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Directors' report
For the year ended 31 December 2012

The directors present their report and the audited financial statements of Cardnet Merchant Services Limited ("the Company”) for
the year ended 31 December 2012

Business review
Principal activities
The Company s a imited company incorpoarated and domiciled in England and Wales (registered number 735844)

The Company 1$ a jont venture between Lloyds TSB Bank ple, FDR Lirmted and Lloyds Bank Subsidianes Limited and its pnncipal
activity dunng the year was the prowision of services to merchants enabling the acceptance, authonsation and cleanng of plastic
card transactions

The Company's results for the year show a Profit before tax of £54,979,000 (2011 £53,841,000) and Net interest income of
£10,611,000 (20141 £8,710,000) The directors aim to continue the development of the business by recruiing new merchants and
leveraging Lloyds Banking Group plc corporate retationships with the existing customer base

Future outiook

The environment within which the Company operates remains competitive The Company has wntten a satisfactory level of new
business In the year and this 1s expected to continue in the foreseeable future The directors are supporting a strategy designed 1o
ensure that the Company's interest and other charges fully reflect the nsks associated with its core products whilst maintaining
competitiveness

Principal risks and uncertainties

The directors consider that the pnncipal areas of nsk are counterparty credit nsk, but there 1s also exposure to hquidity nsk, interest
rate nsk, foreign exchange nsk, geographical and sector cencentrations of nsk and business nsk  The Company has counterparty
credit nsk management processes in place which are designed to prevent specific ndividual merchant loss

The Company's financial nsk management objectives and policies are given in notes 2 and 18 to the financial statements
Key performance indicators ("KPIs")

The Company’s two main KPIs are the number of transactions processed in companson with the pnor year and the aggregate value
of those transactions processed in companson with the pror year This 1s monsiored separately between the Stering and
Multicurrency platforms

Sterfing platform
Dunng the year ended 31 December 2012 the Company processed 13 4% (2011 18 7%) more fransactions by value and 13 7%
(2011 26 1%) more transactions by volume than dunng the year ended 31 December 2011 on the Sterling platform

Muilticurrency platform
Dunng the vear ended 31 December 2012 the Company processed 17 5% (2011 23 8%) more transactions by value and 12 2%
(2011 20 0% more transactions by volume than during the year ended 31 December 2011 on the Multicurrency platform

Policy and practice on payment of suppliers

The Company follows "The Prompt Payment Code" published by the Department for Business Innovation and Skills (BIS) regarding
the making of payments to supplers Information about the "Prompt Payment Code"™ may be obtained by wisiting
www promptpaymentcode org uk

The Company’s policy 1s to agree terms of payment wath suppliers and these normally provide for settlement within 30 days after the
date of the invoice, except where other arrangements have been negotiated

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

In relabon to amounts owed to trade creditors as at 31 December 2012, the number of days required to be shown in this repor, to
comply with the provisions of the Companies Act 2006, 1s 5§ days (2011 5 days)

Dividends

A dwvidend of £40,838,000, representing a dividend of £31,389 per share was declared and pad dunng the year (2011
£37,210,000) to A and B shareholders
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Directors’ report (continued)
For the year ended 31 December 2012

Going concemn

The directors are satisfied that the Company has adequate resources to continue in business for the foreseeable future and
consequently the going concem basis continues to be appropnate in prepanng the financial statements

Directors
The names of the current directors are shown on the cover

The following changes have taken place dunng the year or smce the year end

N R Leacock (resigned 2 February 2012)
M C Regnier {appointed 2 February 2012)
R M Dallas (resigned 2 May 2012)

A R England (appointed 2 May 2012)

S L Warner (resigned 24 July 2012)

R C Nsagle {apponted 24 July 2012)

Statemant of directors’ responsibllities

The directors are responsible for prepanng the Directors’ report and the financial statements in accordance with apphcable law and
regulations

Company law requires the directors to prepare financial statements for each financal year Under that law the directors have
prepared the financial statements n accordance with International Financial Reporting Standards ("IFRSs") as adapted by the
European Union Under company law the directors must not approve the financial statements unless they are satisfied that they
give a true and fair view of the state of affairs of the Company and of the profit or loss of the Company for that penod In prepanng
these financial statements, the directors are required to

- select sutable accounting policies and then apply them consistently,

- make judgements and accounting estmates that are reascnable and prudent,

- state whether applicable {FRSs as adopted by the European Union have been followed, subject to any matenal departures
disclosed and explained in the financial statements, and

- prepare the financial statements on the going concern basis, unless it I1s nappropnate to presums that the Company will
continue in busmess

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any time the financial position of the Company and enable them to ensure

that the financial statements comply with the Companies Act 2006 They are also responsible for safeguarding the assets of the
Company and hence for taking reasonable steps for the prevention and detection of fraud and other iregulanties

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 1s 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

Thus confirmation 1s given, and should be interpreted, in accordance with the provisions of section 418 of the Compantes Act 2006
Independent auditors

PncewaterhouseCoopers LLP are deemed to be re-appointed as auditors under section 487(2) of the Companies Act 2006

M C Regmer
Director

/G Tume— 44
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Independent auditors' report to the members of Cardnet Merchant Services Limited

We have audited the financial statements of Cardnet Merchant Services Limited for the year ended 31 December 2012 which
comprse the Statement of comprehensive income, the Balance sheet, the Statement of changes tn equity, the Cash flow statement
and the related notes The financial reporting framework that has been apphed in therr preparation i1s applicable law and
International Financial Reporiing Standards ("IFRSs") as adopted by the Eurcopean Union

Respective responsibilities of directors and auditors

As explained more fully in the Statement of directors' responsibiliies set out on page 2, the directors are responstble for the
preparation of the financial statements and for being satisfied that they give a true and far view Our responsibility 1s to audit and

express an opinion on the financial statements in accordance with applicable law and Intemational Standards on Auditing (UK and
Ireland) Those standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the Company's members as a body in accordance with
Chapter 3 of Part 16 of the Comparies Act 2006 and for no other purpose We do not, in giving these opinions, accept or assume
responsibiity 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 prior consent in wnting

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropnate to the Company's circumstances and have been consistently
apphed and adequately disclosed, the reasonableness of significant accounting esumates made by the directors, and the overall
presentation of the financial statements In addition, we read all the financial and non-financial information n the Directors’ report
and financial statements to identfy matenal inconsistencies with the audited financial statements If we become aware of any
apparent matenal misstatements or inconsistencies we consider the implications for our report

Opinion on financial statements

In our opinton the financial statements

- give a true and fair view of the state of the Company's affairs as at 31 December 2012 and of its profit and cash flows for the
year then ended,

- have been property prepared in accordance with IFRSs as adopted by the European Union, and
- have been prepared in accordance with the requirements of the Companies Act 2006
Opinion on other matter prescribed by the Companies Act 2006

in our opimion the information given n the Directors’ report for the financial year for which the financial statements are prepared 1s
consistent with the financial statements

Matters on which we are required to report by exception

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

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

- the financial statements are not in agreement with the accounting records and retums, or
- certain disclosures of directors’ remuneration specified by law are not made, or

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

n {(Senior Statutory Auditor)
for and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

31 Great George Street
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Statement of comprehensive income
For the year ended 31 December 2012

Note 2012 2011
£'000 £000
Interest income 13,942 14,566
Interest expense (3,331) (5,856)
Net interast income 4 10,611 8,710
Fees and commission income 249,002 232,215
Fees and commission expense (186,481} {171,575)
Net fees and commission income 5 62,521 60,640
Other operating expenses 6 {18,153} (15,509)
Profit before tax 54,979 53,841
Taxation 9 (13,488) (14,265)
Profit for the year attributable to aquity shareholders, being total
comprehensive income 41,491 39,576

The notes on pages 8 to 19 are an integral part of these financial statements

4 imit




Balance sheet
As at 31 December 2012

Note 2012 2011

£000 £'000
ASSETS
Cash and cash equivatents 52,999 38,773
Other current assets 10 460,032 396,390
Property, plant and equtpment 1 - 1
Deferred tax asset 12 18 150
Total assets 513,049 435,314
LIABILITIES
Other current hahilthes 13 454 861 391,453
Provision for habilites and charges 14 3,848 3,530
Current tax hability 27,734 14,378
Total liabilities 486,443 409,361
EQUITY
Share capital 15 3 3
Retained profits 26,603 25,950
Total equity 26,606 25,953
Total equity and liabilities 513,049 435,314

The notes on pages 8 to 19 are an integral part of these financial statements

The financ:al staterneMis on pages 4 to 19 were approved by the board of directors and were signed on its behalf by

7/

M C Regnier
Director
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Statement of changes in equity
For the year ended 31 December 2012

Share Ratained

capital profits Total

£°000 £'000 £'000

At 1 January 2011 3 23,584 23,587
Profit for the year betng total comprehensive income - 39,576 39,576
Dividend paid to equity shareholders of the Company - (37,210) (37,210)
At 31 December 2011 3 25,950 25,953
Profit for the year being total comprehensive income - 41,491 4149
Dividend paid to equity shareholders of the Company - (40,838) (40,838)
At 31 December 2012 3 26,603 26,606

The notes on pages 8 to 19 are an integral pan of these financial statements




Cash flow statement
For the year ended 31 December 2012

2012 2011

£'000 £'000
Cash fiows generated from operating activities
Profit before tax 54,979 53,841
Adjustments for
- Interest income (13,942) (14,566}
- Interest expense 3,331 5,856
- Depreciation 1 -
- Increasel/(decrease) in Provision for habilities and charges 318 (178)
- Net increase in Other current assets (63,642) (80,534)
- Net increase in Other current habilibes 63,408 80,047
Cash generated from operations 44,453 44 466
Interest received 13,942 14,566
Interest paid {3,331} (5,856)
Taxes paid - {13,835)
Net cash generated from operating activities 55,064 39,341
Cash flows used in financing activities
Dwvidends paid {40,838) {37,210)
Net cash used in financing activities {40,838) {37,210)
Net increase in Cash and cash equivalents 14,226 2131
Cash and cash equivalents at beginnung of year 38,773 36,642
Cash and cash equivalents at end of year 52,999 38,773
Cash and cash equivalents comprise
Cash at bank 52,999 38,773
Cash and cash equivalents 52,999 38,773

The notes on pages 8 to 19 are an integral part of these financial statements

Ca rehan Limit




Notes to the financial statements
For the year ended 31 December 2012

1 Accounting policies
11 Basis of preparation

The pnncipal aceounting policies applied In the preparation of these financial statements are sé1 out below These policies
have been consistently applied to both years presented, unless otherwise stated

These financial statements have been prepared in accordance with applicable IFRSs as adopted by the Eurepean Union and
the Companies Act 2006 applicable o companses reporting under IFRSs |IFRSs compnise accounting standards prefixed
IFRS i1ssued by the International Accounting Standards Board ("!ASB") and those prefixed IAS issued by the tASB's
predecessor body as well as interpretations 1ssued by the International Financial Reporting Interpretations Commuittee
("IFRIC") and its predecessor body

There are no new IFRS pronouncements relevant to the Company requinng adoption in these financial statements

Details of those proncuncements which will be relevant to the Company but which were not effectve at 31 December 2012
and which have not been applied in prepanng these financial statements are given 1n note 22

The financial statements have been prepared on a going concern basis as detaled in the Directors' report and under the
historical cost convention

12 Income and expenses recognition
Interest income and expense

Interest income and expenses are recogmised In the Statement of comprehensive income for all interest beanng financial
mstruments, using the effective interest rate method The effective interest rate methed 15 a method of calculating the
amortised cost of a financial asset or habiity and of allocating the nterest income or interest expense to a pencd of account
The effective interest rate 1s the rate that discounts the estimated future cash payments or receipts over the expected life of
the instrument to the net carrying amount of the financial asset or financial habihity

Fees and commussion income and expense

Fees and commissions are recognised on an accruals basis when the service has been provided These services compnise
iniahsation and engoing fees for services delivered to merchants Revenue 1s recognised net of chargebacks and
commissicn clawbacks

Expenses direclly attnbutable to merchant acquinng business are recognused through Fees and commission expense Al
other expenses are recognised through Other operating expenses

Valuation on foreign currency

The financial statements are presented n Sterling which 1s the Company's functional and presentation currency Foreign
currency transactions are translated into Steriing at the exchange rate prevailing at the date of the transaction

Exchange gains and losses ansing from the translation of monetary assets and habilities at the exchange rate prevailing at the
batance sheet date are recognised in the Statement of comprehensive income

13 Financial assets and habilities

Financial assets consist of Amounts owed by related undertakings, Amounts owed by card schemes, Amounts owed by
merchants, Other trade recevables and Cash and cash equivalents Financial habiliies consist of Amounts owed o
merchants, Amounts owed to card schemes, Other creditors and Amounts owed to related undertakings Financial assets
and habiliies are recognised when the Company becomes a party to the contractual provisions of the instrument Financial
asssts and habilites are derecognised when the nghts to receive cash flows, or obligations to pay cash flows, have expired

Interest bearing financial assets and labilities are recogrised and measured at amortised cost inclusive of transaction costs,
using the effective interest rate method

14 Property, plant and equipment
Property, plant and equipment 15 Included at histoncal purchase cost less depreciation and any impawment allowance
Historical cost includes expenditure that 1s directly attnbutable to the acquisition of the items Depreciation 1s calculated using

the straight tine method to allocate the difference between the cost and expected residual value over ther estimated useful
lives The useful life of all tems of Property, plant and equipment 1s 3 to 8 years

net Merchant Services Limit




Notes to the financial statements (continued)
For the year ended 31 December 2012

1

14

15

16

17

18

19

110

Accounting policies (continued)
Property, plant and equipment {continued)

Future rates of depreciation are reassessed each year in ight of changes to anticipated residual values, and are amended as
required

Assets are reviewed for impairment whenever events or changes in circumstances indicate that the carryng amount may not
be recoverable In the event that an asset's carrying amount 1s determined to be greater than its recoverable amount it 1s
written down immediately

Dwidends

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

Cash and cash equivalents

For the purposes of the Balance sheet and Cash flow statement, Cash and cash equivalents compnses balances with less
than three months' matunty

Taxation, including deferred income taxes

Current tax which 1s payable or receivable on taxable profits or losses I1s recognised as an expense or credit in the penod in
which the profits or losses anse

Deferred tax 1s provided in full, using the ability method, on temporary differences ansing between the tax bases of assets
and liabiihes and their carrying amounts in the financial statements Deferred tax 1s determined using tax rates that have been
enacted or substantively enacted by the balance sheet date that are expected to apply when the related deferred tax asset 1s
realised or the deferred tax hability 1s settled

Deferred tax assets are recogmsed where it 1s probable that future taxable profit will be avalable against which the temporary
differences can be utihsed The tax effect of losses avallable for carmmy forward are recognised as an asset when it 1s probable
that future taxable profits will be available against which these losses can be utilised

Tax assets and habilities are offset when they anse in the same tax reporting group and where there 1s both a legal night of
offset and the intention to settle on a net basis or to realise the asset and settle the labiity simultaneously

Trade and other receivables

Trade and other receivables are measured at amortised cost, less provision for impaiment
Trade and other payables

Trade and other payables are measured at amortised cost

Provision for liabilities and charges

Provisions are recognised in respect of present obligatons ansing from past events where it 1s probable that outflows of
resources will be required to settle the obligabons and they can be reliably estmated

Contingent Labilities are possible obligations whose existence depends on the outcome of uncertain future events or those
present obligations where the outflows of resources are uncertain or cannct be measured reliably

Risk management policy

The Company’s operations expose it to credit nsk, liquidity nsk, interest rate nisk, foreign exchange nsk, geographical and
sector concentrations of nsk and business nsk, it 1s not exposed to any significant market nsk

The directors are responsible for establishing a framework for evaluating, measunng, monitoning and controling nsk  They
are responsible for ensunng that the nsks within the business are identfied, assessed, monitored and controlled These
controls and procedures where relevant comply with Lloyds Banking Group policies and standards Al nisk policies are
reviewed and authonsed by the Company's board of directors, which compnses directors appointed by Lloyds TSB Bank plc
and FDR Limited

9 Cardnet Merchant Services Limitad




Notes to the financial statements (continued)
For the year ended 31 December 2012

2.

21

22

23

24

25

Risk management policies (continued)
Credit nsk

Credit risk 1s the nsk that a counterparty will be unable to pay amounts in full when due Credit nsk anses from extending
credit in all forms, where there Is a possibility that a counterparty may default The Company i1s commitied to a strong credit
culture that recognises the need to ensure that nsk assets are of high quality

Credit nsk mitigation

- The Company mamtains and adheres to a credit policy document in compliance with policies established by the Group
Risk Management Department within the Lloyds Banking Group

- Credit pnnciples and policy Lloyds Banking Group Risk sets out the credit prnaiples and policy according to which
credit nsk 1s managed, which In turn 1s the basis for the Company's credit policy Prnciples and policy are reviewed
regularly and any changes are subject to a review and approval process Principles and policy includes lending
guidelines, which define the responsibilities of lending officers and provide a disciplined and focused benchmark for
credit decisions

- Credit scoring Every new merchant 1s subject to a detaled credit check which includes a review of financial
information (for example, audited financial statements, management accounts, projections and business plans), a
credit reference agency search, review of terms and condiions, associated webstes and site wisit reports (as
necessary) Full Know Your Customer and Know Your Business checks are undertaken in ine with the Company’s
ant-money laundenng policies

- The pnme nsk for the Company anses from the chargeback rules of the card schemes in which the Company
operates, and If the financial strength of the merchant 1s weak, nsk miigation is considered This includes taking
guarantees (including from Lioyds TSB Bank plc), cash security and deferral of funds to the merchant The Company
atso takes into account the availability of bonding by obtaining securnty through travel agents under ATOL/ABTA and
insurance cover

- The Company adopts a prudent approach to the identfication, definition, and contrel of impawed debts, including
chargebacks An imparment provision 18 made where there 1s clear evidence that any merchant has financial
difficulties, or debts are overdue, which may impact its ability to repay any amounts owing to the Company including
future chargebacks

- Stress testing and scenano analysis The credit portfolio 1s also subjected to stress testing and scenarno analysis, to
simulate outcomes and calculate their associated impact

Liguidity nsk
Liquidity nisk 1s the nsk that the Company 15 unable to meet ils obhigations as they fall due This 1s not considered to be a

significant nsk to the Company as collection from the scheme 1s completed before payment to the merchant This 18 further
supported by the Company being pnmanly funded by the shareholders {Lloyds TSB Bank pic and FDR Limited)

Interest rate risk

Interest rate nsk 1s the nsk of financial loss as a result of adverse movements in interest rates, and anses largely because of
timing differences batween the re-pncing of financial assets and habilities

Exposure to interest rate nsk within the Company’s activities 1s managed within the policies laid down by the Group Balance
Sheet Management Department of Lioyds Banking Group The Company's policy operates within guidelines set by the board
of directors

Foreign exchange nsk

Foreign exchange nsk 1s the risk of financial loss ansing from fluctuations i foreign currency exchange rates The foreign
exchange nsk that the Company faces anses from running mulli-currency operations

Geographical and sector concentrations of risk
The Company operates primanly within the UK There 1s an exposure to particular sectors ansing where there is a long penod

of ime elapsing between payment and the provision of goods/services The resulting nsk is closely monitored and controlied
with agreed parameters set by the Company's credit pohicy




Notes to the financial statements (continued)
For the year ended 31 December 2012

2.

26

Risk management policies {continued)

Business nsk

Business nsk 1s the nsk that the Company's earnings are adversely impacted by a suboptimal business strategy or the
suboptimal implementation of the strategy In assessing business nsk, consideration 1s given to internal and external factors
such as products, funding, resource capability and economic, polihical and regulatory factors

Through regular reports and oversight business nsk 1s managed by corrective actions to plans and reductions in exposures
where necessary

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
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses dunng the reporting penod Although those estimates are based on
management's best knowledge of the amount, event or actions, actual results ultimately may differ from those estimates

Estimates, judgements and assumptions are continually evaluated and are based on historical expenence and other factors,
ncluding expectations of future events that are believed to be reasonable under the circumstances Rewisions to accounting
estimates are recogmised in the peniod in which the estimate 1s revised and i any future penods affected The most critical
estimate and judgement made by the Company 1s in respect of Provision for habihties and charges

Provision for chargebacks and fraud

This provision relates to the nsk that the Company may be lable for the chargebacks of transactions on merchants who are
potentially unable to meet the chargeback demands themselves The provision i1s agamnst merchant and customer fraud
which 1s inherent due to the nature of the business The amount held 1s based on the value of related transactions and the
likehhood of chargebacks

Terminal commission clawback

Thus provision 1s for refunding commissions eamed, where the contractual relationship with a merchant subsequently
terminates The provisioning rate 1s based on recent histoncal performance of refunds

Net interest Income

2012 201
£000 £000
Interest income 13,942 14,566
Interest expense (3,331} (5,856)
Net interest income 10,611 8,710
Representing
Lloyds TSB Bank plc {see note 17) 10,603 8,705
Third parties 8 5
10,611 8,710
Net fees and commission income
2012 2011
£'000 £'000
Fees and commission iIncome
Service charges 227,518 214,383
Commussion recevable 21,484 17,832
Total Fees and commission income 249,002 232,215
Fees and commission expense
Other fees and commission payable (186,481) (171,575}
Net fees and commission income 62,521 60,640

net Merchan rvices Limited



Notes to the financial statements {continued)
For the year ended 31 December 2012

5.

Net fees and commission income (continued)

Included within Other fees and commission payable 1s £12,218,000 (2011 £12,113,000) payable to the related undertaking,
FDR Limited

Other operating expenses

2012 2011
£000 £'000

Recharges relating to salary and other related costs (see note 17} 11,714 10,454
Depreciation (see note 11) 1 -
Marketing 522 543
Change in provisions, operational losses and fraud (see note 3) 1,530 2,477
Communications 94 126
Charges payable to Lloyds TSB Bank plc (see note 17) 1,044 873
Other operating expenses 3,248 1,033
18,153 15,509

Charges payable to Lloyds TSB Bank plc are comprised of expenses incurred by the Lioyds TSB Bank plc on behalf of the
Company which are recharged to the Company Fees payable to the Company's auduors for the audit of the financal
statements of £29,000 (2011 £36,000) are included within Cther operating expenses

Staff costs

The Company did not emplay any persans dunng the year (2011 none) Staff wha managa the affairs of the Company are
employed by the shareholders, Lioyds TSB Bank plc and FDR Limited, who recharge the cost of these employees to the
Company

Directors' emoluments

The amounts paid to the directors in respect of services to the Company were £1,000 (2011 £156,000) The amounts paid to
the directors In respect of compromise agreements were £150,000 (2011 £ni) These relate to payments made to one
director only and are compnsed of both cash and defined benefit pension scheme contributton payments One director
accrued pensions under a definad benefit scheme operated by Lloyds TSB Bank pic (2011 1} One director recerved shares
under long term incentive plans dunng the year (2011 1) None of the directors exercised share options (2011 none)

Fuli disclosure in respect of pensions in accordance with 1AS 19 "Employee Benefits™ and shares received under long term
ncentive plans can be found in the financial statements of Lioyds TSB Bank plc, one of the Company's shareholders

Taxation
2012 2011
£000 £000
a) Analysis of charge for the year
UK corporation tax
- Current tax on taxable profit for the year 13,468 14,378
- Adjustments in respect of prior years {112) (9
Current tax charge 13,356 14,369
UK deferred tax
- Ongination and reversal of tming differences 9 (113)
- Adjustments 1n respect of prior years 121 9
- Impact of deferred tax rate change 2 -
Deferred tax charge/(credit) (see note 12) 132 (104)
13,488 14,265

Corporation tax 1s calculated at a rate of 24 5% (2011 26 5%) of the taxable profit for the year

Cardnet March v imtted




Notes to the financial statements (continued)
For the year ended 31 December 2012

9 Taxation (continued)

b) Factors affecting the tax charge for the year

The tax on the Company's Profit before tax differs from the theoretical amount that would anse using the weighted average

tax rate applicable to profits of the Company as follows

2012 2011

£'000 £'000
Profit before tax 54,979 53,841
Tax charge thereon at UK corporation tax rate of 24 5% (2011 26 5%) 13,470 14,268
Factors affecting charge
- Non-allowable and non-taxable items 7 3
- Adjustments in respect of prior years 9 -
- Effect of reduction in tax rate 2 {6)
Tax on profit on ordinary activies 13,488 14,265
Effective rate 24 5% 26 5%

10. Other current assets

2012 201

£'000 £'000
Amounts owed by related undertakings (see note 17) 280,393 186,959
Amounts owed by card schemes 148,829 179,659
Amounts owed by merchants 10,089 8,648
Other trade receivables 1,464 1,925
Accrued income 19,257 19,199

460,032 396,390

Amounts owed by related undertakings are interest beanng and the average rate of net interest earned during the year was
319% (2011 399%) The far value of Other current assets 1s equal to its carrying value No provisions have been

recognised in respect of these amounts

11 Property, plant and equipment

2012 2011
£'000 £'000
Cost
At 1 January and 31 December 217 217
Accumulated depreciation
At 1 January 216 216
Charge for the year 1 -
At 31 December 217 216

Balance sheet amount at 31 December

13 Cardne nt Services Limied




Notes to the financial statements (continued)
For the year ended 31 December 2012

12 Deferred tax asset

The movement in the Deferred tax asset 1s as follows

2012 2011
£'000 £'000
Brought forward 150 46
(Charge)/credit for the year (see note 9) {132) 104
18 150

The deferred tax {charge)ycredit in the Statement of comprehensive income compnses the following temporary differences

2012 2011
£'000 £'000
Accelerated capital allowances {8) 7
Cther temporary differences (124) a7
{132) 104

Deferred tax asset compnses 2012 2011
£000 £'000
Accelerated capital allowances 18 26
Other temporary differences - 124
18 150

On 21 March 2012, the Government announced a reduction in the rate of corporation tax to 24% with effect from 1 Apnl 2012
This reduction was enacted under the Provisional Collection of Taxes Act 1968 on 26 March 2012 In addibon, the Finance
Act 2012, whuch passed into law on 3 July 2012, included legsstation to reduce the main rate of corporation tax from 24% to
23% with effect from 1 Apnl 2013 The change in the main rate of corporation tax from 25% to 23% has resulted in a reduction
in the Company’s Deferred tax asset at 31 December 2012 of £2,000 comprising a £2,000 charge included in the Statement

of comprehensive tncome

On 5 December 2012, the Government announced a further reduction in the main rate of corporation tax to 21% from 1 Apnl
2014 In addition, on 20 March 2013 the Government announced a further reduction in the main rate of corporation tax to
20% from 1 Apnl 2015 The effact of this further change upon the Company’s deferred tax balances cannot be quantfied at

this stage

13. Other current liabilities

2012 2011

£'000 £'000

Amounts owed to merchants 448,814 385,446
Amounts owed to card schemes 2 105
Other creditors and accruals 2,717 3,376
Amounts owed to related undertakings {see note 17) 3,328 2,526
454,861 391,453

Amounts owed to related underiakings are non interest beanng The farr value of Other current liabilities owed 1s equal to

their carrying value
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14,

15

16

Provision for liabilities and charges

2012 2011

£'000 £'000
At 1 January 3,530 3,708
Provisions made dunng the year 1,796 3,631
Amounts utiised dunng the year (1,478) (3,809)
At 31 December 3,848 3,530
Provision for chargebacks and fraud 1,673 1,634
Terminal commission clawback 2,175 1,896

3,848 3,530
information on the nature of provisions i1s disclosed in note 3
Share capital

2012 2011

£000 £'000
Allotted, Issued and fully paid
650 "A’ ordinary shares of £1 each 1 1
651 'B' ordinary shares of £1 each 1 1
1,300 deferred shares of £1 each 1 1

3 3

At 31 December 2012, the authonsed share capital of the Company was £2,601, divided into 650 'A’ shares of £1 each, 651
'B' ordinary shares of £1 each and 1,300 deferred shares of £1 each

The ordinary shareholders (the holders of the 'A’ ordinary shares and the 'B' ordinary shares) have pronty over the deferred
shareholders (the holders of the deferred shares} to receve dividends distnbuted up to the ‘deferred share threshold’ as
defined in the Company's articles of association Dwvidends above the thresheld are to be distnbuted as follows 99%
amongst the ordinary shareholders and 1% amongst the deferred shareholders On winding up, the deferred shareholders
have prionty over the ordinary shareholders to receive repayment of captal The ordinary shareholders have equal voting
nghts and the deferred shareholders have no voting nights

FDR Limited holds 650 ‘A’ ordinary shares Lloyds TSB Bank pic holds 637 'B' crdinary shares Lloyds Bank Subsidianes
timited holds 14 'B' ordinary shares Lloyds Banking Group plc holds 1,300 deferred shares

The terms of the contraclual agreement between the shareholders 1s such that the Company 1s accounted for as a joint

venture under the requirement of 1AS 31 Interests in Joint Ventures and therefore does nol have an ultmate parent
undertaking

Ordinary dividends

2012 2012 2011 2011
£'000 £ per share £'000 £ per share
Amounts paid in respect of preceding years
Second intenm dividend 25,941 19,939 23,575 18,121
Amounts paid in respect of current years
First intenm dividend 14,897 11,450 13,635 10,480
40,838 31,389 37,210 28,601

nt Irmt




Notes to the financial statements (continued)
For the year ended 31 December 2012

17. Related party transactions

A number of transactions are entered into with related parties in the normal course of business These mclude fee
transactions A summary of the outstanding balances at the year end and the related income and expense for the year are set

out below
2012 2011

£'000 £'000
Amounts owed by related undertakings
Lloyds TSB Bank plc {(see note 10} 280,393 186,959
Amounts owed to related undertakings
FOR Limited (see note 13) 3,328 2,526
Cash and cash equivalents held with related undertakings
Lloyds TSB Bank plc 35,289 24,445
Interest income
Lloyds TSB Bank pic 13,934 14,561
Interest expense
Lloyds TSB Bank plc {3,331) (5,856)
Net Interest income (see note 4) 10,603 8,705
Fees and commission expense
FDR Limited {see note 5) 12,218 12,113
Recharges relating to salary and other related costs
Lioyds TSB Bank plc {see note 6} 11,714 10,454
Amounts charged by related undertakings
Lloyds TSB Bank pic (see note 6) 4,044 873

The above balances are unsecured in nature and are expected to be settled in cash or by cash equivalents Transactions in
the year are those reflected through the Statement of comprehensive income

For certain merchants, the nsk of wrecoverable chargebacks 1s underwntten by Lloyds TSB Bank plc  The credit nsk
underwntten by Lloyds TSB Bank plc amounted to £92,882,000 (2011 £79,278,000)

Deposits with Lioyds TSB Bank plc are placed on normal commercial terms

Key management personnel

Key managemenl personnel are those persons having authority and responsibility for planming and controling the activittes of
the Company Key management personne’ are employed by Lloyds TSB Bank pic or FDR Limited and consider that their

senvices to the Company are incidental to their other activiies within those organisations

Directors’ emoluments information 1s disclosed in note 8 There were no transachons between the Company and key
management personnel dunng the current or preceding year

UK Government

In January 2009, the UK Government through HM Treasury became a refated party of Lioyds Banking Group plc, the ulimate
parent company of Lioyds TSB Bank plc and Lloyds Bank Subsidianes Limited, followang its subscnption for ordinary shares
issued under a placing and open offer As at 31 December 2012, HM Treasury held a 39 2 per cent (2011 40 2 per cent)
mterest in Lloyds Banking Group pic's ordinary share capital and consequently HM Treasury remained a related party of the
Company during the year ended 31 December 2012
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18 Financial risk management

A description of the nature and mitigation of key nsks facing the Company Is provided in note 2 A descrption of the

Company's financial assets/iabilities and associated accounting 1s provided in note 1

18 1 Credit risk

The maximum credit exposure of the Company in the event of other parties failtng to perform therr obligations 1s detailled

below
2012 2011
£000 £000
Cash and cash equivalents 52,999 38,773
Amounts owed by related undertakings 280,393 186,959
Trade and other receivables 160,382 190,232
Maximum credit risk exposure 493,774 415,964

An analysis of the credit qualty of the Company’s Trade and other receivables Is presented below The assessment of the
nsk level of trade and other recetvables which are neither past due nor impaired 15 derived from information presented to the

Company's management

Trade and other receivables which are neither past due nor impaired

2012 20Mm

£'000 £'000
High quality 150,715 181,922
Good quality 7,248 5,864
Satisfactory quality - -
Lower quahty - -
Below standard, but not impaired - -
Total 157,963 187,786

High guahty lending comprises those balances with a low probability to default rating assigned Receivables of high quality
are those amounts owed by card schemes, merchants and other receivables generated in the normal course of business In
general, good qualty lending compnses those balances with a lower probability to default rating assigned and the ratng
progressively increases for each category exhibiting a progressively higher probability to default Receivables of good quality

are those under investgation by the Company

Trade and other receivables which are past due but not impaired

2012 201
£'000 £'000
Past due up to 30 days 965 1,163
Past due from 30-60 days 1,221 420
Past due from 60-90 days 217 410
Past due from 90-180 days 601 1,205
Total 3,004 3.198
Past due 15 defined as failure to make a payment when it falls due
Impaired trade and other receivables
2012 2011
£'000 £'000
Impaired trade and other receivables assessed on an individual basis 272 216
Total 272 216
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Financial risk management (continued)

Credit nsk (continued)

Totat trade and other receivables gross of impairment allowances 161,239 191,200
Allowance for impairment losses (857) (968)
Tatal Trade and other receivables 160,382 190,232
Liquidity risk

The Company i1s entirely funded by the shareholders, Lloyds TSB Bank plc and FDR Limited The table below sets out the
undiscounted cash flows payable by the Company in respect of financial habiites, according to contractual matunty into
relevant matunty groupings based on the remaining penod at the balance sheet date

As at 31 December 2012

Up to 1 month 1-3months  3-12 months 1-5 years Total
£ £ £ £ £
Amounts owed to marchants 448,814 - - - 448,814
Amounts owed to card schemes 2 - - - 2
Other creditors and accurals 1,838 879 - - 2,717
Amounts owed to related parties 1,892 1,436 - - 3,328
Financial liablities 452 546 2,315 - - 454,881
As at 31 December 2011
Up to 1 month 1-3 months 3-12 months 1-5 years Total
£ £ £ £ £
Amounts owed to merchants 381,910 2,704 479 353 385,446
Amounts owed to card schemes 103 2 - - 105
Other creditors and accurals 3171 195 9 1 3,376
Amounts owed to related parties 1,796 1,724 (994) - 2,526
Financial liablities 386,980 4,625 (506) 354 391,453

The Company has sufficient funding to meet hquidity needs as there I1s a current funding arrangement with Lioyds TSB Bank
pic

Interest rate risk
The Company 1s not subject to any significant interest rate nsk
Foreign currency risk

Generally the nsk 1s minimised because the hability to merchants 1s funded from receipts from payment schemes in the same
currency In addition to this, the short term settlement penod imits the exposure to hiquidity nsk to a few days

Capital disclosures

The Company’s objectives when managing capital are to safeguard the entity’s ability to continue as a going concemn, provide
an adequate retumn to its shareholders through pnaing 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 it in the ight of changes n economic conditions and the nsk charactenstics of the undertying assets In order
to mamntain or adjust the capia! structure, the board of directors may adjust the amount of dividends to be pawd to
shareholders, return capitat to shareholders, 1ssue new shares, or sell assets

The Company's capita! compnses ali components of equity, movements in which appear in the Statement of changes in
equity The Company receives its funding requirernents from its related undertakings and does not raise funding externally
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20. Contingent liabhilities and capital commitments

21.

22,

There were no contingent habilities or contracted capital commitments at the balance sheet date (2011 E£nil)

Post balance sheet events

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

Future developments

The following pronouncements will be relevant to the Company but wers not effective at 31 December 2012 and have not
been applied in prepanng these financiat statements

Pronouncement

Nature of change

Effective date

Improvements to IFRSs (1ssued May Sets out minor amendments to IFRS standards as

2012)

part of the annual improvemsants process Most
amendments clanfied existing practice

Annual penods beginming on or
after 1 January 2013

Amendment to IFRS 7, 'Financial

instruments Disclosures’ on Offsetting
financial assets and financial habilities financial

Amends the requured disclosures to include
information that will enable users of an entity's
statements to evaluate the effect or
potenual effect of neting arangements, including
nghts of set-off associated with the entity's
recognised finangal assets and recognised
financial habiities, on the entity’s financial position

Annual penods beginning on or
after 1 January 2013

IFRS 13 Far value Measurement

Sets out a single IFRS framework for the
measurement of far value and the related
disclosure requirements

Annual penods beginning on or
after 1 January 2013

Amendment to |IAS 32 Financial
instruments Presentation on
Offsetting financial assets and
financial habilities

Provides addibonal clanfication regarding the
concept of the 'legally enforceable nght of set-off
for the purposes of offsetting financial assets and
financial habilites

Annual pencds beginning on or
after 1 January 2014

IFRS 9 Fmancial Instruments

Ciassification and Measurement ' *?2

Replaces those parts of 1AS 30 Financial
Instruments  Recogmition and  Measurement
relating to the classification, measurement and
derecogniion of financial assets and habilities
Requires financial assets to be classified into two
measurement categones, fair value and amortised
cost, on the basis of the objectives of the entity's
business model for managing is financial assets
and the contractual cash flow charactenstics of the
instrument The availlable-for-sale financial asset
and held-to-matunty categenes in the exishng 1AS
39 will be elmmnated The requiremnents for
financial habilites and derecognition are broadly
unchanged from IAS 39

Annual penods beginring on or
after 1 January 2015

1 At tha date of this report, this pronouncement Is awaiting EU sndorsement

2 IFRS © s tha inltial stage of the project to replace IAS 38 Future siages are expecind to result in amandments to IFRS 8 to deal with changes to the impalrment of financial
asaely Measured at amortised cost and fiedge actounting Untl all siages of the replacemen project are complete, 1t s nat possitie 1 detsttring the overall impact on the Tinandial
statemnents of the replacement of IAS 39

The full impact of these pronouncements Is being assessed by the Company However, the inibal view 1s that none of these
pronouncements are expected to cause any matenal adjustments to the reported numbers in the financial staterments




