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Directors’ report
For the year ended 31 December 2007

Business review and principal activibies

The Company provides a range of hire purchase and finance lease products and personal loans, generally in connection
with the financing of Proton motor cars The results for the Company show a profit before tax of £757,149 (2006
£617,973) for the year and net interest income of £1,830,491 (2006 £1,951,189)

Future outlock

The environment within which the Company operates remains competitve However the directors are confident that
current levels of performance will be maintained in the future

Principal nsks and uncertainties

From the perspective of the Company, the principal nsks and uncertainties are integrated with the principal nsks of the
Lloyds TSB Asset Finance Division Limited sub group (“the Division”) and are not managed separately Further details of
the Company's and Division’s nsk management policy are contained in note 2 to the financial statements

Key performance indicators (‘'KPIs’)

Given the straightforward nature of the business, the Company's directors are of the opinion that analysis using KPIs Is
not necessary for an understanding of the development, performance or position of the business

Policy and practice on payment of supphers

The Company follows “The Better Payment Practice Code” published by the Department for Business, Enterpnse and
Regulatory Reform (BERR), regarding the making of payments to suppliers A copy of the code and information about it
imay be obtamed from the BERR Pubhlications Order Line 0845-0150-010 quoting ref URN 04/606

The Company’s policy is to agree terms of payment with supplters and these normally provide for settiement within 30
days after the date of the invoice, except where other arrangements have been negobated It 1s the policy of the
Company to abide by the agreed terms of payment, provided the supplier performs according to the terms of the
contract

As the Company owed immatenal amounts to trade supplers as at 31 December 2007, the number of days required to
be shown i this report, to comply with the provisions of the Companies Act 1985, 15 il (2006 nil)

Dividends

No dividend was paid in 2007 {2006 nil)

Directors

The names of the current directors are shown on page 1

The following changes have taken place dunng the year and since the year end

J Woolley (resigned 31 March 2008)
C Sutton (appointed 30 April 2008)

Statement of directors’ responsibilities

Company law requires the directors to prepare financial statements for each financial year that give a true and farr view
of the state of affairs of the Company and of the profit or loss of the Company for that penod

In prepanng those financial statements the directors are required to

- select suitable accounting policies and then apply them consistently,
- make judgements and estimates that are reasonable and prudent,

- state whether applicable International Financial Reporting Standards {IFRS) as adopted by the European Union
have been followed, subject to any matenal departures disclosed in the financial statements,

- prepare the financial statements on the going concern basis, unless It 1S inappropnate to presume that the
Company will continue 1n business
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Directors’ report
For the year ended 31 December 2007

Staternent of directors’ responsibilities (continued)

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any tme
the financial posihon of the Company and which enable them to ensure that the financial statements comply with the
Companies Act 1985 They are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detechon of fraud and other rregulanties

Audrttors and disclosure of information to auditors

Each director in office at the date of this report confirms that

- so far as the director 1s aware, there s no relevant audit information of which the Company's auditors are
unaware, and

- the director has taken all the steps that he ought to have taken as a director in order to make himself aware of any
relevant audit information and to establish that the Company’s auditors are aware of that information

This confirmation 1s given, and should be interpreted, in accordance with the provisions of secton 234ZA of the
Companies Act 1985

On behalf of the Board

P Richardson
Company Secretary

2 AUC,US‘/- 2008
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Report of the independent auditors to the members of Proton Finance Limited

We have audited the financial statements of Proton Finance Limited for the year ended 31 December 2007 which
comprise the income statement, the balance sheet, the statement of changes in equity, the cash flow statement, and the
refated notes These financial statements have been prepared under the accounting pelicies set out theren

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the financial statements in accordance with applicable law and International
Financial Reporting Standards {IFRSs) as adopted by the Eurcpean Union are set out in the statement of directors’
responsibilittes

Cur responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland) This report, including the opinion, has been prepared for and only
for the Company’'s members as a body in accordance with Section 235 of the Companies Act 1985 and for no other
purpose We do not, in giving this opinion, accept or assume respensibility for any other purpose or to any other person
to whom this report 1s shown or into whose hands it may come save where expressly agreed by our pnor consent in
wnting

We report to you our opinton as to whether the financial statements give a true and farr view and whether the financial
statements have been properly prepared in accordance with the Companies Act 1985 We also report to you whether in
our opinion the information given in the directors’ report 1s consistent with the financial statements

In addihion we report to you if, in our opimion, the Company has not kept proper accounting records, if we have not
receved all the information and explanations we require for our audit, or if information specified by law regarding
directors’ remuneration and other transactions 1s not disclosed

We read the directors’ report and consider the mmplicatons for our report if we become aware of any apparent
misstatements within it

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued 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 It also includes an assessment of the significant estimates and judgments made by the directors
in the preparation of the financial statements, and of whether the accounting policies are appropnate to the Company'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
matenal misstatement, whether caused by fraud or other iregulanty or error In forming our opinion we also evaluated
the overall adequacy of the presentation of information in the financial statements

Opinion
In our opinton

« the financial statements give a true and farr view, in accordance with IFRSs as adopted by the European Union, of
the state of the Company's affars as at 31 December 2007 and of its profit and cash flows for the year then ended,

« the financial statements have been properly prepared in accordance with the Companies Act 1985, and

» the information given in the directors’ report 1s consistent with the financial statements

(]MMMQMC}/A ler

PricewaterhouseCocopers LLP
Chartered Accountants and Registered Auditors

One Kingsway

Cardiff
CF10 3PW

20 ﬂ—w* 2008
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Income statement
For the year ended 31 December 2007

*Restated

Note 2007 2006

£ £

Interest and similar income 3,232,799 3,306,577
Interest expense and similar charges (1,402,308) (1,355,388)
Net interest income 4 1,830,491 1,951,189
Fee and commussion income 5 340,903 297,312
Imparwrment losses {368,041) {599,136)
Other operating expenses 6 (1,046,204) (1,031,392)
Profit before tax 7 757,149 617,973
Taxation 10 {241,990) (196,641)
Profit for the year attributable to equity shareholders 515,159 421,332

The notes on pages 9 to 22 are an integral part of these financial statements

*The restatement of comparatives i1s explained in note 1 1 and 20

5 Proton Finange Limited




Balance sheet
As at 31 December 2007

Note 2007 2006
£ £

ASSETS
Other current assets " 78,321 132,354
Loans and advances to customers 12 32,470,500 33,163,189
Deferred tax asset 5 76,404 93,376
Total assets 32,625,225 33,388,919
LIABILITIES
Borrowed funds 13 24,292,683 25,647,556
Other current liabiities 14 184,352 145,882
Current tax habilities 225,049 187,499
Total habihties 24,702,084 25,880,837
EQUITY
Share capital 16 20,000 20,000
Retained profits 7,903,141 7,387,982
Total equity 7,923,141 7.407,982"
Total equity and habilities 32,625,225 33,388,919

The notes on pages 9 to 22 are an ntegral part of these financial statements

The financial statements on pages 5 to 22 were approved by the Board of Directors on ).g Juilr

signed on its behalf by

e

DJ Stehr
Orirector

I} AvG ST 2008
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Statement of changes in equity
For the year ended 31 December 2007

Share capital Retained profit Total

£ £ £

At 1 January 2006 20,000 6,966,650 6,986,650
Profit for the year - 421,332 421,332
At 31 December 2006 20,000 7,387,982 7,407,982
Profit for the year - 515,159 515,159
At 31 December 2007 20,000 7,903,141 7,923,141

The minonty shareholder has a 49 99% interest in total gamns n the year

The notes on pages 9 to 22 are an integral part of these financial statements
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Cash flow statement
For the year ended 31 December 2007

2007 2006
£ £

Cash flows from operating activities
Profit before tax 757,149 617,973
Adjustments for
- Interest paid 1,402,308 1,355,388
Changes in operating assets and habilities
- net decrease In leans and advances to customers 692,689 2,571,036
- net decrease in other debtors 54,033 107,217
- net increase/(decrease} in other habilibes 38,470 (62,483)
Cash generated from operations 2,944,649 4,589,131
Interest paid (1,402,308) {1,355,388)
Tax paid (187,468) {303,097)
Net cash from operating activities 1,354,873 2,930,646
Cash flows from financing activities
Repayment of net amounts due to other group companies {1,354,873) (2,923,351)
Net cash used in financing actvities (1,354,873) (2,923,351)
Net increase in cash and cash equivalents - 7,295
Cash and cash equivalents at beginning of year - {7.295)

Cash and cash equivalents at end of year

The notes on pages 9 to 22 are an integral part of these financial statements

8 Proton Finance Limited




Notes to the financial statements
31 December 2007

1

11

12

Accounting policies

Basis of preparation

The pnincipal accounting policies applied in the preparation of these financial statements are set out below These
policies have been consistently applied to all years presented unless otherwise stated Proton Finance Limited 1s
a company incorporated in the United Kingdom

These financial statements have been prepared in accordance with applicable international Financial Reporting
Standards (IFRS) as adopted by the European Union

The following IFRS pronouncements relevant to the Company have been adopted in these financial statements

1) IFRS 7 Financial Instruments Disclosures This standard, which was effective from 1 January 2007, requires
more detailed qualitative and quantitative disclosures about exposure to nsks arising from financial instruments
As a disclosure standard, the application of this new standard has not had any impact on amounts recognised n
the financial statements [FRS 7 supersedes IAS 30 ‘Disclosures in the Financial Statements of Banks and
Similar Financial Institutions’ and the disclosure requirements previously contained in 1AS 32 ‘Financial
Instruments Presentation’ The IFRS 7 disclosures are set out in notes 2 and 19

iy Amendment to IAS 1 ‘Presentation of Financial Statements — Capital Disclosures’ This standard, which was
effective from 1 January 2007, requires addiional disclosures of the objectives, policies and processes for
managing capital These new capital disclosures are set out In note 19

Details of those pronouncements which will be relevant to the Company but which were not effective at 31
December 2007 and which have not been applied in prepanng these financial statements are given in note 21

The financial inffermation has been prepared under the historical cost convention
Restatement of comparatives

Errors in the classification of certain accounting transactions for the year ended 31 December 2006 have been
identified dunng the preparation of the 2007 financial statements, resulting In the reclassification of certain items
in the income statement and notes for 2006 The restated comparatives reflect these reclassifications The
reclassifications have £nit impact on profit before or after tax, and £nil impact on net assets Details of amounts
and account items affected are provided in note 20

Income recogmtion

Interest income and expense are recognised in the income statement for all interest-bearing financial instruments,
including loans and advances, using the effective interest method The effective interest method 1s a method of
calculating the amortised cost of a fmancial asset or Labity and of allocating the nterest mcome or interest
expense to a penod of account For leasing contracts the effective interest rate 1s the rate that discounts the
estimated future cash payments or receipts over the contractual penod of the lease agreement For personal
loans the interest Income 1$ recognised over the expected hfe of the agreement

When calculating the effective interest rate, the future cash flows are estmated after considenng all the
contractual terms of the agreement, but not future credit losses The calculation includes all amounts recerved or
paid by the Company that are an integral part of the overall return such as acceptance fees as well as direct
Incremental transaction costs retated to the acquisition, 1ssue or disposal of a financial instrument and all other
premiums or discounts

Once a financial asset or a group of similar financial assets or the net investment in a finance lease has been
wntten down as a result of an impairment loss, interest iIncome 1s recognised for the remainder of the contract
using the rate of interest used to discount the future cash flows for the purpose of measuring the impairment loss
Fee and commission income and expense

Fees and commissions which are not an integral part of the effective interest rate are generally recognised on an
accruals basis when the service has been provided
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Notes to the financial statements
31 December 2007

1.

13

14

1.5

16

Accounting policy (continued)
Financial assets and liabilities

Financial assets compnse of balances with group companies, other debtors and loans and advances to
customers Financial labiites comprise of borrowed funds, accruals and other creditors

Financral assets and habilites are recognised when the Company becomes a party to the contractual provisions
of the mstrument Financial assets and habiliies are derecognised when the nghts to receive cashfiows, or
obligations to pay cashflows, have expired

Balances with group companies, borrowed funds and other creditors are initially recognised at amortised cost
inclusive of transaction costs using the effective interest rate method

When assets are leased under a finance lease, the amount due from the lessee i1s recorded as a receivable at the
net present value of the lease payments plus any guaranteed residual value payments, where apphcable, being
the Company's net investment in the lease

Impairment
Loans and advances to customers and finance leases

At each balance sheet date, the Company assesses whether, as a result of one or more events occurnng after
initial recognition, there 1s objective ewidence that a foan or advance has become mpaired Ewvidence of
impairment may include indications that the borrower or group of borrowers are expenencing significant financial
difficulty, default or delinquency 1n interest or pnncipal payments, it becoming probable that the borrower will
enter bankruptcy or other financial reorganisation or the debt being restructured to reduce the burden on the
borrower

If there 1s objective evidence that an imparment loss has been incurred, a provision 1s established which 1s
calculated as the difference between the balance sheet carrying value of the asset and the present value of
estimated future cash flows discounted al that asset's onginal effective interest rate If an asset has a variable
mterest rate, the discount rate used for measunng the impairment loss 1s the current effective interest rate The
calculation of the present value of the estimated future cash flows of a collateralised asset or group of assets
reflects the cash flows that may result from foreclosure less the costs of obtaining and selling the collateral,
whether or not foreclosure i1s probable

If there 1s no objective evidence of individual iImpairment, the asset 1s included in a group of financial assets with
similar credit nsk charactenstics and collectively assessed for imparment Future cash flows are estimated on the
basis of the contractual cash flows of the assets in the group and histoncal loss expenence for assets with similar
credit nsk charactenistics Histoncal loss expenence 1s adjusted on the basis of current observable data to reflect
the effects of current conditions that did not affect the penod on which the histoncal loss expenence 1s based and
to remove the effects of conditions in the historical period that do not exist currently

If, In a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurning after the impairment was recognised, such as an mprovement in the borrower’s
credit rating, the provision 1s adjusted and the amount of the reversal 1s recogmised in the Income statement

When a loan or advance 1s uncoliectible, it 1s written off against the related provision once all the necessary
procedures have been completed and the amount of the loss has been determined Subsequent recovenes of
amounts previously wntten off are recognised in the income statement on a cash receipts basis

The method and assumptions used for estimating future cash flows are reviewed regularly by the Company to
reduce any differences between the loss estimates and actual loss expenence

Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents compnse balances with less than three
months’ matunty from the date of acquisition

Taxation, in¢cluding deferred income taxes

Current tax which I1s payable on taxable profits 15 recognised as an expense in the penod in which the profits
arise

Deferred tax 1s provided in full, using the hability method, on temporary differences ansing between the tax bases
of assets and habiliies and their carrying amounts 1n the financial statements Deferred tax 1s determined using
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Notes to the financial statements
31 December 2007

1.

16

17

18

21

Accounting policy (continued)
Taxation, including deferred income taxes {continued)

tax rates that have been enacted or substantially enacted by the balance sheet date that are expected to apply
when the related deferred tax asset i1s realised or the deferred tax liability 1s settled

Deferred tax assets are recognised where 1t 1s probable that future taxable profit will be available against which
the temporary differences can be utifised The tax effect of losses available for carry forward are recognised as an
asset when it 1s probable that future taxable profits will be available against which these losses can be utiised

Tax assets and lablites are offset when they anse in the same tax reporting group and where there s a legal
right of offset and the intention to settle on a net basis or to realise the asset and settle the habihty simultaneously

Dividends
Dividends on ordinary shares are recognised in equity in the penod in which they are paid
Pensions

Defined contribution

The Company receives recharges in respect of a defined contribution plan operated by Lloyds TSB Asset Finance
Dwston Limited Contnbutions payable to the plan in respect of the Company are recharged to the Company
when they become payable

Defined benefit

All active members of the Lloyds TSB Asset Finance Division Pension Scheme (“the Scheme”) are employed by
other companies n the Group Accordingly, the nsk associated with the operation of the Scheme lies with other
companies The Company I1s recharged by a fellow subsidiary an amount equal to the contnbufions made

Risk management policy

The Company's operations expose It to credit nisk, iguidity nsk and interest rate nsk, it ts not exposed to any
significant foreign exchange nsk Responsiility for the control of overall nsk lies with the Board of Direclors,
operating within a management framework established by the intermediate parent, Lloyds TSB Asset Finance
Division Limited, and the ulmate parent, Lloyds TSB Group plc The interest rate and hquidity nsk faced by the
Company 15 In substance managed and borne by other group companies which fund the Company and credit nsk
1s carefully monitored by Asset Finance Division credit committees and credit functions

Credit nsk

Credit nsk 1s the nsk that a counterparty will be unable to pay amounts in full when due The credit nsk associated
with instalment credit contracts is managed through the application of stnct underwnting cntena, determined by
the Lloyds TSB Asset Finance Division Limited credit committee and credit functtons Significant credit exposures
are measured and reported on a regular basis Impairment provisions are provided for losses that have been
incuired at the balance sheet date

For loans and advances, credit risk anses both from amounts lent and commitments to extend credit to a
customer, pancipally loan commitments

In measunng the credit nsk of loans and advances to customers, the Company reflects three components () the
‘probability of default' by the client or counterparty on its contractual oblhigations, (1) current exposures to the
counterparty and therr likely future development, from which the Company denves the ‘exposure at default’, and
(i} the likely recovery ratio on the defaulted obligations (the 'loss given default’)
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Notes to the financial statements
31 December 2007

2.

22

23

Risk management policy (continued)

For its retaill lending, exposure at default and loss given default models are also in use All rating models, which
are authonsed by executive management, comply with the Group’s standard methodology and are subject to a
ngorous validation process The Company assesses the probability of default of individual counterparties using
internal rating models tailored to the varous categories of counterparty

Credit Risk Mitigation

- Credit pnnciples and policy Group nsk sets out the group credit principles and policy according to which credit
risk is managed, which in turn 1s the basis for divisional and business unit credit policy Pnnciples and policy are
reviewed regularly and any changes are subject to a review and approval process Business unit policy includes
lending guwdelines, which define the responsibilites of lending officers and prowide a disciplined and focused
benchmark for credit decisions

+ Credit sconing In its principal retait portfolios, the Group uses statistically-based decision techniques (pamanly
credit sconng} Dwsicnal nsk departments review scorecard effectiveness and approve changes, with matenal
changes subject to group nisk approval

» Concentration nsk Credit nsk management includes portfolio controls on certain industnes, sectors and product
lines that reflect nsk appetite and which operate at a divisional level Credit policy 18 aligned to our nsk appetite
and resincts exposure to certain high nsk and more vulnerable sectors At a divisional level, exposures are
monitored to prevent excessive concentration of nsk These concentration nsk controls are not necessanly i the
form of a maximum hmit on lending but may instead require new business In concentrated sectors ta fulfil
additional hurdle requirements

+ Stress testing and scenario analysis at a divisional level The credit portfolio 1s also subjected to stress-testing
and scenaric analysis, to simulate outcomes and calculate their associated impact

* Counterparty lmits Credit nsk m wholesale portfolios i1s subject to individual credit assessments, which constder
the strengths and weaknesses of individual transactions and the balance of nsk and reward Divisional exposure
to indmvidual counterparties, groups of counterparties or customer risk segments Is controlled through a tiered
mmerarchy of delegated sanctioning authorbies

Interest rate risk

Interest rate nisk 1s the nsk of financial loss as a result of adverse movements in interest rates, and anses largely
because of iming differences between the re-pricing of financial assets and habilities

Through intercompany funding arrangements, the Company has effectively transferred its exposure to changes in
interest rates to Lloyds TSB Group plc

Liquidity nsk

Liquidhty nsk 1s the nsk that the Company 1s unable to meet its cbligations as they fall due To manage this nsk
extensive borrowing factlities are avalable from within the Lloyds TSB Group

Liquidity nsks are managed as part of the Lloyds TSB Group by the intermediate parent company, Lloyds TSB
Bank plc, in consultation with the board of directors

Critical accounting estimates and judgements In applying accounting
policies

The preparation of financial statements in conformity with generally accepted accounting principles requires the
use of eshmates and assumptions that affect the reported amounts of assets and habilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period Although
those estimates are based on management's best knowledge of the amount, event or actions, actual resuits
ultmately may differ from those estimates

impairment on assets accounted for at amortised cost

The Company regularly reviews its loan and finance lease portfolio to assess for imparment In determining
whether an impairment has occurred, the Company considers whether there 1s any observable data indicating
that there has been a measurable decrease in the estmated future cash flows and their timings, such observable
data includes whether there has been an adverse change in the payment status of borrowers or changes in
economic conditions that correlate with defaults on assets in the Company
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Notes to the financial statements
31 December 2007

3.

Crntical accounting estimates and judgements in applying accounting
policies (continued)

The required impairment provision applies formulae which take into account factors such as the length of tme that
customers’ accounts have been delinquent, histoncal loss rates and the value of any collateral held in order to
determine expected future cash flows The vanables used in the formulae are kept under regular review to ensure
that, as far as possible, they reflect the current economic circumstances, although actual expenence may differ
from that assumed

The methodology and assumptions used for estmating both the amount and timing of future cash flows are
reviewed regularly to reduce any differences between loss estimates and actual loss expenence

Net interest income

*Restated
2007 2006
£ £
Interest income

From finance lease and hire purchase contracts 1,952,374 1,908,209
From personal loans 808,890 993,074
From other loans and advances to customers 471,535 405,294
3,232,799 3,308,577

Interest expense
Group interest expense (see note 17) (1,402,308) (1,355,388)
Net interest iIncome 1,830,491 1,951,189

Included within interest income 1n 2007 15 £86,588 (2006 £100,434) in respect of mpaired financial assets

The average effective interest rate in 2007 was 9 15% (2006 9 03%) for lease and hire purchase, 10 42% (2006
10 63%) for personal loans and 8 59% (2006 7 16%) for other loans and advances, which substantally
comprnises funding provided to commercial motor vehicle retailers

* The restatement of comparatives 1s explained in note 1 1 and 20

Net fee and commission income

*Restated
2007 2006
£ £
Net fee and commission income 340,903 297,312
“The restatement of comparatives 1s explained in note 1 1 and 20
Other operating expenses
2007 2006
£ £
Staff costs {see note 8) 361,466 396,784
Other admiumstrative expenses 257,194 194,614
Management charges (see note 17) 427,544 439,994
1,046,204 1,031,392
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Notes to the financial statements
31 December 2007

7. Profit before tax

The foltowing item has been included :n arnving at operating profit

2007 2008
£ £
Expenses
Audit services
- statutory audit 11,388 11,052
8. Staff costs
2007 2006
£ £
Wages and salaries 290,326 314,786
Social secunty costs 22,579 24,064
Pension costs 48,561 57,934
Total staff costs (see note 6) 361,466 396,784

Staff costs represent emoluments recharged by a fellow subsidiary for 7 employees (2006 8) employed by that
fellow subsidiary

9  Directors’ emoluments

No director recetved any fees or emoluments during the year (2006 nil) The Directors are employed by other
companies within the Lioyds TSB Group or the Proton Group and consider that thetr services to the Company are
incidental to their other activites within these organisations (see also note 17)

10 Taxation
2007 2006
£ £
a) Analysis of charge for the year
UK corporation tax
- current tax on profits for the year 225,049 197,900
- adjustments in respect of prior years (31) 317
Current tax charge 225,018 198,217
Deferred tax (see note 15) 16,972 (1,576)
241,990 196,641

The charge for tax on the profit for the year 1s based on a UK corporation tax rate of 30% (2006 30%)
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Notes to the financial statements
31 December 2007

10.

1.

12.

Taxation (continued)

b) Factors affecting the tax charge for the year

A reconcihation of the charge that would result from applying the standard UK corporation tax rate to profit before

tax to the tax charge for the year 15 given below

2007 2006
£ £
Profit before tax 757,149 617,973
Tax charge thereon at UK comporation tax rate of 30% 227,145 185,392
Factors affecting charge
- non-allowable items 9,416 10,932
- adjustment in respect of pnor years (31) 37
- effect of reduction in tax rate to 28% 5,460 -
Tax on profit on ordinary activities 241,990 196,641
Effective rate 320% 318%
Other current assets
2007 2006
£ £
Other debtors 78,321 132,354
Loans and advances to customers
2007 2006
£ £
Advances under finance lease and hire purchase contracts 22,338,874 20,327,738
Personal loans to customers 6,901,553 8,617,001
Other loans and advances to customers 5,032,068 5,952 415
Gross loans and advances to customers 34,272,495 34,897,154
Less allowance for losses on loans and advances (1,801,995} (1,733,965)
Loans and advances to customers, net 32,470,500 33,163,188
of which
due within one year 17,283,886 18,490,905
due after more than one year 15,186,614 14,672,284
32,470,500 33,163,189
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Notes to the financial statements
31 December 2007

12

13

14

Loans and advances to customers (continued)

Loans and advances to customers include hire purchase and finance lease recevables

2007 2006
£ £

Gross investment in hire purchase and finance lease contracts, receivable

- no later than one year 11,544,170 10,596,823

- later than one year and no later than five years 14,038,562 12,202,550

- later than five years 251,084 167,564

25,833,816 22,996,937

Unearned future finance income on hire purchase and finance lease contracts  (3,494,942) (2,669,199)
Net investment in hire purchase and finance lease contracts 22,338,874 20,327,738

The net investment in hire purchase and finance lease contracts may be analysed as follows

- no later than one year 9,982,411 9,366,875
- iater than one year and no later than five years 12,139,347 10,786,228
- later than five years 217,116 174,634

22,338,874 20,327,738

The un-guaranteed residual values accruing to the benefit of the lessor for the year ended 31 December 2007 are
nil {2006 rul)

Borrowed funds

2007 2006
£ £
Borrowings from group undertakings (see note 17) 24,292,683 25,647,556

Amounts due to group undertakings are unsecured and technically repayable within three months, although there
IS no expectation that such a demand would be made Vanable rates, based on LIBOR, were charged on
nterest beanng elements

Other current Liabilities

2007 2006

£ £

Other creditors 116,357 119,346
Accruals 67,995 26,536
184,352 145,882

Fin 1mit




Notes to the financial statements

31 December 2007

15. Deferred tax

The movement in the net deferred tax asset 1s as follows 2007 2006
£ £
At 1 January 93,376 91,800
Income statement (charge)/credit {16,972) 1,576
At 31 December 76,404 93,376
The deferred tax (charge)/credit in the income statement comprises the following temporary differences
2007 2006
£ £
Accelerated capitat allowances (5,590) (1,402)
Allowances for impairment losses (3,591) {20,945)
Other temporary differences (7,791) 23,923
(16,972) 1,576
Deferred tax assets are compnsed as follows
2007 2006
£ £
Accelerated capital zllowances 20,976 26,566
Allowance for impairment losses 17,486 21,077
Other temporary differences 37,942 45,733
76,404 93,376

With effect from 1 Apnl 2008 profits will be charged to corporation tax at the rate of 28% (currently 30%)
Accordingly deferred tax has been calculated at 28%

16. Share capital

2007 2006
£ £

Authonsed, allotted, i1ssued and fully paid
9,989 “A’ ordinary shares of £1 each 9,999 9,998
10,001 “B" ordinary shares of £1 each 10,001 10,001
20,000 20,000

The “A” ordinary shares carry the nght to appoint the chairman and secretary of the Company but, in all other
respects, rank pan passu with the “B” ordinary shares

The immediate parent company 15 Black Horse Group Limited (incorporated in England and Wales) The
company regarded by the directors as the ultimate parent company s Lloyds TSB Group plc, which 15 also the
parent undertaking of the largest group of undertakings for which group accounts are drawn up and of which the
Company 1s a member Lloyds TSB Bank plc is the parent undertaking of the smallest such group of
Copies of both sets of accounts may be obtained from the Company Secretary's Department,
Lloyds TSB Group plc, 25 Gresham Street, London, EC2V 7HN

undertakings
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17.

18.

19.

191

Related party transactions

The Company 1s a 50 01% owned subsidiary of Black Horse Group Limited A number of transactions are
entered into with related parties in the normal course of business These Include loans and management
charges The outstanding balances at the year end and related expense for the year are as follows

Group company

2007 2006
£ £

Outstanding at 31 December
Amounts due to Black Horse Limited (see note 13) 24,292,683 25,647,556
Interest payable
Black Horse Limited (see note 4} 1,402,308 1,355,388
Management charges
Black Horse Limited (see note 6) 427,544 439,994

Key management personne!

Key management personnel are those persons having authonty and responsibiiity for planning and controlling the
activites of the Company Accordingly, key management compnse the directors of the Company and the
members of the Lloyds TSB Asset Finance Division board which compnses the statutory directors of that
company and certain other senior management There were no transactions between the Company and key
management personnel during the current or preceding year Key management personnel are employed by other
companies within the Lloyds TSB Asset Finance Division Limited sub group or within the Proton organtsation and
consider that their services to the Company are incidental to their other actviies within these groups

Commission receivable of £340,903 (2006 £297,312) substantally comprises insurance commission income

recewvable under the terms of the Company's agreement with Lloyds TSB General Insurance Limited, a fellow
subsidary of Lloyds TSB Group plc

Contingent habilities and commitments
There were no contingencies at the balance sheet date (2006 nil)

Undrawn formal standby facilities, credit facilites and other commitments to lend were £10,180,359 at 31
December 2007 (2006 £9,628,452)

Financial risk management

A description of the nature and mitigation of key nsks facing the company i1s provided in note 2 A descnption of
the financial assets / labilittes and associated accounting 1s provided in note 1

Credit nsk
Credit concentration
The Company lends predominantly to custemers geographically located within the United Kingdom

Customers within the ‘retal — other segment are mainly pnvate individuals and the ‘wholesale’ segment
represents financing for motor traders

18 Proton Finange bemited




Notes to the financial statements
31 December 2007

19. Financial nsk management (continued)

Loans and advances to customers — maximum exposure

Retail - other Wholesale Total
31 December 2007 £ £ £
Neither past due nor impaired 25,543,389 4,774,959 30,318,348
Past due but not tmpaired 681,023 220,426 901,449
Impaired 3,016,015 36,683 3,052,698
Gross exposure — Loans and advances 29,240,427 5,032,068 34,272 495
Commitments to lend - 10,190,359 10,190,359
Maximum credit exposure 29,240,427 15,222 427 44,462,854
Retail - other Wholesale Total
31 December 2006 £ £ £
Neither past due nor impaired 25,166,849 5,045,521 31,112,370
Past due but not impaired 670,827 5,923 676,750
Impaired 3,107,063 971 3,108,034
Gross exposure — Loans and advances 28,944,739 5,952 415 34,897,154
Commitments {o lend - 9,628,452 9,628,452
Maxtimum credit exposure 28,944,739 15,580,867 44 525 606
Loans and advances to customers which are neither past due nor impaired
Retail - other Wholesale
31 December 2007 £ £
Good quality 10,607,151 244 673
Satisfactory quahty 8,474,310 3,218,869
Lower quality 4,356,744 1,125,481
Below standard, but not impaired 2,105,184 185,936
Total 25,543,389 4,774,959
Retail - other Wholesale
31 December 2006 £ £
Good quality 10,473,463 403,233
Satisfactory qualty 8,313,512 4,525,974
Lower quahty 4,301 422 1,010,581
Below standard, but not impartred 2,078,452 5,733
Total 25,166,849 5,945,521
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19. Financial risk management {(continued)

Loans and advances to customers which are neither past due nor impaired

Defimtions of good quality, satisfactory quality, lower quality and below standard, but not impaired, are not the
same across each segment, reflecting different charactenstcs of these exposures and the way they are managed
internally, therefore no totals are provided In general, good qualty lending comprises those balances with a
lower probability to default rating assigned and the rating progressively increases for each category exhibiting a
progressively higher probability to default

Loans and advances to customers which are past due but not impaired

Retail - other Wholesale
31 December 2007 £ £
Past due up to 30 days 681,023 220,426
Past due up to 30-60 days - -
Past due up to 60-90 days - .
Total 681,023 220,428
Retall - other Wholesale
31 December 2006 £ £
Past due up to 30 days 670,827 5,023
Past due up to 30-60 days - -
Past due up to 60-90 days - -
Total 670,827 5,923
Past due i1s defined as failure to make a payment when 1t falls due
Allowance for loans and advances to customers which are impaired
2007 2006
Total Total
£ £
Brought forward at 1 January (1,733,965} (1,624,035)
Advances wntten off 320,470 518,081
Charge for year (including recovenes and unwind of discount}) {368,041) (599,1386)
Add back amounts not included in openung balance
Recovenes of prior advances written off (20,459) (28,875)
At 31 December (1,801,995) (1,733,965)

The cntena used to determine whether there s objective evidence of impairment 1s disclosed in note 14
Included n loans and advances to customers were loans and advances individually determined to be impaired
whose gross amount before impaiment allowances was £36,683 (2006 £971)

The total impaimment charge to income statement has been split by business segment as follows £332,329
relates to Retail — other and £35,712 relates to ‘wholesale’ (2006 £598,949 'retail — other, £187 ‘wholesale’)

Renegotiated loans and advances to customers

Dunng the year the Company renegotiated loans and advances to customers, which would otherwise have been

past due or imparred, totallng £138,000 (2006 £111,000)
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20.

Financial risk management (continued)

Repossessed collateral

At the year end the Company held repossessed collateral of £31,000 (2006 £37,000) in respect of defaulted debt
The Company does not take physical possession of any collateral, instead it uses agents to realise the collateral's
value as soon as practicable, usually at auction, to settle indebtedness Any surplus funds are then returned to
the borrower or are otherwise dealt with in accordance with appropnate insclvency regufations

Liquidity nsk

The Company 1s funded on an ongoing basis entirely by companies within Lloyds TSB Group Such funding is
technically repayable within three months, although there 1s no expectation that such a demand would be made
All other financial habilites are repayable on demand

Financial strategy
The Company does not trade n financial instruments, nor does it use denvatives
Fair values of financial assets and habilities

The fair value of a financial instrument 1s the amount at which the instrument could be exchanged n a current
transaction between willing parties, other than in a forced or hquidation sale

Farr values of loans and advances to customers are estimated by discounting anticipated cash flows (including
interest at contractual rates) at market rates for similar loans prevailling at the year end

The aggregate fair value of loans and advances to customers i1s approximately £33,511,000 (2006 £34,523,000)
before impairment The carrying value of all other assets and habilities 1s considered an approximation of fair
value

Capital disclosures

The Company’'s objectives when managing capital are to safeguard the entity's ability to continue as a going
cancern, provide an adequate return to s shareholders through pnoing products and services commensurately
with the level of nsk and, indirectly, to support the Group's regulatory capital requirements

The Company’s parent manages the Company’'s capital structure and advises the board of directors to consider
making adjustments to 1t in the hght of changes in economic condtions and the nsk charactenstics of the
underlying assets In order to maintain or adjust the capital structure, the board of directors may adjust the
amount of dividends to be paid to shareholders, retum capital to shareholders, 1ssue new shares, or sell assets

The Company's capital compnses all components of equity, movements in which appear in the statement of
changes in equity The Company receives most of its funding requirements from its fellow Group Companies and
does not raise funding externally

Reclassification of comparatives

Errors in the classification of certain accounting transactions for the year ended 31 December 2006 have been
identified dunng the preparation of the 2007 financial statements, resulting in reclassification of certain items in
the income statement for 2006

Reclassifications from interest income to fees and commission income and expense reflect instances where fees
and commissions, previously recognised as interest income, are not considered to be integral to loans and
advances, hence do not form part of the effective yield calculaticns

The reclassifications have £nil impact on profit hefore or after tax, and £nll Impact on net assets Details of
amounts and account items affected are provided below

2006 2006
Restated Previously reported
£'000 £'000

Income statement
Interest and similar income 3,306,577 3,926,632
Fees and commission income 287,312 135,464
Fees and commission expense - {458,207)
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21. Future IFRS developments

The following pronouncemernt will be relevant to the Company but was not effective at 31 December 2007 and has
not been applied in prepanng these financral statements

Pronouncement Nature of change Effective date

IAS 1 Presentation of Rewvises the overall requirements for the Annual periods

Financial Statements presentaton of financial statements, beginmning on or

2 guidance for their structure and minimum after 1 January
content requrements The revised 2009

standard requires the presentation of all
non-owner changes in equity within a
statement of comprehensive income

! At the date of this report, this pronouncement is awaiting EU endorsement

? Subject to any EU endorsement, the Company has not yet made a final decision as to whether it will apply this
pronouncement in the 2008 financial statements

The full impact of this pronouncement is being assessed by the Company However, the itial view 1s that this

pronouncement 1S not expected to cause any matenal adjustments to the reported numbers m the financial
statements

22 Post balance sheet events

There are no post balance sheet events requirng disclosure in these financial statements
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