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Cardnet Meitchant Services Linuted (1egistered number 735844)
Annual report and financial statements for the yea ended 3| December 2009

REPORT OF THE DIRECTORS FOR THE YEAR ENDED 31 DECEMBER 2009

Principal activity

Cardnet Merchant Services Limited ( ‘the Company ) 1s a houted company incorpotated and resident in England and Wales
(registered number 735844) The Company 1s a jomnt venture between Lloyds TSB Bank ple and FDR Limited and 1ts
principal activity duning the year was the provision ot services to merchants enabling the acceptance authorisation and
clearing of plastic card nansactions

Review of business and future developments

The profit befoie tax tor the linancial year ended 31 December 2009 amounted to £50.097,000 (2008 £50,210 000), as
detatled in the statement of comprehenstve mcome on page 5 The Dnectors aim to conhinue the development of the business
by 1ecruiting new meichants and leveraging Lloyds Bank ple corporate 1elationshups within the existing customer base

Dividends

A dividend of £25,900 per share (2008 £25,586 per shaie) amounting to £33,696 527 (2008 £33,287 732} was paid 1n July
2009 to the A & B sharcholders

No further dividends have been proposed relating 1o 2009 (2008 £21 596,148)

Further details ate shown in note 15

Finanaial nsk management

The Directors consider that the principal area of nisk is counter-paity credit risk  The Company has counter-party credit nsk
management processes i place which are designed o prevent speciic individual merchant loss The Company s financial rish
management objectives and policies are given 1n note 3 to the {inancial statements

Key performance indicators (*KPIs’)

The Company’s two main KPIs arc the number of transactions processed in companison with the pnior year and the aggiegate
value of those transactions processed 1in comparnison with the prior yeal

During the year ended 31 December 2009 the Company processed 13 3% (2008 11 9%) moie bansactions by value and 15 4%
(2008 12 3%) more transachons by volume than during the year ended 31 December 2008 on the sterhing plattorm The
mulucwmrency plattorm processed 7 1% (2008 90 5%) more transactions by value and 22 2% (2008 128 3%) more
transactions by volume than during the year ended 31 December 2008
Directors
The names of the current Directors of the Company ate shown on page |
The following changes 1n Directors took place duning the year

Appomled Resigned
C D Walsh (Charrman} 19 March 2009

R M Dallas (Chauman) 19 March 2009
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REPORT OF THE DIRECTORS FOR THE YEAR ENDED 31 DECEMBER 2009 (continued)
Statement of Directors’ responsibilities

The Directors are responsible for prepaning the Directors report and the finanaial statements in accordance with applicable law
and regulations

Company law requires the Directors 10 prepare (inancial statements lor each financial year Under that law the Directors have
elected to prepare the financial statements i accordance with International Financial Reporting Standaids (IFRSs) as adopted
by the European Umien  Under company law the Directors must not approve the financial statements unless they are sansfied
that they give a true and fair view ol the state of allars of the Company and oi the profit or loss of the Company for that
period In preparing these financial statements, the Directors are required 1o

= select sintable accounting pohicies and then apply them consistently,

+  mahe Judgements and estimates that are reasonable and prudent.

= state whether apphcable International Financial Reporting Standards (IFRS} as adopted hy the European Union have
been tollowed, subject to any material departures disclosed and explained in the financial statements and

= prepae the financial stalements on the going concern basts, unless 1t 15 inappropriate to presume that the Company
will continue 1n business

The Directors are responsible tor keeping adequate accounting tecords that are sufficient to show and explam the Company’'s
tansactions and disclose with reasonable accuracy at any ume the financal position of the Company and enable them (o0
ensute that the financial statements comply with the Compames Act 2006 They are also responsible tor safeguarding the
assets ol the Company and hence lor taking reasonable steps fo1 the prevenuon and detection of fraud and other irregularities

Auditors and audit information

Each Director 1 office at the date of this report confirms that

¢ 5o far as the Dnector s aware there 15 no relevant audit information of which the Company s auditors are unaware
and

s 1he Director has taken all the sieps that he ought 1o have taken as a Duector in order (o make himselt aware of any
relevant audit information and to establish that the Company s auditors are aware of that informaton

This confirmation 15 given, and should be interpreted, in accordance with the provisions of section 418 of the Companies Act
2006

Policy and practice on payment of creditors
The Company follows The Better Payment Practice Code published by the Department for Business. Innovation and Skills
(BIS), regarding the making of payments to suppliers A copy of the code and informaton about it may be obtained from the

BIS Publications hder Line 0845-0150-010 quoting et URN 04/606

The Company’s policy 1s to agiee terms of payment with supphers and these normally provide tor scttlement within 30 days
after the date of the invoice, except where other arrangements have been negotiated

It 15 the policy ol the Company 10 abide by the agreed terms ol payment, provided the supplier performs aceording 1o the erms
ol the contract

In refaton 10 amounts owed o trade creditors as at 31 December 2009, the number of days required to be shown i this report
to comply with the provisions of the Companies Act 2000, 15 26 days (2008 33 days)

On behalf of the board

/M %/ﬂ" 2‘-&(6 ( 20ic
Richard Dallas

Chairman and Dnector
2010
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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 tor the year ended 31 December 2009 which
compnise the siatement of comprehensive mcome  the balance sheer, 1the statement of changes 1n equity the cash low
statement and the related notes The financial reporting firamework that has been apphied in their preparation 1s apphicable law
and International Financial Reporung Siandards (IFRSs) as adopted by the European Union

Respective responsibilities of Directors and auditors

As cxptained more Tully in the Directons’ responstbiliies statement set out on page 3, the Dnectors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view Our responsibility 16 1o audn
the financial statements 1o accordance with appheable law and Inernatonal Standards on Auditing (UK and Ireland) Those
standards require us to comply with the Audinng Practices Board s Ethical Standards tor Auditors

This report including the opinions, has been prepaied tor and only tor the Company’s members as a body in accordance with
sections 495 and 496 of the Companies Act 2006 and for no other purpose We do not, in giving these opimions, aceept or
assume responsibihity tot any othet purpose or to any other person 10 whom (his report 15 shown or into whose hands it may
come save where expressly agreed by own prior consent 1n writng

Scope of the audit of the financial statements

An audit involves obtaimng evidence about the amounts and disclosures in the f{inancial statements sufficient (0 give
reasonable assurance that the financial statements are free rom matenal misstatement whether caused by traud or enor This
includes an assessment ot whether the accounting policies aie appropnate to the Company s circumstances and have been
consisiently applied and adequately disclosed. the reasonableness of sigmificant accounting estimates made by the Directors,
and the overall presentation ot the financial statements

Opinion on financial statements
In our opinton the financial statements

® ve atrue and fan view of the state ol the Company s affairs as at 31 December 2009 and of 1ts profit and cash flows
tor the year then ended,

®  have been properly prepared in accordance with IFRSs as adopted by the European Union and
®  have been prepared n accordance with the requirements ol the Compames Act 2006

Opinion on other matter prescribed by the Compames Act 2006
In our opmion the mformauoen given in the Ducectors report tor the financial year tor which the finanaial statements are
prepated 15 consistent with the {inancial statements

Matters on which we are required to report by exception
We have nothing 1o report in respeet of the following matters where the Companies Act 2006 reguires us to report to you if, in
our opInon

* adequate accounting records have not been kept ot returns adequate lor our audit have oot been teceived from
branches not visited by us, or
the tinancial statements are not 1 agicement with the accounting records and tetuins, or
certain disclosures of Directors” temunceiauon specified by law are not made or
we have not recerved all the 1nformation and explanatons we require for our audit

Crarg Gentle (Semor Starutory Auditor)

tor and on behalf of

PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
31 Great Geoige Street

Bristol BS1 5QD

'Lq,jm 2010
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Statement of comprehensive income
for the year ended 31 December 2009

Restated

2009 2008

Note £°000 £ 000

Fee and commussion income 4 182 323 176 168
Fee and commission expense (121851 (115,752)
Net fee and commssion income 60,472 60,416
Net finance tncome 5 5201 4616
Other operating expenses 6 (15 576) (14 822)
Profit before tax 50,097 50,210
Taxation 7 (14 178) (14 284)
Profit after tax, being total comprehensive income 35919 35,926

The 2008 comparatives have been testated This 1estatement has not impacted on previously reported profit before tax but the
1mpact on presentation 1s explamed in note 18

The results for the year anse wholly from continuing operations and are attuibutable to the equity shaicholders

The accompanying notes 1 1o 19 on pages 9 to 21 are an mtegral part of these financial statements

el
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Annual report and tinancial statements tor the year ended 31 December 2009

Balance sheet
as at 31 December 2009

Non current assets
Property, plant and equipment
Defened income tax asset

Current assets

Tiade and other recervables

Amounts owed by group undeitakings
Cash and cash eguivalents

Total assets

Current habilities

Trade and other payables
Amounts owed to related parties
Current vax habihues

Non current liabilities
Provisions lor other habihities and charges

Total liabilities
Net assets
Equity

Share capital

Retained earnings

Total shareholders’ equity

The financial stalements on pages 5 to 21 were approved by the board of Directots on

behalf by

s

Richard Dallas
Chanman and Director

The accompanying notes | 1o 19 on pages 9 to 21 we an sntegral part of these financial stalements

2009 2008

Note £2000 £000
8 3 9
9 41 82
44 91

10 112 502 91 676
16 () 167,206 118,487
1 18 569 8,005
298,277 218 168

298,321 218,259

12 (256,619} (185,953)
16 (c) (1201) (1 786)
(14,182) (7,130

(272,002) (194,869)

13 (2,488) (1781)
(2,488) (1,781)

(274,490 (196,650)

23,831 21,609

14 3 3
23,828 21,606

23,831 21,609

24 June 2010 and signed on s
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Statement of changes in equity
for the year ended 31 December 2009

Balance at 1 January 2008

Total comprehensive income tor the yeat

Dividends (sce note 15)

Balance at 31 December 2008 and 1 January 2009
Total comprehensive income tor the year

Dividends (sce note 15)

Balance at 31 December 2009

The accompanying notes 1 1o 19 on pages Y to 21 are an integral part ot these tinancial statements

Share Retained
capital earnings Total
£°000 £'000 £000
3 18,968 18,971
- 35,926 35926
- (33,288) (33 288)
3 21,606 21,609
- 35,919 35919
- (33 697) (33.697)
3 23,828 23,831
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Cash flow statement
for the year ended 31 December 2009

Cash flows from operating activities

Cash generated trom operations

Taxes paid

Net cash generated from operating activities

Cash flows from investing activities
Purchases of property, plant and equipment
Finance income received

Net cash generated from investing activities

Cash flows from financing activities
Dividends paid

Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash cquivalents at beginming of year
Cash and cash equivalents at end of year

The accompanying notes | to 19 on pages 9 to 21 are an integral pact of these financial statements

Note 2009 2008
£7000 £000

17 46,145 16,120
(7,085) (13,868)

39,060 32,252

- (h

5201 4616

5,201 4,615
(33,697) (33,288)
(33,697) (33,288)

10,564 3579

8,005 4426

18,569 8,005
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Notes to the financial statements for the year ended 31 December 2009

1. Accounting policies

These financial statements have been prepaied using applicable International Financial Reporting Standards
{IFRSs) a~ adopted by the European Union

The following IFRS pronouncements relevant to the Company have been adopied n these financial statements

1} IAS 1 (revised) ‘ Presentation of financial statements’  The revised standard prohibits the presentation of
ttems of income and cxpense (that 15 ‘non-owner changes 1in equity”) wn the statement of changes n
equity, requiring  non-owner changes in equity 1o be presented separaiely from owner changes 1in cquity
All non-owner changes n equity are tequired to be shown 1n a performance statement Entitics can
choose whether to present one performance statement (the statement of comprehensive income) or two
statements (the ncome statement and statement of comprehensive income) The Company has clected to
present one statement a statement ol comprehensive income The financial statements have been
prepated under the 1evised disclosuie requirements, the application of this revised standard, which affects
presentatton only has not had any impact for amounts recognssed 1n these financial statiements

)  Amendments to [FRS 7 “Financial [nsuuments Disclosures — lmproving Disclosures about Financial
Instruments The amendment requires enhanced disclosures about fair value measurement and hquduty
risk In particular, the amendment 1equues discloswe ot fawr value measuiements by level of a fan value
measurement hterarchy As the amendments only result in additional disclosures the amendments have
not had any 1mpact for amounts iecognised in these hinancial statementy

Details ot those IFRS pronouncements which will be 1elevant 1o the Company but which were not etfective at
31 December 2009 and which have not been applied 1n preparing these financial statements are given in note
19

The financial statements have been prepared on a going concern basis and under the historieal cost convention

The principal accounting pohicies applied 1in the preparation of these financial slalements are set out below
The pohicies have been consistently applied to all the years presented  unless otherwise stated

a) Revenue recognition

Fees and commussions are 1ecognised when the service has been provided These services comprise of
mtiahisation and ongoing fees tor services delivered to merchants

Finance imcome compnises interest and recogmsed n the statement of compichensive income tor all interest—
bearing financial instruments using the eftective interest rate method

b) Expenses

Expenses diurectly attiibuiable to merchant acquuing business are recogmsed through fee and commission
expense All other expenses are 1ecognised through other operating expenses

Duning the year the Dircctors have reconsidered the classification ot income and expenditue nems and
consider that the scheme fees, previously classified as Other Operating Expenses are diectly attributable 10 the
merchant acquiring business and therefore have been 1eclassified as Fee and Commission Expense, further
explanation 1s provided i note 18

¢) Property, plant and equipment

Property, plant and equipment are included at historical cost less accumulated deprecianon  Depreciation s
calculated using the straight-line method 1o allocate the ditference between the historical vost and the expected
restdual value over then estimated economice useful lives as follows

- Equipment 3-8 years

The assets residual values and uselul economic lives are reviewed and adyusted 1f appropriate, at cach balance
shect date
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Notes to the financial statements for the year ended 31 December 2009 (continued)

1. Accounting policies (continued)
¢) Property, plant and equipment (continued)

Assets are reviewed for impairment whenever events or changes in arcumstances indicate that the catrying
amount may not be recoverable  In the event that an asset s carryimg amount 15 deterommed 10 be greater than
1ts 1ccoverable amount it ts writtien down immediately

d) Taxation, including deferred taxation

Current 1ncome tax which 1s payable or receivable on taxable profits or losses 1s recogmsed as an expense or
imcome tn the period 1n which the profits o1 losses arse

Defeired tax 1s provided mn full using the lability method, on temporary diffeiences arising between the tax
bases of assets and habilitics and theu carrying amounts in the financial statements  Delerred tax 15 determined
using tax rates that have been enacted or announced by the balance sheet date that are expected to apply when
the related deferied income tax asset 1s tealised or the deferred tax habtlity 15 setiled

Deferred income 1ax assets are recognised where 1t 1s probable that future 1axable profit will be available
against which the temporary differences can be vtihised

Defetred and current tax assets and labiluwes we offset where there 15 both a legal night ot oftset and the
intention to settle on a net basis or to realise the assets and settle the habihty stmultaneously

e) Provisions for other habilities and charges

Piovisions are recognised in 1espect of present obligations ansing from past events wheie 1t 1s probable that
outflows of resources will be required to settle the obhigations and they can be reliably estimated

Conungent habihiies are possible obhgations whose existence depends on the outcome of uncertatn future
events or those present obligations where the outflows of resources are uncertain o1 cannot be measured
rchably

f) Dividends
Dividends on ordinary shares are recogmsed 1n equity 1e the perniod 1n which they are paid
g) Cash and cash equivalents

Foi the purposes ot the cash flow statement, cash and cash equivalents comprise cash and amounts due from
external banks with a maturity of less than three months

h) Foreign currency translation

The financial statements aie presented in stethng, which 1s the Company s tunctional and presentation
turtency  Foreign curiency transactions aie translated into sterthng using the exchange rates prevailing at the
dates of the transactions  Foreign exchange gams and losses anising from the setlement of such tiansactions
and from the translabion at year-end exchange rates of monetary assets and habihues denominated n foreign
curtencies are 1ecognised in the statement ol compiehensive income

2. Capital management

The Company’s objectives when managing capital we to safeguard the enuty s ability o continue as a going
concern, and 0 provide an adeguate return o ns sharcholders through pricing products and  services
commensurately with the level of nisk

The Company’s sharcholders (Lloyds TSB Bank plc and FDR Limited) manage the Company s capilal
structure and advise the boaid of Direclors 10 consider making adjustments to 1t (n the hght ot changes to
cconomic and cther conditions  In order to mamtain or adjust the capital structure the board may adjust the
amount of dividends 10 be paid 10 shareholders, return capital to shareholders, 15sue new shares or sell assets

10
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Notes to the financial statements for the year ended 31 December 2009 (continued)

2 Capital management (continued)

The Company’s capital comprnises all components of equity, movements in which appear 1n the stalement of
changes in cquity en page 7 The Company recerved most of its tunding 1equirements rom its sharcholders
and does not raise funding externally

3. Fmanaal risk management

The Directors are tesponsible for estabhshing a framework for evaluating, measuring  monitoring and
controlling rish  They are responstble for ensuning that the nisks within the business are 1dentified, assessed,
monitoied and conttolled  These controls and procedures where relevant comply with Lloyds Banking Group
policies and standards  All nisk policies are 1eviewed and authorised by the Company s board of Directors,
which comprises Directors appointed by Lloyds TSB Bank plc and FDR Limined

a} Measurement basis of assets and liabhilities

All assets and liabihties are held at amortised cost

b) Credit risk

Credit nisk s the risk that a counterparty will be unable to pay amounts 1n full when due The maximum credn

rish exposwe of the Company in the event of other parues failling to perform thesr obhganons s detailed
below

2009 2008

£000 £000
Amounts owed by group undertakings 167,206 118,487
Trade and other recervables 112,502 91 676
Maximum credit risk exposure 279 708 210,163

Credit nisk anses from extending credit tn all torms where theie 15 a possibaliy that a counterparty may
default  The Company i1s committed (0 a stiong credit culture that 1ecognises the need to ensure that risk assets
are ot high quahty

The Company mamtans and adheres 1o a credit policy document in compliance with pohicies established by
the Group Risk Management Department within the Lloyds Banking Gioup

Every new metchant 15 subject 10 a detaled credit check which includes a review ot financial iformaton (for
example audited fnancial statements. management accounts, projections and business plans), a credil
relerence agency seach review of terms and conditions, associated websiles and site visit teports (as
necessary)  Full Know Your Customer and Know Your Business checks are undertaken tn line with the
Company s money laundenng policies

The prime nisk for the Company arises from the chageback rules ol the card schemes in which the Company
operates and if the financial suength of the merchant 1s weak nsh mungation s considered This includes
taking guarantees (including from Lloyds TSB Banh plc), cash secunty, property secunty and deferral of tunds
to the merchant The Company also takes into account the availahility of bonding and msurance cover

The Company adopts ¢ prudent approach to the wdentificavon  defimtion and conuot ot impared debts,
inctuding chargebacks  An tmparrment provision 1s made where there 1s clear evidence that any merchant has
financral diificuliies or debis are overdue, which may impact 1s abihiy to repay any amounts owing to the
Company including tuture chargebacks

An analysis of the ciedit quality of the Company s recervables is presented on the next page  The assessment
of the mish level of trade and other receivables which are neither past due nor impaned 1s according to the
mformation presenied to the Company s management
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Notes to the financial statements for the year ended 31 December 2009 (continued)

3. Financial risk management (continued)

b) Credit risk (continued)

Trade and other receivables which are neither past due nor
impared

High qualiy

Good quality

Sauslactory

Lower quality

Trade and other receivables which are past due but net impaired
Past due up to 30 days

Past due 30 10 60 days

Past due 60 to 90 days

Past due 90 to 180 days

Impaired trade and other receivahles

Impaired trade and other 1ecervables assessed on an individual basis

Total trade and other 1ecervables gross of impairment allowances
Allowance for impairment losses
Total trade and other receivables

¢} Liquidity risk

2009 2008
£000 £ 000
112,166 91,012
112,166 91.012
193 172

169 267

107 204

392 276
861 919
261 429
261 429
113 288 92 360
(786) (684)
112,502 91,676

Laquidity 11sh 1s the risk that the Company 1s unable to meet 1ts obligations as they fall due However, as the
Company s pnimanly funded by the shareholders (Lloyds TSB Bank plc and FDR Limued), this 1s not

considered to be a significant 11sk to the Company

The table below analyses financial habibties of the Company on an undiscounted future cash flows basiy
according to contractual maturity mto relevant maturity groupings based on the remaining period at the balance

sheet date
At 31 December 2009 Uptol 1-3 312 1-5
month months months years Total
£°000 £000 £000 £2000 £2000
Amounts owed to meichants 252770 262 1033 - 254 065
Amounts owed to card schemes 17 9 2 - 88
Other crediters and accruals 1,454 Ti2 300 - 2,466
Amounts owed to related partics 369 832 - - 1,201
Current 1ax habilities - - 14,182 - 14,182
Total financial liabilities 254,670 1815 15,517 - 272,002
At 31 December 2008 Uptol 1-3 3-12 1-5
month months months years Total
£2000 £7000 £7000 £000 £°000
Amounts owed to merchants 179 988 208 - - 180 196
Amounts owed to cud schemes 1018 6 - - 1024
Other creditors and acciuals 4,178 479 76 - 4,733
Amounts owed to related partics 560 1226 - - 1 786
Current tax habilities 3,586 3,544 - - 7130
Total financial liabihties 189,330 5,463 76 - 194 869

The Company has sufficient tunding to meet hquidity needs as there 15 a curient funding anangement between

Lloyds TSB Bank plc and Cardnet Merchant Services Limited
12
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Notes to the financial statements for the year ended 31 December 2009 (continued)

3. Finanaial risk management (continued)
d) Currency risk

Currency risk 1s the risk ol financial loss ansing from fluctuatons in foreign cunency exchange rates The
currency risk that the Company faces arises from running multi-currency operations on the Ommipay platform
Generally the rish 18 mimimised because the labihity to merchants 1s funded trom receipts from payment
schemes in the same currency

¢) Interest rate risk

Interest rate risk 1s the nsk ot financial loss as a result of adverse movements tn intercst rates and arises laigely
because of uming differences between the 1e-pricing of financial assets and habihites The Company 15 not
subject 10 any significant interest rate rsk

Exposure to interest rate niskh within the Company’s activities 1s managed within the policies laid down by the
Group Balance Sheet Management Department of Lloyds Banking Group The Company’s policy operates
within guidelines set by the parent company

f) Geographical and sector concentrations of risk

The Company operates pnmarily within the UK There 15 an exposure to particular sectors ansing where there

15 4 long penod of time elapsing between payment and the provision of goods/services The resulung risk 1
closely monitored and controlled with agreed parameters set by the Company’s credit policy

4  Fee and commission income

Restated

2009 2008

£2000 £7000
Service charges 166 664 159,562
Other tee and commission icome 15,659 16 606
182,323 176 168

2008 fee and commission income has been restated See note 18 for further detasls and a reconcihaton ol
December 2008 Statement of compiehensive income

5 Net finance income

Restated

2009 2008

£°000 £'000

Interest 1ecervable 9,204 8,104
Interest payable (4 003) (3.488)
5 201 4616

Representing

Lloyds TSB Bank plc 5,179 4526
Third parties 22 9
5.201 1616

2008 Net finance income has been iestated See note 18 lor further details and g reconciliation ot December
2008 Statement of comprehensive income
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Notes to the financial statements for the year ended 31 December 2009 (continued)

6. Other operating expenses

Restated

2009 2008

£7000 £'000

Recharges relating 10 salary and other related costs 8 858 7,790
Other adminisirative expenses

Processing costs 103 152

Depreciation 6 16

Marketing 471 356

Impairment operational losses and fraud 2,576 2,226

Communicanons 171 497

Charges in 1,270 1,482

Othes 2121 2,303

6718 7032

Total other operating expenses 15 576 14 822

Included 1n other operating expenses are fees payable to the Company’s auditors for the audit ol the financial
statements of £33 000 (2008 £32 000)

Other operating expense categories in 2008 have been restated to reflect a more accurate allocation of costs
that were previously classified as processing costs

The Company has no employees (2008 ml), as the stalt who manage the attairs of the Company are employed
by the sharcholders, Lloyds TSB Bank ple and FDR Limited, who recharge the cost of these employees to the
Company

The 2008 compatatives have been restated as explained w note 18

Pensions and share-based payments

Full disclosure 1n respect of pensions and share-based payments tn accordance with FAS19 “Employment
Benelits” and TFRS2 “Share Based Payments” respectively can be found 1n the financial statements of Lloyds
TSB Bank plc the parent company, and FDR Limiied

Darectors’ emoluments
The amounts paid to the directors in respect of services to the Company were £194 968 (2008 £152,419) This
comprised basic pay ol £144 968 (2008 £140,801) plus share options ot £50,000 (2008 £11 618)

Retrement beaefits are acciuing 1o one Director under a defined benefit pension scheme opetated by Lloyds
TSB Bank plc {2008 1wwo) No shaic opuions were excrcised by the Doectors of the Company in either the
curient or preceding year
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Notes to the financial statements for the year ended 31 December 2009 (continued)

7 Taxation

a) Analysis of charge for the year

2009 2008
£7000 £ 000
UK corporation tax
- Current tax on profits for the year 14.065 14,310
- Adjustments 1n respect of prior yea 72 {41)
Current tax charge 14.137 14,269
Delerred ax
- (Cieduit)/charge in respect of current year (24) 15
- Adjustments 1n respect of prior year 65 -
14,178 14,284

The charge for tax on the profit tor the year 1s based on the UK corporation tax rate of 28% (2008 28 5% as
the standard rate ol corporation tax rate changed trom 309 to 28% on | Apiil 2008)
b) Factors affecting the tax charge for the year

A reconcilianon of the chaige that would result fiom applying the standard UK corporation tax rate to profit
befote tax to the tax charge for the year 1s given below

2009 2008
£°000 £ 000
Profit before tax 50.097 50210
Tax charge thereon at UK corporation tax 1ate of 2896 (2008 28 5%) 14 027 14 310
Factors affecting charge
Disallowed and non taxable 1tems 14 15
Adjustmients 1n respect of prior years 137 (C3D)
Tax on profit on ordinary activities 14,178 14,284
Eitfective rate 28 3% 28 4%
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Notes to the financial statements for the year ended 31 December 2009 (continued)

8. Property, plant and equipment

Equipment
£ 000
Cost
At | January 2008 216
Additions 1
AL 31 December 2008 and 1 January 2009 217
Additions -
At 31 December 2009 217
Accumidared depreciation
At 1 January 2008 192
Depreciation charge 16
At 31 December 2008 and 1 January 2009 208
Depreciation charge 6
At 31 December 2009 214
Balance sheet amount
At 31 December 2009 3
AL 3] December 2008 9
9. Deferred taxation
The movement 1n the net deferred 1ax balance 15 as fotlows
2009 2008
£000 £ 000
At | January 82 97
Charge fo1 the year “n (15)
At 31 December 4] 32

The deferred tax charge in the statement of comprehensive income compnises the following temporary

difterences

2009 2008
£'000 £000
Accelerated deprecranon allowances (nH 2
Short-term urming differences 42 13
41 15
The delerred income tax asset 15 comptised as follows
2009 2008
£000 £ 000
Accelerated capial allowances 18 17
Other temporary difterences 23 65
41 82
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Notes to the financial statements for the year ended 31 December 2009 {continued)

10. Trade and other receivables

2009 2008

£2000 £'000

Amounts owed by card schemes 91,977 63,668
Amounts owed by meichants 5,463 12,984
Other recervables 271 2,670
Accrued income 14,791 12,354
112,502 91,676

No mterest 1s recervable on these balances  The fair values of trade and other receivables are equal to their
LArTYING amounis

11. Cash and cash equivalents
Cash and cash equivalents aie interest bearing and the average tate of interest carned during the year was

0 13% (2008 1 40%) The far vatue ot amounts held 1s equal to their canying amounts

12. Trade and other payables

2009 2008
£000 £ 000
Amounts owed to merchants 254 065 180,196
Amounts owed 1o card schemes 88 1.024
Other creditors and accruals 2,166 4,733
256,619 185,953
13. Provisions for other habilities and charges
2009 2008
£000 £'000
At 1 January 1 781 1,226
Provisions made during the year 2.604 L 583
Amounts written oft during the year (1897) {1,039}
Amounts written back dunng the year - {1
At 3] December 2 488 1,781
2009 2008
£000 17000
Prowvisions tor chargebachs and fraud 1,085 619
Termunal comnussion clawback 1,403 1,162
2 488 1,781

Provestons for chargebacky and fraud

This provision relates to the nisk that the Company may be liable tor the chaigebacks of transactions on
meichants who are potentially unable to meet the chargeback demands themselves The amount held is based
on the value of related transactions and the hkehihood of chargebacks

In hine with the detetioration 1n the economy the Company s portfohio has seen an increase in company tailures
which has necessitated the need for a sigmficant increase in provisions During 2009 the Company also
expenienced a significant increase 1n attempted fraud, again linked to the economic chimate

Ternunad commission clawback

This provision 1s o aetunding comnmissions eatned, where the cootractual relanonship with a meichant
subsequently terminates  The provistoning rate 1s based on recent histonical performance of refunds
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Notes to the financial statements for the year ended 31 December 2009 (continued)

14 Share capital

2009 2008
£ £
Authonsed, 1ssued and fully pand
650 ° A" ordinary shares ot £1 each 650 650
651 “B” ordimary sharcs of £1 cach 651 651
1 300 deferred shares of £1 cach 1300 1,300
2.601 2,601

The ordinary sharcholders (the holders of the “ A’ ordinary shares and the “B’ ordinary shares) have priority
over the deterred sharcholders (the holders of the deterred shares) o recerve dividends distributed up to the
deterred share thieshold’ as defined in the Company s articles of association  Dividends above the threshold
arc 10 be distributed as follows 99% amongst the ordinary sharcholders and 1% amongst the defened
sharcholders On winding up, the deferred sharcholders have prionity over the oidinary shaicholders to receive
tepayment of capital The ordinary sharchelders have equal voling rights and the deterred shareholders have
no voling nights

FDR Limited holds 650 “A” ordinary shares Lioyds TSB Bank plc holds 637 “B” ordinary shares Lloyds

Bank Subsidianies Limited holds 14 “B* ordinary shares  Lloyds Banking Gioup plc holds 1,300 deferred
shates

15. Ordinary dividends

2009 2008
£2000 £ per £000 4 per share
share

Amounts patd in respect of preceding years
Second intenim dividend 21,596 16 599 14,067 10812
Fina! dividend - - 4.891 3759
Amounts pawd in respect of current year
First interim dividend 12 101 9,301 14 330 11,015

33,697 25 900 33,288 25 586

16. Related party transactions

The 1mmmediate parent company 15 Lloyds TSB Bank ple The company regarded by the Directors as the
ultimate parent company 15 Lloyds Banking Group ple, a limited Tability company incorpotated and resident 1n
Scotland which 15 also the parent undertaking of the largest group of undertahings for which group accounts
are diawn up and ot which the Company 15 a member  Lloyds TSB Banh plc 1s the parent undertaking ot the
smallest such group of undenahings  Copies of the gioup accounis ot both companies may be obtained hom
Group Secretanat Lioyds Banking Group ple, 25 Gresham Sueet London EC2V 7HN

The Company’s selated parnes include parent companies lellow subsidianes  pension schemes ol the
Company s ulomate parent company and the Company’s key management peisonnel Key management
personnel are those persons having authorty and 1esponsibility for planning, directing and controlling the
activities of the Company, which 1s determined to be the Company s Directors and members of the Lloyds
Banking Group plc board
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Notes to the financial statements for the year ended 31 December 2009 (continued)
16. Related party transactions (continued)

a) Transactions with key management personnel

Directors’ emeluments informatton 15 disclosed 1n note 6

Members of the Lloyds Banking Group ple board are emiployed by other companties in the Lioyds Banking
Group and consider that their services to this Company are incidental to their other acuvities n the Group

There were no other tansactions between the Company and key management personnel during the current ot
preceding year
b) Amounts owed by group undertakings

Transactions are entered 1nto with related parties 1n the normal course of business Details of such related party
transactions are shown below

2009 2008
£000 £ 000

Lloyds TSB Bank plc
At | January 118 487 141 402
Expenses recharged (14,986) (14,263)
Dividend paid (16.361) {16 657
Net cash flows including settlement transactions 80,566 8 003
At 31 December 167,206 118 487

The dividend paid includes a dividend ot £362,607 (2008 £358,208) 1n relation to Lloyds Bank Subsidiaries
Limiuted in respect of 14 *B - ordinary shaies held

Amounts owed by Lloyds TSB Bank ple are inteiest-beaning and the average rate of net interest earned during
the year was 5 25% (2008 4 85%)} The lan valuc of amounts owed 15 (qual to their carrying amounts  No
provisions have been tecogmised in respect of these amoums

For certain merchants the rish of irrecoverable chargebacks 1y underwritten by Lioyds TSB Bank ple The

credit nisk underwritten by Lloyds TSB Bank plc amounied 1o £64 800,000 at 31 December 2009 (2008
£.54,300 000)

c)  Amounts owed to related parties

2009 2008

£2000 £'000
FDR Limited
At | January (1,786) 2134
Expenses recharged (2 530) (1 457)
Fees charged (6,141) (8,495)
Commiassions cained 3,120 3,084
Dividend paid {16 836) (16.631)
Net payments duning the year 22,972 19 579
At 31 December (1,201) (1,786)

Fees charged by FDR Limited include contractual credits recerved of £5,000.000 (2008 £4,800 000)

Amounts owed 10 relaled parties are non-interest bearing  The fair value of amounts owed s equal to then
LANVING Amounts
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17. Reconciliation of profit before tax to cash generated from operations

2009 2008
£°000 £ 000
Piofit before tax 501097 50,210
Less finance income receivable (5201) (4,616)
Add back depreciation 6 16
(Increase)/decrease in amounts owed by group undenakings 48 719) 22,915
Increase n trade and other recervables (20 826) (24,148)
Increase/{decrease) 1in tade and other payables 70 666 {2 732)
{ Decrease)/increase 1n amounts owed 1o related parties (585 3920
Increase mn provisions lor other habilines and charges 707 555
Cash gencrated from operations 46,145 46 120
| 18. Prior year restatements - statement of comprehensive income
| The purpese of this note 15 10 show 1estatements made 1 respect of prior yeal
Statement of comprehensive income As previously
presented Movements Restated
As at 31 December 2008 £ 000 £000 £'000
Fec and commission income (2 & 3) 176 287 (11%) 176,168
Fee and commussion expense (1 & 2) (110 586) (5,166) (115,752)
Net fee and commussion income 65,701 (5,285) 60,416
Net finance mcome (2) 4526 90 4,616
Other operating income (3) 21 2n -
Other operating expenses (1) (20,038) 5,216 (14 822)
Profit before tax 50,210 - 50,210
Taxauon (i14,284) - (14 284)
Profit after tax, being total comprehensive income 35,926 - 35,926

comparalives

Through the year the Directors have considered the classification ol the income / expenditure accounts which
form the basis of the financial statements As a 1esult the tollowing restatements have been made (0 the 2008

U Scheme lees (£3 216,000), which weie previously classified as other operating expense  have been
reclassified above the line as tee and commission expense as these are directly attributable costs to the

core merchant acquiring business,

2 External mnterest income (£140,000) and expense (£5¢.000) have been reclassified to net inierest income
from fee and commussion income/expense as this is considered to better reflect the nawre ot the charge
3 Chargeback fecs (£21,000) recerved hy the Company have been reclassifled as fee and commission

income as they are considered directly atinbutable to the corc merchant acquiring business

20
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19. Future developments

The following pronouncements will be relevant to the Company but wete not effective at 31 December
2009 and have not been applied in preparing these financial statements

Pronouncement Naturc of change Etlecuive date
IFRIC 17 Dustributions of Provides accounting gudance tor non- Annual peniods beginning on
Non-cash Assets to Owners teciprocal distnibutions of non-cash assets to - or afier 1 July 2009

owners (and those 1n which owners may elect
to receive a cash alternative)

Improvements to [FRSs Sets out minor amendments to [FRS Dealt with on a standard by
{1ssued Apnil 2009) standards as part of annual improvements standard basis but not carher
process than annual periods
beginning on or after !
January 2010
[AS24 Relared Parr) Simplifies the defimtion of a related party Annual penods beginming on
Dusclosures and provides a parual exemption from the ot after | January 2011

related entities

The {ull impact of these pronouncements 1s being assessed by the company However, the mitial view 1s that
none of these pronouncements are expected to cause any material adjustments to the reported numbers in the
financial statements

| disclosure requirements for government
|
|
|
|
|







