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Lioyds TSB Bank plc

Directors’ report

Results and dividends

The censolidated profit and loss account on page 5
shows a profit attributable to shareholders for the
year ended 31 December 2000 of £2,797 million.
An interim dividend of £515 million for the year
ended 31 December 2000 was paid on
29 September 2000, A second interim dividend of
£1,170 million will be paid on 30 March 2C01.

Principal activities
The Bank and its subsidiaries provide a
comprehensive range of banking and financial

services through branches and offices in the UK and
overseas.

Business review and future developments

Profit before tax for the Lloyds TSB Bank Group was
£4,013 million in 2000, compared with
£3,229 million in 1999,

Total income increased by 17 per cent to
£8,548 million and expenses increased by 17 per
cent to £3,904 ‘million. The efficiency ratio of the
Group was 45.7 per cent, unchanged from 1999.
However, both income and operating expenses were
significantly affected by the impact of exceptional
restructuring costs, changes in the economic
assumptions applied to our long-term assurance
business, the impact of pension provisions and a
one-off charge relating to stakeholder pensions. In
1999 the sale and closure of businesses was also
significant. On 3 March 2000 the Group completed
the acquisition of Scottish Widows and on
1 September 2000 the Group acquired Chartered
Trust,

Excluding exceplional restructuring costs, total
profit before tax from UK Retail Banking and
Mortgages rose by £86 million, or 5 per cent, to
£1,682 million. There was good growth in
mortgages and other personal lending and in
retail deposits. Pre-tax profit from Insurance
and Investments, excluding short-term fluctuations
in investment returns, changes in the economic
assumptions applied to our long-term assurance

business,  exceptional restructuring  costs,

pension provisions and the stakeholder pension
related charge, increased by £987 million to
£1,447 million, from £460 million in 1999. The
significant increase reflected the acquisition of
Scottish Widows and also the inclusion for a full
year of the results of the UK insurance and refated
husinesses that were previously within Lloyds TSB
Financial Services Holdings plc, which were
acquired by the Bank on 30 June 1999. Excluding
exceptional restructuring costs, Wholesale Markets
and International Banking pre-tax profit increased by
£95 million, or 8 per cent, to £1,250 million. Cur
Corporate and Financial Institutions businesses
achieved record results.

The total charge for bad and doubtful debts
decreased to £475 million from £588 million. The
domestic charge decreased o £426 million from
£500 million, largely due to the good economic
conditions during 2000. Provisions overseas
decreased t0 £49 million from £38 million, mainiy
as a result of higher Emerging Market Debt provision
releases. Non-performing lending increased to
£1,283 million from £1,088 million in December
1999, largely reflecting the acquisition of Chartered
Trust.  Non-performing  lending  represented
1.1 per cent of total lending, compared with
1.0 per cent in December 1999.

Shareholders funds grew by 11 per cent to
£11,135 million. Risk weighted assets ingreased by
11 per cent to £94 billion. At the end of 2000 the
risk asset ratios, the international standard for
measuring capital adequacy, were 9.0 per cent for
total capital and 9.7 per cent for tier 1 capital.

Group structure

The transfer of the business of Scoftish Widows’
Fund and Life Assurance 3ociety to the Bank's
wholly-owned subsidiaries Scottish Widows pic and
Scottish Widows Annuities Limited was completed
on 3 March 2000. Following this acquisition, the
Group is bringing together its life, pensions, unit
trust and fund management businesses.
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Directors’ report

Group structure {continued)

On 1 September 2000 the Bank's subsidiary,
Lloyds UDT Finance Limited, completed the
acquisition of the whole of the issued share capital
of Chartered Trust Group plc and ACL Autolease
Holdings Limited, the UK consumer finance and

contract hire subsidiaries of Standard Chartered
Bank.

Directors
The names of the directors of the Bank are shown
on page 3.

Mr Pell left the board on 7 January 2000 and
Sir Nicholas Goodison, Mr Nicholson and Dame
Bridget Ogilvie left the board on 11 April 2000. Mr
Ross and Mr Urquhart joined the board on 3 March
2000 and Mr van den Bergh joined the board on
1 October 2000,

Employees

The Bank is committed to employment policies which
follow best practice, based on equal opportunities for
all employees irrespective of sex, race, national origin,
religion, colour, disability, sexual orientation, age or
marital status.

In the UK, the Bank supports Opportunity Now
and Race for Opportunity, campaigns o improve
oppartunities for women and ethnic minerities in the
work place. The Bank is a member of the
Employers” Forum on Disability in support of
employment of people with disabilities. This
recognises the need for ensuring fair employment
practices in recruitment and selection, and the
retention and career development of disabled staff.

Employees are kept closely involved in major
changes affecting them through such measures as
team meetings, briefings, internal communications
and opinion surveys. There are well established
procedures, including regular mesetings with
recognised unions, o ensure that the views of
employees are taken into account in reaching
decisions.

Profit sharing and share option schemes are
available for most staff, to encourage their financial
involvement in Lloyds TSB Group.

Policy and practice on payment of creditors

The Bank follows ‘The Better Payment Practice
Code’ published by the Department of Trade and
Industry regarding the making of payments to
suppliers. A copy of the code and infarmation about
it may be obtained from The Department of Trade
and Industry, 1 Victoria Street, London SW1H QET,

The Bank's policy is to agree terms of payment
with suppliers and these normally provide for
settlement within 30 days after the date of the
invoice, except where other arrangements have
been negotiated. It is the policy of the Bank to ahide
by the agreed terms of payment, provided the
supplier performs according to the terms of the
contract,

The number of days required to be shown in this
report, to comply with the provisions of the
Companies Act 1985, is 29, This bears the same
proportion o the number of days in the year as the
aggregate of the amounis owed to trade creditors at
31 December 2000 bears to the aggregate of the
amounts invoiced by suppliers during the year.

On hehalf of the board
A J Michie

%MLMT
Secretary

15 Fehruary 2001
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Sir Brian Pitman
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Lloyds TSB Bank plc

Auditors’ report

To the members of Lloyds TSB Bank plc

We have audited the financial statements on pages
510 34,

Respective responsibilities of directors and auditors
The directors are responsible for preparing the annual
report including, as desciibed below, the financial
statements. Company law requires the directors to
prepare financial statements for each financial year
which give a true and fair view of the state of affairs of
the Bank and the Group as at the end of the year and
of the profit or loss for that year. In prepating those
financial statements, the directors are required to:

— select suitable accounting policies and then apply
them consistently;

— make judgemenis and estimates that are
reasonable and prudent;

- state whether applicable accounting standards
have been followed, subject to any material
departures disclosed and explained in the financial
statements: and

— prepare the financial statements on the going
concern basis unless it is inappropriate to presume
that the Bank and the Group will continue in
business.

The directors are responsible for keeping
accounting records which disclose with reasonable
accuracy at any time the financial position of the
Bank and which enable them to ensure that the
financial statements comply with the Companies Act
1985. They are also responsible for safeguarding the
assets of the Bank and hence for taking reasonable
steps for the prevention and detection of fraud and
other irregularities.

Our responsibilities, as independent auditors, are
esfablished in the UK by staiute, the Auditing
Practices Board and our profession’s ethical guidance.

We report to you our opinion as to whether the
financial statements give a true and fair view and are
properly prepared in accordance with the UK
Companies Act. We also report to you if, in our
opinion, the directors’ report is not consistent with the

financial statements, if the Bank has not kept proper
accounting records, if we have not received all the
information and explanations we require for our audit,
or if information specified by law regarding directors’
remuneration and transactions is not disclosed.

Basis of audit opinion

We conducted our audit in accordance with Auditing
Standards issued by the Auditing Practices Board.
An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in
ihe financial statements. it also includes an
assessment of the significant estimates and
judgements made by the directors in the preparation
of the financial statements, and of whether the
accounting policies are appropriate fo the Bank and
the Group's circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to
obtain all the information and explanations which
we considered necessary in arder to provide us with
sufficient evidence to give reasonable assurance that
the financial statements are free from material
misstatement, whether caused by fraud or other
irregularity or error. In farming our opinion we also
evaluated the overall adequacy of the presentation of
information in the financial statements.

Opinion

In our opinion the financial statements give a frue
and fair view of the state of affairs of the Bank and
the Group as at 31 December 2000 and of the profit
of the Group for the year then ended and have been

properly prepared in accordance with the Companies
Act 1985.

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors
London

15 February 2001

T A W




Lloyds TSB Bank ple

Consolidated profit and loss account
for the year ended 31 December 2000

Group
{excluding Scottish
Scottish Widows
Widows} (note 50) (note 2)
2000 2000 2000 1999*
Note £ million £ million £ million £ million
Interest receivable:
Interest receivable and similar income
arising from debt securities 443 - 443 427
Other interest receivable and similar income 10,509 100 10,609 10,001
Interest payable 6,134 335 6,469 5,703
Net interest income 4,818 {235) 4,583 4,725
Other income
Fees and commissions receivable 2,709 62 2,771 2,129
Fees and commissions payable (461) (18) (479) (399)
Dealing profits (before expenses) 3 193 5 198 203
Income from long-term assurance business: 32
Income before pension provisions 527 268 795 173
Pension provisions (100) - (100) (102)
General insurance premium income 399 - 399 200
Other operating income 381 - 381 361
3,648 317 3,965 2,565
Total income 8,466 82 8,548 7,290
Operating expenses
Administrative expenses 4 3,284 46 3,330 3,084
Exceptional restructuring costs 5 129 59 188 -
Total administrative expenses 3,413 105 3,518 3,084
Depreciation 27 364 ||\l - 364 262
Amortisation of goodwill 26 22 - 22 {11
Depreciation and amortisation {  3B6 || - I 386 | L 251 |
Total operating expenses 3,799 105 3,904 3,335
Trading surplus (deficit} 4,667 (23) 4.644 3,955
General insurance claims 142 - 142 85
Provisions for bad and doubtful debis 17
Specific 481 - 481 588
General (6) - (6) -
475 - 475 588
Amounts written off fixed asset investments 6 14 - 14 7
Operating profit (loss) 4,036 (23) 4,013 3,275
Loss on sale and closure of businesses 8 - {46)
Profit on ordinary activities before tax S ' 4,013 3,229
Tax on profit on ordinary activities 11 1,167 1,043
Profit on ordinary activities after tax 2,846 2,186
Minority interests: equity 13 6
: non-equity 42 36 -
Profit for the year attributable to shareholders 12 2,797 2,180
Dividends 13 1,685 1,300
Retained profit 44 1,112 880

* restated (nofe 1)

An analysis of operating profit for the year ended 31 Decernber 1999 is given on page 12 in note 7.
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Assets

Cash and balances at central banks
Items in course of collection from banks
Treasury bills and other eligible bills
Loans and advances to banks

Loans and advances to customers
Non-returnable finance

Debt securities

Equity shares

Shares in group undertakings
Intangible fixed assets

Tangible fixed assets

Other assets

Prepayments and accrued income

Lloyds TSB Bank plc

Balance sheets
at 31 December 2000

Note

14
15

16
21
22
24
26
27
30
31

Long-term assurance business attributable to

shareholders

Long-term assurance asseis attributable to

policyholders

Total assets

* restated (note 1)

The directors approved the accounts on 15 February 2001.

P B Eltwood Chicf Exegutive M K Atkin

Sir Brian Pitman Chairman

Buaa, Fitien,

32

32

Group Bank

2000 1999* 2000 1999*
£ million £ million £ million £ miliion
1,027 1,276 899 1,061
1,533 1,743 1,462 1,687
1,709 2,065 1,499 1,957
15,290 16,963 51,542 47 842
116,733 104 082 49,585 44 422
(400) - - | -
116,333 104,082 49,585 44 427
13,882 14,184 12,749 13,038
247 213 29 25
- - 16,171 8,304
2,599 231 13 10
3,037 2,035 1,258 1,135
3,554 3,618 2,945 2,996
2,945 2,628 2,682 2,247
6,549 2,274 - -
168,705 151,312 140,829 124,724
51,085 26,542 - _
219,790 177,854 140,829 124,724

4nance Direclor




Lloyds TSB Bank ple

Balance sheets
at 31 December 2G00

Liabilities
Deposits by banks
Customer accounts
ltems in course of transmission to banks
Debt securities in issue
Other liabilities
Accruals and deferred income
Provisions for liabilities and charges:
Deferred tax
Qther provisions for liabilities and charges
Subordinated liabilities:
Undated loan capital
Dated loan capital
Minority interests:
Equity
Non-equity

Called-up share capital
Share premium account
Revaluation reserve

Profit and loss account
Shareholders' funds (equity)

Long-term assurance liabilities to policyholders
Total liabilities

Memorandum tterns

Contingent liabilities:
Acceptances and endorsements
Guarantees and assets pledged as collateral
security
QOther contingent Habilities

Commitments:

Commitments arising out of sale and option
resell transactions
Other commitments

* restated (note 1)

36
37
38

39
40

41
4]

42

43
44
44
44

32

48

to

Group Bank
2000 1699+ 2000 1999*
£ million £ million £ miltion £ million
16,735 17,694 24,045 24 350
100,811 93,122 76,227 68,535
420 757 338 678
17,899 12,260 13,731 8,591
7,038 5,331 4,452 4,125
4,302 3,309 3,182 2.167
1,572 1,471 (14) (39)
442 474 199 234
3,391 3,294 3,806 3,194
4,408 3,492 3,728 2,773
37 23 | - -
515 - - -
552 33 - -
" 1542 11 1842 1,542 1,542
2,960 2 960 2,960 2,960
- - 1,278 776
6,633 5,573 5,355 4,838
11,135 10,075 11,135 10,116
168,705 151,312 140,829 124,724
51,085 26,542 - -
219,790 177,854 140,829 124,724
357 459 354 440
3,249 2485 3,596 2988
1,541 1,479 1,543 1,458
5,147 4,423 5,493 4886
3 14 3 14
42,586 27.862 39,779 24,862
42,589 27876 39,782 24,876




Lloyds TSB Bank plc

Statement of total recognised gains and losses
for the year ended 31 December 2000

2000 1999

£ million £ million

Profit attributable to shareholders 2,797 2,180

Currency translation differences on foreign currency net investments (68) (32)

Total recognised gains and losses relating to the year 2,729 2,148
Prior year adjustment (note 1} (112)
Total gains and losses recognised during the year 2,617

Historical cost profits and losses
for the year ended 31 December 2000

There was no material difference betwéen the results as reported and the results that would have been reported
an an unmedified histarical cost basis. Accordingly, no note of historical cost profits and losses has heen

included.
Reconciliation of movements in shareholders’ funds
for the year ended 31 December 2000

2000 1399
£ million £ million
Profit attributable to shareholders 2,797 2,180
Dividends (1,685} (1,300)
Retained profit 1,112 280
Currency translation differences on foreign currency net investments (68) (32)
Issue of shares - 2,161
Goodwill written back on closure of business 16 -
Net increase in shareholders’ funds 1,060 2,999
Shareholders' funds at beginning of year 10,075 7,188
Prior year adjustment (note 1) - (112)
Shareholders’ funds at end of year 11,135 10,075




Lloyds TSB Bank plc

Notes 10 the accounts

1 Accounting policies

Accounting policies are unchanged from 1999, except that the Group has
implemented the requirements of Financial Reporting Standard 15 'Tangible
Fixed Assets'; this has resulted in two changes. The Group’s freehold and long
leasehold premises were previousty included in the batance sheet at the last
valuation on the basis of existing use value; they will now no longer be revalued,
and a prior year adjustment has been made to restate the carrying value to
historical cost. This has resulted in the carrying value of the Group's tangible
fixed assets as at 1 January 1999 being reduced by £112 million and an
equivalent adjustment being made against reserves; £71 million of this
reduction relates to the Bank. The effect of this change upen the Group's profit
and loss account is not significant. In addition, the Group has reassessed the
useful economic lives and residual values of its freehold and long leasehold
premises and with effect from 1 January 2000, the cost of these properties,
after deducting the vaiue of land, is being depreciated over 50 years. Previously
it was considered that the residual values were such that depreciation was not
significant. The effect of this change has been to increase the depreciation
charge in 2000 by £8 million.

ln additicn, the Group has implemented the Finance & Leasing Association's
Statement of Recommended Accounting Practice ‘Accounting Issues in the Asset
Finance and Leasing industry’. As a result, the presentation of assets held for
leasing to customers under operating lease agreements has been changed.
These assets are now included within tangible fixed assets and depreciation
charged over their estimated useful economic fives. Rental income received from
customers is included within other operating income. Operating lease assets
were previously included within leans and advances and the related income
within net interest income, This change has no effect on profit before tax. The
effect of this change on the Group's balance sheet has been to increase tangible
fixed assets by £1,280 million and reduce loans and advances to customers by

an equivalent amount {(1999: £479 millicn). Comparative figures have been
restated.

The Group has also implemented the requirements of Financial Reporting
Standard 16 'Current Tax; the effect has not heen significant.

a Accounting convention

The consolidated accounts are prepared under the historical cost convention as
modified by the revaluation of debt securities and equity shares held for dealing
purposes (see g) and assels held in ihe long-term assurance husiness, in
compliance with Section 255A, Schedule 9 and other requirements of the
Companies Act 198%, in accordance with applicable accounting standards,
pronouncements of the Urgent Issues Task Force and with the Statements of
Recommended Accournting Practice issued by the British Bankers” Association.

As permitted by Financial Reporting Standard 1 (revised), no cash flow
statement is presented in these accounts, as the Bank is a wholly owned
subsidiary of Lioyds TSB Group plc which presents such a staternent in its own
accounts. In addition, advantage has been taken of the exemption available
under Financial Reporting Standard 8 not to disclose details of transactions with
Lloyds TSB Group plc or other group or associated undertakings, as the
consolidated accounts of Lloyds TSB Group ple in which the Bank is included
are publicly available,

The Group has taken advantage of the dispensation in the Urgent Issues Task
Force's Abstract 17 ‘Employee Share Schemes' not to apply that Abstract to the
Lloyds T$B Group's Inland Revenue approved SAYE schemes.

b Basis of consolidation

Assels, labilities and results of group undertakings and joint ventures are
included in the conselidated accounts on the basis of accounts made up to
31 December. in order 1o reflect the different nature of the shareholders’ and
policyholders' interests in the long-term assurance business, the value of long-
e assurance business atiribuiable o shareholders and the assets and
liahilities attributable to policyholders are classified under separate headings in
the consolidated balance sheet.

¢ Goodwill

Goodwill arising on acquisitions of or by group undertakings is capitalised. For
acquisitions pricr to 1 January 1998, goodwill was taken direct to reserves in
the year of acquisition. As permitted by the transitional arrangements of
Financial Reporting Standard 10, this goodwill was not reinstated when the
Group adopted the standard in 1998,

1 Accounting policies (continued)

The useful economic life of the goodwill arising on each acquistition is
determined at the time of the acquisition. In the case of the acquisition of
Scottish Widows in 2000, in view of the strength of the Scottish Widows brand
and the position of the business as one of the ieading providers of life, pensions,
unit trust and fund management products, the directors consider that it is
appropriate to assign an indefinite life 1o the goodwill. This gocdwill is not being
amortised through the profit and loss account; however it is subjected to annual
impairment reviews in accordance with Financial Reporting Standard 11
‘Impairment of Fixed Assets and Goodwill'. Should any impairment be identified,
it would be charged to the profit and loss account immediately.

Paragraph 28 of Schedule $ to the Companies Act 1985 requires that all
goodwill carried on {he balance sheet should be amortised. In the case of the
goodwili arising on the acquisition of Scottish Widows, the directors consider
that it is appropriate to depart from this requirement in order to comply with the
over-riding requirerment for the accounts to show a true and fair view. If this
goodwill was amortised aver a period of 20 years, profit before tax far the year
ended 31 December 2000 would be £78 miflion lower, with a corresponding

reduction in reserves; intangible assets on the balance sheet would also he
£78 million fower.

Geodwill arising on all other acquisitions is amortised on a straight line basis
over its estimated useful economic life, which does not exceed 20 years.

At the date of the disposal of group or associated undertakings, any unamortised
goodwill, or goodwill taken directly to reserves prior to 1 January 1998, is
included in the Group’s share of the net assets of the undertaking in the
calculation of the profit or loss on disposal.

d Income recognition
Interest income is recognised in the profit and loss account as it accrues, with

the exception of interest on non-performing iending which is taken to income
when received {see &)

Fees receivable from customers to reimburse the Group for costs incurred are
taken to income when due. Fees relating to the ongoing provision of a service or
risk pome for a customer are taken to income in proportion to the service
provided or risk borne in each accounting period. Fees charged in lieu of interest
are taken to income on & level vield kasis over the period of the lgan, Other fees
receivable are accounted for as they fall due.

e Provisions for bad and doubtful debts and interest in suspense

Pravisions for bad and doubtful debts are based on the year-end appraisal of
advances. The specific element relates to identified risk advances, whereas the
general element relates to talent bad and doubtful debts which are present in
any portfolio of bank advances but have not been specifically identified.

Advances are written down to estimated realisable value when the normal
banking relationship with the customer has ceased; where it is doubtful that
interest earned on loans and advances will be collectabie, it is credited to an
interest in suspense account and is only released to the profit and loss account
when its collectability is no longer subject to significant doubt.

f Mortgage incentives

Payments made under cash gift and discount mortgage schemes, which are
recoverable from the customer in the event of early redemption, are amortised
as an adjustment to net interest income over the early redemption charge period.
Payments cease to be deferred and are charged to the profit and loss accountin
the event that the related loan is redeemed or becomes impaired.

g Debt securities and equity shares

Debt securities, apart from those held for dealing purposes, are stated at cost as
adjusted for the amortisation of any premiums and discounts arising on
acquisition, which are amortised from purchase to maturity in equal annual
instalments. Debt securities acquired in exchange for advances to countrics
experiencing payment difficutties, either collateralised or due to be collateralised
by US Treasury securities, are included in the Group's portfelic of investment
securities at an amount based on the market value at the date of exchange as
adjusted for the amortisation of discount on acquisition. Equity shares, apart from
those held for dealing purposes, are stated at cost less amounts written off. Deht
securities and equity shares held for dealing purposes are included at market
value. Investments held within the long-term assurance fund are included on the




Lioyds TSB Bank plc

Notes o the accounts

1 Accounting policies (continued)

following basis: stocks, shares, fixed interest securities and unit trusts held for
unit linked funds are valued in accordance with policy conditions at market
prices; other stocks and shares and fixed interest securities are valued at middle
market price and other unit trusts at bid price; investment properties are included
at valuation by independent valuers at existing use value at 31 December 2000,
and mortgages and loans are at cost less amounts written off.

h Shares in group undertakings

Shares in group undertaldings are stated in the balance sheet of the Company at
its share of net tangible assets, with the exception of the life assurance group
undertakings which are stated on the basis described in 0. Attributable goodwill
is included, where this has not been written off directly {0 reserves.

i Tangible fixed assets
Tangible fixed assets are included at cost less depreciation.

Land is not depreciated. Leasehold premises with unexpired lease terms of 50
years o less are depreciated by equal annual instalments over the remaining
period of the lease. Freehold and long leasehold buildings are depreciated over
50 years. The costs of adapting premises for the use of the Group are separately
identified and depreciated over 10 years, of over the term of the lease if less;
such costs are included within premises in the balance sheet total of tangible
fixed assets. Equipment is depreciated by equal annual instalments over the
estimated useful lives of the assets, which for fixiures and furnishings are 18-
20 years and for computer hardware, operating sofiware and application

software relating to separable new systems, motor vehicles and other equipment
are 3-8 years.

Premises and equipment held for letting to customers under operating leases are
depreciated over the life of the lease to give a constant rate of return on the net
investment, taking into account anticipated residuat values.

j Vacant leasehold property

When a feasehold property ceases to be used in the business or a commitment
is entered into which would cause this to occur, provision is made to the extent
that the recoverable amount of the interest in the property is expected te be
insufficient to cover future obligations relating to the lease.

k Leasing and instalment credit transactions

Income frem both finance and operating leases is credited to the profit and loss
account in proportion to the net cash invested so as to give a constant rate of
return over each period after taking account of tax.

Unguaranteed residual values in respect of both finance lease and operating
lease assets are reviewed regularly and any impairments identified are charged
to the profit and loss account.

Income frem instalment credit transactions is calculated by the sum of the digits
method.

In those cases where the Group is the lessee, operating lease costs are charged

fo the profit and loss account in equal annual instalments over the tife of the
lease.

| Deferred tax

Deferred tax is provided at the appropriate rates of tax where there is a

reasonable probability that a liability or asset will crystallise in the foreseeable
future.

m Pensions and other post-retirement benefits

Contributions to the Group's pensicn schemes are charged to the profit and loss
account so as to spread the expected cost of pensions, calculated in accordance
with actuarial advice, on a systematic basis over employees’ working lives.
Pension ariangements for most of the staff in the UK and for the majority of those
overseas are operated through defined benefit schemes funded by the Bank. The
pension cest relating to these schemes is assessed in accordance with the
advice of qualified actuaries, using the projected unit method. Variations from
the regular cost are allocated by equal annual instalments over the average
remaining service lives of current employees, Pension arrangements for staff
joining Lloyds TSB Group Pension Scheme No. 1 (formerly the Lloyds Bank
pension scheme) after 1 January 1996 and Lloyds TSB Group Pension Scheme
No. 2 {formerly the TSB Group pension scheme) after 1 January 1998 are
through money purchase elements of these schemes. Arrangements for
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1 Accounting policies {continued)

pensions of certain staff employed overseas who are not included in funded
schemes are made in accordance with local regulations and custom.

The cost of providing postretirernent benefits other than pensicns is charged to
the profit and loss account on a systematic basis cver employees' working lives.
The unfunded %ability is included in provisiens in the balance sheet.

n Foreign currency translation

Assets, liabilities and results in foreign currencies are expressed in sterling at the
rates of exchange ruling on the dates of the respective balance sheets. Exchange
adjustments on the translation of cpening net assets held overseas are taken
direct to reserves. All other exchange profits or losses, which arise from normal
trading activities, are included in the profit and loss account.

0 Long-term assurance business

The value placed on the Group's long-term assurance business attributable to
shareholders represents a prudent valuation of future earnings of policies in
force, together with the net worth of the business, being the net tangible assets
and the surplus retained within the long-term assurance funds. This value is
determined annually in consultation with independenrt actuaries and is included
separately in the balance sheet.

Changes in the value placed on long-term assurance business attributable
to shareholders, which are determined on a post-tax basis, are inciuded in
the profit and loss account. For the purpose of presentation, the change in this
value is grossed up at the underlying rate of corporation tax.

p General insurance business

The underwriting result of the general insurance business is determined
annually and inctuded in profit before tax after taking into account premiums,
outstanding claims and deferred acquisitior costs. Premiums are included net
of refunds and 2 provision for the proportion of premiums written in the year
which relate to cover provided for future pericds. The provision for claims
includes the estirnated cost of claims notified but not settled and claims incurred
but nct reported at the balance sheet date.

g Derivatives

Derivatives are used in the Group’s trading activities to meet the financial needs
of customers, for proprietary purposes and to manage risk in the Group's trading
portiotios. Such instruments include exchange rate forwards and futures,
currency swaps and options together with interest rate swaps, forward rate
agreements, interest rate options and futures. These derivatives are carried at
fair value and ail changes in fair value are reported within dealing profits in the
profit and loss acceunt. Fair values are normally determined by reference to
quoted market prices; internal models are used to determine fair value in
instances where no market price s available. The unrealised gains and losses
on trading derivatives are included within other assets and other liakilities
respectively; these items are reported gross except in instances where the Group
has entered into legally binding netting agreements, where the Group has a right
to insist on net settlement that would survive the insolvency of the counterparty,
in these cases the positive and negative fair values of trading derivatives with
the relevant counterparties are offset within the balance sheet totals.

Derivatives used in the Group's non-trading activities, taken out to reduce
exposures fo fluctuations in interest and exchange rates, include exchange rate
forwards and futures, cumency options together with interest rate swaps,
forward rate agreements and options. These derivatives are accounted for cn an
accruals basis, in line with the freatment of the underlying items which they are
hedging. Interest receipts and payments on hedging interest derivatives are
included in the profit and loss account s¢ as to match the interest pavable or
receivable on the hedged item.

A derivative wili only be classified as a hedge in circumstances where there was
adequate evidence of the intention 1o hedge at the outset of the transaction and
the derivative substantially matches or eliminates the exposure being hedged.

Where 2 hedge transaction is superseded, ceases to be effective or is terminated
early the derivative is measured at fair value. Any profit or 10ss arising is then
amortised to the profit and loss account over the remaining tife of the item which
it was originally hedging. When the underlying asset, liahility or position that
was being hedged is terminated, the hedging derivative is measured at fair value
and any profit or loss arising is recognised immediately.
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2 Merger of Lloyds Bank, TSB and Hill Samuel businesses

Following the granting of roval assent to the Lloyds TSB Act, the following
transactions took place during 1999:

a)  On 31 March 1999 the business, assets and liabilities of Hill Samuef Bank

Limited were vested in Lloyds TSB Bank plc.

h)  On 28 June 1999 the husiness, assets and liabilities of TSB Bank plc were

vested in Lloyds TSB Bank plc.

The vesting of the net assets of TSB Bank and Hill Samuel Bank was accounted
for as a group reconstruction using the merger accounting principles set out in
Financial Reporting Standard 6 *Acguisiiions and Mergers'. The results for the
year ended 31 Decembes 1999 were therefore presented as if the TSB Bank and

Hilt Samuet Bank businesses had been part of Lioyds TSB Bank pic throughout
that accounting period.

3 Dealing profits (before expenses}

2000 1999

£m £m

Fareign exchange trading income 141 133
Securities and other gaing 57 70
198 203

Dealing profits inciude the profits and losses arising both on the purchase and
sale of trading instruments and from the year-end revaluation to market value,

together with the interest income earned from these instruments and the
related funding cost.

4  Administrative expenses

2000 1999
£m £m
Salaries and profit shating 1,862 1,718
Social security costs 131 124
Other pension costs (105} {104y
Staff costs 1,888 1,738
Other administrative expenses 1,442 1,346
3,330 3,084
The average nurnber of persons on a headcount basis

employed by the Group during the year was as follows:
2000 19599
UK 67,848 656,641
Overseas 11,847 12,635
79,695 79,176

The above staff numbers exciude 6,152 (1999: 2,469) staff emptoyed in the
long-term assurance business. Costs of £199 miition (1993: £70 million) in

refation to those staff are reflected in the vaiuation of the long-term assurance
fund.

Details of directors’ emoluments, pensions and interests are given on page 25.

The auditors’ remuneration was £4 million (1999: £4 million), of which
£1.2 million (1999: £1.1 million) related to Lloyds TS8 Bank plc. Fees paid
to PricewaterhouseCoopers in respect of non-audit services were £32 million
(1999 £29 million), Non-audit fees comprige management consultancy of
£25 million and regulatory and other adviscry work of £7 million,

There was a net credit in respect of pension costs for the Group in 2000 of
£105 million (1999: credit of £104 million), which included a credit of
£121 million {1999: credit of £116 million} relating to Lloyds TSB Group
Pension Schemes No's 1 and 2,

11

4 Administrative expenses (continued)

Full actuarial vatuations of the Lloyds TSB Group Pension Schemes No's 1 and
2 are carried out every three years with interim reviews in the intervening
years. At 30 Jure 1993, the date of the latest full actuarial valuations, the
principal actuarial assumptions adopted were that, over the long term, the
annual rate of return on new investments would be 3 per cent higher than the
annual increase in pensionable remuneration, 4 per cent higher than the
annual increase in present and future pensions in paymeant, and 3 per cent
higher than the annual increase in dividends receivable. The market value of
the assets of the schemes at this date was £11,748 million. The actuariat
value of the assets represented 125 per cent of the accrued liabil'ties aliowing
for future increases in pensions and pensionable remuneration. For funding
purposes, the surpluses in the twe schemes are being eliminated by means of
a contribution heiiday.

Contribution rates to other schemes have been adiusted to take account of
surpluses and deficiencies. The pensicns prepayment of £768 miltion for the
Group and £677 wmiliion for the Bank {1999. £6847 million for the Group and
£573 million for the Bank} is included in prepayments and accrued income.

The Group operates 2 number of schemes which provide post-retirement health
care benefits to certain employees, retired employees and their dependent
relatives. The totat cost for the Group in 2000 was £3 million (1999:
£17 million). For the principal scheme, the latest actuarial valuation of the
liability was carried out at 31 December 2000. This valuation showed the
Group's liability 1o be £72 million, which had been fully provided for at that
date. The principal actuarial assumptions adopted were that, over the long
term, the valuation discount rate and the rate of increase in medical costs

would be 4 per cent and 3 per cent respectively higher than annual price
inflation.

5 Exceptional restructuring costs

In February 200G the Group announced a new efficiency programme aimed at
reducing its overall cost base. The main features of the efficiency programme,
which is primarily focused on non-customer facing activities, will be the
centralisation of computer operations: the further consolidation of large scale
processing operations and support functions including the complete removal of
all back office processing from branches; the further strearntining of the branch
network, combined with the expansion of lower cost delivery channels such as
felephone banking and intemet operations; the further reduction of purchasing
costs; and the rationalisation of non-personal banking activities, through the
progressive sharing and consolidation of operational functions. The programme
is expected to be completed by 2003. During 2000 costs of £108 million were
incurred, mainly comprising severance and consultancy costs,

Following completion of the acquisition of Scottish Widows in March 2000, the
Group has been integrating its businesses with the Group's existing insurance
and investments activities. During 2000 costs of £59 million have been
incurred on this integration. In addition, a provision of £21 miltion has been
made to cover the cost of integrating Chartered Trust Group plc and ACL
Autolease Holdings Limited following their acquisition in Septernber 2000,

6 Amounts written off fixed asset investments

2000 1999

£m £m

Debi securities 9 7
Equity shares 5 ~
14 7
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7 Analysis of 1999 operating profit

Interest receivable:

Interest receivable and similar income
arising from debt securities

Cther interest receivable and similar income

interest payable

Net interest income

Other income

Fees and commissions receivable

Fees and commissions payable

Dealing profits {before expenses)

Income from long-term assurance pusiness:
income before pension provisions
Pension provisions

General insurance premiurm income

Other operating ncome

Total income
Operating expenses
Administrative expenses

Depreciation
Amortisation of goodwill

Depreciation an¢ amortisation

Group
({excluding
Lieyds TSB  Lloyds TSB

Financiat  Financiat
Services Services
Holdings  Holdings
Group) Group Total
1599 1999 1999
£m £m £m
423 4 427
9,959 42 10,001
5,698 5 5,703
4 684 41 4,725
1,765 364 2.129
(352) (47) {399)
189 14 203
5 168 173
(102) {102y
- 200 200
351 10 351
1,958 807 2,565
6,642 648 7,290

Total operating expenses 3,168 167 3,335
Trading surplus 3,474 481 3,955
General insurance claims - 85 85
Specific provisions for bad and doubtful debts 588 - 588
Amounts written off fixed asset investments 7 - 7
Operating profit 2,879 396 3,275
B  Loss before tax on sate and 2000 1999
closure of businesses £m £m
Provision for closure of Lloyds TSB Securities
Services (tax: nil) - {28)
Provision for sale of Abbey Life new
business capability (tax: nil) - (18)
- {46)

During 1999 the Group announced its decision to withdraw from the global
custody and unit trust trusteeship business and the conseguential run-down
and closure of Lloyds TSB Securities Services. A provision was raised in 1999
for the expected operating losses up to the date of closure and this provision
has been released as the operating 1osses have been incurred over 2000; the

closure of Lloyds TSB Securities Services has

now been complated.

The new business capability of Abbey Life was sold on 1 February 2000,
A provision of £18 million against impaired assets was made in 1999.

9 Profit on ordinary activities before tax

Profit on ordinary activities before tax is stated
affer taking account of:

Income from:
Aggregate amounts receivable in respect of assets
leased to customers and banks under:
Finance leases and hire purchase contracts
Operating leases
Profit less losses on disposal of investment securities
Share of results of associated undertakings and
joint ventures

Charges:

Rental of premises

Hire of equipment

Interest on suborginated liabilities (loan capital)

2000 1999
£rr! £m
3,295 3,578
151 62
109 57

3 g

193 192
26 32
486 348

10 Segment analysis

Ctass of business:

UK Retail Banking and Mortgages

Profit before exceptional restructuring costs
Exceptional restructuring costs

Insurance and Investments

Operating profit

Short-term fluctuations in investment returns
Changes in economic assumptions
Exceptional restructuring costs

Pension provisions

Stakehalder pension related charge

UK Retail Financial Services

Wholesale Markets and International Banking
Profit before exceptional restructuring costs
Exceptional restructuring costs

Central group items
Loss on sale and closure of businesses

Profit on ordinary
activities before tax

2000 1599*
£m £m
1,682 1,596
{99) -
1,583 1,536
1,447 460
{119) 16
127 -
{59 -
(100) (102)
80 -
(;
1,216 374
2,799 1,970
1,250 1,155
(30) -
1,220 1,155
(6} 15¢
- (46)
4,013 3,229
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10  Segment analysis (continued)
Geographical area:**

Inter-
Domestic national Tetal
2000 2000 2000
£m £m £rr!
Interest receivable 8,925 2,127 11,052
Fees and commissions receivable 2,483 288 2,771
Dealing profits (before expenses) 149 49 198
Income from long-term assurance business 687 8 695
General insurance premium income 399 - 399
Other operating income 270 111 381
Total gross income 12,913 2,583 15,496
Profit on ordinary activities before tax 3,554 459 4,013
Inter-
Domestic national Tota!
1999 1999 199¢
£m £m £m
Interest receivable 7,991 2437 10,428
Fees and commissions receivable 1,864 265 2,129
Dealing profits (before expenses} 142 61 203
Income from long-term assurance business 63 8 71
General insurance premium income 200 - 200
Cther operating income 260 101 361
Total gross income 10,520 2,872 13,392
Profit on ordinary activities before tax 2,811 418 3,229
Net assetst Assetsi
2000 1999 2000 1999
£m £m £m £m
Class of business:
UK Retail Banking and Mortgages 2,235 2,127 71,292 64,347
Insurance and Investments
Scottish Widows 3,555 -1 16,203 -
Other busingsses 2,953 2,846 3,234 3,032
6,508 2,846 9,437 3,032
UK Retail Financial Services 8,743 4973 BO,72% 67,37%
Wholesale Markels and
international Banking 3,090 2,625 84,899 20,85
Central group items (66l) 2,510 3,077 3,082
11,172 10,108 168,705 151,312
Geographical area:**
Domestic 10,527 9,763 145,986 129,980
International 645 345 22,718 21,332
11,172 10,108 168,705 151,312

*1999 figures have heen restated to take account of changes in internal cost
allocation, a number of crganisational changes, and a change in treatment of
certain central income items, which were previously allocated to business units
but are now reported within central group items,

10 Sepment analysis {continued)

business units.

segment analysis of tumover is given.

*The geographica! distnbution of gross income sources, profit on ordinary

activities before tax and assets by domestic and international aperations is
based on the lecation of the office recording the transaction, except for lending
by the international business booked in Longon,

TNet assefs represent shareholders’ funds plus equity mincrity interests.
Disclosure of information on net assets is an accounting standard requirement
{SSAP2B); it Is not appropriate to relate it directly to the segmemal profits
above because the business is not managed by the allocation of net assets to

tAssets exclude long-term assurance assets attributable to policyholders.
As the tusiness of the Group is mainty that of banking and insurance, no

11 Tax on profit on ordinary activities

UK corporation tax
Current tax on prcfits for the year
Adiustments in respect of prior years

Double taxation relief

Foreign tax
Current tax on profits for the year
Adjustments in respect of prior years

Current tax charge
Deferred tax

2000
£m

999
{72)

927

137
(5)

132

1,059
108

1,167

1999

£m
704
20
724

(45)
679

114
8

122

201
242

1,043

The charge for tax on the profit for the year is based on an average UK
corporation tax rate of 30 per cent (1999: 30.25 per cent).

The UK corporation tax charge includes £171 million (1999: £20 million) in
respect of noticnal tax on franked investment income and on the shareholders’
interest in the increase in the value of the long-term assurance business.

Companies Act 1985.

12 Profit for the financial year attributable to shareholders
The profit atiributable to sharehelders includes a profit of £2,190 miilion
(1999: £2,121 million) dealt with in the accounts of the parent company, for
which no profit and loss account is shown as permitted by Section 230 of the

13 Dividends

First interim
Second interim

13

2000

515
1,170

1,685

1999
£m

440
860

1,300
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14 Treasury bills and other 2000 2000 1999 199%
eligible bitls Balance Balance
sheet Valuation sheet  Valuation
£rq £m £m £m
Group
Investment securities:
Treasury bills and similar securities 121 119 5156 514
Cther eligible bills 509 508 683 683
630 627 1,198 1,197
Other securities:
Treasury hills and similar securities | 1,032 857
Other eligible bills 47 10
1,079 867
1,709 2,065
Included above:
Unamortised discounts
net of premiums on
investment securities 2 12
Moverents in investment Premiums
1t 58 and
securities comprise: Cost  discounts Total
£m £m £m
At 1 January 2000 1,189 9 1,198
Exchange and other adjustments 3 - 3
Additions 7,766 - 1,766
Bills sold or matured (8,332) {50) (8,382)
Amortisation of premiums and discounts - 45 45
At 31 December 2000 626 4 630
Bank
Investment securities:
Treasury bills and similar securities 121 119 515 514
Qther eligiole bills 501 501 683 683
622 620 1,198 1,197
Other securities:
Treasury bills and similar securities 830 749
Other eligible bills a7 10
877 759
1,499 1,957
Included above:
Unamortised discounts
net of premiums on
investment securities 2 12
Movements in investment Premiums
A ieq. and
secunties comprise: Cost  discounts Total
£m Em_ £m
At 1 January 2000 1,189 9 1,198
Exchange and other adjustments 3 - 3
Additions 7.756 - 7,756
Bills seld or matured (8,330) (50) (8,380)
Amortisation of premiums and discounts - 45 45
At 31 December 2000 618 4 622

14

14 Treasury bills and other eligible bills {continued)
Investment securities are those intended for use on a continuing basis in the
activities of the Group and not for dealing purposes.

The difference between the cost of other securities and market value, where the
market value is higher than the cost, is not disclosed as its determination is not

practicable.

15 Loans and advances
to banks

Lending to banks
Deposits placed with banks

Total loans and advances to banks
Provisions for bad and
doubtful debts

Repayable on demand

QOther loans and advances

hy residuat maturity repayable:
3 monihs o fess

1 year or Jess but over 3 months
5 years or less but over 1 year
Qver 5 years

Provisions for bad and

doubtiui debts

Included above:

Due from proup undertakings
- unsubordinated

- subordinated

Group Bank
2000 1989 2000 1999
Em £m £m £m
615 721 38,044 32,822
14,731 16,298 13,554 15,076
15,346 17,019 51,598 47,898
(56) (56) {56) {56)
15,290 16963 51,542 47842
2,794 1,132 21,232 15,751
10,352 12,266 11,707 14,189
1,365 2,780 3,468 3,664
478 490 13,466 12,685
357 351 1,725 1,609
{56) (58) {56) (56)
15,290 16,963 51,542 47,842
37,298 32,207
151 -
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16  Loans and advances to

Group Bank
customers 2000 1999 2000 1999
£m £m £m £m_
Lending to customers 105,246 94,127 51,335 46,127
Hire purchase debtors 5,172 3,674 - -
Equipment leased to customers 8,122 8,448 - -
Total Yoans and advances to
customers 118,540 106,243 51,335 48,127
Provisions for bad and
doubtful debts 2,117y (2,067) {1,693) (1.642)
Interest held in suspense (30} {100 (57) (63)
116,333 104,082 49,585 44,422
Loans and advances
by residual maturity repayatle:
3 moniths or less 22,793 19,561 26,044 23,418
1 year or less but over 3 months 8,286 6,935 5,578 5,018
5 years or less but over 1 year 24,423 19353 11,453 10,168
Over 5 years 63,038 60,395 8,260 7.523
Provisions for bad and
douhtful debts (2,117 (2,067) (1,693) (1,642)
Interest held in suspense (90) (100} (57) (63}
116,333 104,082 49,585 44,422
Of which repayable on
demand cr at short notice 10,971 10,241 11,832 10,428
Included above:
Due from group undertakings
- all unsubordinated 12,361 12,438
Due from fellow group undertakings
- ali unsubordinated 1,878 1,932 683 743

The cost of assels acquired during the year for lefting to customers under

finance leases and hire purchase contracts amounted to £2,754 million
(1999: £3,193 million).

Securitisations
Certain instaiment credit receivables have been securitised and are subject to
non-returnable financing arrangements. in accordance with Financial Reporting

Standard 5, these items have been shown under the linked presentation
method.

As detailed in note 50, the Group acquired Chartered Trust Group plc and
ACL Autolease Holdings Limited on 1 September 2000. Prior to joining the
Group, Chartered Trust ple, a subsidiary undertaking of Chartered Trust
Group ple, had entered info transactions whereby it disposed of its interest in
portfolios of motor vehicle and caravan instalment credit agreements for a total
of £813 million to Cardiff Automobile Receivables Securitisation {UK) No 4 plc
(CARS 4). The arrangement relating to these disposals of agreements contained
an option to offer further amounts for sate up until 10 December 2000; a

further £167 mitlion of receivables were sold between 1 Septernber 2000 and
this date.

15

16  Loans and advances o customers (Continued)

CARS Trustee (UK) No 4 Limited is responsible for the collection and onward
payment of all amounts falling due under the terms of the receivables sold to
CARS 4. Principal receipts are used either to redeem floating rate notes or to
purchase further receivables; to date ali principal receipls have been used to
purchase further receivables. Inceme receipts are applied in the following order
of priarity: interest due on the floating rate notes; credit manager fees; payments
under swaps; amounts due to third parties; dividends; and residual income to
Chartered Trust plc. Chartered Trust plc has been appointed by CARS Trustee
(UK) No 4 Limited as credit manager and receives a fee for fulfilling this
function. it has no liabiiity to the noteholders or any creditor of CARS 4 or CARS
Trustee (UK) No 4 Limited other than through failure fo meet its obligations as
credit manager or for breach of waranties given. Chartered Trust plc has no
interest in the share capital of CARS 4 or CARS Trustee (UK) No 4 Limited.

Chartered Trust pic and CARS 4 have also entered into interest rate swaps in
respect of this transaction, the interest rates payable and receivable under these
swaps are set by reference to market rates of interest ¢cn an arm’s length basis.

17 Provisions for bad and

2000 2000 1999 1999
doubtful debts Specific  General  Specific  General
£m fm £m £m
Group
At 1 January 1,762 361 1,791 369
Exchange and other adjustments 111 (2) {3) (4)
Adjustments on acquisition 45 4 - -
Advances written off (748) - (744 -
Recoveries of advances
written off in previous years 165 - 130 -
Charge (release) to prcfit and
kss account:
New and additional provisicns 1,093 7 1,087 7
Releases and recoveries (612) {13) (499) 7
481 (6} 588 -
At 31 December 1,816 357 1,762 361
2,173 2,123
In respect of:
Loans and advances to banks 56 a6
Loans and advances to customers 2,117 2,067
2,173 2,123
Bank
At 1 January 1,437 261 1,441 262
Exchange and other adjustments 116 (1) 24 -
Adjustments on acquisition 38 - - -
Advances written off (496) - (523) -
Recoveries of advances
written off in previous years 96 - 93 -
Charge (release) to profit and
loss account:
New and additional provisions 803 6 811 6
Releases and recoveries (503} (8) (409) {7
300 (2) 402 (1)
At 31 December 1,491 258 1,437 261
1,749 1,698
In respect of:
Loans and advances to banks 56 56
Loans and advances to customers 1,693 1,642
1,749 1,698




Lioyds TSB Bank pic

Notes to the accounts

18

Interest held in suspense and 2000 1999

non-performing lending £m £m
Group
At 1 January 100 145
Exchange and other adjustments - ()
Interest written off (20 n
Interest taken to income (8) (9}
Interast suspended during the year 18 48
At 31 December a0 100

All of the Group’s and Bank’s interest held in suspense relates to loans and
advances to customers.

Nen-performing lending comprises:

Loans and advances - category 1 B79 719
Loans and advances - category 2 404 368
1,283 1,088
Provisions (831) (613)
Interest held in suspense (90) (100)
362 375
Bank
At 1 January 63 107
Exchange and cther adjustments - (2
Interest written off (9) (69)
Interest taken to income (5} (8)
Interest suspended during the year 8 35
At 31 December 57 63
Non-performing lending comprises:
toans and advances - category 1 485 440
Loans and advances — category 2 381 292
866 732
Provisions (657) (377}
Interest held in suspense (57) {63}
252 292

19 Concentrations of exposure

Group Bank
2000 1699 2000 1999
£m £m £m £m
Loans and advances to customers
LComestic:
Agriculture, forestry and fishing 2,026 2,183 644 791
Manufacturing 3,357 3,262 2,797 2,845
Construction 1,016 754 925 722
Transport, distribution and hotels 3836 3540 3,176 2,965
Property companies 2470 2,303 2,318 2,211
Financia), business and other
services 9,295 6,614 8,012 6,149
Perscnal: morigages 52,659 47,451 644 550
2 other 11,138 10,092 10,334 9,406
Lease financing 8,070 8,369 - -
Hire purchase 5,172 3,674 - -
Due from fellow group
undertakings 1,878 1,932 13,044 13181
Other 2,237 1,699 2171 1,609
Total domestic 103,154 091,873 44,085 40,429
International:
Latin America 3,016 2,558 2,341 1,629
MNew Zealand 7,368 7,659 - -
Rest of the world 5,002 4,159 | | 4,929 4,069
Total international 15,386 14,376 7,270 5,698
118,540 106,249 51,335 46,127
Provisions for bad and doubtful
debls* 2,117y 2,067y (1,693) (1,842}
Interest held in suspense* (90} (100) (57 {63)
116,333 104,082 49,585 44,422

*Figures exclude provisions and interest held in suspense relating to loans and
advances o banks.

The classification of lending as domestic or international is based on the location
of the office recording the transaction, except for certain lending of the
international business bocked in London.

Category 1:

This comprises lending where the customer continues o operate the account,
but where there is doubt about the payment of interest. Interest continues to be
charged 1o the customer’s account, but it is not applied 1o income; it is placed
on a suspense account and only taken into income if there ceases o be
significant doubt about its being paid.

Category 2:

This comprises lending where the operation of the customer's account has
ceased. The lending is managed by specialist recovery departments and has
been written down to its estimated realisable value, Interest is not added to the
lending nor placed on a suspense account as its recovery is considered unlikely;
it is only taken to income if it is received.

16

20 Residual value exposure on leased assets
The Group's residual value exposure in respect of leased assets, all of which are
expected to be disposed of at the end of the lease terms, was as follows:

2000 1999
£m £m
On operating lease assets where the residual
value is expected to be recovered in:
1 year or less 134 37
2 years or less but over 1 year 108 31
5 years or less but over 2 years 367 45
Over § years 301 193
Total exposure 910 306
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21 Debt securities

Group

Investment securities:
Government securities

Other public sector securities
Bank and building society
certificates of deposit

QOther debt securities

Other securities:
Government securities

Other public sector securities
Bank and building society
certificates of deposit

Other debt securities

Due within 1 year
Due 1 year and over

Unamortised discounts
net of premiums on
investment securities

Listed: collateralised bonds
: other
Unlisted

Movements in investment
securities comprise:

At 1 January 2000

Exchange and cther adjustments

Additions

Securities sold or matured
Charge for the year
Amortisation of premiums
and discounts

At 31 December 2000

2000 2000 1999 1999
Balance Balance
sheet  Valuation sheet  Valuation
£m £m £m £m
1,006 1,204 1,196 1,349
1 1 4 4
3,034 3,034 4,153 4,145
1,631 1,631 679 678
5,672 5,870 6,032 6,176
3,060 3,060 3,861 3,861
131 131 65 65
105 108 7286 286
4,914 4,914 3,840 3,940
13,882 14,080 14,184 14,328
5,340 7,095
8,542 7,089
13,882 14,184
409 771
711 880 869 1,028
8,499 8,528 7,907 7,901
4,672 4,672 5,408 5,399
13,882 14,080 14,184 14,328
Premiums
and
Cost  discounts  Provisions Total
£m £m £m £m
5,840 209 17 6,032
113 2) 3 108
15,773 - - 15,773
(16,249) (12) - (16,261)
- - 9 {9)
- 29 - 29
5,477 224 29 5.672

17

21 Debt securities (continued)

Bank

Investment securities:
Government securities
Bank and building society
certificates of deposit
Other debt securities

Other securifies:

Government securities

Other public sector securities
Bank and building society
certificates of deposit

Qther debt securities

Included above:
Due from group undertakings
— all unsubcrdinated

Due within 1 year
Due 1 year and over

Unamortised discounts
net of premiums on
investment securities

Listed: collateralised bonds
: other
Unlisted

Movements in investment
securities comprise:

At 1 January 2000

Exchange and other adjustments

Additions
Securities sold or matured

Amortisation of premiums and discounts

At 31 December 2000

2000 2000 1899 1969
Balance Balance
sheet  Valuation sheet  Valuation
£m £m £m £m
985 1,183 1,154 1,304
2,842 2,842 4,073 4,065
1,087 1,087 514 514
4,514 5,112 5,741 5,883
2,744 2,744 3,15% 3,159
128 128 60 80
2 2 6 6
4961 4961 4,072 4,072
12,749 12947 13,038 13,180
173 182
4,739 6,114
8,010 6,924
12,749 13,038
398 630
711 880 869 1,028
7,987 8,016 7,078 7,670
4,051 4051 5,091 5,082
12,749 12,947 13,038 13,180
Premiums
and
Cost  discounts Total
£m £m £m
5,561 180 5,741
138 (3) 135
14,656 - 14,656
(15,621} (20} (15,641}
- 23 23
4,734 180 4,914

Investment securities are those intended for use on a continuing basis in the
activities of the Group and not for dealing pusposes.

The difference between the cost of cther securities and market value, where the
rmarket vatue is higher than the cost, is not disclosed as its determination is not

practicable.
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22  Equity shares 2000 2000 1999 1999 23  Assets transferred under sale and repurchase transactions
Balanci Valuati Balahnce Valuai Included in the balance sheet are assets subject to sale and repurchase
sh;cran al uatfl:omn $ gﬁ: a'”atf';: agreements as follows:
Group Group Bank
Investment securities: 2030 1999 2000 1999
Listed 7 45 10 23 L £m £m £m
Uniisted 34 57 33 56 Treasury hills and other
eligible bills 546 429 473 377
41 102 43 79 | Debt securities 3,543 349 3,513 3,49
Cther securities: T 4,089 3925 3,986 3,873
Listed 204 168
Unlisted 2 2 These investments have heen scld to third parties but, since the Group is
206 170 committed to reacquire them at a future date and at a predetermined price, they
are shown in the balance sheet.
247 213
24 Shares in group undertakings Bank
Movements in investment Cost  Provisions Total £m
securities comprise: £m £m U IV January 2000 8304
At 1 January 2000 55 12 43 Acquisitions 7,377
Exchange and other adjustments - (1 1 Disposais {20)
Additions 13 - 13 Revaluations 510
Disposals (14) (3) 1an
Charge for the year _ 5 5} At 31 December 2000 16,171
At 31 December 2000 54 13 41 2000 1899
£m £m
5 ?000 2000 . 1999 1992 Shares in banks 4,317 3,05%
alance alance i i
shest  Valuation ohest  Valuation Shares in other group undertakings 11,854 4,749
£m £m £m Em | Total - all untisted 16,171 8,304
Bank . .
Investment securities: On a historical cost basis, shares in group undertakings
Listed 5 1 10 6 would have been inciuded as follows: N
Unlisted 15 17 13 14 Gost  Provisions Baok value
20 18 23 20 | At1 January 2000 7,549 21 7,528
0 . Additions 1,377 - 1377
ther securities: Disposats 12) = az
Listed - P N
Unlisted 2 At 31 December 2000 14,914 21 14,893
4 P
24 25
Movements in investment Cost
securities comprise: £m
At 1 January 2000 23
Additions 13
Disposals {16}
At 31 December 2000 20
Investment securities are those intended for use on a continuing basis in the
activities of the Group and nat for dealing purposes.
The difference between the cost of other securities and market value, where the
market value is higher than the cost, is not disclosed as its determination is not
practicable.
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24  Shares in group undertakings (continued) 26 Intangible fixed assets Net
The principal group undertakings, all of which have prepared accounts to Cost Amartisation  boak valug
31 December and whose results are included in the consclidated accounts of £m £m £m
Lloyds TSB Bank pic, are: Group )
Percentage Pasitive goodwill
of E%Uity At 1 January 2000 247 16 231
snae Exchange and other adjustments 1 %)) 2 (15)
Country of ital i
registratti%n/ andcvaopting Additions 2,405 ~ 2,405
incorperation  rights held  Nature of business Charge for the year - 22 (22)
Cheltenham & Gloutester ple England  *100% Morgage lending and At 31 December 2000 2,635 36 2,599
refail investrments
Lloyds Bank {BLSA) Limited England 100% Banking and financial Negative goodwill
services At 1 January 2000 and 31 December 2000 23 23 -
Lloyds TSB Commercial England 100% Credit factoring
Finance Limited - Net
Lloyds TSB Leasing Limited England  100% Financial leasing Cg“ "‘momsa‘f'f’“ baok valug
The Agricultural Mortgage England 100% Long-term agricultural m m £m
Cargoration Plg finance Bank
The National Bank of New *100% Banking and financial Goodwill
New Zealand Limited Zealand services At 1 January 2000 11 1 10
Loyds TSB Bank {Jersey) Jersey  *100% Banking and financial Adjustments cn acquisition 4 - 4
Limited services Charge for the year - 1 1
Lioyds UDT Finance Limited England 100% Consumer credit,
leasing and related At 31 Becember 2000 15 2 13
services
Chartered Trust plc England  *100% Consumer credit,
leasing and related
Services 27 Tangible fixed assets Operating
Lloyds TSB Private Banking England 100% Private banking ! . lease
Limited Premises  Equipment assets
Lioyds TS8 Scotland plc Scotand  100% Banking and financial £m £m £m
services Group
Lloyds TSB General Insurance  England  *100% General insurance Cost or valuation:
Limited At 1 January 2000 - before prior
Scotfish Widows Invesiment England  *100% Investment year adjusiment 1,124 2,208 561
Partnership Group Limited management Prior year adjustment (note 1) {112) - -
Abbey Life Assurance England  *100% Life assurance
Company Limited Amented balance at 1 January 2000 1,012 2,208 561
Lloyds TSB Insurance Services  England  *100%  Insurance Droking Exchange and other adjustments (13} {8} 1)
Limited Adjustments on acquisition 11 13 351
Lioyds TSB Life Assurance England  *100% Life assurance and Additions 70 429 583
Company Limited other financial services Disposals (28) (299) (83)
Scottish Widows pic Scotland  *100% Life assurance
Scottish Widows Annuities Scotland  *100% Life assurance At 31 December 2000 1,052 2,343 1411
Limited
*Indirect interest. Depreciation:

The country of registration/incorporation is also the principal area of operation At 1 January 2000

for each of the above group undertakings except as follows: Exchange and cother adjustments
Lloyds Bank {BLSA) Limited operates in Ecuador. The National Bank of New Charge for the year

Zealand Limited also operates through a representative office in Hong Kong. Disposals

At 31 December 2000
25 Joint venture
During 2000 the Group was party to the creation of a new paymenis processing Balance sheet amaunt
A ; . L L o . at 31 December 2000
company, Intelligent Processing Solutions Limited (iPSL), in conjunction with
Unisys and Barclays Bank. This new company began operating in December
2000 and now handles all of the Group’s UK cheque processing activities, for
which fees are charged by iPSL to the Group. The staff previcusly employed by Balance sheet amount
the Group in its UK cheque processing activities have been transierred ‘o the at 31 December 199%
employment of iPSL.
The Group's investmant in iPSL, which comprises 24.5 per cent of the issued
ordinary share capital of the company, is being accounted for as a joint venture.
The carrying value of the investment at 31 December 2000 was £4 million,
which has been included within other assets an the balance sheet.
In the year ended 31 December 2000 £4 millicn of fees payable to iPSL have
been included in the Group's administrative expenses. The Group has also
prepaid £7 million of fees in respect of 2001 and this amount is included in
prepayments and accrued income; in addition at 31 December 2000 iPSL owed
£2 million to the Group, which is included in other assets.
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241 1,423 82
@ 1 (1)
58 204 102

(11) (272) (52)

284 1,354 131

768 989 1,280

3,037

771 785 479

2,035
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27 Tangible fixed assets {continued) Premises  Equipment 28 Lease commitments 2000 2000 1999 1999
£m £m (continued) Premises Equipment  Premises Equipment
Bank &m £m £m £m
Cost or valuation: Bank ~
At 1 January 2000 — before prior Leases or which the commitment
year adjustment 792 1,813 is due to expire in:
Prior year adjustment (note 1) 71} - | lyearorless 2 1 3 5
5 years or less but over 1 year 11 2 10 3
Amended balance at 1 January 2000 721 1,813 Over 5 years 156 - 144 2
Exchange and ather adjustments 2} - -
Adjustments on acquisition 11 10 169 3 157 10
Additions 59 283
Disposals (20) 242) Obligations under finance lgases were: 2000 1999
Equipment Equipment
At 31 December 2000 769 1,864 £m £m
. Group
Depreciation: Amounts payable in;
At 1 January 2000 _ 219 1,180 1 year or less 20 2
Exchange and other adjustrents {4 3 5 years or less but over 1 year 3 2
Charge for the year 49 15¢%
Disposals (8) (223) 23 4
At 31 December 2000 256 1,119 Bank
Amounts payable in;
Balance sheet amount 1 year or less - 2
at 31 Becember 2000 513 745 5 years or less but over 1 year - 2
1,258 - 4
Balance sheet amount
at 31 December 1999 502 633
1135 29 Capital commitments
' Capital expenditure contracted but not provided for at 31 December 2000
o Bank amounted to £33 million for the Group and £1 million for the Bank {1999:
i Group E41 milion; Bank £7 million). OFf the capital commitments of the Group,
20::’[2 1959[2 203: 1933 £28 million (1999: £33 million) related to assets to be leased to customers

under operating ieases.
Balance sheet amount of

premises comprises: In December 2000 the Group announced that it had agreed to form a joint
Freeholds 490 500 276 275 venture between Goldfish, Centrica’s financial services brand, and
Leaseholds 50 years and over evolvebank.com, loyds TSB's standalone internet banking operation. Although
unexpired 22 23 3 5 the amounts are not yet determined, the Group is committed to invest capital
Leaseholds less than 50 vears into the venture equivalent to 30 per cent of its initial regulatory capital
unexpired 256 248 234 292 requirement and to provide funds to the venture to cover its lending for the first

two years of operation.
768 771 513 502

Land and buildings oceupied

il 30 Other assets Group Bank
for own activities 691 679 453 451 2000 199 2000 1959
£m £m £Em £m
Foreign exchange and interest
28 Lease commitments rate contracts 2,688 2,742 2,505 2,678
Annual commitments under non-cancellable operating leases were: Other assets 866 876 440 318
2000 2000 1999 1999 3,554 3,618 2,945 2,996
Premises Equinment  Premises Equipment
Em £m £m £m
Group
Leases on which the commitment 31  Prepayments and accrued Group Bank
15 due to expire In: income 2000 1999 2000 1995
1 year cr less 3 1 14 7 £m £m £m £m
5 years of less but aver 1 year 18 2 41 3 )
Over 5 years 184 - 191 2 interest receivable 875 918 1,429 1,269
- Other debiors and prepayments 2,070 1,710 1,253 978
205 3 246 12

2,945 2,628 2,682 2,247

Included within the Group's other debtors and prepayments is £242 million
(1999: £176 million) relating to the deferred element of the expenditure
incurred under cash gift and discount mortgage schemes. Hf these incentives
had heen written off as incurred, net interest income would have been
£65 million lower in 2000 (1999: £11 million lower).
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32 Long-term assurance business

2000 1599
£m £m
The value of long-term assurance business
attributable to shareholders inciuded in the
consalidated balance sheet comprises:
Net tangibie assets of life companies including surplus 4,128 723
Value of other sharehoiders' interests in long-term
assurance funds 2,421 1,551
6549 2274

The sharehoiders’ interest in the long-term assurance business has been
calculated on the basis of a series of economic and actuarial assumptions.

Following the acquisition of the business of Scoitish Widows, a detailed review
of the economic assumptions used in the embedded value calculation has
been carried out, to ensure that these assumptions remain appropriate for the
enlarged iife and pensions business in the context of forecast longterm
economic trends, As a result of this review certain assumptions have been
amended, including the risk-adjusted discount rate which has been reduced

from 10 per cent to 8.5 per cent. The principal assumptions are shown below,
together with those used in 1999:

2000 1999

% %

Risk-adjusted discount rate (net of tax) 8.50 10.00
Return on equities (gross of tax) 8.00 8.50
Return on fixed interest securities {gross of tax} 5.25 5.25
Expenses inflation 3.00 3.00

The revised assumptions, which have been used with effect from 1 January
2000 for Abbey Life and the bancassurance operation of Lloyds TSB Life,
have tesutted in a one-off credit to the profit and loss account of
£127 million. The same assumptions have tHeen used for the Scottish
Widows business from the date of acquisition.

A margin over the long-term risk free rate of return is included within the
discount rate to reflect the shareholders’ overall risk premium; other margins
are not included in the profit recognition method. Allowance for tax is made
using models which reflect the different tax regimes affecting different classes
of product; no credit is taken in respect of any reduction in taxes deriving from
expenses attributable to future business.

The assumptions for mortality and morbidity are derived from published tables
adjusted for demographic differences of policyhciders; those in respect of
lapses are in line with the experience of the companies concemed.

2000 1999
£m Em
The income from long-term assurance business is:
Value of long-term assurance business at 31 December 6,549 2,274
Value of long-term assurance business at 1 January 2,274 -
Increase in value of lJong-term assurance business 4,275 2,274
Adjustments on acquisition (4,052) (2,299)
Exchange and other adjustments 172 (18}
Dividends accrued 126 92
Income after tax from long-term assurance business 521 49
Income before pension provisions 795 173
Pension provisions (100) {102}
Income hefare tax from long-term agsurance business 695 71
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32  Longierm assurance business {continued)

During 1992, the Financial Services Authority (FSA) published revised
assumpticns to be incerporated into the calculations of the continuing cost of
redress to past purchasers of pension policies. These revised FSA guidelines
were based on the assumpticn that the average life expectancy of pensicners
had increased, and lower interest and infiation rates to be assumed in
calculating the cost of redress. Applying these revised assumptions, the cost of
redress was forecast to increase by £102 million and a further provision of this
ameunt was made in 1999, increasing the total provision made for this
purpose tc £802 million at 31 December 1999, In 2000 the adequacy of the
provision has again been reviewed in the light of the changes arising from
SERPS adjustments, further experience and improved knowledge as to the
number and size of compensation claims likely 1o be paid. The cost of redress
is forecast to increase by £100 million and a provision of this amount has been
made, bringing the total provision charged for this purpese to £902 million, of
which £654 million had been used at 31 December 20C0Q.

The following is a summarised balance sheet for the long-term assurance
funds:

2000 1999
£m £rr1
The long-term assurance assets attributable
1o policyholders comprise:
Investments 52,683 27,718
Value of ather sharehalders’ inferests in long-term
assurance funds 2421 1,551
Premises and equipment 20 3¢
Net current assets (liabilities) 2,510 {(483)
57,634 283816
Long-term assurance business atiributable
to shareholders (6,549) (2,274)
51,085 26,542
Investments shown above comprise:
Fixed interest securities 14,512 7,415
Stocks, shares and unit frusts 31,885 16,996
Investment properties 3,098 1,045
Other properties 10 10
Mortgages and loans 117 50
Deposits 3,061 2,202
52,683 27,718
The liabilities fn policyholders comprise:
Technical provisions:
Long-term business provision (net of reinsurance) 23,514 3,025
Claims outstanding (net of reinsurance) 172 114
Technicat pravisions for linked liabilities 24413 23,372
Fund for future appropriations and other liabilities 2,986 31
51,085 26,542
33 Assets and liabilities Group Bank
denominated in foreign 2000 19099 2000 1959
currencies £m £m £m £m
Assets. denominated insterling 127,841 112,951 109,586 96,800
; denominated in cther
currencies 40,864 38,361 31,243 27,924
168,705 151,312 140,829 124,724
Liabilities: denominated in sterling 127,944 113,056 109,572 96,812
: denominated in other
currencies 40,761 38,256 31,257 27912
168,705 151,312 140,829 124,724
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34 Deposits by banks Group Bank 37 Other liabilities Group Bank
2000 1998 2000 1999 2000 1969 2000
£m £m £m £m £m £m £m
Repayable on demand 4,330 3,594 8,816 6,679 Foreign exchange and
Other deposits by banks with agreed interest rate contracts 2,417 2,036 2,519
maturity dates or periods of notice Current tax 614 610 270
by residual maturity repayable: Dividends 1,170 860 1,170
3 months or less 9,712 12,551 12,317 15,524 Other liabilities 2,837 1,825 493
1 year or less but over 3 months 1,790 1,193 2,214 1,603
5 years o less but over 1 year 695 341 669 599 7,038 5,331 4,452
Over 5 years 208 55 29 45
16,735 17,694 24,045 24,350
38 Accruals and defe G Bank
Included above: ? inct::laes e 2000 = 1393 2000 - 199
Due to group undertakings 8,907 7,824 £m o £m Ea:
Interest payable 1,648 1,305 1,720 1,118
35 Customer accourts Group Bank Other creditors and accruals 2,654 2,004 1,462 1,049
2000 1599 2000 1999 4,302 3309 3,182 2,167
£m £m £m £m ’ ! '
Repavahle on demand 74477 68961 54,485 49,409
Other customer accounts with
agreed maturity dates or 39  Deferred tax . Growo 0 Bk
periods of notice by residual . 2000 1599 2000 1939
maturity repayable: £m £m £m £m
3 manths or less 21,064 20,122 17,090 15489 | ghort-term timing differences (46) (82) 33} {29}
1 year or less but over 3 months 3,522 2,544 2431 1,611 Pensions prepayment 230 185 204 170
5 years or less but over 1 year 1,331 1360 L1729 1699 | proision for Emerging Markets Debt (198} (212 (198) (212
Over 5 years 417 135 492 327 | Acceleraled depreciation allowances 1,586 1,580 13 32
100,811 93,122 76,227 68,535 1,572 1,471 (14) (39
Included above:
Due to group undertakings 7,002 5474 | - G(j:”rﬁ Bg:';';
Due to fetllow group undertakings 73 271 &6 263
At 1 January 2000 1,471 (39)
Exchange and other adjustments ) -
36 Debt securities in issue Group Bank Ad}ustmfents on acquisition 3) -
2000 1999 2000 1999 | lax provided 108 25
£m £m £m £m
At 31 December 2000 1,572 (14}
Bands and medium-term notes by
residual maturity repayable:
1 year or less 538 309 345 162 Group Bank
2 years of less but over 1 year 169 188 42 24 2000 1999 2000 1999
5 years or less but over 2 years 472 690 379 366 £m £m £m £m
Qver 5 years 1,413 407 82 131 | potential tax for which no provision
2,502 1,594 848 693 has been made relfatupg to
» . accelerated depreciation allowances
Other debt securities by residual on equipment leased 1o customers 72 72 _ _
maturity repayable:
3 months or less 8,574 7,644 Provision has been made for the liabiitty to tax on overseas earnings which are
1 year or less but over 3 menths 6,476 2,645 expected to be remitted to the UK. No provision has been made for the liability
5 years of less but over 1 year 241 362 {0 tax which could arise if premises, to the extent that the tax base cost has been
Over 5 years 16 15 reduced by rollover relief, or group undertakings were disposed of at their
balance sheet amounts of investments in associated undertakings and trade
15,307 10,666 12,883 7,908 investments at their valuation. it is expected that the majority of these assets will
he retained in the business and that, in view of the substantial number of assets
17,899 12,260 13,731 8,591 involved and the law relating to rollover relief, the likelinood of any such material
Included 2hove: :ax llab:lli?( irlsmg is remote; no wseful purpose wauld be served by attempting
Due to group undertakings 284 213 0 quantity it.
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40 Other provisions for liabilities and charges

Post- Vacant  Provision
Pensicn  Insurance  refirement  leaschoid  for closure
obligations  provisicns health care property  of business Qther Total
£m £m £m £m £m £m £m
Group
At 1 January 2000 28 201 77 112 28 28 474
Exchange and other adjustments - 5 - 1 - - 6
Provisions applied (1) (146) )] (15) (28} (15) {209)
Charge for the year 7 142 3 (2) - 21 171
At 31 December 2000 34 202 76 96 - 34 442
Bank
At 1 January 2000 28 - 77 86 28 15 234
Exchange and other adjustments - - - - - 2 2
Provisions applied (1) - Y] (5} (28) (7} (45)
Charge for the year 7 - 3 2} - - 8
At 31 December 2000 34 - 76 79 - 10 199

Pension obligations

This represents the Bank's and the Group's cbligations in respect of certain overseas pension schemes. Full actuanal valuations are carried out by independent
actuaries every three years.

nsurance provisions

The Group’s general insurance subsidiaries maintain provisions for outstanding claims which represent the ultimate cost of settling all claims arising from events
which have cccurred up to the balance sheet date and these include provisions for the cost of claims netified but neot setfled and for claims incurred but not yet
reported. In addition, in line with the requirements of the Insurance Companies (Reserves} Act 1995, claims equalisation provisions are maintained in relation to
property, credit and suretyship business. The majority of provisions in respect of claims will be settled in the following vear, although new provisions witl then be
required In respect of claims arising {rom that year, The level of the claims equalisation provision will be adjusted annually, taking into account the guidelines
contained in the legislation, and such provisions will be held for &s long as the Group continues to write the relevant types of general insurance business.

Post-retirerment health care

The Bank operates a number of schemes which provide post-retirement health care benefits to certain employees, retired employees and their dependent relatives.,
The principal scheme relates to former Lloyds Bank staff and under this scheme the Bank has undertaken to meet the cost of post-retirement health care for all
eligible former employees (and their dependants) who retired prior to 1 January 1996. For retirementis subsequent to this date, the Bank wili meet a reduging
propertion of the cest until 31 December 2004, after which date the only obligation will be in respect of the pre 1 January 1996 retirements, The cost of providing

all post-retirement health care benefits is charged 1o the profit and loss account on a systematic basis over employees’ working lives; the provision represents the
unfunded obligation and is based on valuations of the Bank's liability by qualified actuaries.

Vacant feasehold property

Whenever the Group ceases to occupy a property, or commits itself to doing so, it is the Group’s policy to raise a provision to cover any anticipated shortfall when
comparing the recoverable amount of its interest in the property 1o the future rental and other payments that the Group is obligated to make over the remaining
term of the lease. These provisions are made by reference 10 a prudent estimate of expected sub-let income and the possibility of disposing of the Group's interest
in the lease, taking into account conditions in the property market. These provisions are reassessed on an annual basis and will normally run off over the remaining

life of the leases concerned, currently averaging six years; where a property is disposed of earlier than anticipated, any remaining balance in the provision relating
to that property is released.

Provision for closure of business

In July 1999 Lloyds TSB Group announced its decision 1o withdraw from the global custody and unit trust trusteeship business. As a result, a provision of £28 million
was raised for the anticipated operating losses to be incurred by Lloyds TSB Securities Services until the business was closed. The provision has been released to
match losses as they have been incurred over the period of run down of the business; this was completed by the end of 2000.
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41 Subordinated liabilities Group Bank
2000 1999 2000 1999
* Undated foan capital: £m £m £m £m

1 Primary Capital Undated Floating Rate Notes:
Series 1 (US$750 million)

502 465 502 465
Series 2 (USHS00 million) 335 310 335 310
Series 3 (US$B00 million) 401 372 401 372
® 5%% Undated Subordinated Step-up Noes caliable 2009 (€1,250 miltion) 774 766 774 766
t Undated Step-up Floating Rate Motes callable 2009 (€150 million) 94 93 94 93
1 6%% Undated Subordinated Step-up Notes caliable 2010 405 A05 405 405
* 7.375% Undated Subordinated Step-up Notes callahle 2012 (€430 million) - - 267 -
* 7.834% Undated Subordinated Step-up Notes callable 2012 - - 248 -
+ Subordinated 5.57% Step-up Coupon Notes callable 2015 (¥20 billion} 117 120 117 120
1 6%% Undated Subordinated Step-up Notes callable 2019 266 266 266 2566
11%% Perpetual Subordinated Bonds 100 100 - -
1+ 8% Undated Subordinated Step-up Notes callable 2023 199 199 199 199
1 6%% Undated Subordinated Step-up Notes callable 2029 198 198 198 198
3,391 3,294 3,806 3,194

Dated loan capital:
Euwrocurtency Zero Coupon Bonds 2003 (¥3 billion} 15 15 - —
4 Subordinated Fixed Rate Bonds 2003 (NZ$165 million) 49 65 - -
1 Subordinated Floating Rate Notes 2004 20 25 - -
7%% Subordinated Bonds 2004 399 399 399 399
T+ Subordinated Floating Rate Notes 2004 100 100 100 100
t Subordinated Floating Rate Notes 2005 - 25 - -
§ Subordinated Bonds 2005 - 156 - -
§ Subordinated Bonds 2006 (NZ$7/5 million) 22 24 - -
T Subordinated Floating Rate Notes 2006 250 250 100 100
t Subordinated Floating Rate Notes 2007 200 200 - -
7%% Subordinated Bonds 2007 298 298 208 298
§ Subordinated Fixed Rate Bonds 2007 {NZ$150 million) 44 49 ~ -
1 Subordinated Floating Rate Notes 2008 150 150 - -
54%9% Subordinated Notes 2008 (DM750 million} 240 237 240 237
11 10%% Guaranteed Subordinated Loan Stock 2008 113 115 113 115
9%% Subordinated Bonds 2009 99 99 9 g9
1 Subordinated Step-up Floating Rate Notes 2009 callable 2004 (US$500 million) 334 309 334 309
4 8 36% Subordinated Notes 2010 (NZ$100 million) 30 - - -
% 6%% Subordinated Notes 2010 (€400 million) 250 - 250 -
¥ Subordinated Floating Rate Notes 2010 (US$400 million) 267 - 267 -
1 12% Guaranteed Subordinated Bonds 2011 123 124 123 124
4%% Subordinated Notes 2011 {£850 miflion) 508 500 508 500
+ 6%% Subordinated Notes 2015 343 - 343 -
4 Subordinated Fleating Rate Notes 2020 (€100 millicn) 62 - 62 -
9%% Subordinated Bonds 2023 342 342 342 342
Subordinated Mon-Interest Bearing Loan on rolling 6 vear notice 150 150 150 150
4,408 3,492 3,728 2,773
Total subordinated labilities 7,799 6,786 7,534 5,967

These liahitities will, in the event ¢f the winding-up of the issuer, be subordinated t¢ the claims of depositors and all other creditors of the issuer.
* In certain circumstances, these notes and bonds would acguire the characteristics of preference share capital.
T These notes bear interest at rates fixed pericdically in advance based on Interbank rates.
% |ssued during 2000 primarily to provide capital resources in connection with the acguisition of Chartered Trust.
9 At the callable date, the coupon on these Notes will be reset by reference to the applicable five year benchmark gilt rate.
§ These bonds bear interest, to be reset 5 years before redemption date, at a fixed margin over New Zealand Government stocks.
® I the event that the Notes are not redeemed at the callable date, the coupon will be reset to a floating rate.
# In the event that the Notes are not redeemed at the callable date, the coupon will be reset 10 a fixed margin over the then 5 year Yen swap rate.
+ Exchangeable at the election of the Group for further subordinated floating rate notes.
4 |ssued during 2000 primarily to finance the general business of the Group.
® lssued during 2000 primarily to provide capital resources in conrection with the acquisition of Scottish Widows.
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41 Subordinated liabilities {continued)
Dated subcrdinated liabilities are repayatle as follows:

Group Bank
2000 1999 2000 1999
£m £m £m £m
1 year or less 3 5 - -
2 years ar iess hut gver 1 year 5 5 - -
5 years or less but over 2 years 573 594 459 499
Qver b years 3,825 2,888 3,229 2,274
4408 3492 3,728 2,773

42 Non-equity minority interests

Non-equity minority interests comprise non-cumulative preferred securities
issued by Group underiakings during the year as pari of the funding for the
Group's acquisition of Scattish Widaws (note 501

2000 1999
£m £m
Euro Step-up Non-Yoting Non-Cumulative Preferred
Securities (€430 million)* 267 -
Sterling Step-up Non-Voting Non-Cumulative Preferred
Securitiest 248 -
515 -

*These securities constitute limited partnership interests in Lioyds TSB Capital 1
L.F, a Jersey Yimited partnersnip in which Uioyds TSB {Genera! Pariner) Limited,
a wholly owned subsidiary of the Group, is the general partner. Non-cumulative
fncome distributions accrue at a fixed rate of 7.375 per cent per annum up to
7 February 2012; thereafter they will accrue at a rate of 2.33 per cent above
EURIBOR, to be set annuaily.

1 These securities constitute limited partnership interests in Lloyds TSB Capital 2
L.P, a Jersey limited partnership in which Lloyds TSB {General Partner) Limited,
a wholly owned subsidiary of the Group, is the general partner. Non-cumulative
income distributions accrue at a fixed rate of 7.834 per cent per annum up to
7 Fetruary 2015; thereafter they will accrue at a rate of 3.50 per cent above 2
rate based on the yield of specified UK government stock.

Both of the above issues were made under the limited subordinated guarantee
of Lioyds TSB Bank plc. In certain circumstances these preferred securities will
be mandatorily exchanged for preference shares in Lloyds TSB Group plc. Lloyds
TSB Bank plc has enfered into an agreement whereby dividends may only be
paid on its ordinary shares if sufficient distributable profits are available for
distributions due in the financial year on these preferred securities.

43 Called-up share capital

*Includes one cumulative ficating rate preference share of £1.

2000 1959

£m £m

Authorised: ordinary shares of £1 each* 1,650 1,650
Issued and fully paid: ordinary shares of £1 each

At 1 January 1,542 1,472

tssued in the year - 70

At 31 December 1,542 1,642

The company regarded by the directors as the ultimate parent company is Lloyds
TSB Group pic, which is also the parent undertaking of the only group of
undertakings for which consolidated accounts are drawn up of which the Bank
is a member. Copies of the group accounts may be obtained from the company

secretary, Lloyds TSB Group ple, 71 Lombard Street, London EC3P 3BS.
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44 Reserves Group Bank
£m £m
Share premium account:
At 1 January and 31 December 2000 2,960 2,960
Revaluation reserve:
At 1 Janvary 2000 - as previously reported (206) 620
Prior year adjustment {note 1} 206 156
Amended balance at 1 January 2000 - 776
Transfer to profit and loss account 8
Increase in net tangible assets of subsidiary undertakings 510
At 31 December 2000 1,278
Profit and loss account:
At 1 January 2000 — as previously reported 5,891 5,065
Prior year adjustment (note 1) (318) (227)
Amended balance at 1 January 200Q 5,573 4,838
Exchange and other adjustments (68) (12}
Transfer from revaluation reserve - 8
Goodwill written back on closure of business 16 16
Retained profit 1,112 505
At 31 Becember 2000 6,633 5,355

The Group profit and loss account reserves at 31 December 2000 include
£318 million {1999; £87 million} not presently available for distribution
representing the Group's share of the value of long-term assurance business in
force and the surplus retained within the long-term assurance funds.

The cumulative amount of premiums on acquisitions written off against profit and

loss account reserves dusing previous years amounts to £966 miilion of which
£881 miliion was within the last 10 years,

45 Directors’ interests

The directors are also directors of Lloyds TSB Group plc and their interests in the
share and ‘oan capital of Lioyds TSB Group pic and its subsidiaries are shown
{n the repart and accounts of that campany.

46 Directors’ emoluments

The aggregate of the emoluments of the directors was £5,048,000 {199%:
£3,336.000).

The aggregate of the amount of the gains made by directors on the exercise of
Lloyds TSB Group plc share options was £27,000 (1999: £4,098,000).

The aggregate of the value of company contributions, in respect of directors’
qualifying services, to a money purchase pension scheme was £63,045 (1999:
£54,041). None of this amount was attributable to the highest paid director.

The numbers of directors to whom retirement benefits were accruing under
meney purchase and defined benefit pensicn schemes were 1 and 7
respectively (1999: 1 and 5),

The total for the highest paid director (Mr Elwood} was £856,000. The amount
of his acciued pension at the year end was £291,914, being his pension
entitlement based on pensionable service with the Group to 31 December 2000
hut payable af normal retirement age. (The tolal for the highest paid directer in
1999 (Sir Brian Pitman), including the gains of £3,025,000 on the exercise of
share options, was £3,393,000.)
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47 Transactions with related parties

At 31 December 2000, transactions, arrangements and agreements entered
into by the Bank or its subsidiaries with directors and connected persons and

with officers of the Bank included:

2000
Number of
persons

Loans and credit card transactions:
Directors and connected persons 10
Officers 36

The Group enters into certain transactions with its long-term assurance
businesses which are not eliminated in the consolidated accounts. At
31 December 2000 Group entities owed £2,126 million (1999: £1,775
miltion} and were owed £1,164 million {1999: £1,337 million}. |n addition,
fees of £68 million (1999: £20 million) were received, and fees of £29 million
(1999: £13 million) were paid, in respect of asset management services.

Details of transactions with the Group’s joint venture are set out in note 25.

2000 19398 1933
Total Number of Total
£000 persons £000
119 15 257
4,993 28 2,986

48 Cantingent liabilities

Groug Bank
and commitments 2000 1999 2000 1999
£m £m £ £m
Contingent abilities:
Acceptances and endorsements 357 459 354 440
Guarantees 3,249 2,485 3,596 2,988
QOther:
Qther items serving as direct
credit substitutes 266 273 258 269
Performance honds and ather
transaction-related contingencies 1,271 1,198 1,282 1,189
Qther contingent liabilites 4 8 3 -
1,541 1,479 1,543 1,458
5,147 4,423 5,493 4 B36
Commitments:
Documentary credits and other
short-term trade-related transactions 238 247 122 129
Farward asset purchases and
forward forward deposits placed 779 986 701 770
Undrawn note issuing and revolving
underwriting facilities 53 90 - -
Undrawn formai standby facilities,
credit lines and other commitments
to lend:
tess than 1 year maturity 33,815 21,314 32,040 19,315
1 year or over maturity 7,701 5,225 6,916 4,648
Other commitments 3 14 3 14
42,589 27876 39,782 24,876
Incurred on behalf of group
undertakings:
Contingent liabilities 518 637
Comrmitments 858 a8
1,376 735
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49 Derivatives and other financial instruments
The Group's activities can be divided inte three broad categories: banking and
mortgages, insurance and investments, and trading activities.

Banking and mertgage activities represent the most significant element of the
Group's business in terms of profit, assets and exposure to risk. These activities
are etitered into in both the UK and overseas and principally comprise the
Group's core business of lending and deposit taking, involving a full range of
perscnal and corporate cusiomers. In entering into this business, the Group's
objective is 10 secure a margin between the interest paid to customers on their
deposits and interest received on amounts advanced. In order to do this, mare
complex financial instruments, such as derivatives, are used as a means of

reducing risk by hedging exposuses 10 movements in exchange rates, interest
rates or other market variables.

Within its banking activities, the Group has a number of treasury operations
that are responsible for utilising surplus funds and meeting funding shortfalis
by entering into transactions in the money markets. Portfolios of debt securities
and treasury bills are held to provide a source of liquidity; it is the Group's
intention 1o hold these investments until maturity although in certain
circumstances they may be disposed of before then where, for example, the
need to hold the investment no longer applies. Any profits o losses arising from
a sale of this kind are recagnised immediately.

Insurance and investment businesses provide general insurance and market
savings and investment products both within and outside the banking
customer bases. Fund management services are also previded although, whilst
involving external clients, this activity is currently dominated by the
management of internal group funds.

Trading activities are restricted to a few highly specialist authorised trading
centres, the principal one being the Group's Treasury department in London.
Most of the Group's trading activity is to meet the requirements of customers
for foreign exchange and interest rate products, from which the Group is able
tc earn a spread on the rates charged. However, interest rate and exchange
rate positions are faken oul using derivatives (forward foreign exchange
contracts, interest rate swaps and forward rate agreements} and on-halance
sheet instruments (mainly debt securities}. The objective of these positions is
to earn a profit from favourable movemnents in market rates. Accordingly, these
fransactions are reflected in the accounts at their fair value and gains and
losses shown in the profit and loss account as dealing profits.

Risk
The board is responsible for determining the long-term strategy of the business,
the markets in which the Group will operate and the tevel of risk acceptable to

the Group in each area of its business. The principal risks arising from the
Group's use of financial instruments are as follows:

Credif risk

Credit risk arises from extending credit in all forms in the Group's banking and
trading activities, where there is a possibility that a counterparty may default.
Tne Group has dedicated standards, policies and procedures to control and

manitor all such risks. Lioyds TSB Group Risk’s respansibilities in respect of
credit risk include the following:

+ Formulation of high level credit policies designed to ensure a balanced and
managed approach to the identification and mitigation of credit risk. These
policies provide a standard framework within which Group businesses
structure their individual policies and rules. tioyds TSB Group Risk raviews,

approves ardd monitors credit policy decuments established for individual
businesses.

Provision of lending guidelines, These define the responsibilities for lending
officers and provide a disciplined and focused benchmark for sound credit
decisions. Clear guidance is provided on the Group's attitude towards and
appetite for credit exposure on different market sectors, industries and
products,

-

Provision of a group rating system. All business units are required to operate
an authorised rating system that complies with the Group's standard
methodology. The Group uses 2 ‘Master Scale’ rating structure with nine
ratings, each corresponding to a probability of future default.
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49  Derivatives and other financial instruments {continued)

» Establishment and maintenance of the Group's large exposure policy.
Exposure o individual Counterpariies of groups of counterparties is
controlled through a tiered hierarchy of delegated sanctioning autherities.
Approval reguirements for each deCision are based on the transaction

ameunt, the customer’s aggregate facilities, credit risk ratings and the nature
of the risk.

Contsol of bank exposures. In-house proprietary rating systems are used to
approve bank facilities on a group basis.

Monitoring of scorecards. The Group utilises statistically-based decisioning
techniques {primarily credit scoring and performance scoring) for its main
consumer lending portfolios. Authorisations are determined by scorecards
tailored fo meet the needs of the particular business, Liowds TS8 Group Risk
reviews and monitors new and material changes 1o scorecards.

-

Control of cross-border exposures. Country limits are authorised and
managed by a dedicated unit, using an in-house rating system which takes
into account economic and political factors.

Maintenance of a centralised facilities database. Uoyds TSB Group Risk
operates a centralised database of large corparate, sovereign and bank
facilities designed to ensure that a consistent aggregation policy is
maintained throughout the Group.

Fermulation of concentration limits ¢n certain industries and sectors. Lloyds
TSB Group Risk sets limits and moniters exposures o prevent over-
cancentration of risk.

Portfolio analysis. In conjunction with Lloyds TS8 Group Risk, group
husinesses identify and define portfolios of credit and related risk exposures
and the key benchmarks, behaviours and characteristics by which those
portfolios are managed in terms of credit risk exposure, This entails the

production and analysis of regular portfolio monitoring reports for review by
Lioyds TSB Group Risk.

Communication and provision of general guidance on all credit-related risk
issues, including regulatory changes and environmental risk policy, to
promote consistent and best practice througheout the Group.

Day-to-day credit management and asset quatity within each business unit is
the primary responsibility of the business unit directors. Each business unit has
in place established credit processes involving credit policies, procedures and
lending guidelines. Authority to delegate lending discretions within operating
divisions rests with cfficers holding divisional tending delegated authority. All
material authorities are advised to Lloyds TS8 Group Risk.

Specialist units are established within group business units to provide intensive
management and controd in order to maximise recoveries of doubltiul debts.

Regular independent audits of credit processes are undertaken by Lloyds TSB
Group Audit. Such audits include consideration of the completeness and
adequacy aof credit manuals and iending guidelines, together with an in-depth
anaiysis of a representative samgle of accounts in the portfolio to assess the
quality of the loan book and other exposures. Individual accounts are reviewed
to ensure that the facility grade is appropriate, that credit procedures have been
properly followed and that, where an account is non-performing, provisions
raised are adequate.

Market risk

Market Tisk is the risk of josses being incured as a result of adverse
movements in interest or exchange rates or other market variables. Market risk
arises in all areas of the Group’s activities and is managed by a variety of
different technigues.

The Group’s trading activities expose it to the risk of adverse movements in
interest rates or exchange rates. Trading activities are restricted o a few highly
specialist trading centres and the level of exposure is strictly controlled and
monitored within approved limits locally ang centrally.

These are supplemented by a range of value at rigk technigues in use in
individual businesses, where suitable methodologies have been developed to
meet the specific requirements of gach centre. At Group leve, gichal positions
are incorporated into a central value at risk model, taking into account natural
offset positions between different trading centres, and stress tests are carried
out to simulate extreme conditions.
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49 Derivatives and other financial instruments (continued)

Various parameters are used to calculate the value at risk on a given portfolic
of positions, thus avoiding undue reliance on a single measure. Based on the
commonly quoted 95 per cent confidence level, assuming positions are held
overnight and using observation periods of the preceding 3 years, during 2000
the value at risk on the Group’s global trading averaged £1.28 million (1999:
£1.16 million) with & maximum of £1.67 million (1999: £1.78 million) and a
minimum of £0.98 millicn {199%: £0.77 million}. The figure at 31 December
2000 was £1.17 million {1999: £1.04 million).

Lloyds TSB Group Balance Sheet Management (GBSM} specifically focuses on
the management of interest rate risk in the Group's retail porifolios, inciuding
mortgages, and in the Group’s capital funds, GBSM reports to an Asset and
Liability Committee under the chairmanship of the Finance Director. The
Group's policy is to optimise the stability of future net interest income, which is
achieved by entering into hedging transactions ysing interest rate swaps and
other financial instruments.

Liquidity risk

To ensure that each business unit can meet. its financial obligations as they fall
due, the Group complies with the Financial Services Authority's Sterling Stock
Liquidity policy in the UK, with similar liquidity policies in place across all

trading centres worldwide. Compliance is monitored by regular liquidity returns
to Lioyds TSB Group Risk.

The sources and maturities of assets and liabilities are closely menitered and
diversified to avoid any undue concentration. A substantial proportion of
deposits is made v of current and savings accounts which, although repayable
on demand, have traditionally formed a stable deposit base.

The Group's significant involvement in the London money market and other
financial centres, together with the strength of the Group's eamings and balance

sheet, are important factors in assuring the continued availability of wholesale
funds at competitive rates.

Operational risk

Operational risk is the expesure to financial or other damage arising through
unforeseen events or failure in the Graup’s operational processesfsystems.
Examples include inadequate internal controls and procedures, human error,
deliberate malicious acts inchuding fraud, and business interruptions.

Internai control techniques include segregation of duties, exception and
exposure  reperting,  business continuity planning, reconciliations, and
delegation of autharity, and are based on the submission of timely and reliable

management reporting. Where appropriate risk is mitigated by way of insurance
with third pariies.

Insurance risk
The Group offers insurance products to s customers, and actively reviews the

extent 10 which the associated risk is undarwritten internally, or reinsured with
external underwriters.

The Financial Services Authority sets down minimum requirements for solvency
and reserving for ail classes of insurance, which are carefully manitored by the
relevant business units within the Group. The retained risk level is carefully
controlled and monitored, with close attention being paid fo the analysis of
underwriting experience, product design, policy wordings, adequacy of
reserves, solvency management and regulatory requirements,

Investment strategy is determined by the term and nature of the undenwriting
liabilities and assel/ligbility matching positions are actively monitored. General
insurance exposure o accumulations of risk and possible catastrophes is
mitigated by reinsurance arrangements which are broadly spread over different
reinsurers. Appropriate reinsurance arrangements also apply within the life and
pensions businesses,
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49 Derivatives and other financial instruments (continued)

Derivatives

Derivatives are used to meet the financial needs of customers, as part of the
Group's trading activities and tc reduce its own exposure to fluctuations in
interest and exchange rates. The principal derivatives used by the Group are
interest rate and exchange rate contracts; particular attention is paid to the
liquigtity of the markets and products in which the Group trades tc ensure that
there are no undue concentrations of activity and risk.

Interest rate related contracts include interest rate swaps, forward rate
agreements and oplions. An interest rate swap is an agreement between two
parties to exchange fixed and floating interest payments, based upen interest
rates defined in the contract, without the exchange of the underlying principal
amounts. Forward rate agreements are contracts for the payment of the
difference between a specified rate of interest and a reference rate, applied to
a notional principal amount at a specific date in the future,

Exchange rate related contracts include forward foreign exchange contracts,
currency swaps and options. A forward foreign exchange confract is an
agreement to buy or sell a specified amount of foreign currency on a specified
future date at an agreed rate. Currency swaps generally involve the exchange
of inerest payment obligations denominated in different currencies; the
exchange of principal can be notional or actual.

Equity derivatives are also used by the Group as part of its equity based retail
product activity, whereby index-linked equity options are purchased to
eliminate the Group's exposure to fluctuations in various international stock
exchange indices.

a) Derivatives

Group

Trading

The notional principal amounts and fair values (which, after netting, are the

carying values) of trading instruments entered into with third parties were as
follows:

Notiona! Fair values
grincipgt —————————
amount Assets  Liabilities
31 December 2000 £m £m £m
Exchange rate contracts:
Spot, forwards and futures 86,423 1,742 1,940
Currency swaps 6,049 304 206
Cptions purchased 1,208 23 -
QOpticns written 1,023 - 19
94,703 2,069 2,165
Interest rate coniracts:
Interest rate swaps 290,529 3,484 3,509
Forward rate agreements 48,002 57 €4
Options purchased 3,539 17 -
QOptions written 2,229 - 8
Futures 34,390 6 -
378,689 3,564 3,581
Equity contracts 2,768 443 59
Effect of netting (3,388) (3,388)
Balances arising from off-batance sheet
financial instruments 2,688 2,417

49  Derivatives and other financial instruments {continued)
a) Derivatives (continued)

Notional Fais values
principal
amount Assets  Liabilities
31 December 1999 £m £m £m
Exchange rate contracts;
Spot, forwards and futures 85,939 1,648 1,529
Currency swaps 6,371 261 235
Options purchased 1,265 16 1
Options written 1,220 2 g
94,795 1,927 1,774
Interest rate ceniracts:
Interest rate swaps 383,212 3939 4,057
Forward rate agreements 85,613 83 67
Options purchased 4,545 97 -
Options written 3,067 - 72
Futures 40,022 - -
516,459 4,119 4,196
Equity contracls 2393 646 16
Effect of netting (3,950 (3,950
Balances arising from off-balance sheet
financial instruments 2,742 2,036

MNon-trading

Through intra company and intra group transactions the Group establishes
non-trading  derivatives positions with the Group's independent trading
operations, Similar positions are also established with third parties. The
notional principal amounts of non-trading instruments entered into with third
parties were as follows:

Notional Fair values
pineipal —————
amount Fositive  Negative
31 December 2000 £m £m £m
Exchange rate contracts:
Spot, forwards and futures 296 4 4
Currency swaps 78 5 7
374 9 11
Interest rate confracts:
inerest rate swaps 2,466 96 35
Forward rate agreements 134 - -
2,600 96 35
Notional Fair values
principal
amount Positive Megative
31 December 1999 £m £m £m
Exchange rale contracts:
Spot, forwards and futures 187 4 1
Gumency swaps 95 1 3
282 15 4
Inferest rate contracts:
Interest rate swaps 2,203 31 23
Forward vate agreements 20 - -
2,223 31 23

The aggregate carrying value of non-rading derivatives with a positive fair value
was an asset of £23 million (1999: an asset of £1 millior) and with a negative
fair value was a liability of £1 mitiion (1999: an asset of £1 million).
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49 Derivatives and other financial instruments (continued)

a} Derivatives (continued)

The snaturity of the notional principal amounts and replacement cost of toth
trading and non-trading instruments entered into with third parties was:

Under lwh Over 5
1 year years years Total
£m £m Em £m

31 December 2000
Exchange rate contracs:
MNotional principal amount 88,288 4,973 1,816 95,077
Net replacement cost 1,094 183 39 1,316
Interest rate contracts:
Mational principal amount 177,684 159,422 44,183 381,289
Net replacement cost 731 146 157 1,034
Equity contracts:
National principal amount 506 2,054 208 2,768
Met replacement cost 68 343 32 443
31 December 1999
Exchange rate contracts:
Motional principal amount 90,281 4,125 671 95,077
Net replacement cost 996 137 13 1,146
Interest rate contracts:
Notional principal amount 258,197 212,698 47,887 518,682
Net replacement cost 305 392 299 996
Equity contracts:
Notionat principal amount 204 1,776 413 2,393
Net replacement cost 39 528 79 646

The noticnal principal amount does not represent the Group's real exposure to
credit risk which is limited to the current cost of replacing contracts with a
positive value should the countarparty default. To reduce credit risk the Group
uses a variety of credit enhancement technigues such as netting or
collateralisation, where secwity is provided against the exposure.

An analysis of the net replacement cost of both trading and non-trading
instruments entered inte with third parties by counterparty type is set out
below:

2000 1999

£m £m

QECD banks 2,244 2,449
QOther 549 339
2,793 2,788
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49 Derivatives and other financial instruments (continued)

a} Derivatives (continued}

Bank

Trading

The notional principal amounts and fair vatues (which, after netting, are the

carrying values) of trading instruments entered into with third parties were as
follows: ‘

National Fair valuas

principal

amount Assets  Liabilities
31 December 2000 £m £m £m
Exchange rafe contracts:
Spot, forwards and futures 79,150 1,510 1,720
Cufrency swaps 5,194 131 177
Options purchased 1,154 21 -
Options written 784 - 14

86,282 1,662 1,911
Interest rate contracts:
Interest rate swaps 288,054 3,649 3,427
Forward rate agreemenis 46,874 57 63
Optioris purchased 3,489 17 -
Options written 2,004 - 8
Futures 32,672 6 -

373,093 3,729 3,498

Equity contracts 5,336 502 498
Effect of netting (3,388) (3,388)
Balances arising from off-balance sheet
financial instruments 2,505 2,519

Notional Fair values

principal

amount Assets  Liabilities
31 December 1999 £m £m £m
Exchange rate contracts:
Spot, forwards and futures 77,356 1,534 1,419
Currency swaps 5,476 143 232
Options purchased 1,172 14 —
Options writien 1,036 - 9

85,040 1,691 1,660
Interest rate contracts:
Interest rate swaps 381,423 4,111 3,984
Forward rate agreements 84,773 23 66
Options purchased 4,418 97 -
Cptions written 2,571 - 72
Futures 38,873 - -

512,068 4,291 4,122

Equity contracts 4,472 646 636
Effect of netting (3,950) (3,950
Balances arising from off-balance sheet
financial instruments 2,678 2,468
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49 Derivatives and other financial instruments (continued}

a) Derivatives (continued)

Non-trading

The notional principal amounts of non-trading instruments entered into with

third parties were as follows:

31 December 2000

Exchange rate contracts:
Spot, forwards and futures
Currency swaps

Interest rate contracts:
interest rate swaps
Forward rate agreements

31 December 1899

Exchange rate contracts:
Spot, forwards and futures
Currency swaps

Interest rate contracis:
interest raie swaps
Forward rate agreements

Notional Fair values
principal ————————
amount Positive  Negative
£m £m £m
237 6 -
341 6 34
578 12 33
1,583 a9 24
139 - -
1,722 99 24

Notional Fair vaiues

principal

amount Positive Negative
£m £m £m
187 3 1
354 17 -
541 20 1
1,365 33 18
23 - -
1,388 33 18

The maturity of the notional principal ameunts and replacement cost of both
trading and non-trading instruments entered into with third parties was:

31 December 2000
Exchange rate contracts:
Notional principal amount
Net replacement cost

Interest rate contracts:
Noticnal principal amount
Net replacement cost

Equity contracts:
Notionat principal amount
Net replacement cost

31 December 1999
Exchange rate contracts:
Notional principal amount
Net replacement cost

interest rate contracts:
Notional principal amount
Net replacement cost

Equily contracts:
Notional principal amount
Net replacement cost

Under
1 year
£m

81,083
793

172,730
714

842
68

81,792
858

253,802
287

290
39

s
years
£m

3,992
82

157,315
163

4,079
402

3,064
46

210,463
366

3,356
528

Quer &
years
£m

1,785
37

44,770
325

415
32

725
12

49,181
516

826
79

Tetal
£m

86,860
912

374,815
1,202

5,336
502

85,581
916

513,446
1,169

4,472
646

49  Derivatives and other financial instruments (continued}

a) Derivatives (continued)

An analysis of the net replacerment cost of both Yrading and non-rading
instruments entered into with third parties by counterparty type is set out below:

2000 1999

. £m £m

OECD banks 2,285 2,528
Other 3 203
2,616 273
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49  Darivatives and other financial instruments (continued)
b) Interest rate sensitivity gap analysis for the non-trading book

The table below summarises the repricing mismatches of the Group's non-trading assets and liabilities. Items are allocated to time bands by reference to the earlier
of the next contractual interest rate tepricing date and the maturity date,

6 months 1 year 5 years
or less or less or less Nen-
3 months but over but over but over Over interest
orless 3 months & months 1 year 5 years bearing Total
As at 31 December 2000 £m £m £m £m £m £m £m
Assets: )
Treasury bills and other eligible bills 534 40 46 9 1 - 630
Loans and advances to banks 13,034 1,184 392 112 241 135 15,008
Loans and advances to customers 69,460 4,894 6,112 30,407 5,742 (412) 116,203
Debt securities and equity shares 2,497 475 340 202 1,448 51 5,713
Ofher assets 251 22 47 5 22 16,533 16,880
Total assets 85,776 6,615 6,937 31,435 7,454 15,307 154,524
Liabilities:
Deposits by banks 12,854 1,090 604 396 92 789 15,825
Customer accounts 89,267 1,955 1,508 1,255 394 6,141 100,520
Debt securities in issue 8,519 5,950 1,769 623 82 - 16,943
QOther liabilities 159 - 3 o1 2 9175 9430
Suberdinated liabilities - loan capita! 1,728 1,010 - 653 4,258 i50 7,799
Minority interests and shareholders’ funds - - - - - 11,667 11,667
Total liabilities 112,527 10,005 3,884 3,018 4,828 27,922 162,184
(26,751) (3,390} 3,053 28,417 2,626 (11,615} (7,660)
Net balances with group trading books (148} 982 264 6,188 374 - 7660
Off-balance sheet items 12,229 (766) 170 (19,612 (1,021) - -~
interest rate repricing gap (14,670} (3,174} 3,487 23,393 1,979 (11,615 -
Cumulative interest rate repricing gap (14,670) (17,844) (14,357) 9,636 11,615 - -
6 months 1 year 5 years
or less of less or less Non-
3 months but over but over hut over Quer interest
orless 3 months 6 months 1 year 5 years bearing Total
As at 31 December 1999 £m £m £m £Em £m £m £m
ASS@(S: T T T T T _— T
Treasury bills and other eligible bills 896 108 134 60 - - 1,198
Loans and advances to banks 13,418 1,640 1,074 334 277 71 16,814
Loans and advances o customers 58,613 3,765 4,485 29,466 7,851 {149} 104,031
Debt securities and equity shares 3,056 725 675 524 1,041 54 6,075
Other assets 230 - - 5 27 9,249 9,511
Total assets 76,213 6,238 6,368 30,389 9,196 9,225 137,629
Liabilities:
Deposits by banks 15,095 852 114 17 745 16,823
Customner accounts 81,569 1,686 303 1,321 110 7,387 92,876
Debt securities in issue 6,618 1,446 1,397 1,109 407 - 10,977
Other liabilities 149 - 5 - 2 6,625 6,781
Subordinated liabilities - loan capital 500 50 - 701 5,385 150 6,786

Minarity interests and shareholders’ funds

Total liabilities 103,931 3,934 2,419 3,148 5904 24,925 144,261
(27,718 2,304 3,949 27,241 3,292 (15,700} {6,632)
Net halances with group trading books 1,372 272 733 4,051 204 - 6832
Off-balance sheet items 3,526 527  (1,576) (4,280) 1,803 -
Interest rate repricing gap (22,8200 3,103 3,106 27,012 5,299 (15,700) -
Cumuiative interest rate repricing gap (22,820} (19,717) (18,611} 10,401 15,700 - -

The table above does not take inte account the effect of interest rate aptions used by the Group to hedge its exposure; details of options are given on page 28.
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49 Derivatives and other financial instruments (continued)
¢} Fair value analysis

The table below shows a comparison by category of book values and fair values
of the Group's on-balance sheet financial assets and liabilities.

As at 31 December 2000

Trading baok Nen-trading book

Book Falr Bock Fair
value value value valug

Assets: £m £m £m £m

Treasury bills and other

efigible hills 1,079 1,079 630 627

Loans and advances to

banks and customers 322 322 - -

Debt securities and equity shares 8,416 8416 5,713 5,972

Liabilities:

Deposits by banks and customers 1,201 1,201 - -

Debt securities in issue 956 956 16,943 16,982

Subordinated liabilities - - 7,799 7,981

As 2t 21 December 1999 Trading book MNon-trading book
Book Fair Book Fair
value value valug value

Assets: £m £m £m Em

Treasury bills and other

ligible hills 867 867 1,198 1,197

Loans and advances 1o

banks and customers 200 200 - -

Debt securities and equity shares 8,322 8,322 6,075 6,214

Liabilities:

Deposits by banks and customers 1,116 1,116 - -

Debt securities in issue 1,283 1,283 10,977 10,971

Subordinated liabilities - - 6,786 6,960

The disclosures in this note cover ali on-balance sheet financial instruments
held in the trading book together with those hefd in the banking book for which
there is a readily obtainable market price.

Fair values of all derivative instruments are disclosed above.

Fair values are defermined by reference 10 guoted market prices or, where no
market price is available, using internal models which discount expected future
cash fiows at prevailing interest rates.
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49 Derivatives and other financial instruments (continued)
d) Currency exposures

Structural currency exposures

Structural currency exposures arise from the Group's investments in its
overseas operations. The structural position is managed after having segard to
the currency composition of the Group's risk-weighted assets, the objective

being to limit the effect of exchange rate movements on the published risk asset
satic.

The Group's main cverseas operations are in New Zealand, the Americas and

Europe. Details of the Group’s structural foreign currency exposures are as
follows:

] 2000 1999
Functional currency of Group operation £m £m
New Zealand dollar 703 716
Euro (and cormponent former currencies) 289 335
US dollar 194 160
Swiss franc 120 108
Other non-sterling 397 371
Total 1,703 1,690

Non-structural currency exposures

All foreign exchange exposures in the non-trading bock are transferred to the
trading area where they are monitored and controlled.

e} LUnrecognised gains and losses on hedging instruments

The Group uses a variety of financial instruments to hedge exposures in its
banking book; these hedges are accounted for on an accruals basis, in line
with the underlying instruments being hedged. Any gains or losses that would
aceur if these instruments were carried at market value are therefore not
recognised.

At 31 Decernber 2000, the unrecognised gains on financial instruments used
for hedging were £200 million (1959: £161 million} and unrecognised losses
were £457 million {1999: £253 million).

The net lesses arising in 1999 and earlier years and recognised in 2000
amounted 10 £32 million. Net losses of £200 miltion arose in 2000 hut were
not recognised in the year.

Of the net losses of £257 million at 31 December 2000, £55 million of net

losses are expecied to be recognised in the year ending 31 December 2001
and £202 million of net losses in later years.
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50 Acquisitions

a) On 3 March 2000, the Group completed the transfer of the business of
Scottish Widows' Fund and Liie Assurance Society to its wholly owned
subsidiaries Scottish Widows plc and Scottish Widows Annuities Limited; the
results of Scottish Widows have been consolidated in full from that date. The
premium on acquisition of £1,870 million has been capitalised and the
directors have determined that it has an indefinite useful life {see note 1lc).

A summarised pfofit and loss acceunt for Scottish Widows for the period from
1 January 2000 to 2 March 2000 is set out below:

£m
Earned premiums (net of reinsurance) 477
Other income and charges 10
Net investment returns {29%5)
Claims paid {net of reinsurance) (419)
Change in technical provisions (393)
Qperating expenses &7
Transfer to fund for future appropriations 653
Tax atiricutable to long-term business account 12
Loss after tax for the period 1o 2 March 2000 (36)
Profit after tax for the year ended 31 December 1589 333

All recognised gains and lesses are included in the profit and loss account.
The balance sheet of Scottish Widows at 3 March 2000 was as follows:

Book value Fair value
at  Fair value at
3 March adjustments  acqguisition
£m £m £m
Investments 23,799 (23,799) -
Assets held to cover linked liabilities 3,062 (3,062) -
Other assets 1,250 (1,230} 20
Prepayments ang accrued income 189 {155) 34
Loans and advances to banks 160 - 160
Loans and advances to customers 632 - 632
tong-term assurance business attributable
o sharehoiders - 4,052 4,052
Long-term assurance assets attributable
to policyholders - 24,166 24,166
Fund for future apprapriations (6,541) 6,541 -
Technical provisions {18,084) 18,084 -
Technica)l provisions for linked liabilities (3,062) 3,062 -
Customer accounts {709) - {709)
Accruals and deferred income (21) 9 {12)
Other liabilities {G75) 5875 {100}

Long-term assurance liabilities to policyholders - (24,166} (24,166)

Net assets acquired - 4077 4,077
Goodwill 1,870

5,947
Consideration 5,846
Costs of acquisition 101

5,947

50  Acquisitions (continued)
As a mutual life assurance society, Scottish Widows prepared accounts under
the modified statutory solvency basis, this is different 1o the Uoyds TSB Group

accounting policy, which is set out in note 1. The fair value adjustments
above are required fo:

i) show the net assets of Scottish Widows in accordance with the Group’s
accounting policy, and

i} reflect the fair value of assets and liabilities.

The Scottish Widews business is complex and whilst no further fair value
adjustments are expected, in accordance with the requirements of paragraph
27 of Financial Reporting Standard , it is noted that the fair valug of the net

assets of Scottish Widows and the goodwill arising shown above are
provisional.

Under the terms of the transfer of Scoltish Widows’ business, as set out in the
Policyholder Circular dated 19 November 1999, a separate memorandum
account was created within the With Profits Fund on 3 March 2000 cailed the
Additional Account with a alance of £1.7 billion. This account included
£1.3 billion which is available to meet any additional costs of meeting
guaranteed benefits including annuity benefits on transferred policies allocated
o the With Profits Fund and any unexpected liabilities which arise in the future
but relate {with certain exceptions) to the operations of Scottish Widows and
its subsidiaries prior to 3 March. The assets allocated to the Additional Account
include certain hedge assets which are intended io protect the With Profits
Fund against the consequences of a future fall in interest rates including
increases in the cosis of meeting policy guarantees.

by On 1 Seplember 2000 the Group's subsidiary, Lloyds UDT Finance
Limited, completed the acquisition of Chartered Trust Group plc and ACL
Autolease Holdings Limited (together ‘Chartered Trust), the UK consumer
finance and contract hire subsidiaries of Standard Chartered Bank; the results
of these businesses have been consolidated in full from that date. The
premium on acquisition of £508 million has been capitalised and will be

written off to the profit and loss account over its estimated useful |ife of
20 years.

A summarised profit and loss account for Chartered Trust for the period from
1 January 2000 to 31 August 2000 is set cut below:

£m
Net interest income 122
Net fees and commissions (17)
Other income 17
Total incorme 122
Operating expenses (84)
Provisions for bad and doubtful debts {23)
Profit on ordinary activities before tax 15
Tax {(8)
Profit after tax for the period to 31 August 2000 7
Profit after tax for the year ended 31 December 1599 23

All recognised gains and losses are included in the profit and loss account.
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50 Acquisitions (continued)
The balance sheet of Chartered Trust ai 1 September 2000 was as follows:

Book value Fair value

at  Faisvalue at

1 September adjustments  acquisition

£m £m A

Loans and advances to banks 143 - 143
Loans and advances 1o customers 1,860 - 1,860
Tangible fixed assets 414 (39 375
Other assets and prepayments 114 - 114
Deposits by banks (1,798) - (1,798)
Custorner accounts (336) - (336)
Otner liabilities and accruais - {249) - {249)
Minority interests — equity (3 - 3)
et assets acquired 145 (39) 106
Goodwill 508
Consideration 614

The consideration was settied in cash. The fair value adjustments principally
reflect provision for anticinated losses in respect of residual values on certain
operating lease assets.

¢ On 28 April 2000 the Group's French subsidiary, Lloyds Bank S.A.
completed the purchase of the private client business of CPR Gestion Privée for
a cash consideration of £27 million, The premium on acguisiion of
£27 million has been capitalised and will be written off to the profit and loss
account over its estimated useful life of 20 years. There were no fair value
adjustments made to the assets acguired. The resuits of this business have
heen consolidated in full from the date of acquisition, the effect on the results
of the Group is not materia.
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