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SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925) FINANCIAL STATEMENTS

DIRECTORS' REPORT

Principal activities and review of the business

The Directors present the audited financial statements of Scottish Widows Unit Trust Managers Limsted ( the Company ). a
limited liability company domiciled and incorporated in the United Kingdom The principal activity of the Company 1s to act
as the Authorised Corporate Director for the management of individual savings accounts (“ISAs’ ), personal equity plans
{ "PEPs "} and Open Ended Investment Company ( OEIC’ ) sub funds

The Company 1s a wholly owned subsidiary of Scottish Widows ple (“SW’} The Company’s ultimate parent company and
ultimate controlling party 15 Lloyds Banking Group plc ("LBG™)

Transfer of assets

In November 2012 the Company was involved 1n a project with SW and fetlow subsidiaries to transfer approximately £9bn
of policyholder assets into the Company's OEIC sub funds on an in-specie basis This transfer does not impact the Company's
profit, but resulted in an increase in funds under management of approximately £9bn Further transactions are expected to be
made in 2013, but cannot be quantified at this stage

Retail Distribution Review

The Retarl Distribution Review ("RDR") 1s an FSA imtiative designed to increase consumer confidence in the advice they are
given on mvestments and pensiens, and came nto effect on 1 January 2013 Financial advisers will meet higher standards of
qualifications and agree charges for investment advice directly with the customer, instead of beng paid by commission from
the charges on investment products bought from the Group There remains significant uncertainty regarding market and
consumer behaviour which will only become clearer following implementation

Results and dividend

The result of the Company for the year ended 31 December 2012 15 a profit after tax of £37 3m (2011 £39 9m profit) and
this has been transferred to reserves

An mterim dividend of £140m (2011 £nl) was pard during the year The Directors do not recommend the payment of a
further dividend (2011 mil)

Key performance indicators

The Directors believe that the Company currently has adequate capital resources and wall continue to do so 1n the foresecable
future Further information on the capatal position of the Company 1s given 1n note 23

The Company's Funds under management are approximately £34 6bn (2011 £229bn) Revenue from unit dealing and
investment management fees was £146m {2011 £153m)

The Directors consider that the above key performance indicators are appropnate to the pnincipal activity of the Company In
addition, the Directors are of the opinion that the Financial Services Authonty s ( FSA ) returns’ capital resource
requirement information, 0 conjunction with the information presented n the financial statements as a whole, provide the
management information necessary for the Directors to understand the development, performance and position of the
business of the Company

The Company also forms part of the Lloyds Banking Group ple (“LBG™) The development, performance and position of the
Scottish Widows group are discussed in LBG’s financial statements. which does not form part of this report

Future outlook
The Directors consider that the Company’s activities will continue unchanged m the foreseeable future
Principal risks and uncertainties

The management of the business and the execution of the Company’s strategy are subject to a number of nisks The financial
nsk management objectives and policies of the Company and the exposure to market, credit interest rate and financial
soundness, hquidity and operational nisk are set out 1n note 23

In addition, the Company 15 also exposed to financial and prudential regulatory reporting risk, i particular the nsk of
reputational damage. loss of investor confidence and/or financral 1oss ansing from the adopiton of inappropnate accounting
policies, meffective controls over financial reporting or over prudential regulatory reporting and financial reporung fraud

The financial and risk management objectives and policies of the Company n respect of financial and prudential regulatory
reporting risk are also set out in note 23




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925) FINANCIAL STATEMENTS

DIRECTORS' REPORT

Directors

The names of the current Directors are hsted on page 3 Changes n directorships during the year and since the end of the
year are as follows

P Penney (resigned 31 August 2012)
AN Dawvis (appointed 30 December 2012)

Particulars of the Directors’ emoluments are set out 1n note 24

All directors have the benefit of a contract of indemnity, which 1s both a Qualifying Third Party Indemnity Provision and a
Qualifying Pension Scheme Indemmty Provision This was in force during the whole of the year Directors no longer n
office but who served on the Board at any time 1n the year had the benefit of this contract of indemnity during that period of
service

Disclosure of information to auditors

Each person who 1s a Director at the date of approval of this report confirms that, so far as the Director 15 aware, there 15 no
refevant audit information of which the Company s auditors are unaware and each Director has taken all the steps that he or
she ought to have taken as a Director to make himself aware of any relevant audit information and to establish that the
Company’s auditors are aware of that information This confirmation 1s given and should be interpreted 1n accordance with,
the provisions of the Companies Act 2006

Statement of Directors’ responsibilities

The Directors are responsible for preparing the Directors’ Report and the financial statements 1n 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 1n accordance with International Financial Reporting Standards ( IFRSs’ ) as adopted
by the European Union Under company faw, the Dhirectors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs of the Company and of the profit or loss of the Company for
that pertod 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 Umon have been followed, subject to any matenal
departures disclosed and explained n the financial statements, and

- prepare the financial statements on the going concern basis unless 1t 1s inappropnate to presume that the company
will continue 1 business,

The Directors are responsible for keeping adequate accounting records that are sufficient 1o show and explain the Company s
transactions and disclose with reasonable accuracy at any time the financial position of the Company and enable them to
ensure that the financial statements comply with the Companies Act 2006 They are also responsible for safeguarding the
assets of the Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities

On behalf of the Board of Directors

Ned Mok

N L N Machray
Director
18 March 2013
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF SCOTTISH WIDOWS UNIT TRUST
MANAGERS LIMITED

We have audited the financial statements of Scottish Widows Unit Trust Managers Limited for the year ended 31 December
2012 which comprise the statement of comprehensive income, the balance sheet, the statement of cash flows, the statement of
changes in equity and the related notes The financial reporting framework that has been applied in their preparation 15
applicable law and International Financial Reporting Standards (IFRSs) as adepted by the European Union

Respective responsibilities of Directors and Auditors

As explained more fully in the Statement of Directors responsibilities set out on page 3, 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 15 to audit
and express an opinion on the financial statements in accordance with applicable law and International Standards on Auditing
(UK and Ireland) Those standards require us to comply with the Auditing Practices Board s Ethical Standards for Auditors

Thais report, including the opinions, has been prepared for and only for the company’s members as a body 1n accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not 1n 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 1t may
come save where expressly agreed by our prior consent 1n wrnting

Scope of the audit of the financial statements

An audit involves obtaming evidence about the amounts and disclosures 1 the financal statements sufficient to give
reasonable assurance that the financial statements are free from matenal rmisstatement, whether caused by fraud or error This
includes an assessment of whether the accounting policies are appropnate to the company’s circumstances and have been
consistently apphied and adequately disclosed, the reasonableness of significant accounting estimates made by the directors,
and the overall presentation of the financial statements In addition, we read all the financial and non-financial information in
the financial statements to identify matenal inconsistencies with the Directors’ report and financial statements If we become
aware of any apparent matenal misstatements or inconsistencies we consider the implications for our report

Opinton on financial statements

In our opimion the financial statements

* gve atrue and fair view of the state of the Company’s affairs as at 31 December 2012 and of its profit and cash flows
for the year then ended,
have been properly prepared 1n accordance with IFRSs as adopted by the European Union, and
have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the mformation given in the Directors’ Report for the financial vear 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 1f,
in our opLInon

*  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
s certain disclosures of directors’ remuneration specified by law are not made, or
*  we have not recerved al! the information and explanations we require for our audrt

K;uUV\ L etrna k>

Karyn Lamont (Seruor Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Edmburgh

18 March 2013




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED {1629925)

FINANCIAL STATEMENTS

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED 31 DECEMBER 2012

2012 2011

Notes £000 £000

Revenue 3 145,616 152 779
Dhstribution and selling costs 4 (47.252) {54,438)
Gross profit 98,364 98 341
[nvestment income 5 851 1,157
Net fair value gains on financial instruments at fair value through profit or loss 6 645 753
Other operating income 7 15,409 13,391
Admmistrative expenses 8 (65,750) {59,265)
Finance costs 10 (110) (40)
Profit before tax 49 409 54 337
Taxation charge 11 (12,105) {14,398)
Profit after tax 37,304 39,939

There are no 1tems of comprehensive income which have not already been presented 1n arriving at the profit for the year

Accordingly the profit for the year 1s the same as total comprehensive income for the year
All activities are continuing

The notes set out on pages 11 10 29 are an integral part of these financial statements




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925)

FINANCIAL STATEMENTS

BALANCE SHEET AS AT 31 DECEMBER 2012

2012 2011
Notes £000 £000
ASSETS
Non-current assets
Deferred ongination costs 12 38,848 38,225
Current assets
Deferred origiation costs 12 12,639 23,603
Financial agsets
Financial assets at fair value through profit or loss 13 6,027 5,386
Trade and other receivables 14 62,479 42,596
Cash and cash equivalents 16 139,815 201,082
Total assets 259,808 310,892
EQUITY AND LIABILITIES
Capital and reserves attributable to the Company’s sharehoider
Share capital 17 50 50
Retained eamings 54,814 157,510
Total equity 54,864 157,560
Liabilities
Non-current habilities
Deferred income 18 53,544 51,932
Current habihities
Deferred income 18 17,262 32,599
Current income tax liability 15 26,592 14,487
Financial liabilities
Trade and other payables 20 90,285 47,372
Borrowings 16 16,883 3,808
Provisions 19 378 3,134
Total habihities 204,944 153,332
Total iabiiities and shareholders' equity 259,808 310,892

The notes set out on pages 11 to 29 are an mtegral part of these financial statements

Approved by the Board on 18 March 2013
Nl MchJ\J’@J}

N L N Machray
Director




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925) FINANCIAL STATEMENTS

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2012

2012 2011
Naotes £000 £000

Cash flows from operating activities
Profit before tax 49,409 54,337
Net decrease in operating assets and habilities 21 19,634 7,118
Taxation paid - (37,036)
Net decrease m deferred origination costs 12 10,341 10 831
Net decrease in deferred ncome 18 (13,726)  (15,192)
Finance costs 109 40
Net cash flow generated from operating activities 65,767 20,098

Cash flows from financ¢ing activities
Dividends paid 22 {140,000) -
Finance costs (109) (40)
Net cash used in financing activities {140,109) (40)
Net (decrease)/increase in cash and cash equivalents (74,342) 20,058
Cash and cash equivalents at the beginning of the year 197,274 177216
Net cash and cash equivalents at the end of the year 16 122,932 197 274

The notes set out on pages 11 to 29 are an integral part of these financial statements




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925)

FINANCIAL STATEMENTS

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2012

Share Retained

capital earmngs Total

Notes £000 £000 £000
Balance as at 1 January 2011 50 117,571 117,621
Profit for the year and total comprehensive imcome - 39,939 39,939
Balance as at 31 December 2011 50 157,510 157,560
Dhividends paid 22 - (140,000) (140,000)

Profit for the year and total comprehensive income

- 37,304 37,304

Balance as at 31 December 2012

50 54.814 54,864

Not all of the above retained earmings can be distributed to the equity holder since
regulatory capital requirements Further details are given in note 23

The notes set out on pages 11 to 29 are an integral part of these financial statements

the Company 1s required to meet




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925) FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2012

1.

(a)

Accounting policies

The accounting policies adopted 1n the preparation of the financial statements, which have been consistently applied te all
periods presented in these financral statements unless stated otherwise, are set out below

Basis of preparation
The financial statements of the Company have been prepared

(1) mn accordance with the International Accounting Standards (“IASs™) and International Financial Reporting Standards
(‘ IFRSs’ ) 1ssued by the International Accounting Standards Board and the Standards and Interpretations (* SICs™) and
International Financial Reporting Interpretations (FIFRICs™} 1ssued by its International Fnancial Reporting
Interpretations Committee, as endorsed by the European Umnion,

(2) n accordance with those parts of the Companies Act 2006 apphcable to companies reporting under IFRS, and

3 under the historical cost convention, as modified by the revaluation of certain financial assets and financial liabilities, as
set out 1n the relevant accounting policies

In accordance with IAS 1 * Presentation of Financial Statements”, assets and habilities 1n the balance sheet are presented in
accordance with management’s estimated order of hiquidity  Analysis of the assets and liabilities of the Company mnto amounts
expected 1o be received or settled within 12 months after the reporting date (current) and more than 12 months after the
reporting date (non-current) 1s presented in the notes

The Durectors are satisfied that the Company has adequate resources to continue 1n business for the foreseeable future
Accordingly, the financial statements have been prepared on a gowng concem basis

Standards and interpretations effective in 2012

A number of standards, amendments to and interpretations of published standards which have the potential to mmpact on the
Company’s operations have been 1ssued and are mandatory for accounting periods beginming on or after 1 January 2012 Therr
relevance to the Company’s operations 15 assessed at note 25

Details of standards and interpretations 1n 1ssue but which have not been adopted early are set out at note 26

(b) Revenue recogmition

(©)

Revenue
Revenue, which arose wholly in the United Kingdom, represents the following

. Net fee mcome from the sale of shares in OEIC sub funds and other simular fees
. Net fee remuneration from the management of shares in QEIC sub funds

These fees are recognised as revenue 1n the statement of comprehensive ncome 1n the period in which the services are provided
unless they relate to services to be provided in future penods [ the fees are for services to be provided 1n future penods, these
are deferred and recogmised n the statement of comprehensive income as revenue as the service 1s provided

Investment income
All income from interest-bearing financial instruments s recognised 1n the statement of comprehensive income as it accrues
Other operating income

Other operating income, which arose wholly 1n the Umited Kingdom, includes registration fees and other simular fees  The fees
are recogmsed n the statement of comprehensive income as they accrue

Expense recognition
Distribution and selling costs

Distribution and selling costs consist of commission paid to acquire new business Commussion and other acquisition costs n
refation to securing new business are capitalised as deferred origination costs and amortised as the related revenue 1s recognised
(note 12) The movement 1n the deferred origination cost asset has been included within distribution and selhing costs  Stamp
Duty payable on acquisitions 1s also included within the distnbution and selling costs

Administrative expenses

These consist of recharges from group companies and fund management fees that are recogmsed m the statement of
comprehensive mcome as they accrue

Finance costs

Interest expense for all interest-bearing financial instruments 1s recogmised 1n the statement of comprehensive income as it
accrues, within finance costs

11




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925) FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDING 31 DECEMBER 2012~
(CONTINUED)

1

{4

(e)

Accounting pohcies (continued)
Deferred origination costs

The costs of commussion paid to acquire new business incurred during a financial period but which relate to subsequent
financial periods are deferred to the extent that they are recoverable out of future revenue margins  This asset 1s subsequently
amortised over the estimated contractual lifeume of each holding on a straight-line basis unless there 1s evidence to support an
alternauve recogniiton basis Where an alternative recognition basis 1s applied, this 1s calculated by reference to experience
information 1n respect of the period over which income from contracts 15 earned The amortisation charge for the year 15
recognused through the statement of comprehensive income, within distribution and selling costs The carrying value of the asset
15 tested for impairment at each reporting date Deferred origination costs are split between current and nop-current  Current
deferred costs run off within the next 12 months and non-current in more than 12 months The deferred origination costs have a
finite life and run off over varying periods based on the expectation of various products Further information on the Company s
impairment policy 1s set out at policy (h)

Financial assets and financial hiabilities

Management determines the classification of its financial assets and financial habihues at ininial recognition  Management's
policies for the recognition of specific financial assets and financial habilities, as identified on the balance sheet, are set out
under the relevant accounting policies

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or where the
Company has transferred substantially all of the nisks and rewards of ownershup  Financial habilities are derecognised only
when the obligation specified in the contract 1s discharged, cancelled or expires

All financial assets and financial liabilities are designated at fair value through profit or loss, with the exception of trade and
other receivables, borrowings and trade and other pavables which are stated at amortised cost (as descnibed mn policies (f), (1),
and (m}) The classification depends on the purpose for which the financial assets and financial lrabilities were acquired

The Company’s management, through a Farr Value Pnicing Commuttee review mformation on the fair value of the Company s
financial assets and financial liabilities and the sensitivities 1o these values on a regular basis

No assets are classified as held-to-maturnity or available-for-sale

Transaction costs incidental to the acquisition of a financial asset are expensed through the statement of comprehensive income
within net fair value gains and losses on financial instruments at fair value through profit or loss

Financial assets and financial habiliies are offset and the net amount reported in the balance sheet only when there 15 a legally
enforceable right to offset the recogrused amounts and there 15 an intenuion to settle on a net basss, or to realise the asset and
settle the hability simultaneously

Fair value methodology
All financial mstruments carried at fair value are categorised into a ‘fair value hierarchy™ as follows
(1) Level 1

Quoted prices (unadjusted) n active markets for identical assets and liabilities to those being valued An active market 15 one in
which arm’s length transactions in the instrument occur with both sufficient frequency and volume te provide pricing
nformation on an ongoing basis Examples include hsted equities, listed debt secunties, daily priced unit trusts and OEICs
traded n active markets and exchange traded denvatives such as futures

(n) Level 2

Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (as prices) or
indirectly (denived from prices) [f the asset or hability has a specified (contractual) term, a Level 2 input must be observable
for substantially the full term of the asset or hability Level 2 tnputs include the following
Quoted prices for simular (but not idenuical) instruments in active markets
Quoted prices for idenucal or similar instruments n markets that are not active, where prices are not current, or price
quotations vary substantially erther over time or among market makers,
e Inputs other than quoted prices that are observable for the instrument (for example, interest rates and yteld curves
observable at commonly quoted intervals and default rates),
»  Inputs that are derived principally from or corroborated by, observable market data by correlation or other means

Examples of these are securities measured using discounted cash flow models based on market observable swap yields and
listed debt or equity secunties 1n a market that 15 inactive

12
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDING 31 DECEMBER 2012
(CONTINUED)

L.

(N

(2)

(h)

Accounting policies (continued)
(i) Level 3

Inputs for the asset or habihty are not based on observable market data (unobservable inputs) Unobservable inputs may have
been used to measure fair value where observable inputs are not avaulable This approach allows for situations in which there 15
lietle, if any, market activity for the asset or hability at the measurement date {or market informatron for the nputs to any
valuation models) Unobservable inputs reflect the assumptions the Company considers that market participants would use
pricing the asset or liability, for example certain private equity investments held by the Company

Where estimates are used, these are based on a combination of independent third-party evidence and internally developed
models calibrated to market observable data where possible

Further analysis of the Company’s instruments held at fair value 1s set out at note 23
Trade and other receivables

Trade and other recervables are non-denvative financial assets with fixed or determinable payments that are not quoted n an
active market, and that are not designated as farr value through profit or loss at imtial recognition

Trade and other receivables are imtially recognised at fair value less directly attnbutable transaction costs and subsequently
measured at amortised cost, subject to imparrment, with the exception of accrued interest, which 1s accounted for at far value,
reflecting the amounts receivable at the year end In pracuce the carrying value of these balances equates to the fair value due
to the short-term nature of the amounts included within trade and other recervables

A charge for impairment in respect of trade and other receivables would be made 1n the statement of comprehensive income
where there 15 objective evidence that the Company will not be able to collect all amounts due according to thewr original terms
The impairment charge would be recogmised n that part of the statement of comprehensive mmcome m which the original
transaction was reported Further information on the Company’s impairment policy 1s set out at pohicy (h)

Cash and cash equivalents

Cash and cash equivalents comprises cash at bank short term highly liquid investments with original matunties of three months
or less and bank overdrafts where a legal nght of set off exists

Impairment
Financial assets

The carrying value of all financial assets held at amortised cost 1s reviewed for impairment whenever events or circumstances
indicate that the carrying amount may not be recoverable The 1dentification of impairment and the determination of recoverable
amounts 1s an tnherently uncertain process involving various assumptions and factors, including the financial condition of the
counterparty, expected future cash flows, observable fair prices and expected net selling prices

In order to determine whether financial assets are impaired, all financal assets for which the fair value has fallen below the
carrying value (assessed using cost price and the factors above), either by a significant amount or for a proionged pernod of ime
are individually reviewed

A distinction 1s made between negative revaluations due to general market fluctuations and due to issuer-specific developments
The impairment review focuses on 1ssuer-specific developments regarding financial condition and future prospects, taking into
account the mtent and ability to hold the securities under the Company’s long term investment strategy

Non-financial assets

Assets that have an indefimite useful life are not subject to amortisation or depreciation and are tested annually for impairment
Assets that are subject to amortisation are reviewed for impairment whenever events or changes in circumstances 1ndicate that
the carrying amount may not be recoverable

An impairment loss 15 recogmised for the amount by which the asset’s carrying amount exceeds its estimated recoverable
amount The recoverable amount 15 the higher of an asset s fair value less costs to sell and its value in use For the purpose of
assessing impairment, assels are grouped at the lowest levels for which there are separately identifiable cash flows

If there 1s objective evidence that an impatrment loss has ocecurred, the amount of the loss 1s charged to the relevant line in the
statement of comprehensive income 1n the period 1n which it occurs

13
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDING 31 DECEMBER 2012
(CONTINUED)

1

(i)

»

Accounting policies (continued)
Impairment process

Objective evidence that an asset ot group of assets 15 impaired includes observable data that comes to the attenuon of the
Company about the following events

(1) significant financial difficulty of the 1ssuer or debtor,

(1) a breach of contract

(1) the disappearance of an active market for that asset because of financial difficulues or

{1v) observable data indicating that there 15 a measurable decrease n the estimated future cash flows from a group of

assets since the nitial recogmition of those assets, even where the decrease cannot yet be identified with the
individual assets of the Company, including

- adverse changes in the payment status of issuers or debtors, or

- national or local economic condrtions that correlate with defaults on the assets in the Company

The Company first assesses whether objective evidence of impaument exists individually for assets that are individually
stgnificant  If the Company determines that no objectuive evidence of impairment exists for an individually assessed asset,
whether significant or not. 1t includes the asset in a group of assets with similar credit sk characteristics and collectively
assesses them for impairment  Those charactenistics are relevant to the estimation of future cash flows for groups of such assets
by being indicative of the issuer’s ability to pay all amounts duc under the contractual terms of the debt nstrument being
evaluated Assets that are individually assessed for impairment and for which an impairment loss 1s or continues to be
recogmsed are not included in a collecuve assessment of impairment

Taxes

Tax on the profit or loss for the year 15 recogmsed in the statement of comprehensive income within taxation and comprises
current and deferred tax

Current tax

Current tax 15 the expected tax payable on the taxable mcome for the period, using tax rates and legislation enacted or
substantively enacted at the reporting date, together with adjustments to estimates made (n prior years

Share capital

Shares are classified as equity when there 15 no obligation to transfer cash or other assets Incremental costs directly attributable
1o the 1ssue of equity instruments are shown n equity as a deduction from the proceeds net of tax

Dividends payable

Dividends payable on ordinary shares are recognmised 1n equity in the period in which they are approved

(k) Deferred income

M

The Company receives investment management fees in the form of an initial adjustment, or charge, to the amount invested
These fees are 1n respect of services rendered 1n conjunction with the 1ssue and management of investment contracts where the
Company actively manages the consideration received from uts customers to fund a return that 1s based on the investment profile
that the customer selected on ongimation of the contract

These services comprise an indeterminate number of acts over the estimated lives of the individual contracts and, therefore, the
Company defers these fees and recognises them on a straight-line basis over the estimated lives of the contracts unless there 15
evidence to support an alternattve recogrition basis

Where an alternative recogmition basis (s applied, this is calculated by reference to experience information tn respect of the
period over which income from contracts 1s earned The ncome 1s recognised through the statement of comprehensive income,
within revenue The hability 1s recognised n the balance sheet within deferred income until recognised

Borrowings

Borrowings are recogmised imtially at fair value being the 1ssue proceeds net of transaction costs incurted Berrowings are
subsequently stated at amortised cost, any dhifference between the proceeds (net of transacuon costs) and the redemption value is
recogmised n the statement of comprehensive income through finance costs over the period of the borrowings using the
effective interest rate applicable to the instrument In practice, due to the nature of these balances, being bank overdrafts, the
carrying value equates to the fair value of these hiabilities as the borrowings are repayable on demand

14




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (1629925) FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDING 31 DECEMBER 2012
(CONTINUED)

1

Accounting poiicies {continued)

(m) Trade and other payables

(n)

{0)

(a)

()

Trade and other payables are mitially recogmised at faur value less directly atinbutable transaction costs and subsequently
measured at amortised cost  [n practice, the carrying value of these balances equates to the fair value due to the short-term
nature of the amounts meluded within trade and other payables

Provisions

Provisions are recognised when the Company has a present legal or constructive obligation as a result of past events when it1s
probable that the obligation will result in an outflow of resources to settle the obhgation and when a reliable estimate of the
amount of the obligation can be made

The Company recognises a provision for onercus contracts when the expected benefits to be derived from contracts are less than
the unavoidable costs of meeting the obligations under the contracts

Connngent habilities are possible obligations whose existence depends on the outcome of uncertain future events or those
present obhgations where the outflows of resources are uncertatn or cannot be measured reliably Contingent Liabilities are not
recognised in the financial statements but are disclosed unless the hikelihood of possible obligations arising 1s remote

Financial assets at fair value through profit or loss

Classification

Financial asset investment balances comprise the stock of shares held in the manager's box
Recognition

Purchases and sales of financial assets are recogmised on the trade date, 1 e the date the Company commuts to purchase the asset
from, or deliver the asset to, the counterparty Investments are wnutially recognised at fair value through profit or loss, being the
fair value of the consideration given, and are subsequently re-measured at fair value

Measurement

For investments that are actively traded in organised financial markets fair value 1s determmed by reference to Stock Exchange
quoted market bid prices at the close of business on the reporting date

Critical accounting estimates and judgments in applying accounting policies

The Company s management makes estimates and judgments that affect the reported amount of assets and liabilities Estimates
and judgments are continually evaluated and based on historical experience and other factors, including expectations of future
events that are beheved to be reasonable under the circumstances  Rewvisions 1o accounting estimates are recognised i the
penod 1 which the estimate 1s revised and 1n any future periods affected

Deferred origination costs

Origination costs 1n respect of the contracts managed by the Company, which are incurred during a financial period but which
relate to subsequent financial periods, are deferred to the extent that they are recoverable out of future revenue margins  All
other costs are recogmsed as expenses when incurred The calculation of the deferred ongination cost asset and 1ts pattern of
amortisation requires estimatton of both the expected pattern of receipt of future revenue margins and the period of ume that the
business 15 expected to remain in force Further information on this asset 1s given m note 1{d) Estimation 1s required of the
period that the business 15 expected to remain in force and prudent assumptions are required for contracts which do not have a
fixed matunty date

Deferred mncome

Income received for services to be provided i future periods 1s deferred and recognised i the statement of comprehensive
income as the service 1s provided As above, estimation 1s required of the period that the business 1s expected to remain in force
and prudent assumptions are required for contracts which do not have a fixed matunty date Further information on this hability
15 given 1n note 18 and note 1(k)
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDING 31 DECEMBER 2012

(CONTINUED)
3. Revenue
2012 2011
£000 £000
Annual management charges 106,484 100,172
Income from unit dealing 25,406 37415
Decrease in deferred income liability 13,726 15 192
Total 145.616 152,779
4. Dustribution and selling costs
2012 2011
£000 £000
Commissions payable and other selling costs 36,911 43,607
Decrease in deferred ongination costs 10,341 10831
Total 47,252 54438
5 Investment income
2012 2011
£000 £000
Bank interest . 27
interest and dividend income on financial assets at fair value through profit or loss 851 1130
Total 851 1,157
6 Net fair value gains on financial instruments at fair value through profit or loss
2012 2011
£000 £000
Gain on financial assets at fair value through profit or loss 645 753
Total 645 753
Included 1n gains on financial assets at fair value through profit or loss above are movements as a result of holding prefunded
OEIC shares to facilitate transactions
7  Other operating income
2012 20mn
£000 £000
Registration fees and other income 15,409 13 391
Total 15 409 13 391
8  Admimistrative expenses
2012 2011
£000 £000
Recharges from other group companies 47,474 43,480
Investment expenses 20,286 17,806
Movement n provision (note 19) (2,756) (2,731)
Custodran fees 297 288
Trustee fees 126 140
Other 323 282
Total 65,750 59,265
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDING 31 DECEMBER 2012
(CONTINUED)

8. Admnistrative expenses (continued)

10

11.

(a)

(a)

Admimstrative expenses relate to the costs incurred in the administration and investment management of ISAs, PEPs and OEIC

shares

The administration of the Company 15 undertaken by other group companies A recharge 1s levied from these undertakings to the
other relevant group companies i respect of those costs incurred on behalf of the Company

The Company had no direct employees during the year (2001 ml) The employee costs, including pension costs and share-based

payment costs, are included in the recharge from other Group compames noted above

Audit fees for 2011 and 2012 were borne by another group company and recharged to the Company

Auditors’ remuneration

2012 2011
£'000 £'000
Fees payable to the company’s auditor for the audit of the company’s annual financial statements 36 33
Fees payable to the company’s auditor and 1ts associates for other services
Audit-related assurance services 25 24
Total 61 62
Audit fees for 2011 and 2012 were borne by another company within the group and recharged to the Company
Finance costs
2012 2011
£000 £000
Finance Costs 110 40
Total 110 40
Taxation
Current year tax charge
2012 2011
£000 £000
Current tax;
UK corporation tax 12,105 14,487
Total current tax 12,105 14 487
Deferred tax
Reversal of temporary differences - (8%)
Total deferred tax - (89)
Total income tax charge 12,105 14,398
Reconcihation of tax charge
2012 2011
£000 £000
Profit before tax 49,409 54,337
Tax at 24.5% (2011: 26.5%) 12,105 14,400
Effects of
Change 1n tax rate - (2)
Total 12,105 14,398

On 21 March 2012, the Government announced a reduction 1n the rate of corporation tax to 24% with effect from 1 Apnl 2012
This reduction was enacted under the Provisional Collection of Taxes Act 1968 on 26 March 2012 In addition, the Finance Act
2012, which passed into law on 3 July 2012, cluded legislation to reduce the mawn rate of corporation tax from 24% to 23%

with effect from 1 April 2013
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(CONTINUED)
12. Deferred origination costs
2012 2011
£000 £000
At 1 Janvary 61,828 72,659
Amounts incurred during the year 4,271 14,894
Amortisation duning the year (14,612) {25,725)
At 31 December 51 487 61828
Of the above total, £38,849k (2011 £38 225k) 1s expected to be recovered more than one year from the reporting date
13 Financial assets at fair value through profit or loss
2012 2011
£000 £000
Other OEIC holdings 6 027 5,386
Total 6 027 5,386

Cther OEIC holdings compnise shares held in the OEIC funds that are managed by the Company which are classified at fair value
through profit or loss as part of the manager's daily box holdings Purchases and sales are recognised on the trade date, 1e the

date the Company commuts to purchase the asset from, or deliver the asset to, the counterparty

4 Trade and other receivables

2012 2011
£000 £000
Financial assets
Trade receivables 51,907 33,227
Amounts due from group undertakings 4,332 4109
Non trade recervables 6 240 5260
Total 62,479 42 556
None of the above balances are interest-bearing (2011 none)
Further information 1n respect of credit risk in relation to trade and other receivables 15 given in note 23
15, Tax hability
2012 2011
£000 £000
Current tax payables 26 592 14 487
Total tax habilittes 26,592 14 487
16. Cash and cash equivalents
Cash and cash equivalents for the purposes of the statement of cash flows nclude the following
2012 2011
£000 £000
[nvestment 1n liquichty funds 139.815 201 082
Cash at bank 1,836 2,560
Bank overdrafts (18719} (6,368)
122,932 197274

OEIC hquidity fund holdings are used to optimise retums on excess funds held by the Company
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17. Share capital

18

19

20.

2012 2011
£000 £000

Allotted, called up and fully paid share capital:
50.000 ordinary shares of £1 each 50 50
50 50

There were no changes in share capital during the year  All shares rank equally with regard to the Company's residual assets

Deferred income

2012 2011

£000 £000
At 1 January 84,531 99,723
Amounts deferred during the period 8,017 18,327
Amorusation dunng the period (21 743) (33519)
At 31 December 70,805 84,531
Of the above amount. £53,544k (2011 £51,932k) 1s expected to be recovered more than one year from the reporting date

Provisions

2012 2011

£000 £000
At | January 3,134 5,865
Provisions made during the year 540
Provisions utilised during the year - (2474)
Unused amounts reversed (2.756) {797)
At 31 December 378 3,134

The Company entered into an arrangement with Lloyds TSB Bank plc on 28 November 2006 under which 1t indemmified Lloyds
TSB Bark plc for losses incurred 1o hedging transactions undertaken by Lloyds TSB Treasury ple ( LTSB™) on behalf of
Caprtal Protected OEIC Fund (“CPF’) and Protected Capital Solutions Fund (*PCSF’) This arrangement ceased n June 2012

coinciding with the maturity of CPF 21

Trade and other payables

2012 2011
£000 £000
Trade payables 40,082 25,999
Amounts due to group undertakings 47,634 21,870
Other payables 2 569 (497)
Total 90,285 47,372

None of the above balances are interest-bearing (2011 none)
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21. Decrease/ increase in operating assefs and habilities
2012 2011
£000 £000
Decrease / (increase) in operating assets
Financial assets at fair value through profit or loss (641) {754)
Trade and other receivables (19 883) 14 886
Decrease / (increase) in operating assets (20 524) 14132
(Decrease) / increase in operating habilities
Trade and other payables and provistons 40,158 {7 014)
(Decrease) / increase in operating habilities 40,158 {(7014)
Net decrease 1n operating assets and habilities 19,634 7.118
22, Dwvidends paid
2012 2011
£000 £060
Total dividends paid on equity shares 140 000 -
140,000 -

23,

(a)

An mtenim dividend of £15,000,000 (£300 per share) m respect of the 2011 results was approved n January 2012 and paid 1n
February 2012

An intenm dividend of £125,000,000 (£2500 per share) was approved n July 2012 and pard in August 2012

Risk management

The Company manages [SAs, PEPs and OEIC sub funds

This note summarises the nsks associated with the activities of the Company and the way in which the Company manages them
Governance framework

The Company 1s part of the Insurance Division of LBG which has established a risk management function with respensibility
for implementing the LBG risk management framework within the Company

Responsibility for the setting and management of risk appetite and nisk policy resides with the Board who manage nisks 1n line
with LBG and Insurance risk policies The Board has delegated operational implementation to the Insurance Executive
Commuttee

The approach to nisk management ensures that there 15 effective independent checking or *oversight of key decisions through
the operation of a three lines of defence model The first line of defence 15 line management, who have direct accountability
for nsk decisions The Risk function provide oversight and challenge and form the second hine of defence Internal Audit
constitutes the third line of defence, which provides the required independent assurance to the Audit Commuttee and the Board
that nisks within the Group are recognised, monitored and managed within accepiable parameters

An enterpnse-wide risk management framework for the idenufication, assessment, measurement and management of risk 15 1n
place The framework 15 1n line with the LBG's nsk management principles and covers the full spectrum of nsks that the
Company 15 exposed to  Under this framework, risks are categonsed according 1o an approved LBG nsk language which has
been adopted across the Group This covers the principal financial nsks faced by the Company, including the exposures to
credit, market and financial soundness nsk  The performance of the Company, 1ts continuing ability to transact business and the
strategic management of the bustness depend on its abiiity to manage these risks

Policy owners, 1denufied from appropriate areas across the business, are responsible for drafting the LBG risk policies and
Insurance nisk policies, for ensuring that they remam up-to-date and for facilitating any changes These policies are subject to at
least an annual review, or earhier if deemed necessary Limuts are prescribed witin which those responsible for the day to day
management of the Company can take decisions Line management are requred to follow prescribed reporting procedures to
the bodies responsible for momitoring compliance with policy and controlling the nisks
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23. Rusk management (continued)

(b) Rusk appetite

(c)

1

The Board has defined the methodology for the management of nsk appetite and has approved appropnate limits

Exposure to each type of rnisk 1s monitored against prescribed limits and the results reported to the Board of the Company
Where the exposure to any risk exceeds a trigger amount, the Insurance Executive Committee must approve an action plan to
reduce the exposure or the Board must approve a revised lumut

Financial nsks

The Company 15 exposed to a range of financial nsks through 1its financial assets and financial habilines The most important
components of financial risk are credit, market and financial soundness nsk.

The market risks that the Company prnimanly faces due to the nature of 1ts financial assets and financial habilities are interest rate
and equity risk

The Company manages these risks in a numbers of ways, including nisk appetite assessment and monitoning of capital resource
requirements

Financial assets and financial habilities are measured on an ongoing basis either at fair value or at amortised cost The summary of
significant accounting poiicies (note 1) describes how the classes of financial instruments are measured and how income and
expenses, including fair value gains and losses, are recogrused

The sensitivity analyses given throughout this note are based on a change 1n an assumption while holding all other assumptions
constant In practice, this 15 unlikely to occur as changes in some of the assumptions may be correlated, for example changes in
interest rates and changes in market values The sensitivity analysis presented also represents, mn accordance with the
requirements of IFRS 7, management’s assessment of the most likely other outcomes n respect of each sensitivity, rather than
WOTst case scenarto positions

Market risk

Market nsk 1s the nisk of reductions in earmings and/or value through financial or reputational loss from unfavourable market
movements This risk typically arises from fluctuations in market interest rates (interest rate rnisk), and market prices (equity nsk),
whether such changes are caused by factors specific to the individual nstrument or 1ts 1ssuer or factors affecting all instruments
traded in the market

Investment holdings within the Company are diversified across markets and, within markets, across sectors Holdings of

individual assets are diversified to nuninmuse specific risk and large individual exposures are monitored closely

In addition to market risk on directly held assets and habihines the Company has an exposure to mndirect market nsk this anises
from the fact that the annual management charges collected and assocated costs for the management of the funds fluctuate with
the market movements impacting the value of policyholder funds

An analysis of financial assets and financial habilities at fair value through profit or loss according to their fair value hierarchy (as
defined n note 1 {(e)) 1s given below

As at 31 December 2012
Fair value hierarchy

Level 1 Level 2 Level 3 Total

£000 £000 £000 £000
Financial assets at fair value through profit or loss 6,027 - - 6,027
Total assets 6,027 - - 6,027

As at 31 December 2011
Fair value hterarchy

Level 1 Level 2 Level 3 Total

£000 £000 £000 £000
Financial assets at fair value through profit or loss 5,386 - - 5,386
Total assets 5,386 - - 5386
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23 Risk management (continued)
(1) Direct interest rate risk

Interest rate risk 1s the nisk that the value of future cash flows of a financial instrument will fluctuate because of changes 1n interest
rates and the shape of the yield curve

If interest rates were to increase or decrease by 25 basis potints, the npact on profit or loss before tax would be an increase or
decrease respectively of £665k (2011 increase or decrease respectively of £365k) in respect of interest-bearing financial assets
and financial habilines

(n) Dhrect equity risk
The Company’s exposure equity risk relates to income which will fluctuate as a result of changes 1in market prices other than
from interest and foreign exchange fluctuations This 18 due to both [nvestment Management fee income and Registration fee
mncome being hinked to the value over underlying Funds under Management Accordingly, the Company monitors exposure
himuts both to any one counterparty and any one market

2) Credit risk

Credit risk 1s the nsk of reductions 1n earmings and/or value, through financial or reputational loss, as a result of the failure of the
party with whom the Company has contracted to meet 1ts obligations

Credit nsk 1s managed 1n line wath the LBG Credit Rusk Policy

Credit nsk to the Company arises primarily from exposure to trade debtors and financial assets at fair value through profit or
loss Exposure to trade debtors 1s assessed on a case by case basis using a credit rating agency where approprnate

The following table sets out details of those assets which bear credit risk

2012 2011

£000 £000
Financial assets through fair value profit and loss 6,027 5,386
Trade and other receivables 62479 42 596
Cash and cash equivalents 1,836 2,560
Investments in hquidity funds 139,815 201,082
Total assets bearing credit nsk 210 157 251 624

The tables below analyse financial assets subject to credit risk using Standard & Poor’s rating or equivalent

As at 31 December 2012

Total AAA AA A Not rated

£000 £000 £000 £000 £000
Financial assets through fair value profit and loss 6027 - - - 6,027
Trade and other receivables 62479 - - 4 046 58433
Cash and cash equivalents 1,836 - - 1,836 -
Investments in hquidity funds 139,815 139,815 - - -
Total 210 157 139,815 - 5882 64 460

Of the unrated assets, approximately £34m relate to payments due from the OEICs
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23

(i)

Risk management (continued)

As at 31 December 2011

Liabilities Contractual cash flows (undiscounted)
Carrying No stated Less than 1-3 3-12 1-5  More than
amount maturity 1 month months months years S years
£000 £000 £000 £000 £000 £000 £000
Provisions 2594 - - - 2,594 - -
Borrowings 3,808 - 3,808 - - - -
Trade and other payables 47,912 - 47,912 - - - -
Total 54,314 - 51,720 - 2594 - -

The contractual cash flow analysis set out above has been based on the earliest possible contractual date, regardless of the
surrender penalties that might apply and has not been adjusted to take account of such penalies

Capital risk
Capital nsk 1s defined as the nisk that

the Company has insufficient capital to meet its regulatory capial requirements
the Company has isufficient capital to provide a stable rescurce to absorb all losses up to a confidence level defined in
the risk appetite,

e the Company loses reputational status by having capital that 1s regarded as inappropriate, esther (n quantity, type or
distnbunon, and/or

»  the capital structure 1s mefficient

The business of the Company 15 regulated by the FSA The FSA specifies the mimmum amount of capital that must be held by
the Company The mimmum required capital must be maintained at all imes throughout the year These capital requirements
and the capttal available to meet them are regularly estimated in order to ensure that capital mamntenance requirements are being
met

The Company’s objectives when managing capital are

to comply with the regulatory capital requirements set out by the FSA 1n the UK

e to have sufficient further capital to safeguard the Company’s ability to continue as a going concern so that it can
continue to provide returns for the shareholder and benefits for other stakeholders and

»  when capual 1s needed, to require an adequate return to the shareholder by pricing contracts according to the level of nsk
associated with the business written

The Company s capital comprises all components of equuty, movements i which are set out 1n the statement of changes in
equity The Company receives most of its funding from its parent and does not rase funding externally

The table below sets out the regulatory capital requirement and the required capital held at 31 December 1n cach year The
current year information 1s, in general, an esumate that witl be updated once the FSA returns for the year are finalised

2012 2011
£000 £000
Regulatory capital held 79,317 141,918
Regulatory capital requirement 12 904 9,365

All minimum regulatory requirements were met during the year
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23. Risk management (continued)

4)

Compliance with FSA regulatory requirements

The Capital Requirements Directive created a revised regulatory capital framework across Europe governing how much capital
financial services firms must retain In the United Kingdom, this 1s being implemented by our regulator, the FSA which has created
new rules and gwidance specifically through the creation of the General Prudential Sourcebook (GENPRU) and the Prudential
Sourcebook for UCITS (UPRU)

The FSA framework consists of three ‘Pillars™:

e  Pillar 1 sets out the minimum capital requirements that companies need to retamn to meet their credit. market and operational
risk,

¢ Pillar 2 requires each company, and the FSA, to take a view on whether the company needs to hold additional capital against
firm-specific nsks not covered by Pillar 1 and

»  Pillar 3 requires each company to develop a set of disclosures which will allow market participants to assess key information
about its underlying nsks nsk management controls and capital position

Rule 11 of BIPRU sets out the provision for Pillar 3 disclosure This must be done i accordance with a formal disclesure document
The disclosure of this document meets the Group's obligation with respect to Pillar 3, and 1s at www lloydsbankinggroup com

Operational risks

Operational nsk covers the nsk of reductions in earnipgs and/or value, through financial or reputaticnal loss, from inadequaie or
farled internal processes and systems, operational mefficiencies, or from people related or external events

There are a number of categories of operattonal nsk
Customer treatment and processes risk

The nisk of regulatory censure and/or a reduction in eamings/value through financial or reputational loss, frem inappropriate or
poor customer treatment Associated risks include poor product design and development, customer advice, customer service and
customer complaint handling Customer process nsk includes customer transactions and processing errors due te incormect
capturing of customer information and/or systems failure

Customer treatment and how LBG as a whole manages 1ts customer relationships affects all aspects of the Group s operations
and 1s closely aligned with achievement of LBG s strategic vision to be the best bank for customers There remains a high level
of scrutiny regarding the treatment of customers by financial institutions from regulatory bodies, the press and politicians

People risk

The nsk of reductions 1 earmings and/or value through financial or reputational loss arising from meffectively leading
colleagues responsibly and proficiently, managing people tesource, supporting and developing colleague talent, or meeting
regulatory obligations related to our people

Financial crime and secunity risk

Financial crime nisk covers the risk of reduction m earmings and/or value, through financial or reputational loss, associated with
financial crime and failure to comply with related regulatory obligations, these losses may include censure, fines or the cost of
higation This includes risks associated with fraud and bnbery, and obligations related to money laundering, sanctions and
counter terrorism

Security risk relates to the risk of reductions 1n earnings and/or value, through financial or reputational loss, resulting from theft
of or damage to the Group s assets, the loss, corruption, misuse ot theft of the Group s information assets or threats or actual
harm to the Group's people This also includes risks relating to terronist acts, other acts of war, geopolitical, pandemic or other
such events
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23.

24

(@)

(b)

Risk Management (continued)
Orgamisational infrastructure and change risk

Organisational infrastructure nisk covers the nsk of reductions 1n earnings and/or value, through financial or reputational loss,
resulting from poor internally facing business processes at a Group, divisional or company level Orgamisational infrastructure in
this context embraces the structures, systems and processes that provide direction control and accountability for the enterprise
Change nsk compnises the nsk of potential loses from change imitiatives failing to deliver to requirements, budget or imescale,
failing to implement change effectively or failing to realise desired benefits

Supplier management risk

The nsk of reductions 1n earnings and/or value through financial or reputational loss from services with outsourced partners or
third party suppliers

IT Systems nsk

The risk of reductions 1 eamings and/or value through financial or reputational loss resulting from the failure to develop,
deliver or maintamn effective IT solutions

Legal and prudential regulatory risks

Legal and regulatory nsk 1s the nisk of reductions in earmings and/or value, through financial or reputational loss, from failing to
comply with the applicable laws, regulations or codes apphcable

Regulators are mterested 1n protecting the rights of the policyhoiders and ensuring that the Company 1s satisfactonily managing
affairs for the benefit of the policvholders Regulators are also keen to ensure that the Company matntains appropriate solvency

levels to meet unforeseen habihties arising from reasonably foresecable economic shocks or natural disasters  As such, the
Company 1s subject to regulatory requirements which prescribe and impose certain resirictive provisions

Related party transactions
Ultimate parent and shareholding
The Company s immedhate parent undertaking 1s Scottish Widows plc, a company registered in the United Kingdom

The Company’s ultimate parent company and ultimate controlling party 1s LBG, which s also the parent undertaking of the
largest group of undertakings for which group accounts are drawn up and of which the Company 1s a member

Scottish Widows plc 1s the parent undentaking of the smallest such group of undertakings Copies of the Lloyds Banking Group
plc financial statements in which the Company 1s consolidated can be obtained from the Group Secretary’s Department. Lloyds
Banking Group ple, 25 Gresham Street, London EC2V THN

Transactions and balances with related parties

The Company acts as an Authorised Corporate Director for 77 authorised OEIC sub funds (2011 82)

Transactions and balances in respect of these sub funds are as follows

2012 2011
£000 £000
OEIC sub funds
Apgegregate total transactions for the year
Creations 11,725,966 3,156 643
Cancellations 2 552,997 2,083,689
Aggregate amounts due to trustees and depositary
Accrued at year end (3,783) {8,940y
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24 Related party transactions (continued)

2012 2011
£000 £000
OEIC sub funds
Amounts received by the Company
Gross annual investment management fees 130,213 113,748
Registrars fees 15,538 13,337
Amounts receivable at year end
Investment management fees 13,014 9,636
Regstrars fees 2,031 1116
Managers' box
Managers' box held at year end 6,027 5.386

Transactions between the Company and other compames in the LBG

The Company has entered into the following transactions with other related parties duning the year and holds the following balances
with other related parttes at the end of the year

Transactions in the Year Outstanding Balance at
31 December
2012 2011 2012 2011
£000 £000 £000 £000
Relationship
Immediate parent undertaking:
Management charge rebates paid (10,231} (7,293) (1.216) (537)
Commussion paid (34,855) {42.113) (35,039 (17,142)
Dividend paid (140,000} - - -
Intercompany debtor - - 135 140
Other related parties
Bank account balances (19) (1 (16,844) (3,808)
Management charges received 36,606 29,313 3,376 2433
Management charges paid (30,442) (32,682) (185) (138)
Management charge rebates pard (36,606) (29,313) (3,376) (2,433)
Management charge rebates received 30193 27,892 3,931 3 887
Expense recharges paid (47,451) (48,300) (3,119) (654)
Investment in Global Liquidity Fund 851 1,130 139,815 201,082
Investment management fees paid (16,674) (15,552) (1,415) {1,344)
Investment management fees received 2,601 1,226 185 1318
Qutsourcing investment management fees paid - (457) - -
Custody fees paid (191) (216) - (54

The above balances are unsecured in nature and are expected to be settled in cash
Transactions between the Company and key management

Key management personnel are those persens having authonty and responsibility for planning, directing and controlling the activitie:
of the Company whuch, for the Company, are the Directors

The Duirectors consider that they receive no remuneration for their services to the Company The Directors are also Directors of
certain key operating companies within the Lloyds Banking Group ple of which the Company 15 a member The emoluments of
the Directors are disclosed 1n the financial statements of those companies
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24, Related party transactions (continued)

25.

HM Treasury

In January 2009, HM Treasury became a related party of the Company following its subscripnon for ordinary shares i LBG, the
Company’s ultimate parent company, 1ssued under a placing and open offer As at 31 December 2012, HM Treasury held a 39 2
percent (2011 40 2 per cent) tnterest in LBG's ordinary share capnal and, consequently, HM Treasury remained a related party of
the Company throughout 2012

There were no matenal transactions between the Company and HM Treasury during the year (2011 none) that were not made n the
ordinary course of business or that are unusual in their nature or conditions In addition, the Company has entered nto transactions
with HM Treasury on an arm's length basts including, but not exclusively in relation to, the payment of corporation tax,
employment tax, and value added tax

Share-based payments

Dunng the year ended 31 December 2012, the Company’s ultimate parent company operated share-based payment schemes, all
of which are equity settled Further details in respect of these schemes can be found 1n the financial statements of that company

Standards and interpretations effective in 2012

The Company has adopted the following new standards and amendments to standards which became effective for financial
years beginning on or after 1 January 2012 Neither of these standards or amendments has had a matenal impact on these
financial statements

(1) Disclosures — Transfers of Financial Assets (Amendments to IFRS 7) Requires disclosure in respect of all transferred
financial assets that are not derecognised 1n their entirety and transferred assets that are derecogrised 1n their entirety but with
which there 13 continuing involvement

(1} Deferred Tax — Recovery of Underlying Assets (Amendment to 1AS 12} Introduces a rebuttable presumption that
investment property measured at faw value 1s recovered entirely through sale and that deferred tax n respect of such investment
property 1s recogmsed on that basis The Company's existiing practices are consistent with this Amendment

Details of those IFRSs pronouncements which will be relevant to the Company but which were not effective at 31 December
2012 and which have not been applied in prepanng these financial statements are given 1n note 26

26 Future accounting developments

The following pronouncements may have a significant effect on the Company's financial statements but are not applicable for
the year ending 31 December 2012 and have not been applied 1n prepanng these financial statements Except as disclosed
below, the full impact of these accounting changes ts being assessed by the Company

Pronouncement Nature of chang 1ASB effective date
Amendments to [AS | Requires entities to group ttems presented in other  Annual pemods beginming on or
"Presentation of Financial comprehensive income on the basis of whether they  after 1 July 2012
Statements" — ‘Presentation of are potentially reclassified to profit or loss
Items of Other Comprehensive subsequently
Income’

Amendments to IFRS 7 "Financial  Requires an entity to disclose information to enable  Annual periods beginning on or

Instruments Dusclosures” — users of its financial statements to evaluate the after I January 2013
‘Disclosures-Otfsetting eftect or potential effect of netting arrangements on

Financial Assets and Financial the enuty’s balance sheet

Liabulities’
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26 Future accounting developments (continued)

Pronouncement

Nature of change_

IASB effective date

IFRS 9 ‘Financial Instruments” '

IFRS 12 Dusclosure of Interests
in Other Entities *

IFRS 13 Fair Value
Measurement

Amendments to IAS 32 "Fnancial
Instruments Presentation” -
Offsetting Financial Assets and
Financial Liabilhities’

Replace those parts of IAS 39 ‘Financial
Instruments  Recogmition and Measurement
relating to the classification measurement and
derecogmtion of financial assets and habilities
IFRS 9 requires financial assets to be classified into
two measurement categeries, fair value and
amortised cost, on the basis of the objectives of the
entity’s busmess model for managing 1ts financal
assets and the contractual cash flow characteristics
of the nstrument, and elimmates the available-~for-
sale financial asset and held-to-matunty investment
categories 1 [AS 39  The requirements for
financial habilities and derecogninon are broadly
unchanged from LAS 39

Requires an entity to disclose information that
enables users of financial statements to ¢valuate the
nature of, and risks associated with, 1ts interests mn
other entities and the effects of those interests on 1ts
financial position, financial performance and cash
flows

Defines fair value, sets out a framework for
measuring fair value and requires disclosures about
fair value measurements It applies to [FRSs that
requre or permut fair value measurements of
disclosures about fair value measurements

Inserts  application  guidance 0 address
mnconsistencies wdentified in applying the offsetting
criteria used 1n the standard Some gross settlement
systems mayv qualify for offsetting where they
exhibit certain charactenistics akin to net settlement

Annual penods beginmng
on or after | January 2015

Annual periods beginning on or
after 1 January 2013

Annual periods begmning on or
after 1 January 2013

Annual penods begmmning on or
after 1 January 2014

! At the date of this report, these pronouncements are awaiting EU endorsement
1FRS 9 15 the imitial stage of the project to replace IAS 39 Future stages are expected to result in amendments to IFRS 9 to deal
with changes to the mpairment of financial assets measured at amortised cost and hedge accounting, as well as a
reconsideration of classification and measurement  Until all stage of the replacement project are complete, 1t ts not possible to
determine the overall impact on the financial statements of the replacement of LIAS 39

27. Post balance sheet events

The proposed further reduction in the rate of corporation tax to 21% from 1 Apnl 2014 15 expected to be enacted separately

each year
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