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HALIFAX FUND MANAGEMENT LIMITED (2775386} FINANCIAL STATEMENTS

DIRECTORS' REPORT

Principal activities and review of the business

The Directors present the financial statements of Halifax Fund Management Limited (the “Company™), a limited hability company
domiciled in the Umted Kingdom The Company ceased trading 1n 2000 and 1ts principal activity became the receipt of dividend
income on mvestments held During 2009 the investments were disposed of and the proceeds invested in cash

The Company 15 a wholly owned subsidiary of Halifax Financial Services (Holdings) Limited The Company’s ultimate parent
company and ultimate controlling party 1s Lloyds Banking Group plc

Results and dividend

The result of the Company for the year ended 31 December 2009 is a profit after taxation of £52,000 (2008 £74,000), and this has
been transferred to reserves The Directors do not recommend the payment of a dividend (2008 £mil)

Key performance indicators

The Directors are of the opinion that the information presented in the financial statemems provides the management information
necessary for the Directors to understand the development, performance and position of the business of the Company The Company
also forms part of the Insurance Division of Lloyds Banking Group plc  The development, performance and position of this Division
are discussed 1n the Group’s annual report, which does not form part of this report

Future outlook

The Directors consider that the Company’s activities will continue unchanged in the foreseeable future

Principal risks and uncertainties

The management of the business and the execution of the Company’s strategy are subject to a number of risks The financial nsk
mmanagement objectives and policies of the Company and the exposure to credit, market and financial soundness risk are set out 1n note
13

Directors

The names of the current Directors are listed on page 3 Changes in Directorships during the year and since the end of the year are as
foilows

J Van Der Wielen (appointed 30 June 2009)

S} Colsell (resigned 30 June 2009)

Particulars of the Directors’ emoluments are set out in note 14

Disclosure of information to auditors

Each Director confirms that, as far as they are aware, there 15 no relevant audit information of which the Company’s auditors are
unaware Relevant information 15 defined as “information needed by the Company’s auditors in connection with prepanng their

report”

Each Director has taken steps that he ought to have taken in fus duty as a Director in order to make himself aware of any relevant audit
information and to establish that the Company’s auditors are aware of that information,

This confirmation 1s given, and should be nterpreted 1n accordance with, the provisions of section 418 of the Companies Act 2006




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

DIRECTORS’ REPORT (CONTINUED)
Change of auditors

Foltowing the resignation of KPMG on 9 April 2009, PricewaterhouseCoopers LLP were appointed as auditors of the Company with
effect from the same date by the Directors of the Company on 22 June 2009 Accordingly, a resolution proposing the reappointment of
PricewaterhouseCoopers LLP as auditors will be put to the members of the Company before the end of the next period for appointing
auditors (as defined by the Companies Act 2006)

Policy and practice on payment of crediors

The Company follows “The Better Payment Practice Code” published by the Department for Business Innovation and Skills (“BIS™),
regarding the making of payments to supphers A copy of the code and information about 1t may be obtamed from the BIS, Nol
Victona Street, London, SWIH OET

The Company’s policy 1s 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 1s the policy of the Company to abide by agreed terms of
payment, provided the supplier performs according to the terms of contract

The processing of invoices from supphers and settlement of trade creditors 15 undertaken by a separate company within the Lloyds

Banking Group The number of days shown in this report, to comply with the provisions of the Companies Act 2006, 15 20 days (2008
19 days)

On behalf of the Board of Directors

(g

HBOS Secretaries Limited
Secretary

Trimity Road
Halifax

West Yorkshire
HX1 2RG

25 March 2010




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparing the Directors’ Report and the financial statements in accordance with apphcable Jaw and
regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors have elected to
prepare the financial statements n accordance with International Financial Reporting Standards (“IFRSs”) as adopted by the European
Union Under company law the Directors must not approve the financial staiements unless they are satisfied that they give a true and
fair view of the state of affairs of the Company and of the profit or loss of the Company for that penod [n preparing these financial
statements, the Directors are required 1o

- select suitable accounting policies and then apply them consistently,

- make judgements and accounting estimates that are reasonable and prudent,

- state whether applicable IFRSs as adopted by the European Umon have been followed, subject to any material departures
disclosed and explained in the financial statements,

- prepare the financial statements on the gomng concern basis unless 1t 1s mappropriate to presume that the Company will
contmnue in business

The Directors are responsible for keeping adequate accounting records that are sufficient 1o show and explain the Company's
transactions and disclose with reasonable accuracy at any time the financial position of the Company and enable them to ensure that
the financial statements comply with the Compantes Act 2006 They are also responsible for safeguarding the assets of the Company
and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities




HALIFAX FUND MANAGEMENT LIMITED FINANCIAL STATEMENTS

INDEPENDENT AUDITORS’ REPORT TO THE MEMBER OF HALIFAX FUND MANAGEMENT LIMITED

We have audited the financial statements of Hahfax Fund Management Limited for the year ended 31 December 2009 which comprise
the Statement of Comprehensive Income, the Balance Sheet, the Statement of Cash Flows, the Statement of Changes in Equity and the
rclated notes The financial reporting framework that has been applied 1n their preparation 1s apphicable law and International Financial
Reporting Standards (IFRSs) as adopted by the European Union

Respective responsibilities of Directors and auditors

As explained more fully n the Statement of Directors™ Responsibilities set out on page 6, the Directors are responsible for the
preparation of the financial statements and for being sausfied that they give a true and fair view Our responsibility 1s to audit the
financial statements 1n accordance with applicable law and International Standards on Auditing (UK and Ireland)} Those standards
require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors

This report, including the opimons, has been prepared for and only for the Company’s members as a body 1n accordance with Chapter
3 of Part 16 of the Compamies Act 2006 and for no other purpose  We do not, 1n giving these opinions, accept or assume responsibality
for any other purpose or to any other person to whom this report 15 shown or into whose hands it may come save where expressly
agreed by our prior consent in writing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures 1n the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal musstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropnate to the Company’s circumstances and have been consistently apphied and
adequately disclosed, the reasonableness of significant accounting estimates made by the Directors, and the overall presentation of the
financial statements

Opinion on financial statements
In our opimon the financial statements

e giveatrue and far view of the state of the Company’s affairs as at 31 December 2009 and of its profit and cash flows for the year
then ended,

s have been propetly prepared n accordance with IFRSs as adopted by the European Umon, and

s have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimon the imformation given in the Directors’ Report for the financial year for which the financial statements are prepared 1s
consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Compames Act 2006 requires us to report to you if, in our
opinion

e  adequate accounting records have not been kept, or returns adequate for our audit have not been received from branches not
visited by us, or

* the financial statements are not 1n agreement with the accounting records and returns, or
e certain disclosures of Directors’ remuneration specified by law are not made, or

®  we have not received all the information and explanations we require for our audit

Clare Thompson (Sentor Statutory Auditor)

for and on behalf of PnicewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Bristol

25 March 2010




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED 31 DECEMBER 2009

2009 2008

Note £000 £000

Revenue 2 97 131
Operating costs 3 (25} (28)
Profit before tax 72 103
Taxation 3 (29) 29
Profit for the year 52 74

There are no tems of comprehensive income which have not already been presented n armsving at the profit for the year Accordingly,

the profit for the year 1s the same as total comprehensive income for the year

The notes set out on pages 12 to 23 are an integral part of these financial statements




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS
BALANCE SHEET AS AT 31 DECEMBER 2009
2009 2008
Note £000 £000
ASSETS
Non-current assets
Financiat assets
Investments at fair value through income 7 - 2,491
Current assets
Financial assets
Loans and other receivables 8 5 -
Cash and cash equivalents 9 2,588 4
Total assets 2,593 2,495
EQUITY AND LIABILITIES
Capital and reserves attributable to Company’s shareholder
Share capital 10 2,000 2,000
Retained earnings 386 334
Total equity 2,386 2,334
LIABILITIES
Current liabilities
Current tax payable 6 20 28
Financial liabihties
Trade and other payables 11 187 133
Total hiabithties 207 161
Total habihties and shareholder’s equity 2,593 2,495

Approved on behalf of thqBoard on 25 March 2010

T A Leonard
Director

The notes set out on pages 12 to 23 are an ntegral part of these financial statements




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS
STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2009
2009 2008
Note £000 £000
Cash flows from operating actvities
Profit before tax 72 103
Adjustments for
Investment income 2 97 (131)
Net decrease in operating assets and habilities 12 49 6%
Taxation paid (28) (38)
Net cash flows from operating activities G 3
Cash flows from investing activities
Dhvidend income 2 33 131
Purchase of Investments - (131
Disposal of nvestments 2,555 -
Net cash flows from 1nvesting activities 2,588 -
Net increase in cash and cash equivalents 2,584 3
Cash and cash equivalents at the beginning of the year 4 1
Net cash and cash equivalents at the end of the year 9 2,588 4

The notes set out on pages 12 to 23 are an mntegral part of these financial statements




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMEER 2009

Share capital Retained Total
earnings

£000 £000 £000
Balance at 1 January 2008 2,000 260 2,260
Profit for the year - 74 74
Balance at 31 December 2008 2,000 334 2,334
Profit for the year - 52 52
Balance as at 31 December 2009 2,000 386 2,386

The notes set out on pages 12 to 23 are an integral part of these financial statements

11




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009
Accounting policies
1. Summary of significant accounting policies

The Company has identified the accounting policies that are most significant to its business operations and the understanding of 1ts
results

The financial statements comprise the statement of comprehensive income, the balance sheet, the statement of cash flows and the
statement of changes in equity, as well as related notes The preparatron of financial statements necessitates the use of estimates and
agsumpuions 1n applying the accounting pohcies set out on pages 12 to 14 The accounting policies which relate to impairment (policy
1) are those which mvolve the most complex or subjective decisions or assessments These estimates and assumptions affect the
reported amount of assets and habilities, contingent or otherwise, at the reporting date as well as affecting the reported income and
expenses for the year

In each case, the determination of these 1s fundamental to the financial results and position of the Company, and requires management
to make complex judgments based on information and financial data that may change n future peniods Although the estimates are
based on management’s best knowledge of current facts asat the reporting date, the actual outcome may differ from those estimates

The sigmficant accounting policies adopted n the preparation of the financial statements, which have been consistently applied to all
periods presented 1n these financial statements, are set out below

a) Basis of preparation
The financial statements have been prepared

1) i accordance with the International Accounting Standards (“IASs”) and International Financial Reporting Standards
(“IFRSs”) 1ssued by the International Accounting Standards Board and the Standards and Interpretations { ‘SICs™) and
International Financial Reporting Interpretations (“IFRICs”) 1ssued by 1ts International Financial Reporting Interpretations
Commuttee, as endorsed by the European Union,

(2) in accordance with those parts of the Compantes Act 2006 applicable to compames reporting under IFRSs, and

(3) under the historical cost convention, as modified by the revaluation of certain financial assets and financial habitlities as set out
in the relevant accounting pohicics

The Directors are satisfied that the Company has adequate resources to continue in business for the foreseeable future  Accordingly,
the financial statements of the Company have been prepared on a going concemn basis

Standards and interpretations effective t1n 2009

A number of standards, amendments to and interpretahions of published standards which have the potential to impact on the
Company’s operations have been 1ssued and are mandatory for accounting periods beginning on or after 1 January 2009 Therr
relevance to the Company’s operations 1s assessed at note 15

Details of standards and interpretations in 1ssue but which have not been adopted early are set out at note 16

b) Investment securities

Investment securities designated at fair value through the income statement are carnied at fair value Gains, losses and related income
are taken to revenue as they arise

The fair values of nvestment securities trading 1n active markets are based on market prices or broker/dealer valuaions Where quoted
prices on instruments are nol readily and regularly avaifable from a recognised broker, dealer or pricing service, or available prices do
not represent regular transactions in the market, the far values are estimated using quoted market pnces for secunties with similar
credit, maturity and yield charactenistics or simular valuation modek

c) Dividends

Dividends are recogmsed in the period in which they fall due




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

1. Summary of significant accounting pohicies (continued)

d) Expe¢nse recogmtion

Operating costs are tecogrused n the statement of comprehensive income on an accruals basis, within operating costs
e} Interest income

Interest income for all interest-beanng financial instruments 1s recogmsed in the statement of comprehensive tncome as 1t accrues,
within interest receivable

N Dividend income

Dividend income 15 recogmised 1n the iIncome statement on the date the entity’s nght to receive payments 1s established

2) Financial assets and financial habihities

Management determines the classification of 1its financial assets and financial liabilities at ninal recognition and re-evaluates this at
every reperting date  Management’s policies for the recognition of specific financial assets and financial habihties, as identified on the
balance sheet, are set out under the relevant accounting policies

Financial assets are derecognised when the nights to receive cashflows from the financial assets have expired or where the Company
has transferred substantially ail of the nisks and rewards of ownership Financial habilities are derecogmised only when the obligation

specified in the contract 1s discharged, cancelled or expires

All financial assets and financial liabilities are designated at far value through income, with the exception of certain loans and
recervables and other financial habihties which are stated at amortised cost (as descnibed m policy k and 1 below)

No assets are classified as held-to-maturity, available-for-sale or for trading, no liabshties are classified as held for trading

Financial assets and firancial habihties are offset and the net amount reported 1n the balance sheet only when there 1s a legally
enforceable nght to offset the recognised amounts and there 1s an intention to settle on a net basis, or to realise the asset and settle the
hability simultancously

h) Taxes

Tax on the profit or loss for the year 1s recognised 1n the statement of comprehensive iIncome within taxation and comprises current tax

Current tax

Current tax 15 the expected tax payable on the taxable income for the period, using tax rates enacted or substantively enacted at the
reporiing date, together with adjustments to estimates In prior years

1) Cash and cash equivalents

Cash and cash equivalents includes cash at bank, short-term, highly liquid investments with onginal maturities of three months or less
and bank overdrafis

1 Impairment
Financial assets

The carrying value of all financial assets 1s reviewed for imparrment whenever events or circumstances indicate that the carrying
amount may not be recoverable The identification of impairment and the determination of recoverable amounts 15 an herently
uncertain process imvolving various assumptions and factors, including the financial condition of the counterparty, expected future cash
flows, observable fair prices and expected net seling prices

In order to determine whether financial assets are impaired, all financial assets for which the fair value has been sigmificantly below
cost price for a considerable period of time are individually reviewed A distinction 1s made between negative revaluations due to
general market fluctuations and due to 1ssuer-specific developments The impairment review focuses on 1ssuer-specific developments
regarding financial condition and future prospects, taking into account the intent and ability to hold the securities under the Company’s
long term investment strategy

13




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
1. Summary of significant accounting policies (continued)

Non-financial assets

Assets that are subject to amortisation are reviewed for impairment whenever events or changes 1 circumstances indicate that the
carrying amount may not be recoverable

An impairment loss 1s recogmsed for the amount by which the asset’s carrying amount exceeds 1ts estimated recoverable amount The
recoverable amount 1s the higher of an asset’s fair value less costs to sell and 1ts value in use For the purpose of assessing impairment,
assets are grouped at the lowest levels for which there are separately 1dentifiable cash flows

If there 1s objective evidence that an impawrment loss has occurred, the amount of the loss 15 charged to the relevant hne in the
statement of comprehensive income m the period in which 1t occurs

Impairment process

Objective evidence that an asset or group of assets 15 impamred includes observable data that comes to the attention of the Company
about the following events

(1) significant financial difficulty of the ssuer or debtor,

() a breach of contract,

(m1) the disappearance of an active market for that asset because of financial difficulties, or

(1v) observable data indicating that there 1s a measurable decrease n the estimated future cashflow from a group of assets

since the mmitial recognition of those assets, even where the decrease cannot yet be identified with the individual
assets of the Company, including

- adverse changes 1n the payment status of 1ssuers or debtors, or
- national or local economic conditions that correlate with defaults on the assets in the Company

The Company first assesses whether objective evidence of impairment exists individually for assets that are individually sigmficant 1f
the Company determines that no objective evidence of imparment exists for an individually assessed asset, whether significant or not,
it includes the asset 1n a group of assets with similar credit risk charactenistics and collectively assesses them for imparrment  Those
charactenstics are relevant to the esumation of future cashflows for such groups as they are indicative of the 1ssuers’ ability to pay all
amounts due under the contractual terms of the debt mstrument bemng evaluated Assets that are individually assessed for impairment
and for which an impairment loss 15 or continues to be recogmsed are not included n a collective assessment of impairment

k) Loans and receivables
Loans and receivables are non-denvative financial assets with fixed or determinable payments that are not quoted in an active market

Loans and recervables are imtially recogmsed at fair value less directly attnbutable transaction costs and subsequently measured at
amortised cost, subject to impaimment, with the exception of accrued interest, which 15 accounted for at far value, reflecting the

amounts recelvable at the year end In practice, the carrying value of these balances equates to the fair value due to the short-term
nature of the amounts mcluded within loans and receivables

A charge for imparrment 1n respect of loans and receivables would be made 1n the statement of comprehensive income when there 1s
objective evidence that the Company will not be able to collect all amounts due according to therr onginal terms  The impairment
charge would be recogmsed 1n that part of the statement of comprehensive income 1 which the onginal transaction was reported

) Other financial habilities

Other financial habilities are initially recognised at fair value less directly attributable transaction costs and subsequently measured at

amortised cost In practice, the carrying value of these balances equates to the fair value due to the short-term nature of the amounts
mcluded within other financial habilitics

m) Share capital

Shares are classified as equity when there 15 no obligation to transfer cash or other assets Incremental costs directly attributable to the
1ssue of equity instruments are shown 1n equity as a deduction from the proceeds, net of tax

4




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

2 Revenue
2009 2008
£000 £000
Dividend income 33 131
Realised gains on investments 64 -
Total 97 131
3 Operating expenses
2009 2008
£000 £000
Investment expenses 25 25
Other expenses - 3
Total 25 28

No staff are employed directly by the Company (2008 ml) All staff providing services to the Company are employed by other
subsidianies of the Lloyds Banking Group

4 Auditors’ remuneration

Audit fees of £4,904 are atiributable to Hahfax Fund Management Limited (2008 £3,000) In 2009 these are bomne by the parent
company

S. Taxation

(a) Current year tax charge

2009 2008
£000 £000

Current tax
UK corporation tax 20 29
Total ncome tax charge 20 29

15




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
5 Taxation (continued)

(b) Reconcihation of tax charge

2009 2008
£000 £000
Profit before tax 72 103
Tax at 28% (2008 28 5%) 20 29
Total 20 29

The Finance Act 2007 reduced the rate of corporation tax from 30% to 28% with effect from 1 Apnl 2008 The impact of this
reduction 1n tax rate, which resulted 1n a weighted average rate of 28 5% being applied to the profit for the prior year, 1s reflected 1n the
above table

6 Tax habilities

2009 2008

£600 £000
Current tax payables 20 28
Total tax habibties 20 28
7 Investments at fair value throughincome

2009 2008

£000 £000
Investments tn hquidity funds - 2,491
Total - 2,491
8. Loans and other receivables

2009 2008

£000 £000
Amounts due from group undertakings 5 -
Total 5 -
9. Cash and cash equivalents
Cash and cash equivalents for use in the statement of cash flows include the following

2009 2008

£000 £000
Cash at bank 2,588 4
Total 2,588

16




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

10. Called up share capital

2009 2008
£000 £000
Authonised
10,000,000 ordinary shares of £1 each 10,000 10,000
Issued and folly pad
2,000,000 ordinary shares of £1 each 2,000 2,000
There were no changes in ordinary share capital duning the year
11, Trade and other payables
2009 2008
£000 £000
Amounts due to group undcrtakmgs 187 133
Total 187 133
12. Decrease 1n operating assets and habilities
2009 2008
£000 £000
(Increase) 1n operating assets:
Loans and other recesvables (5) -
Net (increase) in operating assets {5 -
Increase in operating habihities:
Trade and other payables 54 69
Net increase i operating habilities 54 69
Net decrease in operating assets and lsabilities 49 69

13. Risk management

The Company 1s a service provider to subsidiary undertakings HBOS Financial Services Limited  This note summanses the nisks
associated with the Company’s business and the way in which the Company manages them

(a) Governance framework

The Company 1s part of the Insurance Division of Lloyds Banking Group This Division has established a sk management function
with responsibility for implementing the Lloyds Banking Group risk management framework

The approach to nsk management ensures that there 1s effective independent checking or “oversight” of key decisions through the
operation of a “three lines of defence’ model The first line of defence 1s line management, who have direct accountabihty for nsk
decisions  Risk management provide oversight and challenge and form the second line of defence Internal Audit constitutes the third
line of defence, which provides the required independent assurance to the Board that risks withun the Group are recogmised, monitored
and managed within acceptable parameters

An enterpnse-wide nsk management framework for the 1dentification, assessment, measurement and management of rnisk 1s in place
The framework 15 1n line with the Lloyds Banking Group’s rnisk management principles and covers the full spectrum of nisks that the
Company 15 exposed to  Under this framework, risks are categorised according to an approved Lloyds Banking Group nisk language
which has been adopted across the Group This covers the principal financial nsks faced by the Group, including the exposures to
market, credit and financial soundness risk  The performance of the Company and the strategic management of the business depend on
1ts ability to manage these risks

17




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
13 Risk management (continued)

Responsibility for the management of all other risks resides with the Board of each Group company who have delegated their authonity
to the LP&I Executive Committee

Policy owners, 1denuified from appropriate arcas across the business, are responsible for drafing the Lloyds Banking Group risk
pelicies, for ensuring that they remain up-to-date and for facilitaung any changes These policies are subject to at least an annual
review, or earlier if deemed necessary Limuts are prescribed within which those responsible for the day to day management of the
Company can take decisions Line management are required to follow reporting procedures to the bodies responsible for monitoring

comphance with policy and controlling the nisks

(b) Financial risks

The Company 1s exposed to a range of financial risks through 1ts financial assets and financial habihties The most important
components of financial risk are credit, market and financial soundness risk

The market risk that the Group pnimanily faces due to the nature of its financial assets 1s interest rate nsk

The Company manages these risks in a number of ways, including nisk appetiie assessment and monstering of cashflow requirements
The Company also uses financial instruments as part of 1is business activities

Financial assets and financial habilities are measured on an engoing basis either at fair value or at amortised cost No assets are classified
as held for trading, held-to-matunty or as available for sale The summary of significant accounting policies (notc 1) describes how the
classes of financial instruments are measured, and how income and expenses are recognised

The following tables analyse the cammying amount of assets and liabilittes, with financial assets and financial habiliues being presented
according to thew JAS 39 “Financial Instruments Recogmtion and Measurement™ classification

2009 2008
£000 £000
Financial assets
Investments at far value through income - 2,491
Cash and cash equivalents 2,588 4
At amortised cost
Loans and other receivables 5 -
Total assets 2,593 2,495
2009 2008
£000 £000
Financial habilities
At fair value through income
Trade and other payables {187) (133)
(187) (133)
Other habilities
Current tax payable (20) (28)
Total habilities 207 {161)

18




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
13. Risk management (continued)
(1) Credit risk

Credit risk 1s the nsk of reductions in earnings and/or value, through financial or reputational loss, as a result of the failure of the
failure of the party with whom the Group or Cempany has contracted to meet its obligations

Credit risk 1s managed in line with the Lloyds Banking Group Credit Risk Policy

Credit nisk 15 not considered to be significant to the Company as debtor balances are mamly due from other Group companies and cash
1s nvested n Barclays which 1s A rated

There were no past due or impaired financial assets at 31 December 2009 (2008 none) No terms in respect of financial assets had
been renegotiated at 31 December 2009 or 31 December 2008

(2) Market risk

Market nisk 1s the nsk of reductions 1in earnings and/or value, through financial or reputational loss, from unfavourable market
movements This nsk typically anses from fluctuations 1n market prices (equity and property risk), market interest rates (interest rate
nisk) and foreign exchange rates (foreign exchange nisk), whether such changes are caused by factors specific te the individual instrument
or 1ts tssuer or factors affecting all instruments traded 1n the market

Interest rate nisk 1s the nsk that the value of future cashflows of a financial instrument will fluctuate because of changes 1n interest rates
and the shape of the yield curve Interest rate nisk arises in respect of cash balances which are either held on deposit or mvested in a cash
fund and also in respect of any overdrawn bank balances

None of the other financial assets or financial habilities of the Company are nterest-bearing The Company 1s not exposed to equity,
property or foreign exchange risk through 1ts financial assets and financial liabihties

(3) Firancial soundness risk

Financial soundness risk covers the nisk of financial failure, reputational loss or loss of eamings and/or value ansing from a lack of
hquidity, funding or capital andfor the mappropnate recording, reporting or disclosure of financial, taxatton and regulatory
mformation

1)  Financial, tax and disclosure risks

The Company 1s exposed to the nisk that policies and procedures are not sufficient to maintain adequate beoks and records to support
statutory and tax reporting and to prevent and detect financial reporting fraud

Lloyds Banking Group has developed procedures to ensure that comphiance with both current and potential future requirements are
understood and that policies are aligned to s nisk appetite Lloyds Banking Group mamntains a system of mternal controls,
consistently apphed, providing reasonable assurance that transactions are recorded and undertaken in accordance with delegated
authonities that permit the preparation and disclosure of financial statements and tax returns n accordance with IFRSs, statutory and
regulatory requirements

The Lloyds Banking Group undertakes a programme of work designed to support an annua! assessment of the effectiveness of internal
controls over financial reporting, to 1dentfy tax liabilities and to assess ememging legislation and regulation

(1)  Liqudny nsk

Liqudity nsk 15 the 1s the nisk that the Company wilt encounter difficulty in raising funds to meet its financial commitments as they fall
due, or can sccure them only at an excessive cost  Liquidity nisk may result from either the inability to sell financial assets quickly at
their fair values, or from the mability to generate cash inflows asanticipated

Liquidity nisk 1s managed in hine with the Lloyds Banking Group Funding and Liquidity Risk Pelicy

Liquidity nisk has been analysed as ansing from the settlement of balances owed to other group undertakings of £187,000 (2008
£133,000) These amounts are all contractually due within one month from the reporting date




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
13. Risk management(continued)
fur) Capital risk
Capntal r1sk 15 defined as the nsk that
»  the Company has msufficient capital to provide a stable resource to absorb all capital losses up to a confidence level defined

n the nisk appetite,

s the Company loses reputational status by having capital that 1s regarded as nappropnate, either in quantity, type of
distnibution, and/or

»  the capital structure 15 ineffictent

The Company’s objectives when managing capital are to have sufficient capital 1o safeguard the Company’s ability to continue as a
£0INng concem

The Company manages the capital structure and makes adjustments to reflect changes n economic conditions and the nsk
charactenistics of the underlying assets In order to mamntain or adjust the capital structure, the Company may return capitzl to the

shareholder, 1ssue new shares or sell assets

The Company’s capital comprises all components of equity, movements in which are set out 1n the staternent of changes in equity The
Company receives most of 1ts funding from 1ts parent and does not raise funding externaily

14 Related party transactions
{a) Ultimate parent and shareholding

The Company’s immediate parent undertaking 1s Halifax Financial Services (Holdings) Limited, a Company registered in the United
Kingdom

The Company’s ultimate parent company and ultimate controlling party 15 Lloyds Banking Group plc, which 1s also the parent
undertaking of the largest group of undertakings for which group accounts are drawn up and of which the Company 1s a member
Copies of the Lloyds Banking Group plc financial statements 1n which the Company 1s consolidated can be obtained from the Group
Secretary’s Department, Lloyds Banking Group plc, The Mound, Edinburgh, EH1 1YZ

(b) Transactions and balanceswith related parties
Transactions between the Company and other companies in the Lioyds Barking Group

The Company has entered 1nto the following transactions with other related parties duning the year and holds the following balances with
other related parties at the end of the year

2009 2008

Counterparty Transaction type Relationship £000 £000

Clernical Medical Insurance Group Recharges from other group Fellow group undernaking - 3
companies
Recharges not paid at the Fellow group undertaking - 3)
accountmg date

Halifax Financial Services Holdings Lid Loans from parent company Parent undertaking (59) (25)
Loans outstanding at the accounting Parent undertaking (115) (58)
date
Recharges to parent company Parent undertaking 5 -
Recharges outstanding at the Parent undertaking 5 -
accounting date

Hahfax Plc Recharges not paid at the Fellow group undertaking - (26)
accounting date

HBOS Financial Services Ltd Recharges from other group Fellow group undertaking 29 (k1))
companies
Recharges not paid at the Fellow group undertaking (72) “42)
accounting date

Insight Fund management fees from other  Fellow group undertaking - {4)
group companies
Fund Management Fees not paid at  Fellow group undertaking - “)

the accounting date
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14, Related party transactions (continued)

All the transactions summansed above were entered nto on an arm’s length basis  The amounts outstanding at the end of the year are
included in other receivables / payables as appropriate and are repayable on demand unless otherwise specified 1n the relevant note All
outsianding balances at the balance sheet date are unsecured There are no amounts past due (2008 none) The Company pad no dividends
10 its parent company n the year ended 31 December 2009 (2008 £1 0m)

Transactions berween the Company and key management

Transactions between the key management personnel of the Company and parties related to them as defined by IAS 24 “Related Party
Disclosures™ are as follows

Key management compensation

Directors provide services to a number of companies, 1n some cases including compames for which they do not act as Directors  Their
benefits are allocated to the companies to which they provide services depending on the proportion of their time that they spend on
each company The proportion of their benefits allocated to a company for which they act as Directors are disclosed 1n that company’s
financial statements The Directors of the Company do not spend a significant proportion of their ime providing services direct to the
Company and consequently no Directors’ emoluments are disclosed for the year (2008 mil) Their emoluments have been allocated 1o
those compantes on which they do spend a significant proportion of their time

Other transactions

HM Treasury

On 13 January 2009, HM Treasury subscribed for 2,597 muillion shares 1n Lloyds Banking Group plc, the Company's ultimate parent
company On 16 January 2009, Lleyds Banking Group acquired HBOS plc 1n an all share acquisition which, together with the shares
subscnbed for on 13 January 2009, gave HM Treasury a 43 38 per cent interest in Lloyds Banking Group’s ordinary share capital and,
consequently, HM Treasury became a related party of the Company from this date

There were no matenal transacttons between the Company and HM Treasury dunng the period between 13 January 2009 and 31 December
2009 that were not made n the ordmary course of business or that are unusual in thewr nature or condiions In addition, the Company has
entered mto transactions with HM Treasury on an arm's length basis including, but not exclusively in relation to, the payment of corporation
tax, employment tax, and value added tax Owing to the volume and diversity, such transactions are not disclosed

15. Standards and mterpretationseffective in 2009

The following standards, amendments to and interpretations of pubhished standards which have the potential to 1mpact on the
Company’s operations have been issued and are mandatory for the year ended 31 December 2009 Their relevance to the
Company’s operations 15 assessed below

. IFRS 8 “Operating Segments” This standard replaces IAS 14 “Segment Reporting” and requires reporting of financial
and descriptive information about operating segments which are based on the way in which financial information 13
evaluated and reported internally Adoption of this standard has had no impact on the disclosures made by the Company
or on the financial results or position of the Company

. Amendment to IAS | “Presentation of Financial Statements” This standard sets out overall requirements for the
presentatton of financial statements, guidelhines for their structure and minimum requirements for their content  All
changes 1n equity in respect of transactions with shareholders n their capacity as shareholders are required to be presented
separately from changes in equity ansing from transactions with other parties (“non-owner’), i a statement of changes in
equity  All non-owner changes i equity (comprehensive income) are required to be presented in one statement of
comprehensive income or in two statements (an income statement and a statement of comprehensive income) The
changes required on adoption of this standard relate only to presentation and disclosure and have therefore had no overall
impact on the financial results or position of the Company other than to rename the mcome statement as the statement of
comprehensive income and the cash flow statement as the statement of cash flows IAS 1 has been further amended by an
amendment to IAS 32, detanls of which are set out in later 1n this section

. Amendments to IAS 1 “Presentanon of Financial Statements™ and 1AS 32 “Fianaal Instruments Presentation” The
amendments are relevant to entities that have issued financial instruments that are (1) puttable financial instruments
(instruments which allow the holder to require the 1ssuer to redeem the nstruments for cash), or (1) instruments, or
components of nstruments, that impose on the entity an obligation to dehiver to another party a pro rata share of the net
assets of the entity only on hquidation Under the revised 1AS 32, subject to extensive detailed cntena being met, such
instruments will be classified as equity whereas, prior 1o these amendments, they would have been classified as financial
labilities  The amendments will require reclassifications from or to equity when the specified criteria are no longer met,
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Standards and interpretationseffective 1n 2009 (continued)

or when they are subsequently met  IAS 1 has been amended to require disclosure of (1) summary quantitative data about
the amount classified as equity, (1) the entity’s objectives, pohicies and processes for redeeming the instruments, and (u1)
the expected cash outflow on redemption and how this has been calculated 1n respect of a puttable financial instrument
which has been classified within equity Adoption of these amendments has had no impact on the financial results or
positton of the Company

Improvements to International Financial Reporting Standards 2008 (majonty of changes effective for accounting periods
beginning on or after 1 January 2009) — this 1s the first standard pubhished under the IASBs annual improvements process,
which 15 intended to deal with non-urgent, minor amendments to standards The standard includes 35 amendments and 15
split mto two parts (1) amendments that result i accounting changes for presentation, recognition or measurement
purposes, and {11) amendments that are terminology or editorial changes only Adoption of this standard has had only a
minor impact on seme of the disclosures given in the Company financial statements

Amendment to TAS 27 “Consolidated and Separate Financial Staternents” The amendment removes the defimtion of the
“cost method” under IAS 27, thereby removing the distinction between pre- and post-acquisition profits in an entity’s
separate financial statements All dividends from a subsidiary, jointly controlled entity or associate can therefore be
recogmised directly in the statement of comprehensive income  Previously, dividends paid out of pre-acquisition profits
were set against the carrying value of the investment 1n the balance sheet However, an entity must now consider whether
the payment of such dividends results in impairment of the relevant investment [AS 27 has also been amended to
effecuvely allow the cost of an mvestment 1n a subsidiary, in limited reorganisations, to be based on the previous carrying
amount of the subsidiary rather than 1ts fair value Adoption of these amendments has had no 1mpact on the financial
results or position of the Company Generally, due to the caputal constraints applicable to the entity’s subsidiaries which
are carned at cost, dividends are not paid out of pre-acquisition reserves so no impairment losses would be expected to
anse 1n respect of the payment of dividends from these entiies No reorganisations have been carried out which meet the
amended conditions set out 1n IAS 27 These amendments have not yet been endorsed by the EU

Amendment to IFRS 7 “Financial Instruments Dhsclosures” The amendments introduce enhanced disclosures about fair
value measurement and hqudity nsk  For fair value measurements, a three level hierarchy has been introduced A
financial instrument should be classified into one of these levels in its entirety, with the appropriate level in the hierarchy
being determined on the basis of the lowest level input that 15 “significant™ to the fair value measurement For those
mnstruments which have significant unobservable inputs {Level 3) the amendment requires disclosure of the transfers into
and out of Level 3, a reconciliation of the opening and closing balances, total gams and losses for the penod, sales,
purchases, and sensiuvity analysis of reasonably possible changes in assumptions Adoption of these amendments has
resulted m additional quantitative disclosure being provided in the relevant notes The amendments 1n respect of hiquidity
nisk clanfy the scope of items to be included 1n the maturity analyses required by IFRS 7 by changing the definstion of
hquidity nsk to include only financial habilities that are settied by delivering cash or another financial instrument The
amendments also clanfy that a hybnd contract that 1s a financial hability should not be separated into a host contract and
related embedded denvative for the purpose of the maturity analysis Adoption of these amendments has had no impact
on the liquidity nisk disclosures provided by the Company

Standards and interpretationsim 1ssue but not adopted early

The following standards, amendments to and interpretations of published standards have been 1ssued and wall be relevant to the
Company’s operations but have not been adopted early by the Company

Amendment to IFRS 3 "Business Combinations” (effective for accounting periods beginming on or after 1 July 2009}
The scope of this standard has been extended to include business combinations involving only mutual entities and to
business combinations achieved through contract alone The definition of a busimess combination has also been revised
to focus on control  All consideration, 1n any form, transferred by the acquirer 1s recogmised and measured at fair value at
the acquisition date, mcluding any contingent constderation Any goodwill ansing from a business combination may be
calculated by reference to the parent's share of net assets or it may include goodwill related to the minority nterest
Previously, goodwill was measured as the excess of the cost of the business combination over the acquirer's interest in the
net assets of the acquiree  All transaction costs assoclated with a business combination are to be expensed as incurred
Previously, such costs were included as part of the cost of the acquisition  Adoption of this standard will only be required
in respect of any future business combinations undertaken by the Company and will not otherwise have any impact on the
financial resulis or posiuon of the Company

22




HALIFAX FUND MANAGEMENT LIMITED (2775386) FINANCIAL STATEMENTS

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

16.

Standards and interpretationsin 1ssue but not adopted early (continued)

Amendment to 1AS 27 "Consolidated and Separate Financial Statements” (effective for accounting periods beginning on
or after | July 2009) The standard requires that any changes in the parent's ownership of a subsidiary after control 13
obtained that do not result i a loss of control should be accounted for as transactions with equity holders in thetr capacity
as equity helders  As a result, any gains or losses ansing from such transactions would be taken directly to equity rather
than beng recogmsed through the statement of comprehensive income The standard also specifies the accounting
required when contro! of an entity 15 lost Adoption of this standard will only be required 1n respect of any future changes
in the control of entities accounted for by the Company 1n accordance with [AS 27

Amendment to IAS 39 “Financial Instruments Recognition and Measurement” (effective for accounting penods
beginning on or after 1 July 2009} This amendment clanfies how the principles that determine whether a hedged nisk or
portion of cash flows 1s ehgible for hedge designation should be applied 1n particular sitwations Adoption of this
amendment will have no impact on the financial results or position of the Company

Improvements to International Financial Reporting Standards 2009 (majority of changes effective for accounting penods
beginning on or after | Januvary 2010} This 1s the second standard published under the IASBs annual improvements
process, which 1s intended to deal with non-urgent, minor amendments to standards The standard includes amendments
to 12 standards Adoption of this standard will have no impact on the financeal results, financial position or disclosures
given in the Company financial statemnents This standard has not yet been endorsed by the EU

Amendment to 1AS 24 “Related Party Disclosures (effective for accounting periods beginning on or after 1 January 2011)
This revised standard simphfies the disclosure requirements for entities that are controlled, jointly controlled or
significantly influenced by a government and clarifies the defimtion of a related party A partial exemption 1s provided
from the disclosure requirements of IAS 24 for government-related entities, meaning that there 1s no need to disclose
related party transactions and outstanding balances (including commitments) with (1)} a government that has control, joint
control or significant influence over the reporting entity, and (11} an other entity that 1s a related party because the same
government has control, joint control or significant mfluence over both the reporting enuty and the related entity The
amendment also simphfies the defimtion of a related party, clanfies its intended meaning and elimmnates a number of
inconsistencies  Adoption of this amendment will have no impact on the financial results, financial position or
disclosures given in the Company financial statements This amendment has not yet been endorsed by the EU

IFRS 9 “Financiat Instruments Part I Classification and Measurement” (effective for accounting periods beginning on or
after 1 January 2013) IFRS 9 replaces those parts of IAS 39 relating to the classification and measurement of financial
assets Under IFRS 9, only two measurement categories are available being farr value through profit or loss and
amortised cost Previously, categories of available-for-sale and held-to-matunity were also available The decision on
classification 13 made at imitial recogmition and will depend on an entity’s business model for managing its financial
mstruments and the contractual cash flow charactenstics of the financial instruments  An mstrument is subsequently
measured at amortised cost only tf 1t 15 a debt instrument and (1) the objective of the entity’s business model 15 to hold the
asset to collect the contractual cash flows, and (1t) the asset’s contractual cash flows represent only payments of principai
and interest  All other debt instruments are to be measured at fair value through profit or loss  All equity instruments are
to be subsequently measured at far value Gains and lesses 1n respect of equity instruments held for trading will be
recognised through the income statement For other equity instruments, 1t will be possible to make an 1rvevocable election
at initial recogmtion to recogmse realised and unrealised far value gains and losses directly in equity through the
statement of comprehensive income It will not be possible 1o recycle gains and losses 1n respect of such investments to
the income statement although dividend income associated with such instruments will be recognised in the income
statement rather than being taken directly te equity  Adoption of this standard, which has not yet been endorsed by the
EU, 15 not expected to have any impact on the financial results or position of the Company
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