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Lioyds TSB Bank plc

Directors’ report

Change of name
On 28 June 1999 the name of the company was
changed from Lloyds Bank Plc.

Resuits and dividends

The consolidated profit and loss account on page 7
shows a profit attributable to sharehclders for the
year ended 31 December 1999 of £2,180 million.
An interim dividend of £440 miliion for the year
ended 31 December 1999 was paid on 1 October
1999. A second interim dividend of £860 million
will be paid on 31 March 2000.

Principal activities

The Bank and its subsidiaries provide a
comprehensive range of banking and financial
services through branches and offices in the UK and
OvVerseas.

Business review and future developments

Profit before tax for the Lloyds TSB Bank Group
was £3,229 million in 1999, compared with
£2,531 million in 1998.

Total income increased by 15 per cent o
£7,238 million and expenses fell by 1 per cent to
£3,291 million. The efficiency ratio improved
further to 45.5 per cent from 53.0 per cent in
1998. However, both income and operating
expenses were significantly affected by the impact of
pension provisions, the sale and closure of
businesses, and the acquisition of Lioyds TSB
Financial Services Holdings plc, the holding
company for all the UK insurance and related
businesses of the Lloyds TSB Group, from the
Bank’s parent company Lloyds TSB Group ple.

Total profit before tax from UK Retail Banking and
Morigages rose by £215 million or 15 per cent to
£1,650 million. There was good growth in mortgages
and other personal fending and in retail deposits.
Pre-tax profit from Insurance and Investments,
acquired by the Bank during the year, excluding the
provision for redress to past purchasers of pension
policies, was £533 million. Wholesale Markets pre-
tax profit increased by £86 million, or 12 per cent, to
£781 million. Both our Corporate and Institutional

Banking Division and Commercial Banking increased
their profits. International Banking pre-tax profit was
£130 millien higher at £436 million.

The total charge for bad and doubtful debts rose
to £588 million from £531 million in 1998, The
domestic charge increased to £501 million from
£366 million in 1998. Provisions overseas decreased
to £87 million from £165 million in 1998. Non-
performing lending fell to £1,088 million from
£1,187 million in December 1998. Non-performing
lending represented 1.0 per cent of total lending,
down from 1.2 per cent in December 1998,

Shareholders’ funds grew by 42 per cent to
£10,187 million. Risk-weighted assets increased by
1 per cent to £84.2 billion. At the end of 1999 the
risk asset ratios, the international standard for
measuring capital adequacy, were 15.0 per cent for
total capital and 11.9 per cent for tier 1 capital.
Excluding the impact of additional tier 2 capital
raised for the Scottish Widows acquisition, the
Group’s total capital ratio would have been
12.1 per cent.

In December 1999 we announced a revised
Group structure based upon delivering a stronger
customer focus to sirengthen the continuous drive
for revenue growth and further improvements in
efficiency. We will continue to invest heavily in
improving our services to customers to help deliver
our extensive plans for revenue growth, and we
have also identified additional opportunities to
reduce further our operating costs. We have now
begun a major new efficiency programme and the
cost reductions from this programme are such that
by 2002 we expect that the Group's efficiency ratio
will be below 35 per cent. We forecast further
progress thereafter. In 2000 we expect to incur a
restructuring charge of up to £200 million.

The programme will resuit in the centralisation of
large scale processing activities and the further
rationalisation of support functions, and will
facilitate additional investment in lower cost delivery
channels such as telephone banking and inteimet
operations, and the development of aur e-commerce
activities.




Lloyds TSB Bank plc

Directors' report

On 23 June 1999 the Group announced an
agreement with Scottish Widows providing for the
transfer of Scottish Widows' business to the Lioyds
TSB Group. The transfer has been approved by
Scottish Widows members and, subject to the
sanction of the Court of Session in Edinburgh, the
transfer is expected to be completed on schedule on
3 March 2000. Completion of the proposed
transaction will bring together the life, pensions, unit
trust and fund management businesses of Lloyds
TSB and Scottish Widows and create a business
capable of achieving greater sales, increased
revenue growth and lower unit costs,

On 1 February 2000 the Group announced the
sale of the new business capability of Abbey Life to
Allied Dunbar for £100 million. A provision of
£18 millien has been made in the 1999 accounts
for the impairment of certain assets.

Group structure

As described on page 12 in note 2, the businesses
of Hill Samuel Bank Limited and TSB Bank plc were
transferred to the Bank on 31 March and 28 June
1999, respectively.

On 30 June 1999 the Bank acquired, from its
parent company Lloyds TSB Group plc, the entire
issued share capital of Lloyds TSB Financial
Services Holdings plc, the holding company for all
the UK insurance and related businesses of the
Lloyds TSB Group. In addition, on the same day the
Bank acquired, from its parent company, the entire
issued share capital of TSB Group Holdings (Jersey)
Limited, Amberdate Limited, TSB Hill Samuel Bank
Holding Company Limited, and a number of other
subsidiaries.

Directors
The names of the directors of the Bank are shown
on page 2.

Professor Brown, Mr Butler, Miss Forbes, Dr
Gibson-Smith, Mr Linaker, Dr McKillop, Mr
Nicholson, Dame Bridget Ogilvie, Sir lan Prosser
and The Ear of Selborne joined the board on
30 June 1999. Mr Carefull left the board on
30 June 1999, Sir lan Prosser and Mr Maran retired

on 31 July 1999 and 31 December 1999,
respectively, and Mr Pell left the board on 7 January
2000. Mr Kane and Mr Holt joined the board on
1 January 2000 and 1 February 2000, respectively.

Employees

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

In the UK, the Bank supports Opportunity Now
and Race for Opportunity, campaigns to improve
opportunities for wormen and ethnic minorities 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, inciuding regular meetings with
recognised unions, to ensure that the views of
employees are taken into account in reaching
decisions.

Financial involvement is encouraged through
profit sharing and share option schemes.

Policy and practice on payment of creditors

The Bank follows ‘The Better Payment Practice
Code’ published by the Department of Trade and
Industry regarding payments to suppliers. A copy of
the code and information 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 negctiated. It is the policy of the Bank to abide
by the agreed terms of payment, provided the
supplier performs according to the terms of the
contract.
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Directors’ report

The number of days required to be shown in this
report, to comply with the provisions of the
Companies Act 1985, is 33. This hears the same
proportion to the number of days in the year as the
aggregate of the amounts owed to trade creditors at
31 December 1999 bears to the aggregate of the
amounts invoiced by suppliers during the year.

Year 2000

The Bank recognised the far-reaching implications
of the problems which might have arisen from the
failures of systems to acknowledge dates before, on
or after 1 January 2000, and its policy was to
ensure that the systems and business processes
were not affected by these problems. The successful
implementation of the Bank's Year 2000
programme represented the culmination of many
years' work. This comprehensive programme
ensured the continued progress of the Bank’s
systems, processes and infrastructure. Costs
incurred to the end of 1999 were £132 million.

Economic and Monetary Union

In preparing for the initial decision that the UK
should ‘opt-out’ of Economic and Moenetary Union,
the Bank successfully managed the euro conversion
pracess at the beginning of January 1999. The
Bank now provides euro accounts and enables
customers to make and receive payments in euro.
Costs incurred to the end of December 1999 were
£36 million.

On behalf of the board

A J Michie

Secretary
10 February 2000




Lloyds TSB Bank plc

Auditors’ report

To the members of Lloyds TSB Bank plc

We have audited the financial statements on pages
7 to 34 which have been prepared under the
historical cost convention, as modified by the
revaluation of investments and premises, and the
accounting policies set out on pages 11 and 12.

Respective responsibilities of directors and auditors
The directors are responsible for preparing the annual
report including, as described 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 preparing those
financial statements, the directors are required to:

— select suitable accounting policies and then apply
them consistently;

— make judgements and estimates
reasonable and prudent;

— state whether applicable accounting standards
have been followed, subject to any material
departures disclosed and explained in the financial
staterments; 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 fo 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
established in the UK by statute, the Auditing
Practices Board and our profession’s ethical guidance.

We report to you our opinion as 1o whether the
financial statements give a true and fair view and are
properly prepared in accordance with the UK

that are

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
the financial statements. 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 to 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 order 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 forming our opinion we also
evaluated the overall adequacy of the presentation of
informaticn in the financial statements.

It also

Opinion
In our opinion the financial statements give a true
and fair view of the state of affairs of the Bank and
the Group as at 31 December 1999 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

10 February 2000

L bhalongo



Lloyds TSB Bank plc

Consolidated profit and loss account
for the year ended 31 December 1999

Lioyds TSB Bank
Group (excluding Lloyds TSB
Lloyds TSB Financial
Financial Services Services
Holdings Group) Hoidings Group

(note 2) (note 46) (note 2}
1999 1999 1999 1998
Note £ million £ million £ million £ million
Interest receivable:
Interest receivable and similar income
arising from debt securities 423 4 427 519
Other interest receivable and similar income 10,021 42 10,063 10,831
Interest payable 5,742 5 5,747 6,953
Write-down of finance lease receivables - - - 32
Net interest income 4,702 41 4,743 4,365
Other income
Dividend income from equity shares 3 - 3 5
Fees and commissions receivable 1,765 364 2,129 1,698
Fees and commissions payable (352) 47 (399) (333)
Dealing profits (before expenses) 3 189 14 203 185
Income from long-term assurance business: 29
Income before pension provision 5 168 173 -
Pension provision - (102) (102) -
General insurance premium income - 200 200 -
Other operating income 278 10 288 364
1,888 607 2,495 1,919
Total income 6,590 648 7,238 6,284
Operating expenses
Administrative expenses 4 2,920 164 3,084 3,072
Restructuring costs 37 - - - 42
Total administrative expenses 2,920 164 3,084 3,114
Depreciation 24 215 3 218 213
Amortisation of goodwill 23 (11 - (11) 4
Depreciation and amortisation 204 3 207 217
Total operating expenses 3,124 167 3,291 3,331
Trading surplus 3,466 481 3,947 2,953
General inswrance claims - 85 85 -
Provisions for bad and doubtful debts 15
Specific 588 - 588 h37
General - - - {6)
588 - 588 531
Amounts written off fixed asset investments 5 7 - 7 15
Operating profit 2,871 396 3,267 2,407
Income from associated undertakings 8 8
(Loss) profit on sale and closure of businesses 6 (46) 116
Profit on ordinary activities before tax 3,229 2,531
Tax on profit on ordinary activities 9 1,043 701
Profit on ordinary activities after tax 2,186 1,830
Minority interests (equity) 6 13
Profit for the year attributable to shareholders 10 2,180 1,817
Dividends 11 1,300 1,451
Retained profit 40 880 366




Lloyds TSB Bank plc

Balance sheets
at 31 Decemnber 1399

Group Bank
1999 1998 1999 1998
Note £ million £ million £ million £ millicn
Assets

Cash and balances at central banks 1,276 1,071 1,061 918
[tems in course of collection from banks 1,743 1,729 1,687 1,692
Treasury bills and other eligible bills 12 2,065 3,151 1,957 2,665
Loans and advances to hanks 13 16,963 18,232 47,842 44 420
Loans and advances to customers 14 104,561 99,682 44,422 41,524
Debt securities 18 14,184 12,309 13,038 11,630
Equity shares 19 213 16 25 28
Interests in associated undertakings 21 28 4 4 2
Shares in group undertakings 22 - - 8,304 4,334
intangible fixed assets 23 231 216 10 -
Tangibie fixed assets 24 1,668 1,598 1,206 1,142
Other assets 27 3,590 5,164 2,992 4,462
Prepayments and accrued income 28 2,628 2,377 2,247 2,152

Long-term assurance business attributable to
shareholders 29 2,274 - - -

151,424 145579 124,795 114,969
Long-term assurance assets attributable to
policyholders 29 26,542 - - -

Total assets 177,966 145579 124,795 114,969

The directors approved the accounts on 10 February 2000.

Sir Brian Pitman Chairman P B Eflwood Chief Executive M K At ance Director

biwfioan 4 vt




Lloyds TSB Bank plc

Balance sheets
at 31 December 1999

Group Bank
1999 1998 1999 1998
Note £ million £ million £ million £ million
Liabilities
Deposits by banks 31 17,694 17,587 24,350 22,921
Customer accounts 32 93,122 91,667 68,535 63,233
Items in course of transmission to banks 757 801 678 775
Debt securities in issue 33 12,260 11,853 8,591 8,574
Other liabilities 34 5,331 7,690 4,125 6,350
Accruals and deferred income 35 3,309 2,866 2,167 1,811
Provisions for liabilities and charges:
Deferred tax 36 1,471 1,236 {39) (154)
Other provisions for liabilities and charges 37 474 344 234 267
Subordinated liabilities:
Undated loan capital 38 3,294 1,518 3,194 1,418
Dated loan capital 38 3,492 2,787 2,773 2,086
Minority interests (equity) 33 42 - -
Called-up share capital 39 1,542 1,472 1,542 1,472
Share premium account 40 2,960 879 2,960 879
Revaluation reserve 40 {206) (201} 620 573
Profit and loss account 40 5,891 5,038 5,065 4,264
Shareholders’ funds (equity) 10,187 7,188 10,187 7,188
151,424 145,579 124,795 114,969
Long-term assurance liabilities to policyholders 29 26,542 - - -
Total liabilities 177,966 145579 124,795 114,969
Memorandum items 44
Contingent liabilifies:
Acceptances and endorsements 459 415 440 398
Guarantees and assets pledged as collateral
security 2,485 2,077 2,988 2,851
Other contingent liabilities 1,479 1,590 1,458 1,558
4,423 4,082 4,886 4,807
Commitments:
Commitments arising out of sale and aption to
resell transactions 14 2b 14 25
Other commitments 27,862 26,542 24,862 24,315
27,876 26,567 24,876 24,340
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Lloyds TSB Bank plc

Statement of total recognised gains and losses
for the year ended 31 December 1999

1999 1998

£ million £ million

Profit attributable to sharehoiders 2,180 1,817
Currency translation differences on foreign currency net investments (32) (8)
Total recognised gains and losses relating to the year 2,148 1,809

Historical cost profits and losses
for the year ended 31 December 1999

There was no material difference between the results as reported and the results that would have been reported
on an unmodified historical cost basis. Accordingly, no note of historical cost profits and losses has been
included.

Reconciliation of movements in shareholders’ funds
for the year ended 31 December 1999

1999 1958

£ million £ million

Profit attributable to shareholders 2,180 1,817
Dividends (1,300) (1,451)
Retained profit 880 366
Currency translation differences on foreign currency net investments (32) (8)
[ssue of shares 2,151 24
Goodwill written back on sale of businesses - 76
Net increase in shareholders’ funds 2,999 458
Shareholders’ funds at beginning of year 7,188 6,730
Shareholders’ funds at end of year 10,187 7,188

10




Lloyds TSB Bank plc

Notes to the accounts

1 Accounting policies

Accounting policies are unchanged from 1998, except that the Group has
implemented the requirements of Financial Reporting Standard 12 ‘Provisions,
Contingent Liabilittes and Contingent Assets’; the effect has not been significant.

In addition, the Group has implemented the requirements of Financial Reporting
Standard 13 'Derivatives and Other Financial Instruments: Disclosures’,

a Accounting convention

The accounts are prepared under the historical cost convention as medified by
the revaluation of shares in group undertakings and interests in associated
undertakings, debt securities and equity shares held for dealing purposes, and
premises (see g, h, i and j) in compliance with Sections 255 and 2554,
Schedule 9 and other requirements of the Companies Act 1985, in accordance
with applicable accounting standards, pronouncements of the Urgent Issues
Task Force and with the Statements of Recommended Accounting Practice
issued by the British Bankers Asscciation.

As permitted by Financial Reporfing 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 statement in is own
accounts, In addition, advantage has been taken of the exemption availabie
under Financiai 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 plc in which the Bank is included
are publicly available.

b Basis of consolidation

Assets, liabilities and results of group undertakings and the share of results of
associated undertakings are included in the consolidated accounts on the basis
of accounts made up to 31 December. In crder to reflect the different nature of
the shareholders' and policyholders' interests in the long-term assurance
husiness, the value of long-term assurance business atiributable to shareholders
ard the assets and liabilities atiributable to policyholders are dassified under
separate headings in the consolidated balance sheet.

¢ Goodwill

Goodwill arising on acquisitions of or by group and asscciated undertakings is
capitalised and amortised on a straight line basis over their estimated useful
lives, which will not exceed 20 years. For acquisitions prior to 1 January 1998,
goodwill was taken direct to reserves in the vear 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.

At the date of the disposal of group or asscciated undertakings, any unamortised
goodwiil, or goodwill taken directly to reserves, is included in the Group's share
of the net assets of the undertaking in the calcutation 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 lending which is taken to income
when received (see g)

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 borne 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 a level yield basis over the period of the loan. Other fees
receivable are accounted for as they fall due.

e Provisions for bad and doubtful debts and interest in suspense

Provisions for bad and doubtful debts are based on the year-end appraisai of
advances. The specific element relates to identified risk advances, whereas the
general element relates to latent 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 reaiisable velue when the normal
banking relationship with the customer has ceased; where it is doubtful that
interest earned on loans and advances will be collectable, it is credited to an
interest in suspense account and is only released 1o the profit and loss account
when its collectability is no longer subject to significant doubt.
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1 Accounting policies {continued)

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 ¢ease to be deferred and are charged to the profit and loss account in
the event that the related loan is redeemed or becomes impaired.

g Debt securities and equity shares

Debi securities, apart from those heid 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 countries
experiencing payment difficulties, either collateralised or due to be collateratised
by US Treasury securities, are included in the Group’s portfolio of investment
securities at an amount based on the market value at the date of exchange as
adjusted for the amartisation of discount on acquisition. Equity shares, apart from
those held for dealing purposes, are stated at cost less amounts written off. Debt
securities and equity shares held for dealing purposes are included at market
value. Investments held within the Jong-term assurance fund are included on the
following basis: stecks, shares, fixed interest securities and unit trusts held for
unit linked funds are valued in accordance with policy conditicns 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 1999,
and mortgages and lcans are at cost less amounts written off.

h Shares in group undertakings

Shares in group undertakings 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 p.

i Interests in associated undertakings
Interests in associated undertakings are stated at the Group's or Bank's share of
the net tangible assets of the relevant undertakings.

j Tangible fixed assets

Freeholds and long leaseholds are included at the last valuation on the basis of
existing use value. Short leaseholds {50 years cr less) and equipment are
included at cost less depreciation,

Land is not depreciated. Leasehold premises with unexpired lease terms of 50
years or less are depreciated by equat annual instalments over the remaining
period of the lease. Freehold and long leasehold buildings are maintained in a
state of good repair and it is considered that residual values, based on prices
prevailing at the time of acquisition or subsequent valuation, are such that
depreciation is net significant, The costs of adapting premises for the use of the
Group are separately identified and depreciated over 10 years, of over the term
aof the lease if fess; such costs are included within premises in the balance sheet
totat of fangible fixed assets. Equipment is depreciated by equal annual
instatments over the estimated useful lives of the assets, which for fixtures and
furnishings are 10-20 years and for computers, motor vehicles and other
equipment are 3-8 years.

k Vacant leasehold property

When a leasehold property ceases to be used in the business or a commitment
is enteret inte which would cause this to occur, provision is made to the extent
that the recoverable amount of the interest in the property is expected to be
insufficient to cover future chligations relating to the lease.

| Leasing and instalment credit transactions

Leasing income is credited to the profit and loss account in proportion to the net
cash invested sc as to give a constant rate of return over each period after taking
account of tax.

Income from instalment credit transactions is calculated by the sum of the digits
methed.

Operating lease costs are charged to the profit and loss account in equal annual
instalments over the life of the lease.




Lloyds TSB Bank plc

Notes to the accounts

1 Accounting policies (continued)

m Deferred tax

Deferred tax is provided at the appropriate rates of tax where there is a
reasonable probability that a liability or asset will crystaliise in the foreseeable
future.

n Pensions and other post-retirement benefits

Contributions to the Group's pension 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 arrangements 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 cost 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 aliocated by equal annual instalments over the average
remaining service lives of current employees. Pension arrangements for staff
jcining Lloyds TSB Group Pension Scheme No. 1 (formerly the Lloyds Bank
pension scheme) after 1 January 19596 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
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 post-retirement benefits other than pensions is charged to
the profit and loss account on a systematic basis over employees’ working lives.
The unfunded ligbility is included in provisions in the balance sheet.

o Foreign currency translation

Assets, liabilities and results in foreign currencies are expressed in steriing at the
rates of exchange ruling on the dates of the respective balance sheets, Exchange
adjustmenis on the translation of opening 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.

p Long-term assurance business

The value placed on the Group's leng-term assurance business attributable to
shareholders represents a prudent vaiuation of future earmings of policies in
foree, fogether 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 independent actearies and is included
separately in the balance sheet.

Changes in the value placed on long-term assurance business atiributable
to shareholders, which are determined on a post-tax basis, are included 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.

q General insurance business

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

r Derivatives

Derivatives are used in the Group's trading activities both for direct trading
purposes and to manage risk in its trading portfolios. Such instruments include
exchange rate forwards and futures, currency swaps and options together with
interest rate swaps, forward rale agreements, interest rate options and futures.
These derivatives are carried at fair value and all changes in fair value are
reported within dealing profits in the profit and loss account. Fair values are
normally deterrined by reference to quoted market prices; internal models are
used to determine fair value in instances where no maiket price s available. The
unrealised gains and losses on trading derivatives are included within other
assets and other liabilities 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.
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1 Accounting policies {continued)

Derivatives used in the Group’s non-trading activities, taken out to reduce
exposures to fluctuations in interest and exchange rates, include exchange rate
forwards and futures, currency options together with interest rate swaps,
forward rate agreements and options. These derivatives are accounted for on an
accryals 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 so as to match the interest payable or
receivable on the hedged item.

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

Where a hedge transaction is superseded, ceases to be effective or is terminated
early the derivative is measured at fair value. Any profit or loss arising is then
amortised to the profit and loss account over the remaining life of the item which
it was criginally hedging. When the underlying asset, liability 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,

2 Merger of Lloyds Bank, TSB and Hill Samuel businesses
Foliowing the granting of royal assent to the Lloyds TSB Act, the following
transactions took piace during the year:

a)  On 31 March 1999 the business, assets and liabilities of Hill Samuel Bank
Limited were vested in Lioyds TSB Bank ple.
h)  On 28 June 1999 the business, 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 has been
accounted for as a group reconstruction using the merger accounting principles
set out in Financial Reporting Standard 6 Acquisitions and Mergers'. The results
have therefore been presented as if the TSB Bank and Hill Samuel Bank
businesses had been part of Lloyds TSB Bank plc throughout the current and
comparative accounting periods.

3 Dealing profits {before expenses) 1999 1998
£m £m

Foreign exchange trading income 133 112
Securities and other gains 70 73
203 185

Dealing profits include 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
redated funding cost.
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4 Administrative expenses 1999 1998
£m £m
Salaries and profit sharing 1,718 1,633
Social security costs 124 118
Other pension costs (104) 91}
Staff costs 1,738 1,660
Other administrative expenses 1,346 1,412
3,084 3,072

The average number of persons on a headcount basis
employed by the Group during the year was as follows:

1999 1998
UK 66,641 67,399
Overseas 12,535 11911

79,176 79,310

The above staff numbers exclude 2,469 (1998: nil) staff employed in the long-
term assurance business. Costs of £70 million (1998: £nil) in relation to those
staff are reflected in the valuation of the long-term assurance fund.

Details of directors’ emoluments, pensions and interests are given on page 27,

The auditors’ remuneration was £3.7 million (1998: £3.0 million), of which
£1.1 million (1998: £1.1 milion) related to Lloyds TSB Bank plc. Fees paid
to PricewaterhouseCoopers in respect of non-audit services were £28.7 million
(1998: £13.1 million), of which £27.7 million (1598: £10.5 millicn) related
to UK companies. Non-audit fees comprise management consuliancy of
£24.7 miilion and regutatory and other advisory work of £4.0 mitlion, The
aggregate non-audit fees paid to PricewaterhouseCoopers in 1998 included
£4.9 million paid to Price Waterhouse and £0.5 million paid to Coopers &
Lybrand prior to the date of appointment of PricewaterhouseCoopers as
auditors.

There was a net credit in respect of pension costs for the Group in 1999 of
£104 million (1998: credit of £91 million), which included a credit of
£116 million {1998: credit of £103 million) relating to Lloyds TSB Group
Pension Schemes No's 1 and 2.
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4  Administrative expenses (continued)

Full actuarial valuations ¢f the Lloyds TSB Group Pensicn Schemes No's 1 and
2 are carried out every three years with interim reviews in the intervening
years. At 30 June 1999, the date of the latest full actuarial valuations, the
principal actuarial assumpticns 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 pensicns in payment, 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 millien. The actuarial
value of the assets represented 125 per cent of the accrued liabilities allowing
for future increases in pensions and pensionable remuneration. For funding
purposes, the surpluses in the two schemes are being eliminated by means of
a contribution holiday.

Contribution rates to other schemes have been adjusted to take account of
surpluses and deficiencies. The pensions prepayment of £647 million for the
Group and £573 million for the Bank (1998: £505 million for the Group and
£476 million for the Bank) is incluged in prepayments and accrued income.

The Group cperates a number of schemes which provide post-retirement
healthcare bensfits to certain employees, retired employees and their
dependent relatives. The total cost for the Group in 1999 was £17 millien
(1998: £2 millien). The latest actuarial valuation of the liability was carried out
at 31 December 1997. This valuation showed the Group's liability to be
£57 million, which bad been fully provided for at that date. The principal
actuarial assumptions adopted were that, over the leng term, the valuation
discount rate and the rate of increase in medical costs would be 4.5 per cent
and 2.5 per cent respectively higher than annual price inflation.

5 Amounts written off fixed asset investments 1999 1598
£m £m
Debt securities 7 g
Equity shares - 6
7 15
6 (Loss) profit before tax on sale and 1999 1998
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) -
Profit on sale of TSB Factors Limited (tax: nil) - 3
Profit on sale of International Factors Limited {tax: nil) - 158
Loss on sate of estate agency businesses (after
charging goodwill of £76 million previously writien
off to reserves) {tax: nil) - (45)
(46) 116

The results of the businesses sold in 1998 up 1o their dates of sale were not
material.

On 26 July 1999 the Group announced that it is to withdraw from the global
custody and unit trust trusteeship business and, as a conseguence, the
business of Lioyds TSB Securities Services will be runt down and closed by the
end of 2000. A provision has been made for the expected cperating losses to
be incurred until the date of closure.

On 1 February 2000 the Group announced the sale of Abbey Life's new
business capability. A provision of £18 million has been made against
impaired assets.
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7 Profit on ordinary activities before tax

Profit cn ordinary activities before tax is stated
after taking account of:

income from:

Equipment leased to customers and banks and hire
purchase contracts: aggregate amounts receivable
Profit less losses on dispesal of investment securities

Charges:

Rental of premises

Hire of equipment

Interest on subordinated liabitities (loan capital)
Finance lease depreciation

1999
£m

3,640
57

192
32
348

1968
Em

3,763
45

197
36
316

8 Segment analysis

Class of business:
UK Retail Banking and Mortgages

Insurance and Investments
Profit before pension provision
Pension provision

Whelesale Markets

Profit before write-down of finance
lease receivables

Write-down of finance lease receivables

International Banking
Profit before restructuring provision
Restructuring provision

Central group items
Loss (profit) on sale and closure of businesses

Frofit on ordinary
activities before tax

1999 1998*
£m £m
1,650 1,435
533 -
(102) -
431 -
781 727

- (32)
781 695
436 344

- (38)
436 306

(23) (21)
(46) 116
3,229 2,531

8 Segment analysis (continued)
Geographical area:** Inter-
Domestic  national Total
1999 1999 1999
£m £m £m
Interest receivable 8,053 2,437 10,490
Dividend income from equity shares 3 - 3
Fees and commissions receivable 1,864 265 2,129
Deaiing profits (before expenses) 142 61 203
Income from long-term assurance business 165 8 173
General insurance premium income 200 - 200
Other ¢perating income 190 98 288
Total gross income 10,617 2,869 13,486
Profit on ordinary activities before tax 2,811 418 3,229
Inter-
Domestic national Total
1998 1998 1998
£m £m £m
Interest receivahble 8,961 2,389 11,350
Cividend income from equity shares 5 - 5
Fees and commissions receivable 1,439 259 1,698
Cealing profits {before expenses) 130 55 185
Cther operating income 275 89 364
Total gross income 10,810 2,792 13,602
Prafit on ordinary activities before tax 2,264 267 2,531
Net assetst Assetst
1999 1998 1999 1998
£m £m £m £m
Class of business:
UK Retail Banking and Mortgages 3,589 3,785 64,396 60,855
Insurance and Investments 2,803 - 3,210 -
UK Retail Financial Services 6,392 3,785 67,606 60,855
Wholesale Markets 2,955 3,061 64,627 64,281
Infernational Banking 873 384 17,193 17,514
Central group items - - 1,998 2,929
10,220 7,230 151,424 145,579
(Geographical area:**
Domestic 9,849 7,185 130,066 123,871
International 371 45 21,358 21,708
10,220 7,230 151,424 145,579
*1998 figures have been restated to take account of changes in internal cost
allocation and the reclassification of Lloyds UDT from UK Refail Banking to
Wholesale Markets, which already includes the Group's other asset finance
operations.

**The geographical distribution of gross income sources, profit on ordinary
activities before tax and assets by domestic and international operations is
hased on the location of the office recording the transaction, except for lending
by the international business booked in London.

tNet assets reprasent sharehclders’ funds plus minarity interests. Disclosure of
information on net assets is an accounting standard requirement (SSAP25); it
is not appropriate to refate it directly to the segmental profits above because the
business is not managed by the allocation of net assets to business units.
TAssets exclude long-term assurance assets attributabie to policyholders.
As the business of the Group is mainly that of banking and insurance, no
segment analysis of turnover is given.
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9 Tax on profit on ordinary activities 1999 1998 12 Treasury bills and other eligible bills (continued)
£m £m Maovermnents in investment Premiums
: it isa: and
UK.corporatlon fax 725 524 securities comprise: Cost discounts Total
Relief for overseas tax (45} (39) £m £m £m
g"f’seas tax ;:2 1;3 At 1 January 1999 1,706 a 1710
elerred tax: Current year 1 Exchange and other adjustments 40 - 40
Deferred tax: prior year adjustment relating Additions 10,551 - 10,551
to rate change - (33) | Bills sold or matured (11,108} (53) (11,161)
Amortisation of premiums and discounts - 58 58
1,040 699
Associated undertakings 3 2 At 31 December 1999 1,189 9 1,198
1,043 701 1999 1999 1998 1998
Balance Balance )
The charge for tax on the profit for the vear is based on an average UK shgei Valuat;:on shEeet Varuanson
corporation tax rate of 30.25 per cent {1998: 31 per cent). i m m m
Bank
The UK corporation tax charge includes £20 million (1998: £2 million) in Inz\'rgstment securities:
_respect gf notlc_mal tax o_n frsnkecli mv?cstrr]nelnt income and on thebshfareholders Treasury bills and similar securities 515 514 346 346
interest in the increase in the value of the long-term assurance business. Other eligible bills 683 683 1,364 1,405
1,198 1,187 1,710 1,751
10  Profit for the financial year attributable to shareholders
The profit attributable to shareholders includes & profit of £2,121 million Other securities:
£1998: £1,614 miltion) dealt with in the accounts of the parent company, for Treasury bitls and similar securities 749 943
which no profit and loss account is shown as permitted by Section 230 of the Other eligible bills 10 12
Companies Act 1985. 759 Py
1,957 2,665
11 Dividends 1999 1998
£m £m Included above:
Firstinterim  Lloyds TSB Bank plc 440 150 Unan;lortiseq discounts
TSB Bank plc - 100 pe‘t ot prertmums _c;n 12 8
Second interim Lloyds TSB Bank plc 860 300 Investment securties
TSB Bank ple - 1 o ]
Third interim ~ Lloyds TSB Bank plc - 650 Move_’tf_’e”ts in "!"z’ftme”t Premiums
TSB Bank ple - 250 secuilies comprise: Cost  discounts Total
£m £m £m
1,300 1,451
At 1 January 1999 1,706 4 1,710
Exchange and other adjustments 40 - 40
Additions 10,551 - 10,551
12 Treasury bills and other 1999 1999 1998 1998 Bills sold or matured (11,108} (53) (11,161)
eligible bills Balance ] Balance ] Amortisation of premiums and discounts - 58 58
sheet  Valuation sheet  Valuation
£m £m tm £m 1 At 31 December 1999 1,189 g 1,198
Group
Investrment securities: Invesiment securities are those intended for use on a continuing basis in the
Treasury bills and similar securities 515 514 346 346 activities of the Group and not for dealing purposes.
Otner eligibie bills 683 683 1,364 1,405
B} The difference between the cost of other securities and market value, where the
1,198 1,197 1,710 1751 market value is higher than the cost, is not disclosed as its determination is not
practicable.
Other securities:
Treasury bills and similar securities 857 1,42%
Cther eligible bills 10 12
867 1,441
2,065 3,151
included above:
Unamortised discounts
net of premiums on
investment securities 12 8
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13 Loans and advances Group Bank
to banks 1999 1908 1999 1998
£m £m £m £m
Lending to banks 2 836 32,822 28,031
Deposits placed with barks 16,298 17,490 15,076 16,485
17,019 18,326 47,898 44,516
Equipment leased ta banks - 4 - -
Total loans and advances to banks 17,019 18,330 47,898 44,516
Provisions for bad and
doubtful debts (56) (58) (56) {56}
interest held in suspense - (40} - {40)
16,963 18,232 47,842 44420
Repayable cn demand 1,132 1,672 15,751 14,663
Other loans and advances
by residual maturity repayable:
3 months or less 12,266 13,683 14,189 16,359
1 year or less but over 3 months 2,780 2,318 3,664 3,190
5 years or less but over 1 year 490 319 12,685 8,753
Over 5 years 351 438 1,609 1,651
Provisions for bad and
doubtful debts (56) (58) (56) {56}
interest held in suspense - (40} - {40)
16,963 18,232 47,842 44,420
Included above:
Due from group undertakings
- all unsubordinated 32,207 27,301
Due from fellow group undertakings
- all unsubcrdirated - 4 - 4
14 Loans and advances to Group Bank
customers 1999 1998 1999 1998
£m £m £m £m
Lending to customers 94,127 89,583 46,127 43,238
Hire purchase debtors 3,674 3,720 - -
Equipment leased fo customers 8,927 8,682 - -
Total loans and advances to
customers 106,728 101,885 46,127 43,238
Provisions for bad and
doubtful debts (2,067} (2,098F (1,642) (1,647)
Interest held in suspense (100) (105} (63) (67)
104,561 99,682 44,422 41,524
Loans and advances
by residual maturity repayable:
3 months or less 19,580 18,782 23,418 22,106
1 year or less but over 3 months 7,005 7,349 5,018 5,542
5 years or less but over 1 year 19,530 19,998 10,168 2,085
Qver 5 years 60,603 55,756 7,623 6,505
Provisions for bad and
doubtful debts (2,067) (2,098} (1,642) ({1,647)
Interest held in suspense (100) {105} (63) (67)
104,561 99,682 44,422 41,524
Of which repayable on
demand or at short notice 10,241 10,412 10,428 10,695
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14 Loans and advances to Group Bank

customers (continued) 1999 1998 1999 1998
£m Em £m £m

Included above:

Due from group undertakings

— all unsubordinated 12,438 9,660

Buse from fellow group undertakings

— all unsubordinated 1,932 4,141 743 4,224

The cost of assets acquired during the year for letting to customers under
finance leases and hire purchase contracts amounted to £3,485 million

(1998: £3,499 million).

15 Provisions for bad and 1999 1999 1998 1998
doubtful debts Specific General Specific General
£m £m Em_ £m

Group

At 1 January 1,791 365 2,112 368

Exchange and other adjustments (3) 4) (25) 3

Advances written off (744) - {954) -

Recoveries of advances

written off in previous years 130 - 121 -

Charge (release) to profit and

loss account:

New and additional provisions 1,087 7 996 3

Releases and recoveries (499) (7} (459) (9)

588 - 537 (6}

At 31 December 1,762 361 1,791 365
2,123 2,156

in respect of;

Loans and advances 1o banks 56 58

Loans and advances fo cusiomers 2,067 2,098
2,123 2,156

Bank

At 1 January 1,441 262 1,591 264

Exchange and other adjustments 24 - (11) -

Advances written off (523} - (490) -

Recoveries of advances

writtent off in previous years 93 - 86 -

Charge (release) to profit and

loss account: T

New and additionat provisions 811 6 655 2

Releases and recoveries (409) (¥4 (390) {4)

402 (1) 265 {2)

At 31 Decemnber 1,437 261 1,441 262
1,698 1,703

In respect of:

Loans and advances to banks 56 56

Loans and advances to customers 1,642 1,647
1,698 1,703
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16 Interest held in suspense and 1999 1998
non-performing lending £m £m
Group
At 1 January 145 221
Exchange and other adjustments (5} (8)
Interest written off (77 (76)
Interest taken to income (9) (17
Interest suspended during the year 46 25
At 31 December 100 145
In respect of:
Loans and advances to banks - 40
Loans and advances to customers 100 105
100 145
Non-performing lending comprises:
Loans and advances - category 1 719 770
Loans and advances ~ category 2 369 417
1,088 1,187
Provisions (613) (637)
Interest held in suspense (100 (145}
375 405
Bank
At 1 January 107 180
Exchange and other adjustments {2) 7
Interest written off (69) (65)
Interest taken to income (8) (15}
Interest suspended during the year 35 14
At 31 December 63 107
in respect of:
Leans and advances {o banks - 40
Loans and advances to customers 63 67
63 107
Non-performing lending comprises:
Loans and advances - category 1 440 428
Leans and advances - category 2 292 345
732 773
Provisions (377} {392)
Interest held in suspense (63) {(107)
292 274
Category 1:
This comprises lending where the customer continues to operate the accaunt,
but where there is doubt about the payment of interest. Interest continues to be
charged to the customer’s account, but it is not applied to income; it is placed
on a suspense account and only taken into income if there ceases to 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.
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17 Concentrations of exposure Group Bank
1999 1998 1999 1998
£m £m £m £m
Loans and advances to customers
Domestic;
Agriculture, forestry and fishing 2,183 2,052 791 722
Manufacturing 3,262 2,986 2,845 2,657
Construction 754 671 722 641
Transport, distribution and hotels 3,540 3,308 2,965 2,801
Property comganies 2,303 2,304 2,211 2,224
Financial, business and other
services 6,614 5,024 6,149 4,482
Personal: mortgages 47,451 44,609 550 636
: other 10,092 9,610 9,406 8,831
Lease financing 8,848 8,445 - -
Hire purchase 3,674 3,701 - -
Due from fellow group
undertakings 1,932 4,141 13,181 13,884
Other 1,699 1,578 1,609 1,528
Total domestic 92,352 88,429 40,429 38,406
International;
Latin America 2,558 2,939 1,629 1,749
New Zealand 7,659 7,310 - -
Rest of the world 4,159 3,207 4,069 3,083
Total international 14,376 13,456 5,698 4,832
106,728 101,885 46,127 43,238
Provisicns for bad and doubtful
debts* (2,067} (2,098 (1,642) (1,647)
Interest held in suspense™ (100} {105} {63) (67
104,561 99682 44,422 41,524

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

The classification of lending as domestic or international is based an the location
of the office recording the transaction, except for certain lending of the
international business booked in London.
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18 Debt securities

Group

Investment securities:
Government securities

QOther public sector securities
Bank and building society
certificates of deposit

Other 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: coliateralised honds
: other
Unlisted

Movements in investment
securities comprise:

At 1 January 1999

Exchange and other adjustments
Additions

Securities sold or matured
Charge for the year

Amortisation of premiums

and discounts

At 31 December 1999

1999 1999 1998 1998
Balance Balance
sheet  Valuatign sheet  Valuation
£m £m £m _iir_n
1,196 1,349 995 1,226
4 4 12 12
4,153 4,145 2,448 2,453
679 678 578 579
6,032 6,176 4,033 4,270
3,861 3,861 4,596 4,596
65 65 5 5
286 286 519 519
3,940 3,940 3,056 3,056
14,184 14,328 12,309 12,546
7,095 4,873
7,089 7,436
14,184 12,309
771 871
869 1,028 866 1,102
7,907 7,901 7,359 7,355
5,408 5,399 4,084 4,089
14,184 14,328 12,309 12,546
Premiums
and
Cost  discounts  Provisions Totat
£m £m £m £m
3,869 176 12 4,033
20 3 - 23
12,576 - - 12,576
{10,625) - (2} (10,623)
- - 7 {7)
- 30 - 30
5,840 209 17 6,032
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18 Debt securities (continued) 1999 1999 1998 1998
Balance Balance
sheet \Valuation sheet  Valuation
£m £m Em_ £m
Bank
tnvestment securities:
Government securities 1,154 1,304 965 1,196
Other public sector securities - - 8 g
Bank and building society
certificates of deposit 4,073 4,065 2,448 2,453
Other debt securities 514 514 397 397
5,741 5,883 3,818 4,055
Other securities:
Government securities 3,159 3,159 4,500 4,500
Other public sector securities 60 60 - -
Bank and building society
cerfificates of deposit 3} ] 186 186
Other debt securities 4,072 4,072 3,126 3,126
13,038 13,180 11,630 11,867
Included abecve:
Due from group undertakings
- all unsubordinated 182 129
Due within 1 year 6,114 4,312
Due 1 year and over 6,924 7.311
13,038 11,630
Unamortised discounts
net of premiums on
investment securities 630 703
Listed: collateralised bonds B69 1,028 866 1,102
: ather 7,078 7,070 7,281 7,277
Unlisted 5,091 5,082 3,483 3,488
13,038 13,180 11,630 11,867
Movements in investment Premiums
securities comprise: . and
Cost  discounts Total
£m £m £m
At 1 January 1992 3,667 151 3,818
Exchange and other adjustments 19 4 23
Additions 12,391 - 12,391
Securities sold or matured (10,516) - (10,516)
Amortisation of premiums and discounts - 25 25
At 31 Decermnber 1999 5,561 180 5,741

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.
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19 Equity shares

Group

Investmenf securities:
Listed

Unlisted

Other securities:
Listed
Unlisted

Movements in investment
securities comprise:

At 1 January 1999

Exchange and other adjustments
Adjustments on acquisitions
Additions

Disposals

At 31 December 1999

Bank

Investment securities:
Listed

Unlisted

QOther securities:
Unlisted

Movements in investment
securities comprise:

At 1 January 1999
Additions
Disposals

At 31 December 1999

1999 1999 1998 1598
Balance Balance
sheet  Valuation sheet  Valuation
£m £m £m £m
10 23 11 28
33 56 33 48
43 79 44 76
168 -
2 2
170 2
213 46
Cost  Provisions Total
£m £m £m
56 12 44
48] - (1)
12 - 12
14 - 14
(26) - (26)
55 12 43
1999 1999 1958 1998
Balance Balance
sheet Valuation sheet  Valuation
£m £m £m £m
10 6 13 10
13 14 14 14
23 20 27 24
2 1
25 28
Cost
£m
27
27
(31)
23

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.

19

20 Assets transferred under sale and repurchase transactions

Included in the balance sheet are assets subject to sale and repurchase

agreements as follows:

Group Bank
1999 1998 1999 1998
£m £m £m £m
Treasury bills and other
eligible hills 429 558 377 558
Debt securities 3,496 2,389 3,496 2,339
3,925 2,947 3,873 2,897

These investments have been sold to third parties but, since the Group is
committed to reacquire them at a future date and at & predetermined price, they

are shown in the balance sheet.

21  Interests in associated Group Bank

undertakings £m Em
At 1 January 1999 4 2
Adjustments on acquisition 21 -
Disposals 2) -
Refained profits 5 2
At 31 Decernber 1999 28 4

All of the Bank's and Group's asscciated undertakings are unlisted and none

of them are banks.

On an historical cost basis, the Bank's interests in associated undertakings

would have been included at £9 million (1998: £9 miltion).

22 Shares in group undertakings Bank
£m
At 1 January 1999 4,334
Acquisitions 3,920
Cisposals 4)
Revaluations 54
At 31 December 1999 8,304
1999 1998
£m £m
Shares in banks 3,555 3,615
Shares in other group undertakings 4,749 719
Total — all unlisted 8,304 4,334
0On a historical cost basis, shares in group undertakings
would have been included as follows:
Cost  Provisions Book value
£m £m £m
At 1 January 1999 3,462 24 3,438
Additions 3,920 - 3,920
At 31 December 1999 7,382 24 7,358
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22 Shares in group undertakings (continued)

The principal group undertakings, all of which prepare accounts to
31 December and whose results are included in the consolidated accounts of
Lloyds TSB Bank plc, are:

Percentage
of equity
sharg
Country of capital
registration/  and voting
incorporation  rights held  Nature of business
Cheltenham & Gloucester plc England  *100% Morigage lending and
retail investmenis
Lloyds Bank (BLSA) Limited Engtand 100% Banking and financia
services
Alex Lawrie Factors Limited England 100% Credit factoring
Lloyds TSB Leasing Limited England 106% Financial leasing
The Agricultural Mortgage England 100% Long-term agricultural
Corporation Ple finance
The Mational Bank of New  *100% Banking and financial
New Zealand Limited Zealand services
Lloyds TSB Bank {Jersey) Jersey  *100% Banking and financial
Limited services
Lloyds UDT Finance Limited England 100% Consumer credit,
leasing and related
services
Lloyds TSB Private Banking Engiand  *100% Private banking
Limited
Lloyds TSB Scotland plct Scotland 100% Banking and financial
services
Lloyds TSB Commercial England 100% Inwoice discounting
Finance Limited?t
Lloyds TSB General Insurance  England  *100% General insurance
Limited
Hill S5amuel Asset Management England  *100% Investment
Group Limited management
Abbey Life Assurance England  *100% Lie assurance
Company Limited
Lloyds TSB Insurance Services  England  *100% Insurance broking
Limited
Lloyds TSB Life Assurance England  *100% Life assurance and
Limited other financial services

*Indirect interest.
finvestments vested in the company as explained on page 12 in note 2.

The country of registration/incorporation is also the principal area of operation
for each of the above group undertakings except as follows:

Lloyds Bank (BLSA) Limited operates in Argentina, Ecuador and Uruguay. The
National Bank of New Zeatand Limited also operates through a representative
office in Hong Kong.
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23 Intangible fixed assets Net
Cost Amortisation  bock value
£m £m £m
Group
Pasitive goodwill
At 1 January 1999 220 4 216
Exchange and other adjustments 5 - 5
Additions 22 - 22
Charge for the year - 12 {12)
At 31 December 1999 247 16 231
Negative goodwiit
At 1 January 1999 - - -
Additions 23 - 23
Amounts written back - 23 (23}
At 31 December 1999 23 23 -

Negative goodwill relates to the acquisition by the Group of Lloyds Bank (Channel
Islands} Unit Trust Managers Limited (page 34, note 46a).

Net
Cost Amortisation  book value
£m £m £rm
Bank
Goodwill
At 1 January 1999 - - -~
Additions 11 - 11
Charge for the year - 1 (1)
At 31 December 1999 11 1 10
24 Tangible fixed assets Group Bank
Premises Equipment  Premises Equipment
. £m £m £m £m
Cost ¢r valuation:
At 1 January 1999 1,093 2,085 772 1,722
Exchange and other adjustments {12) (4) N (4)
Adjustments or acquisitions and
disposals 18 43 - (1)
Additions 89 262 81 223
Disposals {64) (178) (54) (227)
At 31 December 1999 1,124 2,208 792 1,812
Depreciation:
At 1 January 1999 206 1,374 185 1,167
Exchange and other adjustments - (6} - (5)
Adjustments cn acquisitions and
disposals 2 35 - {1)
Charge for the year 42 176 38 132
Disposals (9) (156) 4} (113)
At 31 December 1999 241 1,423 219 1,180
Balance sheet amount at
31 December 1999 883 785 573 633
1,668 1,206
Balance sheet amount at
31 December 1998 887 711 587 555
1,598 1,142

Equipment includes assets held under finance leases which at 31 Decerber
1999 amounted 1o £3 million, net of accumulated depreciation of £212 million
{1998: £3 millicn, net of accumulated depreciation of £212 million).
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24 Tangible fixed assets {continued)

26 Capital commitments

Capital expenditure contracted but not provided for at 31 December 1999
amounted to £8 milticn for the Group and £7 miltion for the Bank {1998: Group

£4 million; Bank £3 million).

Group Bank B
1999 1998 1999 1698
£m £m £m £m
Balance sheet amount of
premises comprises:
Freeholds 598 608 332 348
Leaseholds 50 years and over
unexpired 37 58 19 40
Leaseholds less than 50 years
unexpired 248 221 222 199
883 887 573 587
Balance sheet amount of
premises comprises:
Valued in 1997 564 608 288 335
At cost 319 279 285 252
883 887 573 587
On an historical cost basis, premises
would have been included as follows:
Cost 1,219 1,214 873 891
Accumulated depreciation (290} (285) (268) (265)
929 929 605 626
Land and buildings occupied
for own activities 802 808 518 531

The accounting policy for valuations is set out on page 11 in accounting policy |-

27  Other assets Group Bank
1999 1998 1999 1998
£m £m £m Em

Foreign exchange and inferest

rale contracts 2,742 4,135 2,678 3,778
Other assets 848 1,029 314 684
3,590 5,164 2,992 4,462

28 Prepayments and accrued Group Bank
income 1999 1998 1999 1598
Em £m £m £m
Interest receivable 918 1,132 1,269 1,339
Other debtors and prepayments 1,710 1,245 978 813
2,628 2,377 2,247 2,152

Included within the Group's other debtors and prepayments is £176 million
(1998: £165 million) relating to the deferred element of the expenditure
incurred under cash gift and discount mortgage schemes. (f these incentives
had been wriften off as incurred, net interest income would have been
£11 million lower in 1999 (1998: £60 millicn higher}.

25 Lease commitments

Commitments under non-cancellable operating leases were:

1999 1999 1998 1498
Premises Equipment  Premises Equipment
£m £m £m £m
Group
Leases on which the commitment
is due to expire in:
1 year or less 14 7 15 14
5 years or less but over 1 year 41 3 44 9
Qver 5 years 191 2 183 -
246 12 242 23
Bank
Leases on which the cammitment
is due to expire in:
1 year or less 3 5 3 14
5 years or less hut over 1 year 10 3 10 9
Over 5 years 144 2 141 -
157 10 154 23

29 Long-term assurance business 1999
£m
The value of long-term assurance business
attributable to shareholders included in the
consolidated balance sheet comprises:
Net tangible assets of life companies including surplus 723
Vaiue of long-term assurance business in force 1,651
2,274

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

The economic assumptions, including those refating t© investiment returns and
inflation, are based on a long-term view of economic activity and are therefore
not adjusted for market movemnents which are considered to be short-term,
This approach is considered the most appropriate given the long-term nature
of the portfolio of products and achieves consistency in reporting from one
period 10 the next. The principal assumptions are shown below:

%

Risk-adjusted discount rate (net of tax) 10.00
Gross retum: unit linked 850
: non linked 5.25

Inflation 3.00

21

A margin over the long-term risk free rate of retumn is included within the
discount rate to reflect the shareholders’ overall risk premium; other marging
are not included in the profit recognition method. Allowance for tax is made
using medels which reflect the different tax regimes affecting different classes
of product; no credit is taken in respect of any reduction in faxes deriving from
expenses attributable to future business.
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29 Long-term assurance business (continued)

The assurnptions for mortality and morbidity are derived from published tables
adjusted for demographic differences of policyholders; those in respect of
lapses are in fine with the experience of the companies concerned.

1999
£m

The income from long-term assurance business is:
Value of long-term assurance business at 31 December 2,274
value of long-term assurance business at 1 January -

Increase in value of long-term assurance business 2,274
Adjustment on acquisition (2,299
Exchange and other adjustments (8
Dividends accrued 92
income after tax from long-term assurance business 49
Income before pension provision 173
Pension provision (102)
Income before tax from long-term assurance business 71

During the second half of 1999, the Financial Services Authority (FSA}
published revised assumptions which have been incorporated inic the
calculations of the continuing cost of redress to past purchasers of pension
policies. These revised FSA guidelines were based on the assumption that the
averape life expectancy of pensioners had increased, and lower interest ant
inflation rates to be assumed in calculating the cost of redress. Applying these
revised assumptions, the cost of redress is forecast to increase by £102 million
and a provision of this amount has beern: made. The adequacy of this provision
is reviewed continually and, whilst it is impossible to be precise, based on the
informaticn available at present, it is not considered appropriate to make any
further provision at this stage.

1999
£m
The long-term assurance assets attributable
to policyhoiders comprise:
Investments 27,718
Value of long-term assurance business in force 1,551
Premises and equipment 30
Net current liahilities {483)
28,816
Long-term assurance business attributable
to shareholders (2,274)
26,542
Investrents shown above comprise:
Fixed interest securities 7,415
Stocks, shares and unit trusts 16,996
Investment properties 1,045
Other properties 10
Mortgages and lgans 50
Deposits 2,202
27,718
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30 Assets and liabilities Group Bank
denominated in foreign 1999 1998 1999 1998
cutrencies £m £m £m £m

Assets: denominated in sterling 113,037 110,253 96,857 89,449

: denominated in other
currencies 38,387 35326 27,938 25520
151,424 145,579 124,795 114,569
Liabiliies: denominated in sterling 113,142 110,142 96,869 89,392
: denominated in other

currencies 38,282 35437 27926 25577
151,424 145579 124,795 114,969

31 Deposits by banks Group Bank
1999 1998 1999 1998
£m £m £m £m

Repayable on demand 3,594 4977 6,679 6418

Cther deposits by banks with agreed

maturity dates or pericds of notice

by residual maturity repayable:

3 months or jess 12,551 10,196 15,524 13,607

1 year or less but over 3 months 1,153 1,813 1,503 1,976

5 years or less but over 1 year 341 475 599 812

Over 5 years 55 126 45 108

17,694 17,587 24,350 22921

Inciuded abiove:

Due to group undertakings 7.824 6,677

Due to fellow group undertakings - 496 - 496

32 Customer accounts Group Bank

1999 1998 1999 1998
Em £m £m £m

Repayable on demand 68,961 63,642 49,409 42,111

Other custormer accounts with agreed

maturity dates or periods of notice

by residual maturity repayable:

3 months or less 20,122 23,451 15489 17,983

1 year or less but over 3 montns 2,544 3,166 1,611 2,015

5 years of 1ess but over L year 1,360 954 1,699 708

Over 5 years 135 444 327 416

93,122 91,667 68,535 63,233

Included above:

Due to group undertakings 5,474 2,116

Due to fellow group undertakings 271 3,234 263 2,337




Lloyds T3B Bank plc

Notes to the accounts

33 Debt securities in issue Group Bank
1999 1598 1999 1998
£m £m £m £m
Bonds and medium-term notes by
residual maturity repayable:
1 year or less 309 649 162 182
2 years or less but over 1 year 188 249 24 g1
5 years or less but over 2 years 690 54 366 28
Over 5 years 407 273 131 3
1,594 1,225 683 294
Other debt securities by residual
maturity repayable:
3 months or less 7,644 7.617
1 year or less but over 3 months 2,645 2,808
5 years or less but over 1 year 362 194
Qver 5 years 15 9
10,666 10,628 7.908 8,280
12,260 11,853 8,591 8,574
Included above:
Due to group undertakings 213 125
34 Other liabilities Group Bank
1999 1998 1999 1998
- f’E £m £m £m
Foreign exchange and
interest rate contracts 2,036 4,825 2,468 4,543
Current tax 610 506 325 361
Dividends 860 200 860 200
Other liabilities 1,825 1,459 472 1,046
5,331 7,690 4,125 6,850
35 Accruals and deferred Group Bank
income 1999 1998 1959 1998
£m £m £m £m
Inferest payable 1,305 1,68% 1,118 1,053
Other creditors and accruals 2,004 1,177 1,049 758
3,309 2,866 2,167 1,811
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36 Deferred tax Group Bank
1999 1998 1999 1998
£Em £m £m £m
Short-term timing differences 82) (114) (29) (98)
Pensions prepaymert 185 143 170 140
Restructuring provisions - (11) - {11}
Provision for Emerging Markets Debt (212} (220) (212) (220)
Accelerated depreciation allowances 1,580 1,438 32 35
1,471 1,236 {39) (154)
Group Bank
-£m £m
At 1 January 1999 1,236 (154)
Exchange and other adjustments 9 -
Adjustments on acguisitions
and disposals (16) -
Tax provided 242 115
At 31 December 1999 1,471 (39)
Group Bank
1999 1998 1999 1998
£m £m £m £m
Potential tax for which no provision
has been made relating to
accelerated depreciation allowances
on equipment leased to customers 72 72 - -

Pravisicn has been made for the lability to tax on overseas earnings which are
expected to be remitted to the UK. No provision has been made for the liability
to tax which could arise if premises or group undertakings were disposed of at
their balance sheet amounts or investments in associated undertakings and
trade investments at their valuation. It is expected that the majority of these
assets will be retained in the business and that, in view of the substantial
number of properties involved and the law refating to rollover relicf, the
likelihcod of any such material tax liability arising is rerote; no useful purpose
wouid be served by attempting to quantify it.
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37 Other provisicns for liabilities and charges

Re- Post- Vacant  Provision
Pension  structuring  Inswiance  retirement  leasehold  for closure
obligations  provisions  provisions  healthcare property  of business Other Total
£m £m £m £m £m £m £m £m

Group
At 1 January 1999 29 78 18 64 112 - 43 344
Exchange and other adjustments 8] 1 - - - - - -
Adjustments on acquisition - - 180 - 1 - 5 186
Provisions applied - (62) ] (4) {20) - (27) {185)
Other movements - (15) - - 15 - - -
Charge for the year - - 75 17 4 28 5 129
At 31 December 1999 28 2 201 77 i12 28 26 474
Bank
At 1 Jaruary 1999 29 44 - 64 93 - 37 267
Exchange and other adjustments 1) - - - - - - (1)
Provisions applied - 44) - 4) 11 - 25) (84)
Charge for the year - - - 17 4 28 3 52
At 31 December 1999 28 - - 77 86 28 15 234

Pension obligations
This represents the Bank's and the Group’s chligations in respect of certain overseas pension schemes. Full actuarial valuations are carried out by independent
actuaries every three years.

Restructuring provisions
At 1 January 1999, a balance of £44 million remained of provisions raised by the Bank in respect of the integration of the Lioyds Bank and TSB Group businesses;
this remaining provision was utilised during 1999.

In December 1998 The National Bank of New Zealand announced to its staff and custemers a reorganisation plan following its acquisition of Countrywide, A
restructuring provision of £38 million was made by the Group to cover the cost of integrating and reorganising Cauntrywide following its acquisition, which
principally related to the cost of redundancies and branch closures. By 31 December 1999 £36 million of restructuring costs have been incurred and charged to
this provision; the remaining balance of £2 million is expected to be utilised during 2000.

Insurance provisions

The Group’s general insurance subsidiaries maintain provisions for outstanding claims which represent the ultimate cost of settiing all claims arising from events
which have occurred up to the balance sheet date and these include provisions for the cost of claims notified but not settled 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 year, although new provisions will then be
required in respect of claims arising from that year. The level of the claims equalisation provision will be adjusted annually, taking intc account the guidelines
contained in the legislation, and such provisions will be held for as long as the Group continues to write the relevant types of general insuranice business.

Post-retirement healthcare

The Bank operates a number of schemes which provide post-retirement healthcare 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 healthcare for all
eligible former employees (and their dependants} who retired prior to 1 January 1996. For retiremenis subsequent to this date, the Bank will meet a reducing
proportion of the cost 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 healthcare benefits is charged to 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 Fability by qualified actuaries.

Vacant leasehold property

Whenever the Group ceases to occupy a property, or commits itself 1o doing so, it is the Group’s policy fo raise a provision to cover any anticipated shortfall when
comparing the recoverable amount of its interest in the property to the future rentatl and other payments that the Group is obligated to make over the remaining
term of the lease. These provisions are made by reference to 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 ieases concerned, currently averaging six years; where a preperty 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 to withdraw from the globai custody and unit trust trusteeship business. As a result, a provision of £28 million
has been raised for the anticipated operating losses to be incurred by Lioyds TSB Securities Services until the business is closed. The provision will be released to
match losses as they are incurred over the period of run down of the business; this is expected to be completed by the end of 2000.
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38 Subordinated liabilities

Group
1999 1998
£m £m
* Undated loan capital:
t Primary Capital Undated Floating Rate Notes:
Series 1 (US$750 million) 465 451
Series 2 {US$500 million) 310 301
Series 3 {US$600 million) 372 361
™ 5%% Undated Subordinated Step-up Notes callable 2009 (€1,250 million) 766 -
¥ Undated Step-up Floating Rate Notes caliable 2009 (€150 millicn) 93 -
1% 6%% Undated Subordinated Step-up Notes callable 2010 405 -
%+ Subordinated 5.57% Step-up Coupon Notes callable 2015 (%20 hillion) 120 106
1= 6%% Undated Subordinated Step-up Notes callable 2019 266 -
11%% Perpetual Subordinated Bonds 100 100
® 8% Undated Subordinated Step-up Notes callable 2023 199 199
% 6% Undated Subordinated Step-up Notes callable 2029 198 -
3,294 1,518
Dated loan capital:
¥ Subordinated Floating Rate Notes 1999 - 228
Eurocurrency Zerc Coupen Bonds 2003 (3 billion) 15 -
§ Subordinated Fixed Rate Bonds 2003 (NZ2$200 million) 65 63
T Subordinated Floating Rate Notes 2004 25 25
7%% Subordinated Bonds 2004 399 398
% Subordinated Floating Rate Notes 2004 100 100
t Suboerdinated Floating Rate Notes 2005 25 25
§ Subordinated Bonds 2005 {(NZ$50 mitlion) 16 16
§ Subordinated Bonds 2006 (NZ$75 million) 24 24
t Subordinated Floating Rate Notes 2006 250 250
t Subordinated Floating Rate Notes 2007 200 200
7%% Subordinated Bonds 2007 298 298
§ Subordinated Fixed Rate Bonds 2007 (NZ$150 million) 49 48
t Subordinated Floating Rate Notes 2008 150 150
5%% Subordinated Notes 2008 (DM750 million} 237 269
17 10%% Guaranteed Subordinated Loan Stock 2008 115 117
9%% Subordinated SBonds 2009 99 a9
1% Subordinated Step-up Floating Rate Notes 2009 callable 2004 (US$500 million) 309 -
1 12% Guaranteed Subordinated Bonds 201 1 124 127
¥ 4%% Subordinated Notes 2011 (€850 million) 500 -
4 9%% Subordinated Bonds 2023 342 200
Subordinated Fleating Rate Loan on relling 6 year notice - 25
Subordinated Non-Interest Bearing Loan on rolling 6 year notice 150 125
3,492 2,787
Totai subordinated liabilities 6,786 4,305

These liabilities will, in the event of the winding-up of the issuer, be subordinated to the claims of depositors and all other creditors of the issuer.

* |n certain circumstances, these notes and bonds would acquire the characteristics of preference share capital.

t These notes bear interest at rates fixed periodically in advance based on London Interbank rates.

# [ssued during 1999 primarily to provide capital rescurces in connection with the proposed acquisition of Scottish Widows.

1 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, 10 be resel 5 years before redemption date, at a fixed margin over New Zealand Government stocks.
® At the callable date the coupon on these Notes will be reset to a floating rate.

Bank
1999 1998
£m £m
465 451
310 30
372 361
766 -
93 -
405 -
120 106
266 -
199 199
198 -
3,194 1,418
- 228
399 398
100 100
100 100
298 298
237 269
115 117
93 99
309 -
124 127
500 -
342 200
- 25
150 125
2,773 2,086
5,967 3,504

+ Redeemable at the election of the Group in 2015. In the event that the Notes are not redeemed, the coupon wili be reset to a fixed margin over the then 5 year Yen

swap rate,
% Exchangeable at the election of the Group for further subordinated floating rate notes.

® Redeemable at the election of the Greup in 2023. In the event that the Notes are not redeemed, the coupon will be reset to a fixed margin over the then 5 year gilt

rate.

4 A further £142 million was issued in 1992 primarily to provide capital reseurces in connection with the proposed acquisition of Scottish Widows.
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38 Subordinated liabilities (continued)
Dated subordinated liabilities are repayable as follows:

Group Bank

1999 1998 1999 1998

£m £m £m_ £m

1 year or less 5 228 - 228

2 years or less but over 1 year 5 5 - -

5 years or less but over 2 years 594 78 499 -

Qver 5 years 2,888 2,476 2,274 1,858

3,492 2,787 2,773 2,086

39 Called-up share capital 1999 1598

£Em £m

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

At 1 January 1,472 1,470

Issued in the year 70 2

At 31 December 1,542 1,472

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

During 1999 the Bank issued 70 million shares to its holding company, Lioyds
TSB Group ple, for total proceeds of £2,151 million in part consideration for the
transfer of a number of subsidiaries. Further details are given on page 34 in note
46.

The company regarded by the directors as the ultimate parent cornpany is Lloyds
T$B Group ple, which is also the parent undertaking of the only group of
undertakings for which consolidated accounts are drawn up of which the Bank
is @ member. Copies of the group accounts may be obtained from the company
secretary, Lloyds TSB Group plc, 71 Lombard Street, London EC3P 3BS.
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40 Reserves Associated
Group Bank undertakings
ﬂ £m £m
Share premium account:
At 1 January 1999 879 879 -
Premium arising on issue of shares 2,081 2,081 -
AL 31 December 1999 2,960 2,960 -
Revaiuation reserve:
At 1 January 1999 {201) 573 -
Increase in net tangible assets of
subsidiary and associated undertakings - 56 -
Transfer to profit and loss account (5} (% -
At 31 Decemher 1999 (206} 620 -
Profit and ioss account:
At 1 January 1999 5,038 4,264 3}
Exchange and other adjustments (32 (29) -
Transfer from revaluation reserve 5 9 -
Retained profit 880 821 5
At 31 December 1999 5,891 5,065 2

The Group profit and loss account reserves at 31 December 1999 include
£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
foss account reserves during previous years amounts to £982 million of which
£897 million was within the last 10 years.
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41 Directors’ interests

The directors are also directors of Lioyds TSB Group pke and their interests in the
share and loan capital of Lloyds TSB Group plc and its subsidiaries are shown
in the report and accounts of that company.

42 Directors’ emoluments
The aggregate of the emoluments of the directors for their services to the
Company was £3,336,000 (1998: £2,734,000).

The aggregate of the amount of 1the gains made by directors on the exercise of
Lioyds TSB Group plc share options was £4,098,000 (1998: £2,306,000).

The aggregate of the value of company contributions paid, in respect of
directors’ qualifying services, to a money purchase pension scheme was
£54,041 (1998: £43,313). None of this amount was attributable to the
highest paid director.

The numbers of directors to whom retirement benefits were accruing under
money purchase and defined benefit pension schemes were 1 and 5
respectively (1998: 1 and 7).

The total for the highest paid director (Sir Brian Pitman) for his services to the
Company, including the £3,025,000 gain on the exercise of Lloyds TSB
Group plc share options, was £3,393,000. (The total for the highest paid
director in 1998 (Mr Maore}, inciuding the gains of £2,086,000 on the exercise
of share options, was £2,262,000).

43 Transactions with related parties

At 31 December 1999, transactions, arrangemenis and agreements entered
into by the Bank cor its subsidiaries with directors and connected persons and
with officers of the Bank included:

1999 1999 1998 1998
Number of Total Number of Total
persons £000 persons £000

Loans and credit card transactions:
Directors and connected perscns 15 257 4 132
Qfficers 28 2,986 25 2,757
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44  Contingent liabilities Group Bank
and commitments 1999 1998 1999 1598
£m £m €m £m
Contingent liabilities:
Acceptances and endarsements 459 415 440 398
Guarantees 2,485 2,077 2,988 2,851
Other:
Other items serving as direct
credit substitutes 273 229 269 270
Performance bonds and other
transaction-related contingencies 1,198 1,348 1,189 1,288
Other contingent liabitities 8 13 - -
1,479 1,590 1,458 1,558
4,423 4,082 4,886 4,807
Cormmitrents:
Dacumentary credits and other
short-term trade-related transactions 247 208 129 135
Forward asset purchases and
forward forward deposits placed 986 1,892 770 1,750
Undrawn note issuing and revolving
underwriting facilities 90 61 - -
Undrawn formal standby facilities,
credit lines and other cormmitrments
to lend:
Less than 1 year maturity 21,314 19,095 19,315 17,49
1 year or over maturity 5,225 5,286 4,648 4,934
Other commitments 14 25 14 25
27,876 26,567 24,876 24,340
Incurred on behalf of group
undertakings:
Contingent liabilities 637 819
Commitmenis 98 51
735 870
Incurred on behalf of fellow group
undertakings:
Contingent liabilities - 6 - 59
Commitments - 64 - 66
- 70 - 125
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45 Financial instruments
The Group's activities can be divided into three broad categories: banking and
mortgages, insurance and investments, and trading activities.

Banking and mortgage activities represent the most significant element of the
Group's business in terms of profit, assets and exposure 1o risk, These activities
are entered 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
personal and corporate customers. In entering into this business, the Group's
obijective is to secure a margin between the interest paid to customers eon their
deposits and interest received on amounts advanced. In order to do this, more
complex financial instruments, such as derivatives, are used as a means of
reducing risk by hedging exposures to 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 shortfalls
by entering into transactions in the money markets. Porifolios of debt securities
and treasury bills are held to provide a source of liquidity; it is the Group’s
intenticn to hold these investments until maturity although in certain
circumstances they may be disposed of hefore then where, for example, the
need to hold the investment no longer appties. Any profits or losses arising from
a sale of this kind are recognised 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 provided although, whilst
involving external clients, this activity is dominated by the management of
internal group funds.

Trading activities are restricted t¢ 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 preducts, fram which the Group is able
to earn a spread on the rates charged. However, interest rate and exchange
rate positions are taken out using derivatives (forward foreign exchange
contracts, interest rate swaps and forward rate agreements) ané on-balance
sheet instruments (mainly debt securities). The objective of these positions is
to earn a profit from favourable movements in market rates. Accordingly, these
transactions 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 responsiple for determining the long-term strategy of the business,
the markets in which the Group will operate and the level of risk acceptable to
the Group in each area of its business. The principat risks arising from the
Group’s use of financial instruments are as follows:

Credit risk

Credit risk arises from extending credit in all forms in the Group’s banking and
trading activities, where there is & possibility that a counterparty may default.
Lloyds TSB Group Credit formulate high-level credit policies, set standargs,
monitor the overall portfolios and provide an independent review of ail major
counterparty, sector and cross-border transfer risks. Exposure to individual
counterparties or groups of counterparties is controlled thsough a tiered
hierarchy of delegated sanctioning authorities.

Day-to-day credit management is the primary responsibility of the directors of
business units, who develop a detailed lending policy within the high-level
framework, This defines responsibilities for lending officers and provides a
disciplined and focused henchmark for sound credit decisions. The use of
credit scoring has increased significantly, particularly in retail banking and
mortgage activities, whereby authorisations are determined by a scorecard
taitored to meet the needs of the particular business.

Cross-border risk and bank risk are measured by way of in-house proprietary
rafing systems and approved centraily by Lloyds TSB Group Credit with bank
sub-limits defined according to maturity and type of business. The credit risks
inherent in trading activities are managed in the same way, and, in the case of
derivatives, exposure to individual counterparties is calculated daily as the sum
of mark-to-market values and add-ons for potential future exposure.
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45 Finangial instruments (continued)

Market risk

Market risk is the risk of losses being incurred 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
techniques.

The Group's trading activities expose it to the risk of adverse movements in
interest rates or exchange rates, with little or no exposure to equity or
commodity risks. Trading activities are restricted to & small number of
authorised centres, and the level of exposure is strictly controlled and monitored
within appraved limits locally and centrally.

These are supplemented by a range of value at risk technigues in use in
individual businesses, where suitable methodologies have been developed to
meet the specific requirements of each centre. At Group level, global positions
are incorporated into a central value at risk mode), taking into account natural
offset positions between different trading centres, and stress tests are carried
out 10 simulate extreme conditions.

Varicus parameters are used to calcutate the value at risk on a given portfolio
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 1999
the value at risk on the Group's global trading averaged £1.16 million (1998:
£1.65 million) with a maximum of £1.78 million {1998: £2.31 million) and a
minimum of £0.77 million (1998: £0.91 miilion). The figure at 31 Decernber
1999 was £1.04 million (1998: £0.94 million).

Lloyds TSB Group Balance Sheet Management (GBSM) specifically focuses on
the management of inferest rate risk in the Group's retail portfolios, including
mortgages, and in the Group’s capital funds. GBSM reports to an Asset and
Liahility Committee under the chairmanship of the Deputy Chief Executive. The
Group's policy is to optimise the stability of future net interest income, which is
achieved by entering into hedging transactions using interest rate swaps and
gther financiat instruments.

Liguidity risk

To ensure that each business unit can meet its financial obligations as they falt
due, the Group complies with the Financial Services Authority's Sterling Stock
Liguidity policy in the UK, with similar liquidity policies in place across all
trading centres worldwide. Compliance is monitored by regular liquidity returns
o Lloyds TSB Group Market Risk.

The sources and maturities of assets and liahilities are closely monitored and
diversified to avoid any undue concentration. A substantialb proportion of
depasits is made up 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 earnings and balance
sheet are important factors in assuring the continued availability of wholesale
funds at competitive rates.

Operational risk

Qperational risk is the exposure to financial or other damage arising through
unforeseen events or failure in the Group's operational processes/systems.
Examples include inadequate internai controls and procedures, human error,
deliberate malicious acts including fraud, and business interruptions.

Internal control techniques include segregation of duties, exception and
exposure reporting, business continuity planning, reconciliations, and
delegation of authority, and are based on the submission ¢f timely and reliable
management reporting. Where appropriate risk is mitigated by way of insurance
with third parties.
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45  Financial instruments {continued)

Derivatives

Cerivatives are used to meet the financial needs of customers, as part of the
Group's trading activities and to 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 1o the
liquidity of the markets and products in which the Group trades to ensure that
there are no undue concentrations of activity and risk.

Interest rate related contracts include interest rate swaps, forward rate
agreements and options. An interest rate swap is an agreement between two
parties to exchange fixed and floating interest payments, based upon 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 contract 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 interest 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 retait
product activity, whereby index-linked equity options are purchased to
eliminate the Group's exposure to fluctuations in various international stock
exchange indices.

45  Financial instruments (continued)

a) Derivatives

Group

Trading

The notional principal amounts and fair values (which, after netting, are the
carfying vatues) of frading instruments entered into with third parties were as
follows:

31 December 1999 Notional Fair values
principall ——
amount Assets  Liabilities
£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
Cptions written 1,220 2 9

94,795 1,927 1,774

Interest rate contracis:

Interest rate swaps 383,212 3,939 4,057
Forward rate agreements 85,613 83 67
Cptions purchased 4,545 97 -
Options written 3,067 - 72
Futures 40,022 - -

516,459 4,119 4,196

Equity contracts 2,393 646 16
Effect of netting {3,950) (3,950)
Balances arising from off-balance sheet
financial instruments 2,742 2,036
31 December 1998 Motional Fait values
‘ principal —
amount Assets  Liabilities
£m £m £m
Exchange rate conlracts:
Spot, forwards and futures 135,052 2,061 1,641
Currency swaps 11,234 219 382
Options purchased 1,773 18 4
Options written 1,443 2 13

149,502 2,300 2,040

Interest rate contracts:

interest rate swaps 572,307 8,327 9,294
Forward rate agreements 188,608 350 332
Options purchased 809 3 -
Options written 1,195 - 4
Futures 61,317 - -

824,836 8,680 9.630

Equity contracts 3,831 502 502

Effect of netting (7,347)  (7,347)

Balances arising from off-nalance sheet
financial instruments 4,135 4,825
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45 Financial instruments (continued)

a) Derivatives (continued)

Non-frading

Through intra company and intra group transactions the Group establishes
nen-irading derivatives positions with the Group's independent irading
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:

31 December 1999 Notional Fair values
principal
amount Positive  Negative
£m £m £m
Exchange rate contracts:
Spot, forwards and futures 187 4 1
Currency swaps 95 11 3
282 15 4
Interest rate contracts:
Interest rate swaps 2,203 31 23
Forward rate agreements 20 - -
2,223 3t 23
31 December 1998 Notional Fair values
principal .
amount Positive  Negative
£m £m £m
Exchange rate contracts:
Spot, forwards and futures 936 7 1
Currency swaps 191 11
1,127 18 4
Interest rate contracts:
Interest rate swaps 2,083 20 45
Forward rate agreements 883 - 3
Options written 8 - -
3,474 20 48

The aggregate carrying value of non-trading derivative contracts with a positive
fair value was £1 million {1998: £1 million) and with a negative fair value was
£1 million {1998: £1 miltion).

The maturity of the notiona} principal amounts and replacerment cost of both
trading and non-trading instruments entered into with third parties was:

Under It B Over 5
1 year years years Total
£m Em £m £m

31 December 1999
Exchange rate contracts:
Notional principal amount 90,281 4,125 671 95,077
Net replacement cost 996 137 13 1,146
Interest rate contracts:
Notional principal amount 258,197 212,598 47,887 518,682
Net replacement cost 308 392 299 996
Equity contracts:
Notional principal amount 204 1,776 413 2,393
Net replacement cost 39 528 79 646
31 December 1598
Exchange rate contracts:
Noticnal principal amount 143,387 6,526 716 150,629
Net replacement cost 1,416 185 15 1,616
Interest rate contracts:
Notional principal amount 471,656 309,973 45,681 828,310
Net replacement cost 524 821 710 2,055
Equity contracts:
Noetional principal amount 134 2,721 3976 3,831
Net replacement cost 24 377 101 502
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45  Financial instruments (continued}

a) Derivatives (continued)

The notional principat amount does not represent the Group's real exposure o
credit risk which is limited to the current cost of replacing contracts with a
positive value should the counterparty default. To reduce credit risk the Group
uses a variety of credit enbancement techniques such as netting or
collateralisation, where security is provided against the exposure.

An analysis of the net replacement cost of both trading and non-trading

instruments entered into with third parties by counterparty type is set out
below:

1999 1698
£m £m
QECD banks 2,449 2,955
Other 339 1,218
2,788 4173
Bank
Trading

The notional principal amounts and fair values (which, after netting, are the
carrying values) of trading instruments entered into with third parties were as
follows:

31 December 1999 Ngtional Fair values
principal
amount Assets  Liabilities
£m £m £m
Exchange rate confracts:
Spot, forwards and futures 77,356 1,534 1,419
Currency swaps 5,476 143 232
Opticns purchased 1,172 14 -
Options written 1,036 - 9
85,040 1,691 1,660
Interest rate coniracts:
Interest rate swaps 381,423 4,111 3,984
Forward rate agreements 84,773 83 66
Options purchased 4,418 97 -
Options written 2,571 - 72
Futures 38,873 - -
512,058 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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45 Finantial instruments {continued)
a) Derivatives (continued)
31 December 1998

Exchange rate contracts:
Spot, forwards and futures
Currency swaps

Options purchased
Options written

Interest rate contracts:
Interest rate swaps
Forward rate agreements
Options purchased
Options written

Futures

Equity contracts
Effect of netting

Balances arising from off-balance sheet
financial instruments

Non-trading

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

third parties were as follows:
31 December 1999

Exchange rate contracts:
Spot, forwards and futures
Currency swaps

Interest rate contracts:
Interest rate swaps
Forward rate agreements

31 December 1998

Exchange rate conlracts;
Spot, forwards and futures
Currency swaps

Interest rate contracts:
Interest rate swaps
Forward rate agreemenis
Options purchased
Options written

Notional Fair values
principal
amount Assets  Liahilities
£m £m £m
127,216 1,928 1,560
9,782 108 341
1,471 15 12
1,231 - -
139,700 2,051 1913
566,293 8,219 9,140
187,997 349 330
752 3 -
95 - 4
60,808 - -
816,845 8,571 9,474
3,831 502 502
(7,346)  (7,346)
3,778 4,543

Notional Fair values
principat
amount Positive  Negative
£m £m £m
187 3 1
354 17 -
541 20 1
1,365 33 18
23 - -
1,388 33 18
Notional Fair values
principal
amount Positive  Negative
£m £m £m
960 7 -
434 19 1
1,394 26 1
696 12 11
883 -
8 _ -
1,587 12 14
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45 Financial instruments {continued)

a) Derivatives (continued)

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

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

Interest rate contracts:
Notional principal amount
Net replacement cost

Equity contracts:
Noticnal principal amount
Net replacement cost

31 December 1998
Exchange rate contracts:
Notional principal amount
Net replacement cost

Interest rate contracts:
Notiona! principal amount
Net replacement cost

Equity contracts:
Notional principat amount
Net replacement cost

Under
1 year
£m

81,792
858

253,802
287

290
39

134,927
1,281

467,473
502

134
24

1t05 Over 5
years years Total
Em £m £m
3,064 725 85,581
46 12 916
210,463 49,181 513,446
366 518 1,169
3,356 826 4,472
528 79 646
5,497 670 141,094
79 16 1,376
304,704 46,255 818,432
739 697 1,938
2,721 976 3,831
377 101 502

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

OECD banks
Other

1999
£m

2,528
203

2,731

1998
£m

2779
1,037

3816
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45 Financial instruments {continued}

b) Interest rate sensitivity gap analysis for the non-trading book
The table below sumnmarises 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 repricing date and the maturity date.

As at 31 December 1959

Assefs:

Treasury hills and other eligible bills
Loans and advances to banks

Loans and advances o customers
Debt securities and equity shares
Other assets

Total assets

Liabifities:

Deposits by banks

Customer accounts

Debt securities in issue

Other liabilities

Subordinated liabilities — loan capital
Minority interests and shareholders’ funds
Total liabilities

Net balances with group trading books
QOff-balance sheet items

Interest rate repricing gap

Cumulative interest rate repricing gap

As at 31 December 1998

Assets:

Treasury bills and cther eligible bills
Loans and advances to banks
Loans and advances to customers
Debt securities and equity shares
Other assets

Total assets

Liabilities:

Deposits by banks
Customer accounts
Debt securities in issue
Other liabilities

Subcerdinated liabilities — loan capital
Minority interests and shareholders’ funds

Total liabilities

Met balances with group trading bocks
Off-balance sheet items

Interest rate repricing gap

Cumuiative interest rate repricing gap

6 months 1 year 5 years

or less or less or less MNon-

3 months but over but over but over Qver interest
orless 3 months 6 months 1 year 5 years bearing Total
£m £m £m £m £m £m £m
896 108 134 60 - - 1,198
13,418 1,640 1,074 334 277 71 16,814
58,642 3,788 4,532 29,638 8,059 (149) 104,510
3,056 725 675 524 1,041 53 6,074
230 - - 5 27 8,883 9,145
76,242 6,261 6,415 30,561 9,404 8,858 137,741
15,095 852 114 17 - 745 16,823
81,569 1,586 903 1,321 110 7,387 92,876
6,618 1,446 1,397 1,109 407 - 10,977
149 - 5 - 2 6,625 6,781
500 50 - 701 5,385 150 6,786
- - - - - 10,130 10,130
103,931 3,934 2,419 3,148 5,904 25,037 144,373
(27,689) 2,327 3,996 27,413 3,500 (16,179) (6,632}
1,372 272 733 4,051 204 - 6,632
3,526 527 (1,576) (4,280} 1,803 - -
(22,791) 3,126 3,153 27,184 5,507 (16,179) -
(22,791) (19,665) (16,512) 10,672 16,179 - -

& months 1 year 5 years

or less or less or less Non-

3 months but over but over but over Qver interest
orless 3 months 6 months 1 year 5 years bearing Tetal
£m £m £m £m £m £m £m
1,688 2 3 4 12 - 1,709
14,958 1,360 905 250 240 51 17,764
06,124 3,808 5076 25,117 7,082 1,221 98,428
1,827 564 302 287 1,107 (10 4,077
324 9 - 2 - 6,665 7,000
74,921 5,743 6,286 25,660 8,441 7,927 128,978
14,476 1,165 749 45 18 460 16,913
78,948 1,995 1,615 1,125 99 6,646 90,428
6,801 1,755 1,119 430 165 - 10,270
304 - 11 - 2 6,508 6,825
500 278 - 649 2,684 194 4,305
- - - - - 7,163 7,163
101,029 5,193 3,494 2,249 2,968 20,971 135,904
(26,108) 550 2,792 23411 5473 {13,044) (6,926)
2,413 (287) 750 3,401 640 b 6,926
(2,370) 5,659 3,694 (6,339 (544) - -
(26,065) 5,822 7,236 20,473 5,569 (13,035 -
(26,065) (20,243) (13,007) 7466 13,035 - -

The table above does not take into account the effect of interest rate options used by the Group to hedge its exposure; details of options are given on page 31.
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45  Financial instruments {continued)
¢) Fair value analysis

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

As at 31 December 1999 Trading book Non-trading book
Book Fair Book Fair
value value value value

Assets: £m £m £m £m

Treasury bills and other

eligible bills 867 867 1,198 1,197

Loans and advances to

banks and customers 200 200 - -

Debt securities and equity shares 8,322 8,322 5,645 5,784

Liabilities:

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

Debt securities in issue 1,283 1,283 6,937 6,934

Subordinated liabilities - - 5,817 5,991

As at 31 December 1998 Trading book Non-trading book
Book Fair Book Fair
value value value value

Assets: £m £m £m £m

Treasury hilis and other

eligible bills 1,441 1,441 1,710 1,751

Loans and advances to

banks and customers 833 833 - -

Debt securities and equity shares 8,278 8,278 3,571 3.815

Liabilities:

Deposits by banks and customers 1,023 1,023 - -

Debt securities in issue 1,583 1,583 7,363 7,619

Subordinated liabilities - - 3,355 3,478

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

Fair values of all derivative instruments are disclosed above.

Fair vatues are determined by reference to quoted market prices or, where no
market price is available, using internal models which discount expected future
cash flows at prevailing interest rates.

33

45  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 regard to
the currency composition of the Group's risk-weighted assets, the objective
being to limit the effect of exchange rate movernents on the published risk asset
ratio.

The Group's main overseas operations are in New Zealand, the Americas and
Europe. Details of the Group’s structural foreign currency exposures are as
follows:

1999 1998
Functional currency of Group operation £m £m
New Zealand doliar 716 650
Euro (and component former currencies) 335 289
US dollar 160 156
Swiss franc 108 116
Other non-sterling 371 302
Total 1,690 1,513

Non-structural currency exposures
Ajt foreign exchange exposures in the non-trading book are transferred to the
trading area where they are monitored and controlled.

e} Unrecognised gains and losses on hedging instruments

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

At 31 December 1999, the unrecognised gains on financial instruments used
for hedging were £161 million {1998: £376 million) and unrecognised losses
were £253 miltion {1998: £648 mitlion).

The net losses arising in 1998 and earlier years and recognised in 1999
amounted to £136 million. Net gains of £42 mitlion arose in 1999 but were
not recognised in the year.

Of the net losses of £92 million at 31 December 1999, £56 million of net
gains are expected to be recognised in the year ending 31 December 2000 and
£148 miilion of net losses in later years.
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46 Acquisitions

a) On 1 January 1999, the Bank's subsidiary, Lloyds Bank Subsidiaries
Limited, ecquired from a fellow group undertaking the issued share capital of
Lioyds Bank (Channel Islands) Unit Trust Managers Limited for a cash
consideration of £0.1 million. Due to the short-term nature of the assets and
liabilities in the business acquired, the discount on acquisition of £23 million
has been refeased to the profit and loss account in the current year. There were
no fair value adjustments made to the assets acquired. The results of this
business have been included in the consolidated accounts from the date of
acquisition; the effect on the results of the Group is not material.

b) In February 1999, the Bank acquired the registrar services and investment
trust savings scheme administration businesses of Bank of Scatland for a cash
consideration of approximately £11 million. The premium on acquisition of
£11 million has been capitalised and will be written off to the profit and loss
account over its estimated useful life of twenty years. There were no fair value
adjustments made 1c the assets acquired. The results of this business have
teen included in the consalidated accounts from the dafe of acquisition; the
effect on the results of the Group is not material.

c) On 30 June 1999, the Bank acquired from its ultimate parent company
Lioyds TSB Group plc, the issued share capital of Lioyds TSB Financial Services
Holdings plc, the holding company for all the Lloyds TSB Group's UK life
assurance, general insurance and investment businesses. The consideration
was £2,771 million, which was eqgual to the fair value of the net assets
acquired; no fair value adjustments were made. The consideration was satisfied
by the issue to Lloyds TSB Group plc of 33 million shares and the payment of
£1,769 million in cash. The results of the Lloyds TSB Financial Services
Holdings group have been consalidated in full from the date of acquisition and
are shown separately in the profit and loss account on page 7.

A surmmarised profit and Joss account for Lloyds TSB Financial Services
Holdings group for the six monith period ended 30 June 1999 is set out below:

£m
36

Net interest income

Fees and commissions receivable

General insurance premium income

Increase in value of long term assurance business
Other income and charges {net)

643
Total income 679
Administrative expenses 177
Trading surplus 502
General insurance claims 84
Profit on ordinary activities before fax 418
Tax 136
Profit after tax for the six months to 30 June 1999 282
Profit after tax for the year ended 31 December 1998 353
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46  Acquisitions {continued)
The batance sheet of the Lloyds TSB Financial Services Holdings group at
30 June 1999 was as follows:

Fair value

at

acquisition

£m

Loans and advances to banks 720
Debt securities 102
Equity shares 155
Tangible fixed assets 24
Qther assets and prepayments 1,572
Long-term assurance business atiributable o shareholders 2,299
Custormer accounts (456)
Other liabilities and accruals (1,485)
Provisicns for liabilities and charges (160)
Met assets acquired 2,771

d) On 30 June 1999, as part of a restructuring of the Lloyds TSB Group, the
Bank acquired the issued share capitai of all the other subsidiary undertakings
directly owned by Lloyds TSB Group plc. The total consideration for the transfer
of these companies was £1,149 million, which was equal to the fair value of
the net assets acquired; no fair value adjustments were made. The
consideration was satisfied by the issue to Lloyds TSB Group plc of 37 million
shares. None of the companies acquired carry out any significant trading
activities and they have had no material effect on the nature and focus of the
Group's business. The results of these cempanies have been included in the
consolidated accounts from the date of acquisition; the effect on the resulis of
the Group is not material.

¢) During 1999 the Group acquired further shares in its Colombian
subsidiaries, Banco Anglo SA, Sociedad Inversionista Anglo Colombiano SA
and Sociedad Fiduciaria Anglo SA. The total consideration was £16 million,
which was settled in cash. The premium on acquisition of £11 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.

fy On 23 June 1999 the Lloyds TSB Group announced an agreement with
Scottish Widows providing for the transfer of Scottish Widows’™ business to
subsidiaries of Lloyds TSB Bank plc. The transfer was approved by the
members of Scottish Widows at a Special General Meeting on 22 December
1999 and is now subject to the sanction of the Court of Session. If this sanction
is received, completion is expected to take place in March 2000. The
consideration for the transfer is yet to be deterrmined, but will not exceed
£6.1bn.




