treasury and information systems.

Steven, who lives locally, is married with two children. A Fellow of the Institute of Chartered
Accountants with a strong background in the financial services sector, Steven is committed to
The Hanley’s continued success as a mutual Building Society within North Staffordshire.

Outside of the Society, Steven actively supports the local voluntary sector and currently sits
on the boards of North Staffs MIND and Age Concern North Staffordshire.

Dianne Thompson, age 48, was appointed to the role of Operations Director in January 2008.
Her executive management responsibilities include the branch network, mortgage and
Independent Financial Advisory services, third party relationship management and the
Group’s two subsidiary companies.  Dianne also acts as a Regional Chairperson for
Lighthouse Group Plc who provide Hanley Financial Services Ltd with compliance support.

Her previous career spans 24 years in two national building societies with a particular focus
on the delivery of customer services in a retail environment.  Dianne is committed to
maintaining The Hanley as an independent mutual Building Society with a strong connection
to our local community.

John Wood, age 53, was appointed to the Board as a Non-Executive Director in April 2008
and is a member of the Audit & Compliance Committee.

He retired in 2007 from Staffordshire Police as acting Assistant Chief Constable and brings a
broad range of experience of working in a professional environment at a high level. In 2006
John was awarded the Queen’s Police Medal for distinguished service.

After training to offer a will writing service John has become a member of a number of
business networks including the North Staffordshire Chamber of Commerce and Industry.

David Webster, age 50, has been Chief Executive at The Hanley since April 2002.  David has
led the Society through a period of significant change in the financial services industry and
remains fully committed to The Hanley’s future as an independent, local mutual Building
Society with strong roots in the community of North Staffordshire.  The regeneration of North
Staffordshire is of particular interest to David and his involvement in local business initatives
includes being Chairman of fineST (the professional services network for North Staffordshire)
and Chairman of the Business Brokers project.

David is a nationally elected member of the Building Societies Association Council and in
2009 was invited to be Deputy Chairman of the Council.
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Directors’ Remuneration

The purpose of this report is to inform members of The Hanley about our policy on the remuneration of Executive and

Non-Executive Directors.  This Policy was updated in 2004 and the Board has included an advisory vote on the

Directors’ Remuneration Report at this year’s AGM.

The Remuneration Committee

The Committee is responsible for the remuneration policy for all Directors of the Society and it makes recommendations

to the Board regarding remuneration and contractual arrangements.  The Committee meets at least twice a year and

reviews supporting evidence, including external professional advice if appropriate, on comparative remuneration

packages.  The Committee also reviews the Chief Executive’s proposals for Senior Management remuneration,

including any performance related bonus.

Policy for Executive Directors

The Board’s policy is to set remuneration levels which will attract and retain high calibre Executive Directors, and to

encourage excellent performance through rewards directly linked to the achievement of The Hanley’s strategic

objectives.  The main components of the Executive Directors’ remuneration are:

a)    Basic Salary –  which takes into account the job content and responsibilities, individual performance (assessed

annually) and salary levels for similar positions in comparable organisations.

b) Bonus – which is a non-pensionable, performance related cash bonus payable on achievement of Board- 

specified key performance indicators (KPIs).  These KPIs include Group profit, customer satisfaction measures,

cost management and growth in other income.  They are set at challenging levels and provide a true incentive to

perform at high levels, consistent with the interests of members.  Bonus payments to Executive Directors (and to

Senior Managers) are payable annually, are not guaranteed and are reviewed each year.

c)   Pensions –  which involves The Hanley contributing to the personal pension arrangements of its Executive

Directors.  The Society does not have a Defined Benefit/Final Salary pension scheme.

d)  Other Benefits –  notably the provision of a company car to each Executive Director (or an equivalent allowance),

private medical insurance, permanent health insurance and a concessionary mortgage rate on loans up to

£40,000.  Such benefits are reviewed annually by the Remuneration Committee.

Executive Directors have contractual notice periods of up to one year and so any termination payment would not exceed

12 months salary and accrued benefits.  The performance of the Chief Executive, Finance Director and Operations

Director is reviewed on an annual basis by the Remuneration Committee.

Policy for Non-Executive Directors

The remuneration of all Non-Executive Directors is reviewed on an annual basis by the Remuneration Committee, using

external data for other comparable building societies, and by a performance review process undertaken by the Society’s

Board Chairman.  The remuneration of the Chairman is reviewed and set by the Remuneration Committee.  There are

no bonus schemes for Non-Executive Directors and they do not qualify for pension entitlement or other benefits.  Non-

Executive Directors do not have service contracts but serve under letters of appointment following election by the

Society’s membership.

Directors’ Remuneration Report
for the year ended 31 August 2009
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The Remuneration Committee agreed the Directors’ remuneration as follows:

2009 2008

For services as a director: £000 £000

E. M. Turner (Chairman) 33 32

Lord Stafford (Vice-Chairman) 21 20

A. Henshaw 17 17

E. V. Jenner 21 20

T.P. Walsh (to 31/03/08) – 10

J. H. Wood 18 7

110 106

For executive services:

Directors: Mr. E. M. Turner F.C.A. Chairman
The Rt. Hon. the Lord Stafford D.L. Vice-Chairman
Dr. A. Henshaw B.Sc. (Hons.), Ph.D.
Mr. E. V. Jenner B.Sc., F.C.M.A.
Mr. S. Jones B.Sc., F.C.A., M.B.A. Finance Director
Mrs. D. J. Thompson Operations Director
Mr. D. Webster Chief Executive
Mr. J. H. Wood Q.P.M., LL.B.

Group Secretary: Mr. C. S. Hassall F.C.I.B., A.Co.l.

Executives: Mrs. C. Hammond Human Resources Manager
Mr. D. Lownds B.Sc. (Hons.) Head of Business Support

Auditors: PricewaterhouseCoopers LLP

Benefits

£000

15

9

7

31

15

10

4

29

Salary

£000

152

74

44

270

142

70

42

254

Bonus

£000

10

5

3

18

17

5

4

26

Sub-total

£000

177

88

54

319

174

85

50

309

£000

23

9

5

37

21

9

6

36

Total

£000

200

97

59

356

195

94

56

345

Pension
Contribution

2009

D. Webster

S. Jones

D. J. Thompson (part time)

2008

D. Webster

S. Jones

D. J. Thompson (from 04/01/08)

The Rt. Hon. the Lord Stafford
Chairman of the Remuneration Committee

20 October 2009
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Corporate Governance

Corporate Governance

The Hanley is committed to best practice in Corporate Governance. This report explains how the Group applies the

principles of the Combined Code of Corporate Governance 2006.

The Board provides leadership and direction with the strategic aim of promoting success within an effective and

controlled framework.

The Directors are committed to best practice in Corporate Governance and as such they have given due consideration

to the Combined Code on Corporate Governance, which applies to listed companies. The Building Societies Association

has provided guidance on this Combined Code and the Board has reviewed the requirements and, where they are

appropriate to the Society, adopted them.

The Board

The Board consists of three Executive Directors and six Non-Executive Directors who provide the appropriate mix of

skills and professional expertise required.

The offices of Chairman and Chief Executive are distinct and held by different people.

The Board considers that all its Non–Executive Directors are independent and free of any relationship which could

prejudice their use of independent judgement. Within this the Board has considered the individual performance of any

Director whose service exceeds nine years and is satisfied that independence is in no way jeopardised.  In 2008 the

Board appointed Dr Ann Henshaw as the Senior Independent Director to whom members may address any concerns

or issues they may wish to raise. However, all Directors are happy to make themselves available to members for such

purposes.

There is a formal, rigorous and transparent procedure for the appointment of new Directors. All Non-Executive

vacancies are advertised to members and the Nominations Committee make appointments having considered the

balance of skills and experience required.  All Directors are subject to annual performance and evaluation review, and

in addition there is also an annual evaluation of the Board as a whole.  New Directors receive full and formal induction

training and all Directors are provided with on-going training to provide continual updating of their skills.

All Directors must meet the test of fitness and propriety as laid down by the FSA as ‘Approved Persons’ to fulfil their

Controlled Functions as Directors.

The Society’s rules require all Directors to submit themselves for election by the members at the first opportunity after

their appointment and for re-election every three years. In addition, the Board has agreed that any Non-Executive

Director whose service exceeds nine years, will volunteer themselves for re-election on an annual basis.

All Directors have access to the advice of the Group Secretary and, if necessary, are able to take independent

professional advice at the Society’s expense.
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The Board has four main sub-committees:-

The Assets & Liabilities Committee meets quarterly and monitors and controls balance sheet risk, funding and

liquidity in accordance with the Society’s policy. The Committee comprises of two Non-Executive Directors, Ted

Turner and Francis Stafford, and two Executive Directors, David Webster and Steven Jones (Chair).

The Audit & Compliance Committee meets quarterly and reviews the effectiveness of internal controls, the

compliance function and the Group’s risk management function. It considers and recommends the appointment

of the internal and external auditors and monitors their effectiveness and independence. The Committee

comprises of three Non-Executive Directors, Edward Jenner (Chair), Ted Turner and John Wood. 

The Remuneration Committee meets at least twice a year and independently reviews and recommends changes

to the terms and conditions of employment of the Directors and Senior Managers. The Committee comprises of

two Non-Executive Directors, Francis Stafford (Chair) and Ann Henshaw.

The Nominations Committee meets as required to consider Board appointments. All Board members sit on this

Committee. 

Proceedings of all Committees are formally minuted and minutes are subsequently considered by the full Board.

Attendance at Board and Committee meetings for the year to 31 August 2009 has been recorded as follows:-

1.

2.

3.

4.

A. Henshaw

E. V. Jenner

S. Jones

Lord Stafford

D. J. Thompson

E. M. Turner

D. Webster

J. H. Wood

9 (12)

11 (12)

12 (12)

12 (12)

12 (12)

11 (12)

12 (12)

12 (12)

–

4 (4)

–

–

–

4 (4)

–

4 (4)

2 (2)

–

–

2 (2)

–

–

–

–

1 (1)

1 (1)

1 (1)

1 (1)

1 (1)

0 (1)

0 (1)

1 (1)

–

–

4 (4)

3 (4)

–

4 (4)

4 (4)

–

Board
Audit &

Compliance Remuneration Nominations
Assets &
Liabilities

( ) = number of meetings eligible to attend

E.M. Turner

Chairman

20 October 2009
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Group Results for the year 2009 2008
£000 £000

Net Interest receivable 4,639 4,991
Other income and charges 457 656
Administrative expenses (3,782) (3,877)
Profit on disposal of fixed assets 1,842 –
Provisions for bad and doubtful debts (1,838)          (166)
Provision for contingent liabilities - FSCS Levies (635) –
Profit for the year before taxation 683 1,604
Taxation 280 (474)
Profit for the year 963 1,130

Financial Position at end of year
Assets
Liquid assets 93,451 104,106 
Mortgages 251,740 255,616
Fixed and other assets 4,304 3,335
Total Assets 349,495 363,057
Liabilities
Shares 288,161          293,077
Borrowings 32,490 42,272
Other liabilities 1,681 1,508
Reserves 27,163 26,200
Total Liabilities 349,495 363,057

Summary of Key Financial Ratios 2009  2008
Gross capital as a percentage of shares and borrowings 8.47% 7.81%
Liquid assets as a percentage of shares and borrowings 29.14% 31.04%
Profit for the year as a percentage of mean total assets 0.27% 0.32%
Management expenses as a percentage of mean total assets 1.06% 1.10%
Cost/income 74.26% 68.66%

Summary Financial Statement
for the year ended 31 August 2009

This financial statement is a summary of information in the audited Annual Accounts, the Directors’ Report and Annual
Business Statement, all of which will be available to members and depositors free of charge on demand at every office
of Hanley Economic Building Society from 6 November 2009, or can be downloaded from the Society’s website
www.thehanley.co.uk

Approved by the Board of Directors on 20 October 2009 and signed on its behalf by:

E. M. Turner, Chairman  D. Webster, Chief Executive      S. Jones, Finance Director

Summary Directors’ Report
A summary review of the events and business of the Group during the year and commentary on the financial position
at the end of the year can be found on pages 2 and 3.

Executives and Staff
The Board wish to record their thanks to the staff, and our business contacts. Contending with the rapidly changing
financial services landscape has presented numerous challenges to our people and they continue to rise to these
challenges with enthusiasm and skill.
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Key Financial Ratios
The above percentages have been prepared from the Group’s accounts and in particular:

Gross Capital
The gross capital ratio measures the proportion that the Group’s capital bears to the Group’s liabilities to members and
other investors.  The Group’s capital consists of profits accumulated over many years in the form of reserves.  Capital
provides a financial buffer against any losses which might arise in the Group’s business and therefore protects investors.

Liquid Assets
The liquid assets ratio measures the proportion of investors’ funds which are held in the form of cash, short term
deposits and marketable securities.  Liquid assets are readily realisable, enabling the Group to meet requests by
investors for withdrawals from their accounts, to make new mortgage loans and to fund its general business activities.

Profit
The profit/mean total assets ratio measures the proportion which the profit after taxation for the year bears to the
average of total assets at the start and end of the year.  The Group needs to make a reasonable level of profit each
year in order to maintain its capital ratio at a suitable level to protect investors.

Management Expenses
The management expenses/mean total assets ratio measures the proportion which the Group’s administrative
expenses (including depreciation and amortisation) bears to the average of the Group’s total assets at the start and end
of the year.

Cost/Income
The cost/income ratio represents the Group’s administration expenses (including depreciation and amortisation),
expressed as a percentage of the aggregate of net interest receivable and other income and charges less other
operating charges.

Independent Auditors’ statement to the members and depositors 
of the Hanley Economic Building Society 
We have examined the Summary Financial Statement of the Hanley Economic Building Society on pages 10 and 11 of
this document.

Respective Responsibilities of Directors and Auditors
The Summary Financial Statement is the responsibility of the Directors. Our responsibility is to report to you our opinion
on its consistency with the full Annual Accounts, Annual Business Statement and Director’s Report and its conformity
with the requirements of Section 76 of the Building Societies Act 1986 and regulations made under it. We also read the
other information contained in the Business Review and Summary Financial Statement, and consider the implications
for our statement if we become aware of any apparent mis-statements or material inconsistencies with the Annual
Report & Accounts.

This statement, including the opinion, has been prepared for, and only for, the Society’s Members as a body and
depositors as a body in accordance with Section 76 of the Building Societies Act 1986, and for no other purpose. We,
do not, in giving this opinion, accept or assume responsibility for any other purpose, or to any other person to whom this
statement is shown, or into whose hands it may come, save where expressly agreed by our prior consent in writing.

Basis of Opinion
We performed our audit work in accordance with the Bulletin 2008/3 ‘The Auditors’ Statement on the Summary Financial
Statement’ issued by the Auditing Practices Standard Board for use in the United Kingdom.

Opinion
In our opinion the Summary Financial Statement is consistent with the full Annual Accounts, Annual Business Statement
and Directors’ Remuneration Report of the Hanley Economic Building Society Group for the year ended 31 August 2009
and complies with the requirements of Section 76 of the Building Societies Act 1986 and regulations made under it.

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Manchester 20 October 2009




