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HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

DIRECTORS’ REPORT
Principal activity and review of the business

The Directors present the audited financial statements of Halifax Independent Financial Advisers Limited (the “Company”), a hmited
liability company domuciled and incorporated 1n the United Kingdom The pnincipal activity of the Company 1s to generate imbial
commssion from the sale of annuity products under the trading name Bank of Scotland Annuity Service (BOSAS) and to act as an
Independent Financial Adwviser

BOSAS generates new business mamly through the Bank of Scotland Investment Service and St James’ Place, fellow group entines
which focus on high net worth individuals

In September 2000, the Company closed to new business as an Independent Financial Adviser The Company continues to generate
renewal commussion as a result of 1ts existing book of business

The Company 1s a wholly owned subsidiary of Halifax Financial Services (Holdings) Limuted The Company's ulimate parent
company and ultimate contrelhing party 18 Lloyds Banking Group ple

Results and dividend

The result of the Company for the year ended 31 December 2011 15 a profit after taxatton of £4,575k (2010 £4,013k), and this has
been transferred to reserves The Directors consider this result to be sansfactory in Light of the actvities of the Company The
Directors do not recormmend the payment of a final dividend (2010 £mi)

Key performance indicators

The Directors beheve that the Company currently has adequate capital resources and will continue to do so 1n the foreseeable future
Further information on the capital position of the Company 1s given i note 13

The Company's turnover for the year ended 31 December 2011 1s £7,989k (2010 £7,852k) Existing business continues to generate
gross renewal commssion, this amounted to £1,735k for the year (2010 £2,065k) BOSAS generated 1mittal commussion of £6,254k
from the sale of annuity products (2010 £5,787k)

The Directors are of the opimon that the information presented n the Retail Mediation Activities Return ("RMAR™), 1n conjunction
with the information presented 1n the financial statements as a whole, provide the management informaton necessary for the Directors
to understand the development, performance and position of the business of the Company

The Company also forms part of the Insurance Division of Lloyds Banking Group plc The development, performance and position of
this Division are discussed in Lloyds Banking Group ple’s financial statements, which de not form part of thig report

Future outlook

The Directors consider that the Company’s activities will continue unchanged in 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 nsks The financial nsk
llr;anaganent objectives and policies of the Company and the exposure to credit, market and financial soundness nsk are set out 1n note
Directors

The names of the current Dhrectors are listed on page 3 There have been no changes i directorships since 31 December 2010
Particulars of the Directors’ emoluments are set cut 1n note 14

All Directors have the benefit of a contract of indemmty, which s both a Qualifying Third Party Indemnity Provision and a Qualifying

Pension Scheme Indemnity Provision This was in force duning the whole of the year Directors no longer in office but who served on
the Board at any time 1n the year had the benefit of thes contract of indemnuty during that penod of service




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

DIRECTORS' REPORT (CONTINUED)
Disclosure of information to anditors

Each person who 1s a Director at the date of approval of this report confirms that, so far as the Director 1s aware, there 15 no relevant
aucht information of which the Company’s auditors are unaware and each Director has taken all the steps that he ought to have taken as
a Director in order to make himse!f aware of any relevant audit information and to establish that the Company’s auditors are aware of
that information This confirmation 18 given, and should be interpreted in accordance with, the provisions of the Companies Act 2006

Policy and practice on payment of creditors

The Company follows “The Better Payment Practice Code” published by the Department for Business Innovation and Skills (“BIS™),
regarding the making of payments to suppliers A copy of the code and information about it may be obtained from the BIS Pubhcation
Orders Live (0845 015 0010), quoting reference URN 04/606

The Company’s policy 1s to agree terms of payment with suppliers and these normally prowvide for settlement within 30 days after the
date of the invoice, except where other arrangements have been negotiated. It 13 the policy of the Company to abide by agreed terms of
payment, provtded the suppher performs according to the terms of contract.

The processing of mvoices from suppliers and settlement of trade creditors 15 undertaken by a separate company within Lloyds Banking
Group ple The number of days shown in this report, to comply with the provisions of the Compames Act 2006, 15 14 days (2010 14
days)

Statement of Directors’ responsibilities

The Dhrectors 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 Company financial statements in 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 fair view of the state of affairs of the Company and of the profit or loss of the Company for that pertod In preparing these
financial statements, the Directors are required to

- select suitable accounting policies and then apply them consistently;

- make judgments and accounting estunates that are reasonable and prudent,

- state whether applicable I[FRSs as adopted by the European Union have been followed, subject to any material departures disclosed
and explamed in the financial statements,

- prepare the financial statements on the going concem basis unless 1t 1s inappropnate to presume that the Company will continue in
business

The Dhirectors 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 tume the financial position of the Company and enable them to ensure that the
financial statements comply with the Compames Act 2006 They are also responsible for safeguarding the assets of the Company and
hence for taking reasonable steps for the prevention and detection of fraud and other iregulanties

By order of the Board

e/ ctany

K J Mckay
Company Secretary
16 Apnl 2012




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

INDEPENDENT AUDITORS® REPORT TO THE MEMBER OF HALIFAX INDEPENDENT FINANCIAL ADVISERS
LIMITED

We have audited the financial statements of Halifax Independent Financial Advisers Limited for the year ended 31 December 2011
which compnse the Statement of Comprehensive Income, the Balance Sheet, the Statement of Cash Flows, the Statement of Changes 1n
Equity and the related notes The financial reporting framework that has been apphed in thewr preparation 1s applicable law and
Internauonal Financial Reporting Standards ("IFRSs") as adopted by the European Union

Respective responsibilities of Directors and auditors

As explamed more fully in the statement of Directors’ Responsibilities set cut on page 5, the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view Qur responsibility ts to audit and
express an opinton on the financial statements 1n accordance with apphcable law and International Standards on Auditing (UK and
Iretand) These standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors

Ths 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 Companues 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 coensent in wnting

Scope of the audit of the financial statements

An audit mvolves obtaiming evidence about the amounts and disclosures 1n the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropnate to the Company’s circumstances and have been consisiently apphed 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 1n the annual report to identify material
mconsistencies with the audited financial statements If we become aware of any apparent matenial misstatements or inconsistencies we
consider the :imphcations for our report

Opimon on financial statements

In our opimon the financial statements

e give atrue and fair view of the state of the Company’s affairs as at 31 December 2011 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 Umion, and
e have been prepared in accordance with the requirements of the Compames Act 2006
Opimon on other matters prescribed by the Companies Act 2006

In our opimon the information given o the Directors” Report for the financial year for which the financial statements are prepared 15
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
opion

* 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 1n agreement with the accounting records and returns, or
e certain disclosures of directors’ remuneration specified by taw are not made, or

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

fie Leeson (Senwor Statutory Auditor)

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

16 Apnl 2012




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED 31 DECEMBER 2011

Notes 2011 2010
£000 £000

Revenue
Revenue 2 7,989 7,852
Finance income 3 45 35
Total revenue 8,034 7.887
Expenses
Operating expenses 4 (1,809) (2,314)
Total expenses (1,809 (2,314)
Profit before tax 6,225 5,573
Taxation charge 6 (1,650) {1,560)
Profit after tax 4,575 4,013

There are no items of comprehensive income which have not already been presented in arnving 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 to 23 are an ntegral part of these financial statements




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS
I e
BALANCE SHEET AS AT 31 DECEMBER 2011
2011 2010
Notes £000 £000
ASSETS
Current assets
Financial assets
Amounts due from Group undertakings 14 6,989 1,341
Cash and cash equivalents 7 9,996 10,306
Total assets 16,985 11,647
EQUITY AND LIABILITIES
Capital and reserves attributable to Company’s shareholder
Share capital 8 200 200
Retained earnings 12,717 8,142
Total equity 12,917 8,342
LIABILITIES
Non-current liabilities
Proviston for other Liabilities and charges 9 150 197
Current liabilities
Financial habihities
Other financial habilities 10 93 184
Amounts due to Group undertakings 14 2,175 1,364
Current tax payable 11 1,650 1,560
Total liabilities 4,068 3,305
Total liabilities and shareholder’s equity 16,985 11,647

Approved on behalf of the Board on 16 Apnil 2012

Ne, Mo

N L N Machray
Drrector

The notes set out on pages 11 to 23 are an integral part of these financial statements




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS
. _
STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2011
2011 2010
Note £000 £000
Cash flows from operating activities
Profit before tax 6,225 5,573
Adjustments for-

Finance tncome 3 (45) (35
Net (increase)/decrease n operating assets and liabilities 12 (4.975) 1,033
Taxation paid {1,560) {1,025)
Net cash flows from operating activities (355) 5,546
Cash flows from investing activities
Interest received 3 45 35
Net cash flows from investing activities 45 35
Net (decrease)/increase in cash and cash equivalents 3Ly 5,581
Cash and cash equivalents at the beginning of the year 10,306 4,725
Net cash and cash equivalents at the end of the year 7 9,996 10,306

The notes set out on pages 11 to 23 are an integral part of these financial statements




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2011

Share capital Retained Total
earnings

£000 £000 £000

Balance as at 1 January 2010 200 4,129 4,329
Profit for the year and total comprehensive income - 4,013 4,013
Balance as at 31 December 2010 200 8,142 8,342
Profit for the year and total comprehensive income - 4,575 4,575
Balance as at 31 December 2011 200 12,717 12,917

Not all of the above amounts can be distributed to the equity holder since the Company 1s required to meet regulatory capital

requirements Further detals are given in note 13

The notes set out on pages 11 to 23 are an integral part of these financial statements

10




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078)

FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

1.

a)

b)

€)

d)

Accounting policies
Summary of significant accounting policies

The Company has identified the accounting policies that are most sigmificant to its business cperations and the understanding
of its results

The financial statements compnse the statement of comprehensive tncome, the balance sheet, the statement of cash flows, the
statement of changes 1n equity and the related notes

The sigmficant accounting policies adopted 1n the preparation of the financial statements, which have been consistently applied
to all pertods presented 1n these financial statements, are set out below

Basis of preparation

The financial statements have been prepared

(1) m accordance wath the Internanonal Accounting Standards (“IASs”) and International Financial Reporting Standards
(“IFRSs™) 1ssued by the International Accounting Standards Board and the Standards and Interpretations (“SICs™) and
Intemational Financial Reporting Interpretations (“IFRICs”) 1ssued by its Intemnanonal Financial Reporting Interpretations
Commuttee, as endorsed by the European Umion,

(2) 1n accordance with those parts of the Compames Act 2006 applicable to companies reporting under IFRSs, and

(3) under the histoncal cost convention

The Directors are satisfied that the Company has adequate resources to continue n business for the foreseeable future
Accordingly, the financial statements have been prepared on a going concern basis

Standards and interpretations effective in 2011

A number of standards, amendments to and interpretations of pubhshed standards which have the potential to impact on the
Company’s operations have been 1ssued and are mandatory for accounting periods beginning on or after 1 Januvary 2011 Therr
relevance to the Company’s operations 15 assessed at note 15

Details of standards and interpretations mn 1ssue but which have not been adopted early are set out at note 16

Revenue

Revenue, which arose wholly in the United Kingdom consists of commssion and fees eamed 1n respect of nsurance and
vestment business and 18 stated net of commussions and fees paid for introduction of business Revenue 15 recognised 1n the
period 1n which 1t accrues

Finance income

Interest income for all interest-beanng financial instruments 1s recognised tn the statement of comprehensive income as it
accrues, within finance income

Expense recognition

Operating expenses are recognised in the statement of comprehensive income n the penod in which they accrue

11




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078)

FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

1.

€)

Accounting policies {continued)
Financial assets and financial liabilities

Management determunes the classification of 1ts financial assets and financial hablities at imtial recogmtion Management’s
policies for the recogmtion of specific financial assets and financial liabilities, as 1dentified on the balance sheet, are set out
under the relevant accounting policies

Financial assets are derecognised when the nghts to receive cash flows from the financial assets have expired or where the
Company has transferred substanhally all of the nsks and rewards of ownership Financial habihities are derecognised only
when the obhgation specified in the contract 1s discharged, cancelled or expires

All financial habihties are stated at amertised cost (as described 1n policy ) below)

Financial assets and financial habihities are offset and the net amount reported in the balance sheet only when there 1s a legally
enforceable right to offset the recogmsed amounts and there 1s an ntention to settle on a net basis, or to realise the asset and
settle the hability simultaneously

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 identification of impaiment and the determination of
recoverable amounts 1s an inherently 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 umpaired, all financial assets for which the fair value has fallen below the
recoverable amount, are assessed using cost price and the factors above, either by a sigmficant amount or for a prolonged
penod of time are individually reviewed.

Impairment process

Objective evidence that an asset or group of assets 1s impaired includes observable data that comes to the attention of the
Company about the following events

()  significant financial difficulty of the 1ssuer or debtor;
(1) abreach of contract,
(m) the disappearance of an active market for that asset because of financial difficultres, or
(1v) observable data indicating that there 13 a measurable decrease 1n the eshmated future cash flows from a group of assets
smce the mitial recogmtion of those assets, even where the decrease cannot yet be 1dentified wath the individual assets of
the Company, including
- adverse changes in the payment status of 1ssuers or debtors, or
- national or local economic conditions that correlate with defaults on the assets in the Company

The Company first assesses whether objective evidence of impamrment exists mdividually for assets that are idividually
sigmificant  If the Company determunes that no objective evidence of impairment exists for an individually assessed asset,
whether sigmificant or not, 1t includes the asset 1n a group of assets with simlar credit nsk charactenstics and collectively
assesses them for impairment Those charactenstics are relevant to the estimation of future cash flows for groups of such assets
by bemng indicative of the 1ssuer’s ability to pay all amounts due under the contractual terms of the debt instrument being
evaluated. Assets that are mdividually assessed for impairment and for which an impairment loss 13 or continues to be
recognised are not included 1n a collective assessment of impairment.

Taxes

Tax on the profit or loss for the year 15 recognmsed 1n the statement of comprehensive income within taxation charge and
comprses current tax

Current tax 1s the expected tax payable on the taxable income for the penod, using tax rates enacted or substantively enacted at
the reporting date, together with adjustments to eshmates made n prior years

12




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

1. Accounting policies (continued)

h) Cash and cash equivalents
Cash and cash equivalents includes cash at bank and bank overdrafts

i) Provisions for other liabilities and charges
Provisions are recogmsed when the Company has a present legal or constructive obligation as a result of past events, when 1t 1
probable that the obligation will result 1n an outflow of resources to settle the obligation and when a reliable estimate of the
amount of the obhigation can be made If the effect 15 materal, provisions are determined by discounting the expected future
cash flows at a pre-tax rate that reflects current market assessments of the time value of money and, where appropnate, the nsks
specific to the hability

)] Other financial liabilities
Other financial liabilittes are mmitially recognised at fair value less directly attmbutable transaction costs and subsequently
measured at amortised cost In practice, the camrying value of these balances equates to the fair value due to the short-term
nature of the amounts included within other financial liabihties

k) Share capital

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

2, Revenue
2011 2010
£000 £000
New business commussion 6,254 5,787
Renewal commussion 1,735 2,065
Total 7,989 7,852
3. Finance income
2011 2010
£000 £000
Bank interest 45 35
Total 45 35
4. Operating expenses
2011 2010
£000 £000
Group recharges 1,520 2,087
Movement 1n provision 36 15
Computer costs 79 68
Sales and marketing fees 3 2
Compensation 52 112
Other expenses 119 30
Total 1,809 2,314

The adimimstration of the Company 13 undertaken by other members of Lloyds Bankung Group ple A recharge 15 levied from
these undertakings to the other Group companies 1n respect of those costs incurred by the Company

No staff are employed directly by the Company (2010 ml) All staff providing services to the Company are employed by other
subsidianes of Lloyds Banking Group plc The employee costs, including pension costs and share-based payment costs, are
mncluded 1n the Group recharges

13




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

5. Auditors’ remuneration

Audit fees are borne by another Lloyds Banking Group plc subsidiary and are as follows

2011 2010
£000 £000
Fees payable for the audit of the Company's current year annual report 14 27
Fees payable for other services
Reporting retumns for the Company 5 5
Total audit fees 19 32
6. Taxation
(2) Current year tax charge
2011 2010
£000 £000
Current tax:
UK corporation tax 1,650 1,560
Total current tax 1,650 1,560
(b) Reconciliation of tax charge
2011 2010
£000 £000
Profit before tax 6,225 5,573
Tax at 26.5% (2010: 28%) 1,650 1,560
Total 1,650 1,560

The standard rate of Corporation Tax n the UK changed from 28% to 26% with effect from | Apnl 2011 Accordingly, the
Company's profits for this accounting penod are taxed at an effective rate of 26 5% On 21 March 2012, the Chancellor
announced that the main rate of corporation tax will be reduced from 26% to 24% wath effect from 1 Apnl 2012

7. Cash and cash equivalents
Cash and cash equivalents for the purpose of the statement of cash flows mnclude the following
2011 2010
£000 £000
Cash at bank 9,996 10,306
Total 9,996 10,306
8. Share capital
2011 2010
£000 £000
Authorised share capital
1,000,000 shares of £1 each 1,000 1,000
Alloted, called up and fully paid share capital
200,000 shares of £1 each 200 200

14




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078)

FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

9. Provisions for other liabilities and charges

Mortgage Endowment Provision

The mortgage endowment provision relates to expected costs ansing from endowment review cases The amount of the
provision has been calculated using past trends, expertence to date of the percentage of cases upheld and average compensation

payments made

The changes w1 provisions and any addrizons made duning the year have been charged to opersting expenses tn the statement of

comprehensive mcome

2011 2010
£000 £000
At 1 January 197 312
Provisions made dunng the year 36 i5
Provisions utihsed dunng the year (83) (130)
Total 150 197
10. Other financial liabihties
2011 2010
£000 £000
Other financial habilities 93 184
Total 93 184
11. Tax liability
2011 2010
£000 £000
Current tax payable 1,650 1,560
Total 1,650 1,560
12. (Increase)/decrease in operating assets and liabilities
2011 2010
£000 £000
Increase in operating assets:
Amounts due from Group undertakings (5,648) &3
Net increase in operating assets (5,648) (83)
Inecrease in operating liabilities:
Provisions for other habilities and charges (47) (115
Financial habilities
Other financial habilittes en (72)
Amounts due to Group undertakings 811 1,303
Net increase in operating liabilities 673 1,116
Net (increase)/decrease in operating assets and liabilities (4,975) 1,033

15




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078)

FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMRBER 2011 {(CONTINUED)

13.

(2)

(b

©

Risk management

The Company 1s an independent financial adwiser 1n the sale of Life, Pensions, Umt Trust and ISA business This note
summanses the risks associated with the Company's business and the ways in which the Company manages themn.

Governance framework

The Company 15 part of the Insurance Division of Lloyds Banking Group plc  This Division has estabhished a risk management
function with responsibility for implementing Lloyds Banking Group plc nisk management framework within the Company

The approach to nsk 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 1s hne management, who have direct accountabihty
for nsk decisions  Rusk provides oversight and challenge and form the second line of defence Internal Audit constitutes the
third hne of defence, which provides the required independent assurance to the Board that nsks within the Company are
recogmsed, monitored and managed within acceptable parameters

An enterprise-wide nsk management framework for the 1dentification, assessment, measurement and management of risk 1s m
place. The framework 15 in line with Lloyds Banking Group plc’s nsk management principles and covers the full spectrum of
risks that the Company 1s exposed to  Under this framework, nisks are categonsed according to an approved Lloyds Banking
Group plc nsk language which has been adopted across the Group This covers the pnnapal financial nsks faced by the
Company, including the exposures to market, credit and financial soundness risk. The performance of the Company and the
strategic management of the business depend on 1ts ability to manage these nsks

Responsibility for the management of all nisk resides with the Board of each Company, who have delegated their authonty to the
Insurance Executive Commttee

Policy owners, identified from appropriate arcas across the business, are responsible for drafing Lloyds Banking Group ple risk
policies, for ensuring that they reman up-to-date and for facilitating any changes These policies are subject to at least an
annual review, or earlter 1f deemed necessary Limits are prescribed within which those responsible for the day to day
management of the Company can take decisions Line management are required to follow prescribed reporting procedures to
the bodies responsible for monitoring compliance with policy and controlhing the nsks

Risk appetite

The Company has defined the methedology for the management of nsk appetite and has approved appropriate limits  Where
appropnate for each nisk component, iimts are defined 1 terms of the amount of capital required to be held to cover certain
specific stressed scenanos

Exposure to each type of nsk 15 monitored against prescribed linuts and the results of these tests are reported to the Boards of
the Company Where the exposure to any risk exceeds a tngger amount, the Insurance Execuhve Commuttee must approve an
action plan to reduce the exposure or the Board must approve a revised Lumt.

Financial risks

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

The market nisk that the Company pnimanly faces due to the nature of its financial assets and financial kabihies 13 interest rate risk.

The Company manages these nsks in a number of ways, mcluding nisk appetite assessment and momtoning of cash flow
requirements The Company also uses financial instruments as part of its business activines

Financial assets and financial liabilities are measured on an ongomng basis at amortised cost. The summary of sigmificant accounting
policies (note 1) describes how the classes of financial instruments are measured, and how income and expenses are recogmsed.

The sensiivity analysis given throughout this note 1s based on a change m an assumption while holding all other assumptions
constant. In practice, thus 18 unlikely to occur as changes i some of the assumptions may be comrelated, for example changes mn
interest rates and changes in market values The sensitivity analysis presented also represents, 1n accordance with the requirements
of IFRS 7, management’s assessment of the most likely other outcomes 1n respect of each sensiivity, rather than worst case scenario
posittons

16




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

13.
©
)

U]

@

&)

®

Risk management (continued)

Financial risks (continued)

Market risk

Market nisk 1s the nsk of reductions n earnings and/or value, through financial or reputational loss, from unfavorable market

movements This nsk typically anses from fluctuations 1n market mnterest rates (interest rate nsk), whether such changes are
caused by factors specific to the individual mstrument or 1ts 1ssuer or factors affecting all instruments traded 1n the market.

Interest rate risk

Interest rate risk 1s the risk that the value of future cash flows of a financial instrument will fluctuate because of changes in
mterest rates and the shape of the yield curve Interest rate risk arises in respect of cash balances which are either held on deposit
or invested 1n a cash fund and also 1n respect of any overdrawn bank balances None of the other financial assets or financial
habilities of the Company are interest-beaning

If interest rates were to increase or decrease by 25 basis points, the impact on profit and loss after tax 15 considered to be
immatertal 1n respect of cash balances

Credit risk

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

Credit risk 1s managed 1n line with Lloyds Banking Group plc Credit Risk Policy
Financial soundness risk

Financial soundness nsk covers the risk of financial failure, reputational loss or loss of earmings and/or value ansing from a
lack of hquidity, funding or capital and/or the inappropnate recording, reporting or disclosure of financial, taxation and
regulatory information

Financial and regulatory reporting, tax and disclosure risk

The Company 1s exposed to the risk that policies and procedures are not sufficient to maintain adequate books and records to
support statutory, regulatory and tax reporting and to prevent and detect financial reporting fraud.

Lloyds Banking Group plc has developed procedures to ensure that comphance with both current and potential future
requirements are understood and that policies are alignied to 1ts nisk appetite  Lloyds Banking Group plc mainiains a system of
internal controls, consistently apphed, providing reasonable assurance that transactions are recorded and undertaken n
accordance with delegated authonties that permat the preparation and disclosure of financial statements and tax returns in
accordance with IFRSs, statutory and regulatory requirements

Lloyds Banking Group plc undertakes a programme of work designed to support an annual assessment of the effectiveness of
mternal controls over financial reporting, to 1dentify tax liabihties and to assess emerging legislaton and regulation
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13.  Risk management (continued)

() Financial risks (continued)

(i) Liquidity risk

Liquidity nisk 18 the risk that the Company wall encounter difficulty 1n raising funds to meet its financial commitments as they
fall due, or can secure them only at an excessive cost. Laquidity nsk may result from either the inability to sell financial assets
quickly at their fair values, or from the inability to generate cash inflows as anticipated.

Liquidity nisk 1s managed 1n hine with Lloyds Banking Group plc's Funding and Liquidity Risk Policy

All of the financial assets of the Company are held for managing hquidity nsk  Cash and cash equivalents of £9,996k (2010
£10,306k) have no stated matunity but can be accessed on demand Amounts due from Group undertakings of £6,98%k (2010
£1,341k) are generally recoverable wathin one month from the reporting date

Liquidity nsk has been analysed as anising from the settlement of balances owed to other group undertakings of £2,175k (2010
£1,364k) and other financial habilihes of £93k (2010 £184k) These amounts are all contractually due within one month from
the reporting date

(iliy  Capital risk
Capital nsk 13 defined as the nsk that.

- the Company has insufficient capital to meet 1ts regulatory capital requirements,

- the Company has insufficient capital to provide a stable resource to absorb all losses up to a confidence level defined 1n the
nisk appetite,

- the Company loses reputational status by having capital that 1s regarded as mappropnate, either in quantity, type or
distnbution, and/or

- the capital structure 15 nefficzent.

The business of the Company 1s regulated by the FSA. The FSA specifies the mimmum amount of capital that must be held by
the Company in addition to 1ts habihties

Within the Insurance business umt, capital risk 1s actively monitored by the Insurance Capital Working Group

The munimum required caprtal must be maintamned at all times throughout the year These capital requirements and the capatal
available to meet them are regularly estimated 1n order to ensure that capital maintenance requirements are being met.

The Company’s objectives when managing capital are

- to comply wath the capital requirements set out by the FSA 1n the UK,

- to have sufficient further capital to safeguard the Company’s ability to continue as a going concern so that 1t can continue to
provide returns for the shareholder and benefits for other stakeholders, and

- when capital 1s needed, to require an adequate return to the shareholder by pnicing mutual fund contracts according to the
level of nsk associated with the business written

The Company manages the capital structure and makes adjustments to reflect changes 1n economic conditions and the risk
charactenstics of the underlying assets In order to maintain or adjust the capatal structure, the Company may adjust the
amount of dividends paid to the shareholder, return capital to the shareholder, 1ssue new shares or sell assets

The Company’s capital compnses all components of equity, movements 1 which are set out in the statement of changes 1n
equity The Company recerves most of its funding from its parent and does not raise funding externaily

The table below sets out the regulatory capital and the required capital held at 31 December 1n cach year

2011 2010
£000 £000
Regulatory capital held 8,342 4,329
Regulatory capital requirernent 10 10

Al minunuim regulatory requirernents were met during the year
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13.
©
(i

iv)

Risk management (continued)

Financial risks (continued)

Capital risk (continued)

Compiiance with FSA regulatory requirements

The Capital Requirements Directive created a revised regulatory capital framework across Europe govermng how much capital
financial services firms must retain In the Umited Kingdom, thts 13 being implemented by our regulator, the FSA which has
created new rules and guidance specifically through the creation of the General Prudential Sourcebook (GENPRU) and the
Prudential Sourcebook for UCITS (UPRU)

The FSA framework consists of three ‘Pillars’;

s Pillar 1 sets out the munimum caputal requirements that compames need to retamn to meet thewr 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

e Pillar 3 requires cach company to develop a set of disclosures which wll 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 disclosure
document The disclosure of this document meets the Group's obligaton with respect to Pillar 3, and 1s found at
www lloydsbankinggroup com

Operational risks

Operational nsk covers the nsk of reductions in earnings and/or value, through financial or reputational loss, from inadequate
or falled intemnal processes and systems, operational inefficiencies, or from people related or external events By its very
nature, operational nsks can arise from a wide range of the Groups activities that mnvolve people, processes and systems

Customer treatment and processes risk

The nsk of reductions m earnings and/or value, through financial or reputational loss, from nappropnate or poor customer
treatment Associated nsks mnelude poor product design and development, customer advice, customer service and customer
complaint handhing Customer process nisk includes customer transactions and processing errors due to incorrect capturing of
customer information and/or systems failure

Customet treatment and how Lloyds Banking Group plc as a whole manages its customer relehonships affects all aspects of the
Group's operations and 1s closely ahigned with achievement of Lloyds Banking Group plc’s strategic aim — to create deep long
lasting relationships with its customers Currently there 15 a high level of scrutiny regarding the treatment of customers by
financial inshtutions from the press, politicians and regulatory bodies

People risk

The nisk of reductions i earmngs and/or value through financial or reputational loss, from inappropniate resource management,
employee relations, legal action m relation to people, or health and safety 1ssues

The Group continues to face nsks relating to 1ts ability to attract, retain and develop high calibre talent as a result of challenges
ansing from ongoing regulatory and pubhc mterest in remuneration practices and delivery of Lloyds Banking Group plc’s
ntegration requirements
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14,

(a)

Financial risks (continued)
Operational risks (continued)
Financial crime and security risk

Financial cnme risk covers the nsk of reduction 1n earnings and/or value, through financial or reputational loss, associated with
financial crime and failure to comply with related legal and regulatory obligations, these losses may include censure, fines or
the cost of liigation  Secunty risk relates to potential losses as a result of the theft of, or damage to the Group’s assets, the loss,
corruption, misuse or theft of the Group’s information assets or threats or actual harm to the Group’s people This also includes
nsks relating to terronst acts, other acts of war, geographical, pandemic or other such events

Organisational infrastructure and change risk

Orgamsational infrastructure nsk covers the risk of reductions 1n earnings and/or value, through financial or reputational loss,
resulung from poor internally facing business processes at a Group, divisional or company level Organisational infrastructure
in this context embraces the structures, systems and processes that provide direction, control and accountability for the
enterpnse Change nsk comprises the risk of potennal loses from change imithatives failling to deliver to requirements, budget or
timescate, failing to implement change effectively or falling to realise desired benefits

Although now over two years mto the successful implantation of the programme, there continue to be delivery of benefits as the
programme moves into its final phase of execution

Supplier management risk

The nsk of reductions 1n eamings and/or value through financial or reputational loss from services wath outsourced partners or
third party supphers

IT Systems risk

The nisk of reductions 1n earnings and/or value through financial or reputational loss resulting from the development, delivery
and maintenance of effective IT solutions

Legal and regulatory risks

The Company also faces a number of legal and prudential regulatory nisks, reflecting the volume and pace of change within the
UK. This impacts the Company both operationally, in terms of costs of compliance ard uncertainty about regulatory
expectations, and strategically, through pressure on key eamings streams The latter could potentially result 1n major changes
to business and pricing models, particularly 1n the UK retail market Business planning processes continue to reflect change to
the regulatory environment

Regulators are nterested in protecting the nghts of the investors and ensunng that the Company 1s satisfactonly managing
affarrs on behalf of the policyholders Regulators are also keen to ensure that the Company maintains appropriate solvency
Ievels to meet unforeseen habilities ansing from reasonably foreseeable economuc shocks or natural disasters  As such, the
Company 1s subject to regulatory requirements which prescnbe and impose certain restrictive provisions

Related party transactions
Ultimate parent and shareholding

The Company's immediate parent undertaking 13 Hahfax Financial Services (Holdings) Lumted, a Company registered 1n the
United Kingdom Hahfax Financial Services (Holdings) Limited has taken advantage of the provistons of the Compamies Act
2006 and has not produced consolidated financial statements

The Company’s ultimate parent company and ultimate controlling party 1s Lloyds Banking Group plc, which 1s also the parent
undertaking of the largest group of undertakings for which group accounts are drawn up and of which the Company 1s a
member Lloyds TSB Bank plc 1s the parent undertaking of the smallest such group of undertakings Copies of Lloyds Banking
Group ple's financial statements in which the Company 18 consohdated can be obtained from the Group Secretary’s
Department, Lloyds Banking Group plc, 25 Gresham Street, London, EC2V 7THN
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14.

(b)

Related party transactions (continued)
Transactions and balances with related parties
Transactions between the Company and other companies in Lloyds Banking Group plc

The Company has entered 1nto the following transactions with other related parties during the year and holds the following balances
with other related parties at the end of the year

Transactions in the year Outstanding balance at 31

December

2011 2010 2011 2010

Relationship £000 £000 £000 £000
Parent undertakings:

Expense recharges and amounts payable (3,188) (3,219) (1,560} (1,025)

Commssion and amounts receivable 8,213 7,965 6,989 404
Other related parties:

Expense recharges and amounts (payable)/recervable (623) 658 (615) 599

Cash and amounts receivable (132) 560 9,996 10,306

All the transactions summansed above were entered 1nto on an arm’s length basis  The amounts outstanding at the end of the year
are included n loans and recervables / payables as appropnate and are repayable on demand unless otherwise specified in the
relevant note. All outstanding balances at the balance sheet date are unsecured. There are no amounts past due (2010 none) The
Company paid no dividends to 1ts parent company n the year ended 31 December 2011 (2010 £ml)

In addition to the transactiens detailed above, the Company's staff costs in respect of the period October 2011 to December 2011
which amounted to £391,000 were paid by group companies on behalf of the Company These costs will not be recharged to the

Company
Transactions between the Company and key management

Key management personnel are those persons having authority and responsibility for planning, directhing and controlling the
activities of the Company which, for the Company, are the Directors and the Insurance Executive Commmttee.

Dhrectors provide services to a number of compames, m some cases including compamies for which they do not act as Directors
Thewr benefits are allocated to the compames to which they provide services depending on the proportion of their time that they
spend on each company Some of the Directors of the Company do not spend a sigmficant proportion of ther time
providing services directly to the Company Thewr emoluments have been allocated and disclosed in the financial statements of the
companies on wiuch they do spend a sigmficant proportion of their ime

Transactions between the key management personnel of the Company and parties related to them as defined by IAS 24 “Related
Party Disclosures” are as follows

Key management compensation:

2011 2010
£000 £000
E
Salanes and other short-term benefits 3 13
Pension contnbutions and entitlements - 1
Share-based payments 2 1
Total 5 15
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14.

(b)

15.

Related party transactions (continued)
Transactions and balances with related parties (continued)

Certain members of key management m the Company, including the highest paid director, provide services to other companies
within Lloyds Banking Group plc In such cases, for the purposes of this note, figures have been included based on an
apportionment to the Company of the total compensation eamed.

Retirement benefits are accruing for one Director (2010 two) under defined benefit pension schemes One Director (2010
one) 1s paymng into a defined contribution scheme

HM Treasury

In January 2009, HM Treasury became a related party of the Company following 1ts subscription for ordinary shares in Lloyds
Banking Group plc, the Company’s ultimate parent company, 1ssued under a placing and open offer  As at 31 December 2011,
HM Treasury held a 40 per cent (2010 41 per cent) interest in Lloyds Banking Group plc’s ordinary share capital and,
consequently, HM Treasury remained a related party of the Company throughout 2011

There were no matenal transactions between the Company and HM Treasury during the year (2010 none) that were not made
m the ordinary course of business or that are unusual n their nature or conditions In addition, the Company has entered 1nto
transactions with HM Treasury on an arm's length basts including, but not exclusively in relation to, the payment of
corporation tax Owing to the volume and diversity, such transactions are not disclosed

Share-based payments

Dunng the year ended 31 December 2011, the Company’s ulttmate parent company operated share-based payment schemes, all
of which are equaty settled Further details in respect of these schemes can be found in the financial statements of that company

Standards and interpretations effective in 2011

The Company has adopted the following new standards and amendments to standards which became effective for financial
years beginmng on or after 1 January 2011 None of these standards or amendments has had a matenal mpact on these
financial statements

(1) “Improvements to IFRSs” (issued May 2010) Sets out minor amendments to IFRSs as part of the annual improvements
process

(n) IAS 24 Related Party Disclosures (Revised) Simplifies the definition of a related party and provides a partial exemption
from the requirement to disclose transactions and outstanding balances with the government and government-related entities
The Company has taken advantage of this exemption, which requires disclosure of sigmificant transactions only with the
government and government-related entifies Detals of related party transactions are set out in note 14

Details of those IFRSs pronouncements which will be relevant to the Company but which were not effective at 31 December
2011 and which have not been applied 1n prepanng these financial statements are given in note 16
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16.

17,

Future accounting developments

The following pronouncements may have a sigmficant effect on the Company’s financial statements but are not applicable for
the year ending 31 December 2011 and have not been applied 1n prepanng these financial statements The full impact of these
accounting changes 15 being assessed by the Company

Pronouncement Nature of change IASB effective date
IFRS 9 “Financial Replaces those parts of IAS 39 "Financial Instruments Recogmen  Annual peniods
Instruments™ and Measurement” relating to the classificaion, measurement and  beginning on or after 1

derecogmtion of financial assets and habilines Requires financial  January 2015

assets to be classified nto two measurement categones, fair value and

amortised cost, on the basis of the objectives of the entity’s business

model for managing 1ts financial assets and the contractual cash flow

charactenstics of the instrument. The available-for-sate financial asset

and held-to-maturity investment categories m existing IAS 39 will be

elimnated. The requements for financial Thabihities and

derecogrition are broadly unchanged from LAS 39
IFRS 12 "Disclosure of ~ Requires an entity to disclose information that enables users of ~ Annual periods
Interests in Other financial statements to evaluate the nature of, and risks associated  beginming on or after 1
Ennties” with, 1ts interests in other entities and the effects of those interests on  January 2013

1ts financial position, financial performance and cash flows
IFRS 13 "Fawr Value The standard defines fair value, sets out a framework for measurmg  Annual pertods
Measurement” fair value and requires disclosures about fair value measurements It beginmng on or after 1

applies to [FRSs that require or permut fair value measurements or  January 2013

disclosures about fair value measurements

| IFRS 9 15 the 1mihal 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 impairment of financial assets measured at amortised cost and hedge accounting Unnl all stages of the
replacement project are complete, 1t 1s not possible to determne the overall impact on the financial statements of the

replacement of IAS 39

At the date of this report, these pronouncements are awaiting EU endorsement.

Post balance sheet events

The proposed further reductions mn the rate of corporation tax to 22 per cent by 1 Apnl 2014 are expected to be enacted

separately each year
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