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HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

—

DIRECTORS’ REPORT

Principal activities and review of the business

The Directors present the financral statements of Halifax Independent Financial Advisers Limuted (the “Company”), a hmited hability
company domiciled in the United Kingdom The principal activity of the company 1s 1o act as an Independent Financial Adviser  The
Company closed to new bustness in September 2000, but 1t continues to generate renewal commssion as a result of 1is exisung book of
business The Company 1 a whelly owned subsidiary of Halifax Financial Services (Holdings) Limmited

In February 2002 the Company began selling annuity products under the trading name of the Bank of Scotland Annuity Service
(BOSAS) It generates imtial commussion on sales

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

Results and dividend

The result of the Company for the year ended 31 December 2009 15 a profit after taxation of £2 6m (2008 profit of £3 3m}, and thus
has been transferred to reserves  The Directors consider this result to be satisfactory in light of the acuviues of the Company

No 1ntenim dividends were pard n the year (2008 £ml) The directors do not recommend the payment of a final dividend (2008
£2 8m)

Key performance tndicators

The Directors beheve that the Company currently has adequate capital resources and will continue to do so in the foreseeable future
Further information on the capual position of the Company 1s given in note 14

The Company's turnover for the year ended 31 December 2009 1s £6 1m (2008 £6 6m)

Existing business continues to generate gross renewal commnussion, this amounted to £2 2m for the year (2008 £3 Om)

The Directors are of the opimion that the mformation presented i1n the financial statements provides the management informatton
necessary for the Directors to understand the development, performance and position of the business of the Company The Company
forms part of the Insurance Division of Lloyds Banking Group plc ("Group”) The development, performance and position of this
Division are discussed 1n the Group's annual report, which does not form pan of this report

Future outlook

The Directors consider that the Company’s activities will continue unchanged n the foreseeable future

Principal risks and uncertainttes

The management of the business and the execution of the Company’s strategy are subject to a number of nsks The financial nisk
management ohjectives and pohcies of the Company and the exposure to credit, market and financial soundness nsk are set out 1n note

14

Directors

The names of the current Dhrectors are hsted on page 3 Changes in directorships duning the year and since the end of the year are as
follows

N G Frankland (appointed 17 July 2009)
J Warburton (appointed 15 July 2009)
A Hamson (resigned 15 July 2009)
R J H Milne (resigned 15 July 2009)

Particulars of the Directors’ emoluments are set out 1n note 15
Disclosure of information to auditors
Each Director confirms that, as far as they are aware, there 15 no relevant audit information of which the Company's auditors are

unaware Relevant information 1s defined as *information needed by the Company’s auditors 1n connection with prepanng therr
report”




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

DIRECTORS' REPORT (CONTINUED)

Each Director has taken steps that he ought to have taken 1n his duty as a Director in order to make himself aware of any relevant audit
information and to establish that the Company's auditors are aware of that information

This confirmation 1s given, and should be nterpreted 1n accordance with, the provisions of section 418 of the Compamies Act 2006

Change of auditors

Following the resignation of KPMG on 9 Apnil 2009, PricewaterhouseCoopers LLP were appointed as auditors of the Company with
effect from the same date by the directors of the Company on 9 Apnl 2009  Accerdingly, a resolution proposing the reappointment of
PricewaterhouseCoopers LLP as auditors will be put to the members of the Company before the end of the next peniod for appointing
auditors (as defined by the Companies Act 2006)

Policy and practice on payment of creditors

The Company follows “The Better Payment Practice Code™ pubiished by the Department for Business Innovation and Skills (“BIS™),
regarding the making of payments to supphers A copy of the code and information about 1t may be obtained from the BIS, Nol
Victona Street, London, SWIH OET

The Company’s policy 1s to agree terms of payment with suppliers and these normally provide for settlement within 30 days afier the
date of the nvoice, except where other wrangements have been negotiated [tus the policy of the Company to abide by agreed terms of
payment, provided the supplier performs according to the lerms of contract

The processing of 1voices from supplers and settlement of trade creditors is undertaken by a separate company within the Lloyds
Banking Group The number of days shown 1n this report, to comply with the provisions of the Compantes Act 2006, 1s 20 days (2008
19 days)

On behalf of the Board of Directors

Gleetesilpr

K ] McKay
Edinburgh

15 March 2010
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for prepanng the Directors’ Report and the financial statements 1in 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 elected to
prepare the financial statements 1n 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 sausfied that they give a true and
farr view of the state of affairs of the Company and of the profit or loss of the Company for that period In preparing these financial
statements, the Directors are required to

*  select smitable accounting policies and then apply them consistently,

+  make judgments and accounting estimates that are reasonable and prudent,
state whether applicable IFRSs as adopted by the European Unton have been followed, subject 1o any matenial departures
disclosed and explained 1n the financial statements,

*  prepare the financial statements on the going concern basis unless it 1s inappropnate to presume that the Company will
continue 1n busmess

The Directors are responsstble for keeping adequate accounting records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any tme the financial positon of the Company and enable them to ensure that
the finanual statements comply with the Compantes Act 2006 They are also responsible for safeguarding the assets of the Company
and hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF HALIFAX INDEPENDENT FINANCIAL ADVISERS
LIMITED

We have audited the financial statements of Halifax Independent Financial Advisers Limited for the year ended 31 December 2009
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 1n their preparation 1s applicable law and
Internattonal Financial Reporting Standards (IFRSs) as adopted by the European Union

Respective responsibilities of Directors and auditors

As explained more fully in the Statement of Directors’ Responsibilities set out on page 6, the Directors are responsible for the
preparation of the financeal statements and for being sanisfied that they give a true and fair view Our responsibility 15 to audit the
financial statements 1n accordance with appheable 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

This report, including the opinions, has been prepared for and only for the Company's members as a body n accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, in giving these opintons, accept or assume
responsibility for any other purpose or to any other person to whom this report 15 shown or into whose hands 1t may come save where
expressly agreed by our prior consent in writing.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures 1n the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal msstatement, 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 applhed
and adequately disclosed, the reasonableness of significant accounting estimates made by the Directors, and the overall presentation
of the financial statements

Opinion on financial statements
In our opinion the financial statements

* pgve a true and fair view of the state of the Company’s affairs as at 31 December 2009 and of its profit and cash flows for the
year then ended,

+  have been properly prepared in accordance with IFRSs as adopted by the European Union, and

s  have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimion the nformation given n the Dicectors’ Report for the financial year for which the financial statements ace prepared 1s
consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report 1n respect of the following matters where the Companies Act 2006 requires us to report to you 1f, in our
opinion

e 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
certain disclosures of directors’ remuneration specified by law are not made, or
we have not received all the information and exptanations we require for our audit

Clare Thompson (Senior Statutory Auditor)

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

15 March 2010
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STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED 31 DECEMBER 2009

2009 2008

Note £ 000 £ 000

Revenue 2 6,086 6,633
Operating costs 3 (2,447) (2,150}
Operating profit 3,639 4,483
Interest receivable 5 22 108
Profit before tax 3,661 4,591
Taxation charge 6 (1,025) (1,309)

Profit for the year 2,636 3,282

There are no items of comprehensive income which have not already been presented in arrving at the profit for the year

Accordingly, the profit for the year 1s the same as total comprehensive income for the year

The notes set out on pages 12 to 26 are an integral part of these financial statements
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L i L

BALANCE SHEET AS AT 31 DECEMBER 2009

2009 2008
Note £ 000 £ 000
ASSETS
Current assets
Financial assets
Trade and other receivables 7 1,258 416
Cash and cash equivalents 8 4,725 3,095
Total assets 5,983 3.511
EQUITY AND LIABILITIES
Capital and reserves attributable to Company’s equity shareholder
Share capital 9 200 200
Retained earnings 4,129 1,493
Total equity 4,329 1,693
LIABILITIES
Non-current liabilities
Provisions for other habilhes and charges 10 312 200
Current liabilities
Current tax payable 11 1,025 1,309
Financial habilities
Trade and other payables 12 317 309
Total habihties 1,654 1,818
Total liabihities and shareholder’s equity 5,983 3,511

Approved on behalf of the Board on 15 March 2010

J Warburton
Director

The notes set out on pages 12 to 26 are an integral part of these financial statements
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A -

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMEER 2009

2009 2008
Note £ 000 £ 000
_ L
Cash flows from operating activities
Profit before tax 3,661 4,591
Adjustments for
Interest income (22) (108)
Net (1ncrease)/decrease 1n operating assets and habihties 13 (122) 165
Taxauon pad (1,309) (958)
Net cash flows from operating activities 1,608 3,690
Cash flows from investing activities
Interest received 22 108
Net cash flows from investing activities . 22 108
Cash flows from financing activities
Equity dividends paid - (2,800)
Net cash used in financing activities - (2,800)
Net increase in cash and cash equivalents 1,630 998
Cash and cash equivalents at the begtnning of the year 3,095 2,097
Net cash and cash equivalents at the end of the year 8 4,725 3,095

The notes set out on pages 12 1o 26 are an ntegral part of these financial statements

10
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STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2009

Share Retained

capital earnings Total

- Note £ 000 £ 000 £ 000
Balance as at 1 January 2008 200 1,011 1,211
Total comprehensive profit for the year - 3,282 3,282
Dividends paid 9 - {2,800) (2,800)
Balance as at 31 December 2008 200 1,493 1,693
Total comprehensive profit for the year - 2,636 2,636
Balance as at 31 December 2009 200 4,129 4,329

The notes set out on pages 12 1o 26 are an integral part of these financial statements

11
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009
1. Accounting policies

Summary of sigmficant accounting policies

The Company has dentified the accounting policies that are most significant to 1ts business operations and the understanding of 11s
results

The financial statements compnse the statement of comprehensive income, the balance sheet, the statement of cash flows and the
statement of changes in equity The preparation of financial statements necessitates the use of estimates and assumptions 1n applying
the accounting policies set out on pages 12 to 15 The accounuing policies which relate to impairment (policy 1) and provisions for
other habilities and charges (polhicy j) are those which invelve the most complex or subjective decisions or assessments These
estimates and assumptions affect the reported amount of assets and habilities, coningent or otherwise, at the reporting date as well as
affecuing the reported income and expenses for the year

In each case, the determination of these 1s fundamental to the financial results and position of the Company, and requires management
to make complex judgments based on information and financial data that may change in future penods Although the esumates are
based on management’s best knowledge of current facts as at the reperting date, the actual outcome may differ from those estimates

The significant accounting polictes adopted in the preparation of the financial staiements, which have been consistently applied to all
periods presented in these financial statements, are set out below

a) Basis of preparation
The financial statements have been prepared

(§)] in 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 (“81Cs™) and
Internatiwonal Financial Reporting Interpretations (“IFRICs™) 1ssued by its International Financtal Reporting Interpretations
Commuttee, as endorsed by the European Union,

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

3) under the histonical cost convention, as modified by the revaluation of certain financial assets and financial habihties as set out
n the relevant accounting policies

The Directors are sausfied that the Company has adequate resources to continue in business for the foreseeable future  Accordingly,
the financtal statements of the Company have been prepared on a going concern basis

Standards and interpretauons effective in 2009

A number of standards, amendments 10 and mterpretations of published standards which have the potential to impact on the
Company'’s operations have been issued and are mandatory for accountung penods beginning on or afier | January 2009 Their
relevance to the Company’s operations 1s assessed at note 16

Details of standards and interpretations in 1ssue but which have not been adopted early are set out at note 17

b) Revenue

Revenue principally compnses comnussion and fees eammed in respect of insurance and investment business and 1s stated net of
commussions and fees paid for introduction of business Revenue relates entirely to activities within the UK Revenue 1s recognised
on an accruals basis

c) Expense recognition

Operating costs

Operating costs are recognised 1n the statement of comprehensive income on an accruals basis, within operating costs

Dividends payable
Dividends payable on ordinary shares are recognised 1n equity 1n the peniod 1n which they are approved
d) Interest receivable

Interest income for all interest-bearing financial instruments 1s recogmsed 1n the statement of comprehensive income as 1t accrues,
within 1nterest recervable

12
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

1. Accounting policies (continued) .

e) Taxes

Tax on the profit or loss for the year 1s recogmised i the statement of comprehensive income within taxation and comprises current tax
Current tax

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

f) Financial assets and financial liabilities

Management determines the classification of its financial assets and financial Liabilities at iitial recognition and re-evaluates this at
every reporung date  Management’s policies for the recogmition of specific financial assets and financial liabihities, as 1dentified on the
balance sheet, are set out under the relevant accounting pohcies

Financial assets are derecognised when the nghts to receive cashflows from the financial assets have expired or where the Company
has transferred substantially all of the risks and rewards of ownership Financial habihuies are derecogmised only when the obligation
specified in the contract ts discharged, cancelled or expires

All financial assets and financial liabilines are designated at fair value through income, with the exception of certain loans and
recervables and other financial labilities which are stated at amortised cost (as descnibed 1n policies (h) and (k) below)

No assets are classified as held-lo-matunity, available-for-sale or for trading, no habilities are classified as held for trading

Financial assets and financial Liabilities are offset and the net amount reported 1n the balance sheet only when there 15 a legally
enforceable rght to offset the recogmsed amounts and there 1s an ntention to settle on a net basis, or to realise the asset and settle the
habhty simultaneously

g} Trade and other recervables

Trade and other receivables are non-denivative financial assets with fixed or determinable payments that are not gquoted 1n an active
market

Trade and other receivables are imtially recognised at fair value less directly attnbutable transaction costs and subsequently measured
al amorused cost, subject to impairment, with the exception of accrued interest, which 1s accounted for at fair value, reflecting the
amounts recervable at the year end In pracuice, the carrying value of these balances equates to the fair value due to the short-term
nature of the amounts included within loans and receivables

A charge for impairment 1n respect of loans and receivables would be made 1n the statement of comprehensive income when there 1s
objective evidence that the Company will not be able to collect all amounts due according to therr onginal terms  The impairment
charge would be recognised 1n that part of the statement of comprehensive income in which the onginal transaction was reported
Further information on the Company’s impairment policy 1s set out at policy (1)

h) Cash and cash equivalents

Cash and cash equivalents includes cash at bank, short-term, highly liquid mnvestments with original maturities of three months or less
and bank overdrafts

13
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
1 Accounting policies (continued)

i) Impairment

Einancial assets

The carrying value of all financial assets 1s reviewed for impairment whenever events or circumstances tndicate that the carrying
amount may nol be recoverable The idenuficauon of impairment and the determination of recoverable amounts 1s an inherently
uncertain process involving various assumptions and factors, includeng 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 financial assets for which the fair value has been sigmificantly below
cost price for a considerable period of ume are individually reviewed A disunction 1s made between negauve revaluations due to
general market fluctuations and due to 1ssuer-specific developments The impairment review focuses on issuer-specific developments
regarding financial condition and future prospects, taking mnto account the intent and ability to hold the secunties under the Company's
long term 1nvesiment strategy

Non-financiat assets

Assets that are subject 10 amortisauon are reviewed for impairment whenever events or changes i circumnstances indicate that the
carrying amount may not be recoverable

An smpairment loss 1s recogmsed for the amount by which the asset’s carrying amount exceeds its estimated recoverable amount The
recoverable amount 1s the hagher of an asset’s fair value less costs 10 sell and its value 1n use For the purpose of assessing impairment,
assets are grouped at the lowest levels for which there are separately wdenufiabte cash flows

If there 15 objective evidence that an impairment loss has occurred, the amount of the toss 1s charged to the relevant hne n the
statement of comprehensive income n the period 1in which 1t occurs

Impairment process

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

(1) signtficant financial difficulty of the 1ssuer or debior,

(11) a breach of contract,

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

(1v) observable data indicaung that there 1s a measurable decrease m the estimated future cashflow from a group of assets

since the tmual recogmuon of those assets, even where the decrease cannot yet be idenufied with the individual
. assets of the Company, including

- adverse changes 1n the payment status of 1ssuers or debtors, or
- nauonal or local econormic conditions that correlate with defaults on the assets in the Company

The Company first assesses whether objective evidence of impairment exists individually for assets that are individually sigmificant  If
the Company determines that no objective evidence of impairment exists for an individually assessed asset, whether significant or not,
1t includes the asset 10 a group of assets with sumilar credit risk charactenstics and collectively assesses them for impairment  Those
charactenisiics are relevant 1o the estimation of future cashflows for such groups as they are indicative of the 1ssuers’ ability (o pay all
amounts due under the contractual terms of the debt instrument being evaluated Assets that are individually assessed for impairment
and for which an impairment loss 1s or continues to be recognised are not included in a collective assessment of impairment

The impairment review 1n respect of the Company 1s considered at a Lloyds Banking Group plc level and takes inio account income
streams ansing outwith this statutory entity  If this was assessed at an entity level for the Company, the impairment charge would be
£ml (2008 £ml)

1) Provisions for other hahihties and charges

Provisions are recogmsed when the Company has a present legal or constructive obligation as a result of past events, when 1t 1s
probable that the obligation will result in an outflow of resources to settle the obligation and when a reliable estimate of the amount of
the obligation can be made [f the effect 1s matenal, provisions are determined by discounung the expected future cash flows at a pre-
tax rate that reflects current market assessments of the time value of money and, where approprate, the nsks specific to the habihty

14
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
1. Accounting policies (continued)
k) Other financial habilities

Other financial habilities are initially recogmsed at farr vatue less directly atinbutable transaction costs and subsequently measured at
amortised cost  In practice, the camying value of these balances equates to the fair value due to the short-term nature of the amounts
included within other financial habilities

1)) Share capital

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

2 Revenue

2009 2008

£ 000 £ 000
New business commussion 3,722 3,664
Renewal commussion 2,364 2,969
Total 6,086 6,633
3 Operating costs

2009 2008

£ 000 £ 000
[ I
Salary and pension costs 1,923 1,707
Movement 1n provision 417 82
Computer costs 58 54
Write offs - 194
Internal recharges - 39
Sales and marketing fees - 23
Other expenses 49 51
Total 2,447 2,150

The Company had no direct employees during the year (2008 mil) All staff providing services 1o the Company are employed by other
companies within Lioyds Banking Group plc

4 Auditors’ remuneration
Audit fees for 2009 were borne by the Parent company and are as follows

Fees payable for the audit of the statutory accounts for the Company for the year ended 31 December 2009 were £8,827 (2008
£5,655)

Fees payable for the audit of Lloyds Banking Group plc reporting returns for the Company for the year ended 31 December 2009 were
£13,241 (2008 £ml)

Fees payable for the audit of HBOS ple reportng returns for the Company for the year ended 31 December 2009 were £nil (2008
£8.,482)

15
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

5. Interest receivable
2009 2008
£ 000 £ 000
I
Bank interest 22 108
Total 22 108
6. Taxation

(@) Current year tax charge

2009 2008

£ 000 £ 000
Current tax:
UK corporation tax 1,025 1,309
Adjustment 1n respect of pnior years - -
Total current tax 1,025 1,309
Total income tax charge 1,025 1,309
(b) Reconciliation of tax charge

2009 2008

£ 000 £ 000
Profit before tax 3,661 4,591
Tax at 28% (2008: 28.5%) 1,025 1,309
Total 1,025 1,309

The Finance Act 2007 reduced the rate of corporauon tax from 30% to 28% with effect from 1 Apnl 2008 The impact of this
reduction 1n tax rate, which related in a weighted average rate of 28 5% bemg applied to the profit for the prior year, is reflected in the

above table

7. Trade and other receivables
2009 2008
£ 000 £ 000
Amounts due from group undertakings . 1,258 416
Total 'l ,258 416

None of the above balances are mterest-beaning (2008 £nil)

There 1s no sigmficant concentration of credit risk with respect to trade and other receivables Further information 1a respect of credit

nsk 1s given 1n note 14

16
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)
8. Cash and cash equivalents

Cash and cash equivalents for use 1n the statement of cash flows include the following

2009 2008
£ 000. £ 000
Cash at bank 4,725 3,095
Total 4,725 3,095
9. Called up share capital
2009 2008
£ 000 £ 000
. N
Authonised
1,000,000 shares of £1 each 1,000 1,000
Allotted 1ssued and fully pard
200,000 shares of £1 each 200 200
There were no changes n ordinary share capital dunng the year
Dividends
The following dividends were proposed and paid dunng the year
2009 2008
£ 000 £ 000
" _
No dividends were paid in the year (2008 £14 00 per qualifying ordinary share) - 2,800

10, 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, experience to date of the percentage of cases upheld and average compensation payments made

The changes in provisions and any addititons made during the year have been charged to operating expenses in the Income Statement

2009 2008
£ 000 £ 000

L -]
At 1 January 200 362
Provisions made dunng the year 417 82
Provisions utihsed during the year (305) (244)
At 31 December 312 200

17




HALIFAX INDEPENDENT FINANCIAL ADVISERS LIMITED (2367078) FINANCIAL STATEMENTS

L ]

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

11. Tax liabilities

2009 2008
£ 00 £ 000
___________ _
Current tax payables 1,025 1,309
Total tax liabilities 1,025 1,309
12. Trade and other payables
2009 2008
£ 000 £ 000
Amounts due to group undertakings 60 134
Other payables 257 175
Total 317 309
13. (Increase) / decrease 1n operating assets and liabilities
2009 2008
£ 000 £ 000
(Increase) / decrease in operating assets:
Trade and other receivables (842) 339
Net {increase) / decrease 1n operating assels {842) 339
Increase / (decrease) 1n operating liabilities:
Provision for other habihities and charges 112 (162)
Trade and other payables 8 (12)
Net increase / (decrease) in operating habilities 120 (174)
Net (increase) / decrease in operating assets and liabilities (722) 165
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 (CONTINUED)

14 Risk management

The Company 1s an independent financial adviser 1n the sale of Life, Peasions, Unit Trust and ISA business This note summarises the
nisks associated with the activities of the Company and the ways i which these are managed

(a) Governance framework

The Company 1s part of the Insurance Division of Lloyds Banking Group This Division has established a nisk management function
with responsibility for implementing the Lloyds Banking Group risk management framework

The approach to nsk management ensures that there 1s effective independent checking or “oversight” of key decisions through the
operation of a “three lines of defence” model The first tine of defence 1s line management, who have direct accountability for nsk
decistons Risk management provide oversight and challenge and form the second lhine of defence Internal Audit constitutes the third
Ime of defence, which provides the required ndependent assurance to the Audit Commuttee and the Board that nsks within the
Company are recogmsed, momtored and managed within acceptable parameters

An enterprise-wide nisk management framework for the 1dentification, assessment, measurement and management of sk 1s n place
The framework 1s tn hne with the Lloyds Banking Group plc’s nisk management pninciples and covers the full spectrum of risks that
the Company ts exposed to  Under this framework, nsks are categonised according to an approved Lloyds Banking Group plc nsk
language which has been adopted across the Company 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 contiuing abihity to transact business
and the strategic management of the busimess depend on 1ts abihity to manage these risks

Responsibility for the management of nsk resides with the Board of the Company, which has delegated 1ts authority to the Life
Pensions & Investments Executive Committee

Policy owners, identified from appropriate areas across the business, are responsible for drafiing the Lloyds Banking Group ple risk
policies, for ensunng that they remain up-to-date and for facihtating any changes These pohicics are subject to at least an annual
review, or earher if deemed necessary Lamits are prescnibed within which those responsible for the day 1o day management of the
Company can take decisions Line management are required to follow prescribed reporting procedures to the badies responsible for
montitoring compliance with policy and contrelling the nsks

(b) Financial risks

‘The Company 15 exposed to a range of financial nsks through 1its financial assets and financial habiiies  The most 1mportant
components of financial nsk are credit, market and financial soundness nsk

The market nsk that the Group pnmanly faces due to the nature of 11s financial assets 1s interest rate risk

The Company manages these nisks 1n a number of ways, including nsk appetite assessment and monstoring of cashflow requirements
The Company also uses financial instruments as part of 1ts business activities

Financial assets and financial habilities are measured on an ongomg basis either at fair value or at amortised cost  No assets are classified
as held for trading, held-to-matunty or as available for sale The summary of significant accounting policies (note 1) descnbes how the
classes of financial instruments are measured, and how income and expenses are recognised
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14, Risk management (continued)

The following tables analyse the carrying amount of assets and hiabiliues according to their IAS 39 “Financial Instruments  Recogmtion and
Measurement” classification

2009 2008
£ 000 £ 000
Financial assets
Cash and cash equivalents 4,725 3,095
At amortised cost
Trade and other receivables 1,258 416
5,983 3,511
Total assets 5,983 3,511
2009 2008
£ 000 £ 000
Financial liabilities
At fair value through income
Trade and other payables 317 309
317 309
Other liabilities
Current tax payable 1,025 1,309
Provisions for other liabilities and charges 312 200
1,337 1,509
Total liabilities 1,654 1,818

All of the Company’s financial habihties are constdered to be payable in less than 1 month

The sensitivity analysis given 1n this note mn respect of interest rate risk 1s based on a change 1n an assumption while holding all other
assumptions constant In practice, this 15 unlikely to occur as changes in an assumption may be correlated The sensitivity analysis
presented represents a reasonably possible change 1n a single factor

(1) Credit nsk

Credit nsk 15 the nsk of reductions in earmings and/or value, through financial or reputational loss, as a result of the failure of the
farlure of the party with whom the Group or Company has contracted to meet its obligations

Credit nsk 1s managed 1n line with the Lloyds Banking Group Credit Risk Policy

Investmenis are allowed only in liquid secunties and only with counterparties that have a smtable credit raung Given thewr credst
ratings, management does not expect any counterparty to fail to meet its obligations

At the balance sheet date there were no sigmificant concentrations of credit nsk

There were no past due or impared financial assets at 31 December 2009 (2008 none) No terms 1n respect of financial assets had
been renegotiated at 31 December 2009 or 31 December 2008
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(2) Market risk

Market nisk 1s the risk of reductions in earmings and/or value, through financial or reputational loss, from unfavourable market
movements This nisk typically anses from fluctuations 1n market prices (equity and property nisk), markei interest rates (interest rate
risk) and foreign exchange rates (foreign exchange nsk), whether such changes are caused by factors specific to the indivadual instrument
or s 1ssuer or factors affecting all instruments traded in the market

Interest rate risk 1s the risk that the value of future cashflows of a financial 1nstrument will fluctuate because of changes 1n interest rates
and the shape of the yield curve Interest rate nsk arises in respect of cash balances which are erther held on deposit or invested 1n a cash
fund and also in respect of any overdrawn bank balances

If interest rates were Lo increase or decrease by 25 basis points, the impact on profit and loss afier tax 1s considered to be immaterial 1n
respect of interest-bearing financial assets and financial habilities

None of the other financial assets or financial liabilities of the Company are interest-beanng  The Company 1s not exposed 1o equity,
property or foreign exchange nsk through its financial assets and financial habihiues

3 Financial soundness risk

Financial soundness risk covers the nisk of financial failure, reputational loss or loss of earmings and/or value ansing from a lack of
liquidity, funding or capital and/or the nappropriate recording, reporung or disclosure of financial, taxatton and regulatory
information

i) Fmancial, tax and disclosure risk

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

Lioyds Banking Group has developed procedures to ensure that compliance with both current and potential future requirements are
undersiood and that policies are ahigned to 11s nsk appette Lloyds Banking Group mantiains a system of internal controls,
consistentty apphied, providing reasonable assurance that transactions are recorded and undertzken in accordance with delegated
authorities that perrmit the preparation and disclosure of financial statements and tax returns mn accordance with [FRSs, statutory and
regulatory requirements

The Lloyds Banking Group undertakes a programme of work designed to support an annual assessmeni of the effectiveness of internal
controls over financial reporting, to identify tax habilities and to assess emerging legislation and regulanon

{u) Liquidity risk

Liquidity cisk 15 the nisk that the Company will encounter difficulty in rasing funds to meet 1ts financial commutments as they fall due,
or can secure them only at an excessive cost  Liquidity nsk may result from either the inability to sell financial assets quickly at their
fair values, or from the nability to generate cash inflows as anticipated

All of the financial assets of the Company, as ideatified on page 20, are held for managing hquidity nsk - Cash and cash equivalents of
£4,725,000 have no stated matunty but can be accessed on demand Trade and other receivables of £1,258,000 are generally
recoverable within one month from the reporuing date

Liquedity risk 1s managed in line with the Lloyds Banking Group Funding and Liquidity Risk Pohey
Liquidity nisk has been analysed as ansing from the settlement of balances owed te other group undertakings of £60,000 (2008

£134,000) and other payables of £257,000 (2008. £175,000) These amounts are all contractually due within one month from the
reporting date
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(iii) Capital risk

Capital risk 1s defined as the nisk that

. the Company has insufficient capital to meet its regulatory capital requirements,

. the Company has msufficient capital to provide a stable resource to absorb atl losses up to a confidence level defined 1n the nsk
appetite,

. the Company loses reputational status by havang capntal that 1s regarded as inappropnale, eather in quantity, type or disinbution,
and/or

. the capital structure 1s mefficient

The business of the Company 1s regulated by the FSA The FSA specifies the mnimum amount of capital that must be held by the
Company The minimum required capital must be maintained at all tmes throughout the year

The Company’s objectives when managing capital are

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

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

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

The Company manages the capital structure and makes adjusiments to reflect changes in economic condiions and the risk
charactensucs of the underlying assets In order 10 maintain or adjust the capntal structure, the Company may adjust the amount of
dividends paid to the sharcholder, return capital to the shareholder, 1ssue new shares or sell assets

The Company’s capital compnises all components of equity, movements in which are set out 1n the Statement of Changes in Equity
The Company recerves most of its funding from its parent and does not raise funding externatly

The table below sets out the regulatory capital and the required capital held a1 31 December in each year The current year information
15, in general, an esumate that will be updated once the FSA returns for the year are finalised

2009 2008
£ 000 £ 000
N L
Regulatory capital held 1.694 1,694
Regulatory capital requirement 10 10

All mimimum regulatory requirements were met dunng the year
(v)  Legal and regulatory risks

The Company also faces a number of legal and regulatory risks, reflecting the volume and pace of change within the UK This impacts
the Company both operationally, 1n terms of costs of comphance and uncertamnty about regulatory expectautons, and strategically,
through pressure on key earnings streams The latter could potentially result in 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 mnterested in protecting the nghts of the investors and ensunng that the Company 1s satisfactonly managing affairs on
their behalf Regulators are also keen to ensure that the Company maintains appropriate solvency levels to meet unforeseen Liabihties
ansing from reasonably foreseeable economuc shocks  As such, the Company 1s subject to regulatory requirements which prescnbe
and impose certain restrictive provisions
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15 Related party transactions
(a) Ultimate parent and shareholding

The Company’s immedhate parent undertaking 1s Hahifax Financial Services (Holdings) Limited, a Company registered in the Umited
Kingdom

The Company’s ulumate 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 15 a member
Halifax Financial Services (Holdings) Lumited 1s the parent undertaking of the smallest such group of undertakings  Copies of the
I.loyds Banking Group plc financial statements in which the Company 1s consolidated can be obtaned from the Group Secretary’s
Department, Lloyds Banking Group plc, The Mound, Edinburgh, EHI 1YZ

(b) Transactions and balances with related parties

Transactions between the Company and other companies in the Lloyds Banking Group

The Company has entered 1nto the following transactions with other related parties durmg the year and holds the following balances with

other related parties at the end of the year

2009 2008
Counterparty Transaction type Relations_h.ig £000 £000
Halifax plc Other receivables - commission Fellow group undertaking - 396
Movement in - commuission Fellow group undertaking 6,935 6,134
Halifax plc Other recervables - ex gratia Fellow group undertaking - -
Movement in - ex gratia Fellow group undertaking (306) (284)
Halifax plc Other receivables - payroll Fellow group undertaking - -
Movement in - payroll Fellow group undertaking (L816) (1.329)
Halifax plc Other receivables - other recharges Fellow group undertaking - -
Movement in — other recharges Fellow group undertaking (2.074) 279)
Bank of Scotland plc Other recervables - comimission Fellow group undertaking 217 20
Movement in - commssion Fellow group undertaking 310 284
Bank of Scotland ple Other recetvables — bank accounts Fellow group undertaking 4,200 2,570
Movement in — bank accounts Fellow group undertaking 1,802 108
HBOS Financial Services Ltd Other payables - recharges Fellow group undertaking - (15)
Movements in - recharges Fellow group undertaking (1,447y  (1.,133)
Clernical Medical Investment Other payables - recharges Fellow group undertaking - (39)
Group Lid
Movements o - recharges Fellow group undertaking - (39)
Bank of Scotland plc Other payables — accounts payable Fellow group undertaking (60) (80)
Movements 1n — accounts payable Fellow group undertaking {865) {788)

All the transactions summansed above were entered into on an arm’s length basis  The amounts outstanding at the end of the year are
included 1n other receivables / payables as appropnate and are repayable on demand unless otherwise specified in the relevant note The
Company paid no drvidends to 1ts parent company 1n the year ended 31 December 2009 (2008 £2 8m)

Transactions between the Company and Key Management

Transactions between the key management personnel of the Company and parues related to them as defined 1n IAS 24 “Related Party

Disclosures™ are as follows
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15.

Related party transactions (continued)

Key management compensation

2009 2008
£ 000 £ 000
Total emoluments 1636 E18 1
Pension coninbutions and entitlements 314 204
Other long-term benefits 73 04
Share-based payments - 253

16.

Standards and interpretations effective in 2009

The following standards, amendments to and interpretations of published standards which have the potential to impact on the
Company’s operations have been 1ssued and are mandalory for the year ended 31 December 2009 Their relevance te the Company’s
operations 15 assessed below

IFRS 8 “Operating Segments” This standard replaces IAS 14 “Segment Reporting” and requires reporuing of financial and
descriptive information about operating segments which are based on the way in which financial information (s evaluated and
reported internally  Adoption of this standard has had no impact on the disclosures made by the Company or on the financial
results or posion of the Company

Amendment to IAS 1 “Presentatton of Financial Statements” This standard sets out overall requirements for the presentation
of financial statements, gwidehnes for therr structure and minimum requirements for their content  All changes in equity 1n
respect of transactions with shareholders in their capacity as shareholders are required to be presented separately from changes
n equity ansing from transactions with other parties (“non-owner’), in a statement of changes in equity All non-owner
changes 1n equity (comprehensive income) are required to be presented in one statement of comprehensive income or in two
statements (an income statement and a staterment of comprehensive income) The changes required on adoption of this standard
relate only to presentation and disclosure and have therefore had no overall impact on the financial results or posiion of the
Company other than to rename the income statement as the statement of comprehensive income and the cash flow statement as
the statement of cash flows 1AS 1 has been further amended by an amendment to [AS 32, details of which are set out in later
n this section

Amendments to IAS | "Presentation of Financial Siatements” and IAS 32 “Fwancial Instriments Presentation” The
amendments are refevant 1 entities that have 1ssued financial instruments that are (1) puttable financial instruments (instruments
which allow the holder to require the issuer to redeem the instruments for cash), or (1) instruments, or components of
nstruments, that impose on the entity an obligation to deliver to another party a pro rata share of the net assets of the entity
only on hquidation Under the revised 1AS 32, subject to extensive detailed critena being met, such instruments will be
classified as equity whereas, prior to these amendments, they would have been classified as financial habilites The
amendments will require reclassifications from or to equity when the speaified critenia are no longer met, or when they are
subsequently met IAS 1 has been amended to require disclosure of (1) summary quantitative data about the amount classified
as equity, (1) the enuty’s objectives, policies and processes for redeemung the instruments, and (1) the expected cash outflow
on redempuion and how thts has been calculated 1n respect of a puttable financial tnstrument which has been classified within
equily Adopuion of these amendments has had no impact on the financial results or posiion of the Company

improvements to International Financial Reporting Standards 2008 (majonty of changes effective for accounting periods
beginming on or after 1 January 2009) — this 1s the first standard published under the 1ASBs annual improvements process,
which 15 intended to deal with non-urgent, munor amendments to standards The standard includes 35 amendments and ts sphit
into iwo parts (1) amendments that result 1n accounting changes for presentation, recognition or measurement purposes, and (1)
amendments that are termunology or editonal changes only Adoption of this standard has had only a minor impact on some of
the disclosures given 1n the Company financial statements
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16. Standards and interpretations effective in 2009 (continued)

. Amendment to IAS 27 “Conschdated and Separate Financial Statements” The amendment removes the defimuon of the “cost
method” under TAS 27, thereby removing the distinction between pre- and post-acquisition profits in an ennty’s separate
financial statements  All dividends from a subsidiary, jointly controtled enuty or assocrate can therefore be recognised directly
mn the statement of comprehensive income  Previously, dividends paid out of pre-acquisiion profits were set against the
carrying value of the investment 1n the balance sheet However, an enuty must now consider whether the payment of such
dividends results 1n impairment of the relevant mvestment [AS 27 has also been amended to effectively allow the cost of an
mvestment 1n a subsidiary, in limited reorgamisations, to be based on the previous carrying amount of the subsidhary rather than
its fair value Adoption of these amendments has had no impact on the financial results or position of the Company Generally,
due to the capital constraints applicable to the entity’s subsidiaries which are carmed at cost, dividends are not paid out of pre-
acquisition reserves so no impairment losses would be expected to anse in respect of the payment of dividends from these
entittes No reorgamsations have been camed out which meet the amended conditions set out m [AS 27 These amendments
have not yet been endorsed by the EU

. Amendment to IFRS 7 “Financial Instruments Dhsclosures” The amendments mtroduce enhanced disclosures about fair value
measurement and hquidity nsk  For far value measurements, a three level hierarchy has been introduced A financial
instrument should be classified 1nto one of these levels 1n 1ts entirety, with the appropnate level in the hierarchy being
determined on the basis of the lowest level mput that 15 “significant™ to the fair value measurement For those instruments
which have significant unobservable inputs (Level 3) the amendment requires disclosure of the transfers into and out of Level
3, a reconciliation of the opening and closing balances, total gains and losses for the penod, sales, purchases, and sensiuvity
analysis of reasonably possible changes 1n assumptions Adoption of these amendments has resulted 1n addiional quanuiative
disclosure being provided in the relevant notes The amendments n respect of liquidity nisk clanfy the scope of items to be
mcluded 1n the matunty analyses required by IFRS 7 by changing the defininon of hquidity nisk to include only financial
lLiabilities that are settled by delivering cash or another financial instrument  The amendments also clanify that a hybnd contract
that 15 a financial liabihity should not be separated nto a host contract and related embedded denvative for the purpose of the
maturity analysis  Adoption of these amendments has had no impact on the hquidity nsk disclosures provided by the Company

17. Standards and interpretations 1n 1ssue but not adopted early

The following standards, amendments to and interpretations of pubhshed standards have been issued and will be relevant to the
Company’s operations but have not been adopted early by the Company

. Amendment to 1AS 27 "Consolidated and Separate Financial Statements” (effective for accounting penods beginmung on or
after 1 July 2009) The standard requires that any changes in the parent’s ownership of a subsidiary after control 1s otnained
that do not result in a loss of control should be accounted for as transactions with equity holders in their capacity as equity
holders As 2 result, any gains or losses ansing from such transactions would be taken directly to equity rather than being
recogmsed through the statement of comprehensive income  The standard also specifies the accounting required when control
of an entity 15 lost  Adoption of thus standard will only be required 1n respect of any future changes n the control of entities
accounted for by the Company 1n accordance with TAS 27

. Amendment to 1AS 39 “Financial Instruments Recogmtion and Measurement” (effective for accounting penods beginming on
or after 1 July 2009) ‘This amendment clanfies how the prainciples that determine whether a hedged risk or portion of cash
flows 1s ehgible for hedge designation should be applied 1n particular suuations  Adoption of this amendment will have no
wmpact on the financial results or position of the Company

. Improvements to International Financial Reporting Standards 2009 (majonty of changes effecuve for accounting penods
begmning on or after | January 2010} This (s the second standard published under the JASBs annual improvements process,
which 1s intended to deal with non-urgent, minor amendments to standards The standard ncludes amendments to 12
standards Adoption of this standard will have no impact on the financial resulis, financial position or disclosures given in the
Company financial statements This standard has not yet been endorsed by the EU
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17. Standards and interpretations in issue but not adopted early

. Amendment to IAS 24 “Related Party Disclosures (effectve for accountng periods beginming on or after 1 January 2011)
This revised standard simphfies the disclosure requirements for entities that are controlled, jontly controlled or significantly
influenced by a government and clanfies the defimtion of a related party A parual exemption 15 provided from the disclosure
requirements of 1AS 24 for government-related entiies, meaming that there 1s no need to disclose related party transactions and
outstanding balances (including commutments) with (1) a government that has control, yomnt control or significant nfluence
aver the reporting entity, and (1) an other entity that 1s a related party because the same government has control, joint control or
sigmficant influence over both the reporting entity and the related entuty The amendment also simphifies the defimtion of a
related party, clanfies its intended meamng and eliminates a number of inconsistencies  Adoption of this amendment will have
no impact on the financial results, financial positon or disclosures given n the Company financial siatements This
amendment has not yet been endorsed by the EU

. IFRS ¢ “Financaal Instruments Part | Classification and Measurement” (effecuve for accounting periods beginning on or after
1 January 2013) IFRS 9 replaces those parts of [AS 39 relating to the classificaton and measurement of financial assets
Under IFRS 9, only two measurement categones are available being far value through profit or loss and amortised cost
Previously, categones of available-for-sale and held-to-matunity were also available The decision on classification s made at
mmual recognition and will depend on an enuty’s business model for managing us financial instruments and the contractuat cash
flow charactenistcs of the financial instruments An mstrument 15 subsequently measured at amortised cost enly 1f 1t 1s a debt
mnstrument and (1) the objective of the entity’s business model 1s to hold the asset to collect the contractual cash flows, and (1)
the asset’s contractual cash flows represent only payments of principal and 1nterest Al other debt instruments are to be
measured at fair value through profit or loss  All equity instruments are to be subsequently measured at fair value  Gans and
losses 1n respect of equity mstruments held for trading will be recognised through the income statement For other equity
nstruments, 1t will be possible to make an srrevocable election at imitial recogmition to recognise realised and unreahised fair
value gamns and losses directly i equuty through the statement of comprehensive income It will not be possible to recycle
gans and losses an respect of such mvestments to the income statement although dividend mcome associated with such
mstruments will be recogmsed 1n the ncome statement rather than being taken directly to equity  Adoption of this standard,
which has not yet been endorsed by the EU, 1s not expected to have any impact on the financial results or position of the
Company

18. Events after balance sheet date

There are no matenal post balance sheet events to report
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