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Directors' report
For the year ended 31 December 2010

Business review and principal activities

United Dominions Leasing Limited (“the Company”) 18 a limited company incorporated and domiciled in England and Wales
(registered number 824614)

The Company provides a range of operating and finance lease options for corporate customers

The Company's results for the year show a profit before tax of £3,146,000 {2009 loss of £1,090,000}) and net interest income of
£8,720,000 (2009 £4,176,000)

The Company 1s funded entirely by other companies within the Lloyds Banking Group ("the Group”}

Future outlook

The environment within which the Company operates remaims competitive The Company bas 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 to
ensure that the Company’s interest and other charges fully reflect the nsks associated with its core products whilst mamtamning

competitiveness

A decision was made in June 2008 to discontinue the operating lease business, therefore, the carrying value of Property, plant and
eguipment and associated income will reduce as individual lease agreements expire and assets are disposed

Principal risks and uncertainties

From the perspective of the Company, the pnncipal nisks and uncertainties are integrated with the principal nsks of the Lioyds TSB
Asset Finance Division (“the Division™) and are not managed separately for the Company Further details of the Company’s and
Division’s sk management policy are contained in note 2 to the financial statements

Key performance indicators (‘KPls’)

The directors of Lloyds Banking Group plc manage the Group's operations on a divistonal basis

The directors consider that the three key dnvers of performance for the Company are new business volumes, gross margins and
the levels of customer arrears expenenced

During 2010, néew business wniten exceeded contracts reaching termination, leading to an ingrease in interest income The
ncrease in interest mcome was further improved by an increase in the effective interest rate by 1 4%, driven by a change in the mix
of agreements

Customer arrears have increased dunng the year The percentage of the provision held against the gross loan bock has been
increased in the year to 1 1% (2009 0 5%)

Policy and practice on payment of suppliers
The Company follows “The Prompt Payment Code” published by the Department for Business Innavation and Skills (BIS) regarding

the making of payments to supphers Inforrmation about the “Prompt Payment Code” may be obtaned by wisiting
www prompipaymentecode org uk

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

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

As no amounts are owed to trade creditors as at 31 December 2010, the number of days required to be shown in this report, to
comply with the provisions of the Companies Act 20086, 1s nil (2009 ml}

Dividends
No dividends were paud or proposed during the year ended 31 December 2010 (2009 £nil)
Going Concern

The directors are satisfied that it 1s the intention of Lloyds Banking Group ple that ts subsidianes, including the Company, will
continue to recerve funding in the future and, accordingly, the financial statements have been prepared on a going concern basis
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Directors' report {continued)
For the year ended 31 December 2010

Directors
The names of the current directors are shown ¢n the cover

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

G Ferguson (appointed 1 February 2010}
C K Sarfo-Agyare {appointed 1 February 2010}
T M Blackwell (resigned 21 June 2011)

Directors’ indemmnities
The Directors have the benefit of a contract of indemnity which constitutes a "qualifying third party indemnity provision” This

contract came into force durng the financial year and remains in force It 1s avallable for inspection at the registered office of
Lloyds Banking Group plc

Statement of directors’ responsibilities

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

Company law requires the directors to prepare financial statements for each financial year Under that law the directors have
prepared the financial statements 1in accordance with International Financial Reporting Standards (IFRSs) as adopted 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 farr view of the state of affairs of the Company and of the profit or loss of the Company for that period  In prepanng
these financial statements, the directors are required to

- select suitable accounting policies and then apply them consistently,

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

- state whether applicable IFRSs as adopted by the European 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 1s inappropnate to presume that the Company will
continue In business

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 positren 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 irregulanties

Disclosure of information to auditors
Each director in office at the date of this report confirms that
- 50 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 cught to have taken as a director in order to make himself aware of any relevant
audit nformation and to establish that the Company’'s auditors are aware of that infermation

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

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

On bhalf of the board
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Independent auditors' report to the member of United Dominions Leasing Limited

We have audited the financial statements of United Dominions Leasing Limited for the year ended 31 December 2010 which
comprise the Income statement, the Statement of comprehensive income, the Balance sheet, the Statement of changes In eguity,
the Cash flow statement and the related notes The financial reporting framework that has been applied in their preparation I1s
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union

Respective responsibilities of directors and auditors
As explained more fully in the Statement of directors’ responsibilities set out on page 2, the directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair 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 member as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, In giving these opinions, accept or assume
responsibility 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 writing

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 appropriate to the Company’s crrcumstances and have been consistently
applied and adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall
presentation of the financial statements

Opinion on financial statements

In our opinion the financial statements

- give a true and fair view of the state of the Company's affairs as at 31 December 2010 and of its profit and cash flows for the
year then ended,

- have been properly 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 matters prescribed by the Companies Act 2006

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

Matters on which we are required to report by exception

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

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

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

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

. @,

Mark Ellis (Senior Statutory Auditor)
for and on behalf of

PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

One Kingsway

Cardiff
CF10 3PW

30“? T 2011
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Income statement
For the year ended 31 December 2010

Note 2010 2009

£000 £'000
Interest and similar mcome 22,194 17,974
Interest and similar expenses (13,474) (13,798)
Net interest income 4 8,720 4176
Other operating income 5 10,562 9,783
Impairment losses on loans and advances (2,380) (1,884)
Other operating expenses 6 (13,756) (13,165)
Profit/{loss) before tax 3,146 (1,090)
Taxation <] (130) 30
Profit/(loss) for the year attnbutable to equity shareholders 3,016 {1,060)
Statement of comprehensive income
For the year ended 31 December 2010

2010 2009

£'000 £'000
Profit/(loss) for the year 3,016 {1.060)
Other comprehensive income
Movement in cash flow hedges, net of tax 78 43
Total comprehensive income/{loss) for the year 3,004 (1,017)

The notes on pages 8 to 22 are an integral part of these financial statements

All results denve from continuing operations
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Balance sheet
As at 31 December 2010

Note 2010 2009
£'000 £'000

ASSETS
Other current assets 10 3,092 5,001
Loans and advances to customers 11 326,568 282,218
Inventones 4,480 2,165
Property, plant and equipment 12 4,048 15,907
Current tax asset 1,574 -
Deferred tax asset 14 - 25,857
Total assets 339,742 331,149
LIABILITIES
Borrowed funds 13 319,572 307,569
Other current hiabilites 4,794 3,384
Dernvative financial habilibes 177 486 601
Current tax hability - 20,247
Deferred tax hability 14 12,448 -
Total habihties 337,300 331,801
EQUITY
Share capital 15 - -
Retained profits/{losses) 2,797 (219}
Other reseves (355) (433)
Total equity 2,442 (652)
Total equity and habihties 339,742 331,149

The notes on pages 8 to 22 are an integral part of these financial statements

The financial statements on pages 4 to 22 were approved by the board of directors and were signed on its behalf by
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Statement of changes in equity
For the year ended 31 December 2010

Share Other Retained
capital reserves profits Total

£'000 £'000 £'000 £'000
At 1 January 2009 - (476) 841 365
Loss for the year - - {1,060) {1,060}
QOther comprehensive income - 43 - 43
At 31 December 2009 - (433) (219) {652)
Profit for the year - - 3,016 3,016
Other comprehensive income - 78 - 78
At 31 December 2010 - (355) 2,797 2,442

The notes on pages 8 to 22 are an Integral part of these financial statements
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Cash flow statement
For the year ended 31 December 2010

2010 2009
£000 £'000
Cash flows used in operating activities
Profit/(toss) before tax 3,146 (1,090)
Adjustments for
- interest paid 13,474 13,798
- depreciation 4,554 6,530
- cost on disposal of ex leased assets 5,010 2,191
Changes in operating assets and habilities
- net increase In loans and advances to customers (44,349} {47,855)
- net decrease in other dabtors and other trade receivables 1,663 4614
- net increase In other current habilities 1,410 552
Cash used in operations (15,092) (21,260)
Interest paid (13,474) (13,798)
Taxes receved/{paid) via group relief 16,317 (15,446)
Net cash used in operating activities (12,249) (50,504)
Cash flows from financing activities
Proceeds from balances with group undertakings 12,249 50,967
Net cash from financing actwvities 12,249 50,967
Neot movement in cash and cash equivalents - 463
Net bank overdrafts at beginning of year - (463)

Cash and cash equivalents

The notes on pages 8 to 22 are an integral part of these financial statements
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Notes to the financial statements
For the year ended 31 December 2010

1

11

12

Accounting policies
Basis of preparation

The principal accounting policies applted i the preparation of these financial statements are set out below These policies
have been censistently applied to both years presented, unless otherwise stated

These financial statements have been prepared In accordance with applicable IFRSs as adopted by the European Union and
the Companies Act 2006 applicable to companies reporting under IFRSs IFRSs compnse accounting standards prefixed
IFRS issued by the International Accounting Standards Board (IASB) and those prefixed IAS issued by the IASB's
predecessor body as well as interpretations 1ssued by the International Financial Reporting Interpretations Committee (IFRIC)
and its predecessor body

The following new IFRS pronouncement relevant to the Company has been adopted in these financial statements

(1) Improvements to IFRSs (1ssued Aprl 2008) Sets out minor amendments to IFRSs as part of the annual improvements
process Most amendments clanfied practice The apphication of these new interpretations has not had any impact for
amounts recognised in these financial statements

Details of those pronouncements which will be relevant to the Company but which were not effective at 31 December 2010
and which have not been applied in preparning these financial statements are given in note 21

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

Income recognition
income from financial assets

Interest income and expense are recognised in the Income staterment for all interest-beanng financial instruments, including
leans and advances, using the effective interest rate method The effective interest rate method 15 a method of calcutating the
amortised cost of a financial asset or hability and of allocating the interest ncome or interest expense to a perod of account

Finance lease income Is recognised over the lease term using the net investment method so as to reflect a constant periodic
rate of return on the Company’s net investment in the lease Inital direct incremental costs attributed to negotiating and
arranging the tease are included in the nibal measurement of the finance lease receivable thus reducing the amount of
income recognised over the lease term

When calculating the effective interest rate, the future cash flows are estimated after considenng all the contractual terms of
the agreement but not future credit losses The calculation includes all amounts received or paid by the Company that are an
integral part of the overall return such as acceptance and, where relevant, early settliement fees as well as direct incremental
transaction costs related 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 has been wntten down as a result of an Impaiment loss, interest
iIncome I1s recognised using the rate of interest used to discount the future cash flows for the purpose of measunng the
impairment loss

Lease classification

Lease agreements are classified as finance leases if the lease agreements transfer substantially all of the nsks and rewards
of ownership to the lessee All other leases are classified as operating leases

When assets are leased under a finance lease, the net present value of the lease payments plus any guaranteed residual
value payments, where applicable, 1s recogmsed as a recaivable within Loans and advances to customers The difference
between the gross receivable and the present value of the recevable 1s recognised as uneamed finance lease Income

Operating lease income
Operating lease income 1S recognised on a straight kne basis over the life of a lease
Where operating lease contracts are extended, in certain pre-specified circumstances, profits from the extension rentals are

shared with a third party as part of a nsk sharing agreement All extension rentals are recognised within Other operating
ncome and any related direct cost 1s charged to Operating expenses
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Notes to the financial statements (continued)
For the year ended 31 December 2010

1.

13

14

15

16

Accounting policies (continued)
Financial assets and habilities

Financial assets compnse Amounts due from group undertakings, Loans and advances to customers, Other trade receivables
and Other debtors Financial habilities compnse Borrowed funds and Other current liabikities Denvative contracts can be
either a financial asset or hability and are discussed separately in note 1 4

Financial assets and labilittes are recogmised when the Company becomes a party to the contractual provisions of the
instrument Financial assets and liabihties are derecognised when the nghts to receive cash flows, or obligations to pay cash
flows, have expired

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

Denvative financial instruments
The Group enters into a vanety of dervative financial instruments to manage 1ts exposure to interest rate nsk

Denvatives are initally recognised at fair value at the date a denvative contract 1s entered Into and are subsequently re-
measured to their fair value at each balance sheet date The resulting gan or loss 1s recognised in equity in Other reserves

A denvative with a positive fair value 1s recognised as a financial asset whereas a derivative with a negative far value 1s
recognised as a financial hability

Hedge accounting

Derwatives may only be designated as hedges provided certain strict critenia are met At the inception of a hedge, its terms
must be clearly documented and there must be an expectation that the denvative will be highly effective in offsetting changes
in the fair value or cash flow of the hedged nsk

The effectiveness of the hedging relationship 1s tested both at inception and throughout its ife and if at any point it 1s
concluded that it 1s no longer highly effective in achieving its documented objective, hedge accounting 1s discontinued

The effective portion of changes in the farr value of denvatives that are designated and qualify as cash flow hedges I1s
recogmised in equity The gain or loss relating to the ineffective portion 1s recognised immediately in the Income statement
Amounts accumuiated in equity are recycled to the Income statement in the penods in which the hedged item affects profit or
loss When a hedging instrument expires or 1s sold, or when a hedge no longer meets the cnteria for hedge accounting, any
cumufative gain or loss @xsting in equity at that tme remains in equity and 1s recognised when the forecast transaction i1s
ultmately recogmsed in the Income statement When a forecast transaction 1s no longer expected to occur, the cumulative
gain or loss that was reported in equity 1s immedhately transferred to the Income statement

Impairment
Loans and advances to customers

At each balance sheet date the Company assesses whether, as a result of one or more events occurnng after initial
recognition, there 1s objective evidence that a financial asset or group of financial assets has become imparred Evidence of
mpairment may include indications that the borrower or group of borrowers are expenencing significant financial difficulty,
default or delinguency In interest or principal 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 impairment loss has been incurred, a provision is established which I1s calculated as the
difference between the balance sheet carrying value of the asset and the present value of estimated future cash flows
ciscounted at that asset's onginal effective interest rate If an asset has a vanable interest 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 resuft from foreclosure less the
costs of obtaining and selling the collateral

If there 15 no objective evidence of individual impairment, the asset 1s included in a group of financial assets with similar credit
nsk charactenstics and collectively assessed for impairment Future cash flows are estimated on the basis of the contractual
cash flows of the assets in the group and historical loss experience for assets with similar credit nsk charactenstics Historical
loss expenence I1s 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 histoncal
peniod that do not exist currently
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Notes to the financial statements (continued)
For the year ended 31 December 2010

1.

16

17

18

19

110

Accounting policies (continued)
Impairment {continued)
Loans and advances to customers {continued)

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

If, iIn a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an
event occurnng after the impairment was recognised, such as an improvement in the barrower's credit rating, the provision 1s
adjusted and the amount of the reversal 1s recognised in the Income statement

When a loan or advance 1s uncollectible, 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

Assets held undear operating leases

Impairment of property, plant and equipment leased to customers under operating leases I1s assessed by companng the net
present value of the expected future cash flows with the asset's carrying value Any imparment identified in this way 1s
charged immediately to the Income staternent

If, In a subsequent penod, the amount of the impairment loss decreases and the decrease can be related objectively to an
event occurnng after the impairment was recognised, the residual value of the related asset 1s adjusted and the amount of the
reversal 1S recognised In the Income statement

Inventornies

Inventones are stated at the lower of cost and net realisable value Cost excludes borrowing costs Net realisable value is the
estimated selling price in the ordinary course of business, less applicable vanable selling expenses Inventories Include
property, plant and equipment which has ceased to be rented and has become held for sale

Property, plant and equipment

Property, plant and equipment are included at historical purchase cost less depreciation and any impairment allowance
Depreciation 1s calculated using the straight-line methed to allocate the difference between the cost and expected residual
value over the period of the lease The useful life of all tems of property, plant and equipment s 1 to 5 years

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

The carrying value of property, plant and equipment held as operating lease assets is transferred to inventories at the end of
the operating lease penod when the asset becomes held for sale Upon sale, the invoiced value of these assets 1s recognised
as Other operating income and the carrying value charged to Other operating expenses

Cash and cash equivalents

For the purposes of the Cash flow statement, Cash and cash equivalents compnse balances with less than three months’
maturity

Taxation, including deferred income taxes

Current tax which 1s payable or receivable on taxable profits or losses 15 recognised as an expense or credit in the period In
which the profits or losses anse

Deferred tax 1s provided in full, using the liabiity method, on temporary differences arising between the tax bases of assets
and habilites and their carrying amounts in the financial statements Deferred tax 15 determined using 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 1s realised or the deferred tax liability 15 settled

Deferred tax assets are recognised where it 1s probable that future taxable profit will be available against which the temporary
differences can be utihlsed The tax effect of losses available for carry forward are recognised as an asset when it 1s probable
that future taxable profits will be avallable against which these losses can be utiised
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Notes to the financial statements (continued)
For the year ended 31 December 2010

1.

110

21

22

Accounting policies (continued)
Taxation, including deferred mcome taxes (continued)

Tax assets and habilihes are offset when they anse in the same tax reporing group and where there 1s both a legal nght of
offset and the intention to settle on a net basis or to realise the asset and settle the liability simultaneously

Risk management policy

The Company’s operations expose it to credit sk, interest rate nsk, hquidity nsk and market nsk, it s nct exposed to any
foreign exchange nsk Responsibility for the control of overall nisk lies with the board of directors, operating within a
management framework established by the intermediate parent, Lloyds TSE Asset Finance Division Lirmted, and the ultimate
parent, Lloyds Banking Group plc Interest rate hedges are used to mitigate interest rate nsk relating to a proportion of the
Company's intercompany borrowings The remaiing interest rate and liguidity nsk faced by the Company are in substance
managed and borne by other group undertakings which fund the Company and credit sk 15 carefully monitored by the
Division's credit committee and credit functions Market rnisk 1s managed by the Company through the terms negotiated in
commercial agreements and management regularly reviewing its portfolio of leases for mpaiment

Credit nsk

Credit nsk 1s the nsk that a counterparty will be unable to pay amounts in full when due The credit nisk associated with
instalment credit contracts and operating leases 1s managed through the application of stnict underwnting crnitena, determined
by the Division's credit committee and credit funchions Significant credit exposures are measured and reported on a regular
basis

For loans and advances, credit nsk anses both from amounts fent and commitments to extend credit to a customer, principally
loan commitments

In measuning the credit nsk of Loans and advances to customers, the Company reflects three components (1) the ‘probability
of default’ by the client or counterparty on its contractual obligations, (1) current expesures to the counterparty and therr likely
future development, from which the Company denves the ‘exposure 2t default’, and () the hkely recovery ratio on the
defaulted obligations (the ‘loss given default’)

In contrast, impairment allowances are recogrised for financial reporting purposes only for losses that have been incurred at
the balance sheet date based on objective evidence of impairment (see note 1 &)

Credit risk mitigation

- Credit principles and policy Group Risk sets out the group credit pnnciples and policy according to which credit nisk 1s
managed, which 1n turn 1s the basis for divisional and business unit credit policy Principles and policy are reviewed
regularly and any changes are subject to a review and approval process Business umit policy includes lending
guidelines, which define the responsibiities of lending officers and prowvide a disciplined and focused benchmark for
credit decisions

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

- Counterparty hmits Credit nsk in wholesale portfolios 1s subject to individual credit assessments, which consider the
strengths and weaknesses of individual transactions and the balance of nsk and reward Dwisional exposure to
individual counterparties, groups of counterparties or customer nsk segments is controlled through a tiered hierarchy
of delegated sanctioning authontes

Interest rate nsk

Interest rate nsk is the nisk of financial loss as a result of adverse movements In interest rates, and anses largely because of
tming differences between the repneing of financial assets and habilities Interest rate nsk 1s managed at a divisional level,
however the Company 1s exposed to interest rate fluctuations due to factors outside the Company, and as a result a
sensitivity analysis has been provided in note 17 3

In respect of a particular portfolio of larger leases, however, the Company has managed interest rate nsk through use of
interest rate swaps which convert interest payable on group borrowings from floating to fixed rate in order to match the fixed
rentals receivable on the Company's finance lease books
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Notes to the financial statements (continued)
For the vear ended 31 December 2010

2.

23

24

Risk management policy (continued)
Liguidity nsk

Liquidity nisk 15 the nsk that the Company 15 unable to rmeet its obhigations as they fall due To manage this risk extensive
borrowing facilites are available from within the Lioyds Banking Group

Liquidity nsks are managed as part of the Lloyds Banking Group by the intermediate parent company, Lioyds TSB Bank pic,
In consultation with the board of directors

Market nsk

Market risk 1s the nsk that the Company 1s unable to reahse the carrying value of its inventones and the risk that market
factors that management have applied in estmating the antcipated residual values of property, plant and equipment and
residual values on finance lease agreements where the Company retains title of the asset differ from actual trends, as the
Company 1s exposed to fluctuations in the value of second hand motor vehicles and other plant and machinery

Market nisk 13 managed through a combination of management regularly reviewing the Company's portfolio of leases to
assess for imparment, residual values being agreed on commencement of leases and the existence of a nsk sharing
agreement with 2 third party company, which has been designed to reduce the impact of adverse fluctuations in second hand
markets

Critical accounting estimates and judgements in applying accounting policies

The preparation of financial statements in conformity with generally accepted accountng principles requires the use of
estimates and assumphtons that affect the reported amounts of assets and liabiittes 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 ulhmately may differ from those estimates

Impairment of assets accounted for at amortised cost

The Company regularly reviews its portfolio of leases to assess for impairment In determining whether an impairment has
occurred the Company considers whether there 1s any observable data ndicating that there has been a measurable decrease
In the estimated future cash flows and ther tmings, such cbservable data includes whether there has been an adverse
change in the payment status of borrowers or changes in economic conditions that corretate with defaults on assets in the
Company

The methodology and assumptions used to calculate the required impairment provisions are calculated collectively using
formulae which take into account factors such as the length of time that the customer's account has been delinquent,
historical 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
arrcumstances, although actual experience 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

Operating lease assets

The Company reviews the residual value of its operating lease assets on a monthly basis by reference to independent market
value data and the prevailing economic conditions and adjusts rates of depreciation accordingly

Net interest income

2010 2008
£000 £'000
Interest income
From finance lease contracts 22,194 17,974
Interest expense
Group Interest expense (see note 16) {13,474) (13,798)
Net interest income 8,720 4,176

Included within interest income 1s £105,000 (2009 £251,000) in respect of impaired financial assets
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Notes to the financial statements (continued)
For the year ended 31 December 2010

5.

Other operating Income

2010 2009
£000 £'000
Proceeds on disposal of ex leased assets 4,974 1,787
Operating lease income 5,588 7.996
10,562 9,783
Other operating expenses
2010 2009
£'000 £'000
Management fees (see note 16) 4,192 4,414
Depreciation (see note 12) 4,554 6,530
Cost on disposal of ex leased assets 5,010 2,191
Other operating expenses - 30
13,756 13,165

Fees payable to the Company's auditors for the audit of the financial statements of £4,000 (2009 £6,000) have been borne
by a fellow subsidiary undertaking and are not recharged to the Company Accounting and administration services are
provided by a fellow subsidiary undertaking and are recharged to the Company as part of management fees

Staff costs
The Company did not employ any persens duning the year (2009 none)
Directors’ emoluments

No director received any fees or emeluments during the year (2009 E£nil) The directors are employed by cther companies
within the Group and consider that their services to the Company are ingidental to their other responsibilities within the Group
(see also note 18)

Taxation
2010 2009
£'000 £'000
a) Analysis of chargef(credit} for the year
UK corporation tax
- Current tax on taxable profit/(loss) for the year (1,574) 19,974
- Adjustments in respect of prior years (36,564) 15,960
Current tax (credit)/charge {38,138) 35,034
Deferred tax charge/(credit) {see note 14) 38,268 (35,964)
130 (30)

Comeoration tax 1s calculated at a rate of 28 0% (2009 28 0%) of the estimated taxable profit for the year

13 Unrted Dominions Leasing Lunited



Notes to the financial statements (continued)
For the year ended 31 December 2010

9 Taxation (continued)

b) Factors affecting the tax chargef{credit) for the year

A reconciation of the charge/{credit) that would result from applying the standard UK corporation tax rate to profit/(loss)

before tax to the tax charge/{credit) for the year 1s given below

2010 2009
£'000 £'000
Profi/(loss} before tax 3,146 (1,090)
Tax charge/(credit) thereon at UK corporation tax rate of 28 0% (2009 28 0%) 881 (305)
Factors affecting charge/(credit)
- Adjustments in respect of prior years (285) 275
- Effect of reduction in tax rate (466) -
Tax on profit/{loss) on ordinary activities 130 {30)
Effective rate 4 1% 28%
¢} Tax effects relating to Other comprehensive income
The tax effect relating to Other comprehensive iIncome 15 as follows
Gross Tax (charge)/ Net of tax
amount credit amount
£'000 £'000 £'000
2010
Movements in cash flow hedges 115 (37) 78
2009
Movements in cash flow hedges 60 7 43
10. Other current assets
2010 2009
£000 £'000
Amounts due from group undertakings (see note 16) 2,547 2,793
Other trade receivables 92 5
Cther debtors 453 2,203
3,092 5,001

Amounts due from group undertakings are unsecured, non-interest bearing and repayable on demand

14 United Domimons Leasing Lamited




Notes to the financial statements (continued)
For the year ended 31 December 2010

11 Loans and advances to customers

2010 2009
£000 £'000
Gross loans and advances to customers 330,044 283,854
Less allowance for losses on loans and advances (3,476) (1,635)
Net loans and advances to customers 326,568 282,219
of which
Due within one year 141,744 92711
Due after one year 184,824 189,508
326,568 282,219
Loans and advances to customers include finance lease receivables
2010 2009
£'000 £'000
Gross investment in finance lease contracts, receivable
- no later than one year 163,090 111,072
- later than one year and no later than five years 195,791 200,357
- later than five years 3,328 4172
362,209 315,601
Unearned future finance income on finance lease contracts (32,165) (31,747)
Net investment in finance lease contracts 330,044 283,854
The net iInvestment in finance lease cantracts may be analysed as follows
2010 2009
£'000 £'000
- no later than one year 145,220 94,346
- iater than one year and no later than five years 181,780 185,764
- iater than five years 3,044 3,744
330,044 283,854

The Company provides a range of finance lease options in connection with the financing of moter vehicles and equipment
The leases typically run for penods of between 3 and 20 years

Durning 2010 and 2009, no contingent rentals n respect of finance leases were recognised i the Income statement

Further analysis of Leans and advances to customers s provided in note 17
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Notes to the financial statements (continued)
For the year ended 31 December 2010

12 Property, plant and equipment

Total
£'000

Cost
At 1 January 2009 35,377
Transfer to inventones (7,188)
At 31 December 2008 28,189
Transfer to mventones (19,452}
At 31 December 2010 8,737
Accumulated depreciation
At 1 January 2009 8,405
Charge for the year 6,530
Transfer to inventones (3,653)
At 31 December 2009 12,282
Charge for the year 4554
Transfer to inventones (12,147)
At 31 December 2010 4,689
Balance sheet amount at 31 December 2010 4,048
Balance sheet amount at 31 Oecember 2009 15,907
Property, ptant and equipment represent assets leased to customers under operating leases
At 31 December the future mimmum rentals receivable under non cancellable operating leases were as follows

2010 2009

£000 £'000
Recervable within 1 year 1,418 5672
Recevable between 2 to 5 years 4 1,537
Receivable later than five years - -

1,422 7,209

The Company's operating leases are typically for terms of 1 to 5 years
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Notes to the financial statements (continued)
For the year ended 31 December 2010

13.

14,

Borrowed funds

2010 2009
£'000 £'000
Amounts due to group undertakings (see note 16) 319,572 307 569

Amounts due to group undertakings are unsecured and repayable on demand, although there 1s no expectation that such a
demand would be made Amounts due to Lloyds UDT Limited are interest bearing at fixed rates set at the inception of lease
agreements Amounts due to Lloyds TSB Bank plc are interest beanng at vanable rates based on LIBOR Amounts due to
United Dominions Trust Limited are interest beanng based on histonic market swap rates All other amounts are non-interest
beanng

Deferred tax

The movement in the deferred tax (irability)/asset I1s as follows

2010 2009
£'000 £'000
At 1 January 25,857 (10,090)
{Charge)/credit for the year (see note 9) {38,268) 35,964
{12,411} 25,874
Amount charged to equity
- cash flow hedges (37) (17)
At 31 December (12,448) 25,857

The deferred tax (charge)credit in the Income statement comprises the following temperary differences

2010 2008

£000 £'000

Accelerated capital allowances {38,266} 35,967
Other temporary differences (2} (3)
(38,268} 35,964

Deferred tax (habiities)/assets comprise 2010 2009
£000 £'000

Accelerated capital allowances {12,624} 25,642
Other temporary differences 45 47
Cash flow hedges 131 168
(12,448) 25,857

Within the deferred tax hability at 31 December 2010 are amounts of approximately £ril (2009 £nil) that are expected to be
settled in less than twelve months after the balance sheet date

The Finance {No 2) Act 2010 included legislation to reduce the main rate of corporation tax from 28 per cent to 27 per cent
with effect from 1 Apnl 2011 As a resuit the Company's deferred tax liability reduced by £466,000

In his Budget speech on 23 March 2011 the Chancellor announced a further reduction in the rate of corporation tax to 26 per
cent with effect from 1 Apnt 2011 This further reduction was enacted under the Provisional Collection of Taxes Act 1968 on
29 March 2011 The addihional reduction to 26 per cent I1s not estimated to have a significant effect on the deferred tax lability
as at 31 December 2010 and will be reflected i the financial statements for the year ending 31 December 2011

The proposed further reductions in the rate of corporation tax by 1 per cent per annum to 23 per cent from 1 Apri 2014 are
expected to be enacted separately each year The effect of these further changes upon the Company's deferred tax balances
cannot be rellably quantfied at this stage
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15

16

18

Share capital
2010 2009
£'000 £'000
Allotted, 1ssued and fully paid
100 ordinary shares of £1 each - -

At 31 December 2010, the authonsed share capital of the Company was £100 divided into 100 shares of £1 each

The immediate parent company 18 Black Horse Finance Holdings Lirmited {(incorporated in England and Wales) The company
regarded by the directors as the ultmate parent company 1s Lloyds Banking Group pic (Incorporated in Scotland), which is
also the parent undertaking of the largest group of undertakings for which group accounts are drawn up and of which the
Company 15 2 member Lloyds TSB Bank plc s the parent undertaking of the smallest such group of undertakings Copies of
the accounts of both companies may be obtained from Group Secretanat, Lloyds Banking Group plc, 25 Gresham Street,
London, EC2V 7HN

Related party transactions

The Company 1s controtled by Black Horse Finance Holdings Limited A number of transactions are entered into with related
parties in the normal course of business These include loan and fee transactions A summary of the outstanding balances at
the year end and the related expense for the year are set out below

2010 2009
£'000 £'000
Amounts due from group undertakings
Lloyds TSB Leasing Limited {see note 10) 2,547 2,793
Amounts due to group undertakings
Black Horse Limited 913 1,183
Lloyds TSB Bank plc 7,535 12,128
Lloyds UDT Limited 8,739 10,822
United Dominions Trust Limited 302,385 283,436
Total amounts due to group undertakings (see note 13) 319,672 307,569
Denvative financial habihities
Lloyds TSB Bank plc (see note 17 7) 486 601
Interest expense
Lloyds TSB Bank plc 458 709
Lioyds UDT Limited 557 719
Urnted Dominions Trust Limited 12,459 12,370
Total interest expense (see note 4) 13,474 13,798
Management fees
Black Horse Limited 4,134 4,237
Lioyds TSB Leasing Limited 58 88
Lioyds UDT Limited - 89
Total management fees (see note 6) 4,192 4,414

Key management personnel

Key management personnel are those persons having authonty and responsibility for planning and controlling the activities of
the Company Accordingly, key management compnse the directors of the Company and the members of the Lioyds Banking
Group plc board There were no transactions between the Company and key management personnel dunng the current or
preceding year Key management personne! are employed by other companies within the Lloyds Banking Group and consider
that therr services to the Company are incidental to their other activities within the Group
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17. Financial nsk management

A descnption of the nature and mitigation of key nsks facing the Company Is prowded in note 2 A descniption of the financial
assets/labilihes and associated accounting 1s provided 1n note 1

17 1 Credit risk
Credit concentration - Other trade receivables
The Company provides operating lease arrangements to customers geographically located in the United Kingdom The
maximum exposure to Other trade receivables at the year end 1s £92,000 (2009 £5,000), all of which are past due up to 30

days Past due I1s defined as falure to make a payment when it falls due No trade recevables are considered to be impaired
(2009 £nil)

Credit concentration - Loans and advances to customers

The Company lends predominantly to wholesale customers (being motor traders and corporate customers) geographically
located in the United Kingdom

Loans and advances to customers — maximum exposure

2010 2009

£'000 £000
Neither past due nor impaired 308,334 275,778
Past due but not impaired 15,573 2,520
Impaired 6,137 5,556
Maximum credit exposure — Loans and advances to customers 330,044 283,854
Loans and advances to customers which are neither past due nor impaired

2010 2009

£'000 £000
Good quality 68,785 62,872
Satisfactory qualty 177,592 180,756
Lower qualty 61,957 27,913
Below standard, but not impaired - 4,237
Total 308,334 275,778

In general, good quality 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 defauit

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

2010 2009
£'000 £'000
Past due up to 30 days 15,673 2,187
Past due from 30-60 days - 1
Past due from 50-180 days - 332
Total 15,573 2,520

Past due 1s defined as fallure to make a payment when it falls due
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17.

171

172

173

174

Financial risk management (continued)
Credit nsk {continued)

Atlowance for Loans and advances to customers which are impaired

2010 2009

Total £'000

£'000 £'000
Brought forward at 1 January 1,635 436
Advances wntten off {539) (712)
Charge for year (including recoveries) 2,380 1,884
Recoveries of prior advances written off - 27
At 31 December 3,476 1,635

The criteria used to determine that there 1s objective evidence of an impairment are disclosed In note 16  Included in Loans
and advances to customers were loans and advances individually determined to be impared whose gross amount before
impairment allowances was £6,137,000 (2009 £5,556,000)

Renegotiated Loans and advances to customers

During the year the Company did not renegotiate any Loans and advances to customers which would otherwise have been
past due or impaired (2009 £nil}

Repossessed collateral

Collateral held agamst Loans and advances to customers s principally comprised of motor vehicles and other plant and
machinery The Company does not take physical possession of any collateral, instead it uses agents to realise the collaterai's
value as so00n 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 insolvency regulations

Due to the nature and volume of the assets held as collateral it 15 impracticable 1o estimate the fair value of collateral held at
the year end In respect of loans and advances to customers

Duning the year the Company repossessed collateral in respect of defaulted debt with a value of £mil (2009 £mb)
Liguidity risk
The Company 1s funded enfirely by companies within the Lloyds Banking Group Such funding is repayable on demand,

although there 15 no expectation that such a demand would be made With the exception of derivative financial instruments
(see note 17 7), all other financial habilities are repayable on demand

Interest rate risk

Interest rate risk 1s managed at a divisional level As the Company 1s exposed to mterest rate fluctuations a sensitivity
analysis has been prepared to illustrate the impact of a change in the rates

Interest rate risk - Sensitivity analysis

The sensitivity analysis 1s based on the Company's amounts due to group undertakings and takes account of movement in
the market swap rates which is the basis for the interest rate on intercompany balances A 0 8% increase or decrease 1s used
to assess the possible change I1n interest expense

If market swap rates increased by 0 8% and all other varables remamn constant this would increase interest expense by
£2,364,000 (2008 £1,881,000) and accordingly decrease interest expense by £2,364,000 (2009 £1,981,000) If swap rates
decreased by the same amount

Market nsk

The Company believes It 1s not subject to market risk exposure as all residual values of amounts owed under finance lease
agreements are guaranteed under the terms of the associated agreements
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17.

175

176

177

Financial risk management {continued)
Financial strategy

The Company's activities are related to the use of financial instruments However, the Company does not trade in financial
instruments

Fair values of financial assets and liabilties

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

Fair values of Loans and advances to customers are estmated by discounting anticipated cash flows (including interest at
contractual rates) at market rates for similar loans prevailing at the balance sheet date

The aggregated farr value of Loans and advances to customers is approximately £329,052,000 {2009 £284,432,000)
Denvative financial instruments are carrnied at fair value (see note 17 7) The carrying value of all other financial assets and
liabiities 1s considered an approximation of fair value

Derivative financial instruments

The prnincipal denvatives used by the Company are interest rate swaps to hedge against fluctuations in interest rates An
interest rate swap 1s an agreement between two parties to exchange fixed and floating rate payments, based upon interest
rates defined in the contract

Under interest rate swap contracts, the Company agrees to exchange the difference between fixed and vanable rate interest
amounts calculated on agreed notional principal amounts Such contracts enable the Company to mitigate the nsk of
changing interest rates on the borrowings utilised to fund existing finance lease agreements

The fair value of interest rate swaps at the reporting date 1s determined by discounting the future cash flows using interest
rate yield curves which are developed from publicly quoted rates, and s disclosed below The average interest rate 1s
calculated using a weighted average methodology

The following table details the notional principal amount and remaining terms of interest rate swap contracts outstanding as at
the reporting date The table has been drawn up based on the undiscounted net cash inflows and outflows on denvative
instruments that settle on a net basis

Average contract fixed Notional principal Fair value

interest rate value
2010 2009 2010 2009 2010 2009
% % £'000 £'000 £'000 £'000
0 to 12 months 5177 5237 1,671 - 3,813 132 230
1to 2 years 5281 5185 1,224 1,722 97 104
2to 5years 4 957 5131 1,469 2,147 116 130
5 years + 4 905 49615 1,784 2,279 141 137
6,148 9,961 486 601

All interest rate swap contracts exchanging floating rate interest amounts for fixed rate interest amounts are designated as
cash flow hedges to reduce the Group’s cash flow exposure resulting from vanable interest rates on borrowings The interest
rate swaps and the interest payments on the loan occur simultaneously and the amount accumulated in equity 1 reclassified
to profit or loss over the period that the floating rate interest payments on debt affect profit or loss

The decrease in the far value hability, net of tax, of £78,000 (2008 £43,000) has been recognised in the Statement of
comprehensive income

In 2010, all hedged cash flows are expected to occur so there 18 no ineffectiveness recogmised in the Income statement
(2009 £nil) Due to the contractual arrangements in place between the Company and its customers, the Company does not
have any exposure to future losses should a customer settle a loan before its contractual term

Fair value hierarchy
The interest swap agreements entered into by the Company are carned at far value These valuations are based on inputs

other than quoted pnces in active markets for identical assets or liabilihes that are observable for the asset or hability, either
directly or indirectly, and are considered to be level 2 in the farr value hierarchy defined under IFRS 7
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18.

19.

20.

21.

Capital disclosures

The Company’s objectives when managing capital are to safeguard its ability to continue as a going concemn, prowide an
adequate return to its shareholders through pricing 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 hght of changes in economic conditions and the nsk charactenstics of the underlying assets in order
to mamntain or adjust the capital structure, the board of directors may adjust the amount of dividends to be pad to
shareholders, return capital to sharehoiders, 1ssue new shares, or sell assets

The Company's capital compnises all components of equity, movements 1n which appear in the Statement of changes in

equity The Company receves ts funding requirements from its fellow group undertakings and does not raise funding
externally

Contingent habilities and capital commitments

There were no contingent abilities or contracted capital commitments at the balance sheet date (2009 £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 were not effective at 31 December 2010 and have not
been applied in preparing these financial statements

Pronouncement Nature of change Effective date
Improvements to IFRSs Sets out minor amendments to IFRSs as part of annual  Dealt with on a standard by
(1ssued May 2010) Improvements process standard basis but not earher

than annual penods beginning
on or after 1 July 2010

Amendments to IAS 24 Related  Simplifies the definition of a related party and provides  Annual penods beginning on or

Party Disclosures a partial exemption from the disclosure requirements  after 1 January 2011

for related party transactions with government related

entites
IFRS 9 Financial Instruments Reptaces those parts of IAS 39 Financial Instruments  Annual pencds beginning
Classification and Measurement Recogniion and Measurement relating to the on or after 1 January 2013
re2 classificatron, measurement and derecognition of

financial assets and labilites Requires financial
assets to be classified into two measurement
categories, far value and amortised cost, on the basis
of the objectives of the entity’s business model for
managing Its financial assets and the contractual cash
flow charactenshcs of the instrument The avallable-for
sale financial asset and held-to-matunty categones in
existing {1AS 39 will be eliminated The requirements for
financial habilites and derecogniton are broadly
unchanged from |AS 39

1 IFRS 915 the nitial stage of the project to replace [AS 39 Future stages are expectad to result in amendments to JFRS 9 Lo deal with changes to the impawrment of financial
assets measured at amortised cost and hedge accounting Until all stages of the replacement projact are complets it 1s not possible to detarmine the overall impact on the financial
statements of the replacement of IAS 39 The effective date of the standard 1s annual penods beginming on o after 1 January 2013

2 At the date of this repent 1his amendment s awaiting EU endorsement

The full mpact of these pronouncements 1s being assessed by the Company However, the inihal view 1s that none of these
pronouncements are expected to cause any matenal adjustments to the reported numbers n the financial statements
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