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Directors’ report
For the year ended 31 December 2011

The directors present ther report and the audited financial statements of Lloyds TSB Carselect Limited for the year ended 31
December 2011

Business review
Principal activities

Lloyds TSB Carselect Limited (“the Company”) 1s a limited company incorporated and domiciled in England and Wales
(registered number 2849105)

The Company provides new motor vehicles and related financial services to Retall customers Al vehicles sold by the Company
are purchased from a fellow group undertaking

The Company's results for the year show a Profit before tax of £1,352,000 (2010 £1,494,000) and Net interest income of
£969,000 (2010 £900,000)

The Company Is funded entirely by other companies within the Lloyds Banking Group ("the Group")
Future outiook

The environment within which the Company operates remains competitive The Company has wntten a satisfactory level of new
business n the year and this 1s expected to continue in the foreseeable future

Principal risks and uncertainiles

From the perspective of the Company, the principal rsks and uncertainhes are integrated with the principal risks of the Lloyds
TSB Asset Finance Division ("the Division™) and are not managed separately for the Company Further details of the Company's
and Division’s nsk management policy are contained in note 2 to the financial statements

Key performance indicators ("KPIs")

Given the straightforward nature of the business, the Company's directors are of the opinion that analysis using KPIs 1s not
necessary for an understanding of the development, performance or position of the business

Policy and practice on payment of suppllers
The Company follows 'The Prompt Payment Code" published by the Department for Business Innovaton and Skills (BIS)

regarding the making of payments to suppliers Informaton about the “"Prompt Payment Code” may be obtained by visiting
wwww promptpaymentcode org uk

The Company's policy 15 to agree terms of payment with suppliers and these normally provide for setlement within 30 days after
the date of the invoice, except where other arrangements have been negotiated

It is the policy of the Company tc abide by the agreed terms of payment, provided the supplier performs according to the terms of
the contract

As no amounts are owed to trade creditors as at 31 December 2011, the number of days required to be shown n this report, to
comply with the provisions of the Companies Act 2006, 1s nil (2010 i}

Dividends
No dividends were paid or proposed dunng the year ended 31 December 2011 (2010 £nl)
Golng Concern

The directors are satisfied that it 1s the intention of Lloyds Banking Group pic that its subsidianes, including the Company, will
continue to receive funding In the future and, accordingly, the financial statements have been prepared on a going concern basis

1 Hovds TSE Carselect Limited




Directors’ report (continued)
For the year ended 31 December 2011

Directors
The names of the current directors are shown on the cover

The following changes have taken place durning the year

T M Blackwell (resigned 21 June 2011)
C Sutton (appointed 1 September 2011)
A P White (resigned 19 September 2011)

Directors’ indemnitles

The directors have the benefit of a deed of indemnity which consttutes a “qualfying third party indemnity provision" These
deeds are In force during the whole of the financial year (or from the date of appointment in respect of directors who |oin the
board during the financial year) The indemnities remain 1n force for the duration of a director's pencd of office Deeds for existing
directors are avallable for inspecton at the registered office of Lloyds Banking Group plc

Statement of directors’ responsibilities

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

Company law requires the directors to prepare financtal statements for each financial year Under that law the directors have
prepared the financial statements in accordance with International Financial Repering Standards ("IFRSs") as adopted by the
European Union Under company law the directors must not approve the financtal statements unless they are satisfied that they
gve a true and far view of the state of affairs of the Company and of the profit or loss of the Company for that penod [n
preparing these financial statements, the directors are required to

- select sutable accounting policies and then apply them consistently,

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

- state whether applhicable IFRSs as adopted by the European Union have been followed, subject to any maternial departures
disclosed and explained in the financial statements, and

- prepare the financial statements on the going concern basis, unless it 1S Inappropriate to presume that the Company will
continue In business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company's
transactions and disclose with reasonable accuracy at any time the financial position of the Company and enable them to ensure

that the financial statements comply with the Companies A¢t 2006 They are also responsible for safequarding the assets of the
Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregutarities

Disclosure of Informatlon to audltors
Each director in office at the date of this report confirms that
- so far as the director is aware, there I1s no relevant audit information of which the Company's auditors are unaware, and

- the director has taken all the steps that he ought to have taken 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 thatinformation

This confirmation is given, and should be interpreted, in accordance with the provistons of section 418 of the Companies Act
Independent audltors
PricewaterhouseCoopers LLP are deemed to be re-appointed as audtors under section 487(2) of the Companies Act 2006

On behaliyof the board

22 x_'W"‘f— 2012




Independent auditors' report to the member of Lloyds TSB Carselect Limited

We have audied the financial statements of Lloyds TSB Carselect Limited for the year ended 31 December 2011 which
compnse the Statement of comprehensive income, the Balance sheet, the Statement of changes in equity, the Cash flow
statement and the related notes The financial reporting framework that has been applied in their preparation 1s applicable law
and International Financral Reporting Standards ("IFRSs") as adopted by the European Union

Respective responsiblilties of directors and audltors

As explamed more fully in the Statement of directors’ responsibilities set out on page 2, the directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view Our responsibility 1s tc audrt and
express an opinion on the financial statements in accordance with applicable law and international Standards on Auditing (UK
and Ireland) Those standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the Company’s member as a body In accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, in gving these opinions, accept or
assume responsibility for any other purpose or to any other person to whom this report 15 shown or Into whose hands it may come
save where expressly agreed by our prior consent in writing

Scope of the audit of the financial statements

An audit nvolves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropriate to the Company's circumstances and have been consistently
applied and adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall
presentation of the financial statements In addition, we read all the financial and non-financial information in the Directors' report
and financial statements to dentify matenal inconsistenctes with the audited financial statements |t we become aware of any
apparent maternal misstatements or inconsistencies we consider the implications for our repert

Oplnion on financial statements

In our opinion the financial statements

- give a true and far 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 in accordance with IFRSs as adopted by the European Union, and
- have been prepared in accordance with the requirements of the Companies Act 2006
Oplnlon on other matters prescribed by the Companies Act 2006

tn our opinion the information given in the Directors’ report for the financial year for which the financial statements are prepared is
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, 1n our
opinten

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

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

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

f\;/r&b' u'lﬁ Kaors

Felcty Rees (Senior Statutory Auditor)

for and on behalf of PnicewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

31 Great George Street

Bnistol
BS1 5QD
/
ZL J AN 2012
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Statement of comprehensive income
For the year ended 31 December 2011

Note 2011 2010
£'000 £'000
Revenue 16,076 18,042
Operating costs (14,947) (17,154)
Operating profit 1,129 888
Interest ncome 1,761 2,209
Interest expense (792) (1,309)
Net interest [hcome 4 969 200
Fees and commission ncome 5 12 34
Impairment (losses)/gains & (121) 237
Cther operating expenses 7 (637) (565)
Profit before tax 1,352 1,494
Taxation 10 (359) )]
Profit for the year attributable to owners of the parent, belng total
comprehensive Income 293 1,493

The notes on pages & to 23 are an integral part of these financial statements

All results derive from contihuing operatons




Balance sheet
As at 31 December 2011

Note 2011 2010
£'000 £'000
ASSETS
Cash and cash equivalents 163 -
Cther current assets 11 1,368 1,673
Loans and advances to customers 12 21,552 25,061
Inventories 13 845 14
Property, plant and equipment 14 6 14
Deferred tax asset 15 14 15
Total assets 23,948 26,777
LIABILITIES
Borrowed funds 16 15,838 20,130
Other current habilties 17 684 873
Cutrent tax fiability 358 -
Total llabliities 16,981 20,803
EQUITY
Share caprtal 18 - -
Retained profits 6,967 5974
Total equlity 6,967 5974
Total equity and llablllties 23,948 26,777

The notes on pages 8 to 23 are an integral part of these financial statements

The financial statements on pages 4 to 23 were approved by the board of directors and were signed on its behalf by

Dir:

22 Jwme_ 2012
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Statement of changes in equity
For the year ended 31 December 2011

Share Retained

capital prefits Total

£'000 £'000 £000

At 1 January 2010 - 4,481 4,481
Total comprehensive tncome for the year - 1,493 1,483
At 31 December 2010 - 5,974 5,974
Total comprehensive income for the year - 993 993
At 31 December 2011 - 6,967 6,967

The notes on pages 8 to 23 are an integral part of these financial staterments




Cash flow statement
For the year ended 31 December 2011

2011 2010

£'000 £'000
Cash flows generated from operating activities
Profit before tax 1,362 1,494
Adjustments for
- Interest paid 792 1,309
- Depreciation 8 8
Changes in operating assets and liabilties
- Net increase 1n Invertones (831) (14)
- Net decrease in Loans and advances to customers 3,509 7,304
- Net decrease/(increase) in Other cutrent assets 305 (273)
- Net increase/(decrease) in Other current habilities 1" ®
Cash generated from operations 5,146 9,819
Interest paid (792) {1,309)
Taxes receved via group relef - 6
Net cash generated from operating activites 4,354 8,516
Cash flows used in financing activities
Repayment of balances with group undertakings {3,141) (9,709)
Net cash used in financing actvities (3.141) (9,709)
Net Increase / (decrease) in Cash and cash equivalents 1,213 (1,193)
(Bank overdrafis)/Cash and cash equivalents at beginning of year (1,060) 143
Cash and cash equlvalents/(Bank overdrafts) at end of year 163 (1,050)
Cash and cash equivalents/{Bank overdrafts) comprise
Cash at bank 163 -
Bank overdrafts - (1,050)
Cash and cash equivalentsi{Bank overdrafts) 163 (1,050)

The notes on pages 8 to 23 are an integral part of these financial statements




Notes to the financial statements
For the year ended 31 December 2011

1.

11

12

Accounting policies
Basis of preparation

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

These financial statements have been prepared in accordance with applicable IFRSs as adopted by the European Union
and the Companies Act 2006 applicable to companies reporting under IFRSs tFRSs compnse accounting standards
prefixed IFRS issued by the International Accounting Standards Board ("JASB") and those prefixed IAS I1ssued by the
IASB's predecessor body as well as interpretations issued by the International Financial Reporing Interpretations
Committee ("IFRIC"} and its predecessor body

The following new |IFRS pronouncements relevant to the Company have been adopted in these financial statements

0] Amendments to IAS 24 Related Party Disclosures Simplifies the defirition of a related party and provides a partial
exemption from the disclosure requirements for related party transactions with government retated entities As the
amendments only result in reduced disclosures, the amendments have not had any impact for amounts recognised
n these financial statements

1) Improvements to IFRSs (issued May 2010) Sets out minor amendments to IFRS standards as part of the annua!
mprovements process Most amendments clanfied existing practice The applicaton of these new interpretations
has not had any impact for amounts recogrused in these financial statements

Details of those pronouncements which will be relevant to the Company but which were not effective at 31 December 2011
and which have not been applied in preparing these financial statements are gven in note 24

The financial statements have been prepared on a going concern basis as detailed in the Drectors' report and under the
historical cost convention

Income recognition
Revenue

Revenue, which excludes value added tax, represents the invoiced value of vehicles sold dunng the year and 1s recognised
once the rnsks and rewards are fransferred to the customer

Operating costs represent the cost of vehicles purchased for the purpose of resale during the year
Income from financlal assets

Interest ncome and expense are recognised in the Statement of comprehensive income for all interest bearing financial
instruments, including loans and advances, using the effective interest rate method The effectve interest rate method 1s a
method of calculating the amortised cost of a financlal asset or liabity and of allocating the interest income or interest
expense to a period of account For loan products, the effective interest rate s the rate that discounts the estimated future
cash payments or recelpts over the expected Ife of the instrument to the net carrying amount of the financial asset or
financiial habilty

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment loss,
interest income 1s recognised using the rate of interest used to discount the future cash flows for the purpose of measunng
the impairment loss

Lease classification

Lease agreements are classified as hire purchase contracts f the lease agreements transfer substantally all of the risks
and rewards of ownership to the lessee, all other leases are classified as operating leases The company has not entered
Into lease agreements classifled as operating leases

When assets are leased under a hire purchase contract, the net present value of the lease payments plus any guaranteed
residual value payments, where applicable, 1s recognised as a recewvable within Loans and advances to customers The
difference between the gross recewvable and the present value of the recewvable I1s recognised as unearned hire purchase
income




Notes to the financial statements (continued)
For the year ended 31 December 2011

1.

12
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Accounting policies (continued)

Income recognition (continued)
Hire purchase income

Hire purchase income Is recognised over the lease term using the net investmert method so as to reflect a constant
pencdic rate of return on the Company’s net Investment In the lease Inifial direct incremental costs attributed to negotiating
and arranging the lease are included in the initial measurement of the hire purchase recevable thus reducing the amount of
Income recognised over the lease term

When calculating the effective interest rate, the future cash flows are eshmated after considening ail the contractual terms
of the agreement but not future credit losses The calculation includes all amounts recewed or paid by the Company that
are an Integral part of the overall return such as acceptance and, where relevant, early setlement fees as well as direct
incremental transaction costs related to the acquisition, i1ssue or disposal of a financial instrument and all other premiums or
discounts

Fees and commIission Income

Fees and commissions which are not an integral part of the effective interest rate such as commission associated with the
sale of nsurance underwntten by a third party, are generally recognised in the Statement of comprehenswve income on an
accruals basis when the service has been provided

FInancial assets and liabllities

Financial assets compnse Loans and advances to customers, Other current assets and Cash and cash equivalents
Financial habilties compnse Amounts due to group undertakings, Bank overdraft with group undertaking and Other current
habities

Financial assets and habities are recognised when the Company becomes a party to the contractual provisions of the
instrument Financial assets and lrabilibies are derecogmised when the nghts to receve cash flows, or obligations to pay
cash flows, have expired

Interest bearning financia! assets and habilities are recognised and measured at amortised cost inclusive of transaction
costs, using the effective interest rate method

Impalrment
Loans and advances to customers

At each balance sheet date the Company assesses whether, as a result of one or more events occurnng after mitial
recognition, there is objective evidence that a financial asset or group of financial assets has become impatred Evidence of
impawment may include indications that the borrower or group of borrowers are experiencing significant financial difficulty,
default or delinquency in interest or prnincipal payments, # becoming probable that the borrower will enter bankruptcy or
other financial reorganisation or the debt being restructured to reduce the burden on the borrower

If there 15 objective evidence that an impairment loss has been incurred, a provision 1s established which 1s calculated as
the difference between the balance sheet carrying value of the asset and the present value of estimated future cash flows
discounted at that asset's onginal effective interest rate If an asset has a variable interest rate, the discount rate used for
measunng the mpairment loss i1s the current effective interest rate The calculation of the present value of the estimated
future cash flows of a collateralised asset or group of assets reflects the cash flows that may result from foreclosure less
the costs of obtaining and selling the coliateral

If there 1s no objective evidence of indvidua! Impairment, the asset 1s included In a group of financral assets with similar
credit nsk charactensbes and collectvely assessed for impamrment Future cash flows are estimated on the basis of the
contractual cash flows of the assets in the group and historical loss expenence for assets with similar credt nsk
charactenstcs Historical loss expernience 15 adjusted on the basis of cument observable data to reflect the effects of current
condibions that did not affect the penod on which the histornical loss expenence is based and tc remove the effects of
condibons in the historicat penod that do not exist currently

The method and assumptions used for estimating future cash flows are reviewed regularly by the Company to reduce any
differences between the loss estimates and actual loss expernience




Notes to the financial statements (continued)
For the year ended 31 December 2011
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Accounting policies {continued)
Impairment {continued)
Loans and advances to customers (continued)

If, in a subsequent pened, the amount of the impairment loss decreases and the decrease can be related objectively to an
event occurning after the imparment was recognised, such as an mprovement in the borrower's credit rahng, the provision
15 adjusted and the amount of the reversal i1s recognised in the Statement of comprehensive income

When a loan or advance i1s uncollectible, it 1s written off against the related provision once all the necessary procedures
have been completed and the amount of the loss has been determined Subsequent recoveries of amounts previously
written off are recegrused In the Statement of comprehensive income on a cash receipts basis

Inventories

Inventones are measured at the lower of cost and net realisable value Cost 1s based on the specific rdentfication method
and excludes borrowing costs Net realisable value 1S the estimated selling price in the ordinary course of business, less
applicable variable seling expenses [nventories include vehicles for resale

Property, plant and equipment

Property, plant and equipment are included at historical purchase cost less depreciation and any impairment allowance
Histonical cost includes expenditure that 1s directly attnbutable to the acquisition of the items Depreciation 1s calculated
using the straight ine method to allocate the difference between the cost and expected residual value over the perod of the
lease The useful life of all tems of Property, plant and equipment is 6 to 7 years

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

Cash and cash equivalents

For the purposes of the Balance sheet and Cash flow statement, Cash and cash equivalents and Bank overdrafts comprise
balances with less than three months’ matunty

Taxatlon, including deferred income taxes

Current tax which 1s payable or recewvable on taxable profits or losses s recogmised as an expense or credit in the penod in
which the profits or losses arise

Deferred tax 1s provided in full, using the hability method, on temporary differences arising between the tax bases of assets
and liabilties and therr carrying amounts in the financial statements Deferred tax 1s determined using tax rates that have
been enacted or substantively enacted by the balance sheet date that are expected to apply when the related deferred tax
asset 1s realised or the deferred tax liability 1s settled

Deferred tax assets are recognised where it 5 probable that future taxable profit will be availlable against which the
temporary differences can be utiised The tax effect of losses available for carry forward are recognised as an asset when
it 1s probable that future taxable profits will be available against which these losses can be utlised

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

Retirement benefit obligations

Defined contributlon

A defined benefit plan 1s a pension plan that defines an amount of pension beneftt that an employee will receve on
retrement, usually dependent on one or more factors such as age, years of service and salary All active members of the
Group's defined benefit pension plans are employed by other companies in the Group Accordingly, the nsk associated
with the operation of the plans ties with other companies The Company is recharged by a fellow group undertaking an
amount equal to the contributions made In respect of the relevant employees included tn note 8

Defined benefit

A defined contribution plan 15 a pension plan under which the Company pays fxed contributions, there 1s no legal or
constructive obligation to pay further coninbutions The Company recewes recharges in respect of a defined contnbution
plan operated by the Dvision based on the level of contributions paid In relation to staff providing services to this Company
These are charged to the Statement of comprehensive iIncome in the period in which they fall due

10 Lovds TSB Carselegt Limsed




Notes to the financial statements (continued)
For the year ended 31 December 2011

2

21

22

Risk management policy

The Company's operatons expose it to credit nsk, iquidity nsk, interest rate rsk, market nsk, and business nsk, it 1s not
exposed to any foreign exchange nsk Responsibiity for the control of overall nsk lies with the board of directors, operating
within a management framework established by an intermedsate parent, Lioyds TSB Asset Finance Dvision Limited, and
the ultimate parent, Lloyds Banking Group plc The interest rate and liquidity nsk faced by the Company 5 in substance
managed and borne by other group undertakings which fund the Company and credt nsk Is carefully monitored by the
Dwision's credit committee and credit funchons Market risk 1s managed by the Company through the terms negebated in
commercial agreements and management regularly reviewing s portfolio of leases for impawment Business nisk 1s
managed through regular reporting and oversight

Credit risk .

Credtt nsk 1s the nsk that a counterparty will be unable to pay amounts in full when due The credit nsk associated with
instalment credit contracts 1 managed through the application of strict underwring criter@, determined by the Dmvision's
credit committee and credt funchons Significant credt exposures are measured and reported on a regular basis
Impairment pravisions are pravided for losses that have been incurred at the balance sheet date

In measuring the credr nsk of loans and advances, the Company reflects three compeonents (1) the 'probability of default by
the client or counterparty on ts contractual obligations, (1) current exposures to the counterparty and their likely future
development, from which the Company derives the 'exposure at default, and (in) the likely recovery ratio on the defaulted
obligations (the ‘loss given default)

For its Retall lending, credit nisk 1s assessed using 'exposure at default and ‘loss given default models The Company
assesses the probability of default of indmdual counterparties using internal rating models tailored to the various categones
of ¢counterparty All rating models, which are authornsed by executive management, comply with the Group's standard
methodology and are subject to a rigorous validation process

Credit risk mitigation

- Credit principles and policy Group Risk sets out the group credit principles ang policy according to which credit nsk
15 managed, which In turn 1s the basis for divisional and business unit credit pelicy Pnnciples and policy are
reviewed regularly and any changes are subject to a review and approval process Business unit policy includes
lending guidelines, which define the responsibilities of lending officers and provide a disciplined and focused
benchmark for credit decisions

- Credit scoring In its principal Retaill portfolios, the Company uses statistically based decision techniques (primarily
credit sconng) Dmsonal nsk departments review scorecard effectiveness and approve changes, with matenal
changes subject to Group nsk approval

- Cencentration rnisk Credit risk management includes portfolio controls on certain industries, sectors and product
lines that reflect nsk appetite and which operate at a divisional level Credit policy 15 aligned to nisk appette and
restricts exposure to certain high nsk and more vulnerable sectors At a divisional (evel, exposures are montored to
prevent excessive concentration of sk These concentratton rnsk controls are not necessanly in the form of a
maxtmum limit on lending but may nstead require new business in concentrated sectors to fuffil additional hurdle
requirements

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

Liquidity risk

Liquidity nisk 1s the nsk that the Company 1s unable to meet its obligations as they fall due To manage this nsk extensive
borrowing facilities are available from within the Group

Liguidity risks are managed as part of the Group by an intermediate parent company, Lloyds TSB Bank pl¢, in consultabion
with the board of directors Monthly reviews of funding posibons are undertaken to antcipate any shortfalls

11 Uovds TSE Carselect bimied




Notes to the financial statements {(continued)
For the year ended 31 December 2011

2,

23

24

25

Risk management policy (continued)
Interest rate risk

Interest rate nsk 1s the nsk of financral loss as a result of adverse movements In interest rates, and anses largely because
of tming differences between the repricing of financial assets and habiites Interest rate nsk 1s managed at a dwvisional
level, however the Company 1s exposed to interest rate fluctuations due to factors outside the Company, and as a resulta
sensitivity analysis has been provided In nhote 20

Market risk

Market nsk i1s the nsk that the Company s unable to realise the carrying value of its Inventonies and the nsk that market
factors management have applied in estimatng the antcipated residual values on Personal Contract Purchase ("PCP")
agreements where the Company retains tile of the asset differ from actual trends, as the Company 15 exposed to
fluctuations In the value of second hand motor vehicles

Market nsk is managed through a combination of management regularly reviewing the Company's Inventones and residual
values on PCP agreements to assess for imparment where the carrying values are not expected to be greater than, or
equivalent to, anticipated market values

Business risk

Business risk 1s the nisk that the Company's earnings are adversely impacted by a sub optimal business strategy or the sub
optimal implementation of the strategy In assessing busess nsk, consideration is given to Internal and external factors
such as products, funding, resource capability, and economic, political and regulatory factors

Through regular reports and oversight business rnsk 1s managed by corrective actions to plans and reductions in exposures
where necessary

Cnitical accounting estimates and judgements in applying accounting policies

The preparation of financial statements in conformity with generally accepted accounting pnnciples requires the use of
estimates and assumptions that affect the reported amounts of assets and habilties at the date of the financial statements
and the reported amounts of revenues and expenses dunng the reporting pericd Although those estimates are based on
management's best knowledge of the amount, event or actions, actual results ultimately may differ from those estimates

Impairment of assets accounted for at amortised cost

The Company regularly reviews its portfolio of hire purchase contracts to assess for impairment In determining whether an
impairment has occurred the Company considers whether there 18 any observable data indicating that there has been a
measurable decrease in the estimated future cash flows and therr timings, such observable data includes whether there
has been an adverse change in the payment status of borrowers or changes in economic condiions that correlate with
defaults on assets in the Company

The methodology used to calculate the required imparrment provisions are calculated collectively using formutae which take
into account factors such as the length of time that the customer's account has been delinquent, historical loss rates and
the value of any collateral held in order to determine expected future cash flows The vanables used in the formulae are
kept under regular review to ensure that as far as possible they reflect the current econemic circumstances, although actual
experience may differ from that assumed

The methodology and assumptons used for estimabng both the amount and timing of future cash flows are reviewed
regularly to reduce any differences between loss estimates and actual loss expenence

Impalrment on assets under PCP agreements

Included within Loans and advances to customers are certain hire purchase contracts referred to as PCP agreements
Under the terms of these agreements, customers have the option to ether purchase the leased vehicle at the end of the
lease term for a pre-agreed sum (the “pre-agreed resxdual value™) or to return the vehicle for sale by the Company at
auction

Vehicles returned to the Company at the end of the lease term are mnitally held within Other current assets at the agreed
residual value At each balance sheet date, an assessment i1s made of the expected proceeds from the sale of returned
vehictes compared with their pre-agreed residual values and a provision IS established for any expected shortfall

12 Lgvdg TSB Carselect Limted




Notes to the financial statements (continued)
For the year ended 31 December 2011

3

Critical accounting estimates and judgements in applying accounting policies (continued)
Impairment on assets under PCP agreements (continued)

The Company regularly reviews the expected value of all vehicles which it 1s committed to repurchase at a predetermined
price In determining whether an impairment has occurred, the Company considers whether there 1s any observable data
indicating that there has been a measurable decrease In the estimated future proceeds versus the prce at which the
Company s committed to purchase, such observable data includes whether there has been an adverse change In the
current market prices or economic condibons that correlate with shortfalls in market value

The Company reviews the value of the assets that it is committed to purchase on a monthly basis by reference to
independent market value data and the prevailing economic condiions The assessment of values 15 important to the
profitability of the Company, with movements over extended penods of time being subject to general fluctuations in used
car valuations The adjustment ansing from the reviews are dealt with as set out in note 1 4 above

Impalrment of Inventcries

The Company regularly reviews its inventories of vehicles to assess for mpawrment (n determining whether an impairment
has occurred, the Company considers whether there IS any observable data indicating that there has been a measurable
decrease in the estimated future proceeds from sale of the vehicles compared to the purchase cost, such observable data
includes whether there has been an adverse change 1n the current market prices or economic condrions

The varables used in the evaluation are kept under regular review to ensure that as far as possible they reflect the current
economic circumstances, although actual experience may differ from that assumed

Payment protection Insurance

Cn 20 Apnl 2011 a High Court Judicial Review into the misselling of 'Payment Protection insurance' ("PP1") ruled in favour
of the customer The Company has sold PPl While there are stll a number of uncertaintes as to the eventual costs from
any such contact and/or redress, the Company expects that the level of payments in respect to such claims will be not be
significant to the Company No provision has therefore been recognised in these financial statements as at 31 December
2011

Net interest Income

2011 2010
£000 £'000
Interest iIncome
From hire purchase contracts 927 1,250
From personal loans 834 959
1,761 2,209
Interest expense
Group Interest expense (see note 19) (792) (1,309)
Net Interest income 969 900

Included within Interest income 1s £24,000 (2010 £37,000) 1n respect of mpaired financial assets
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Notes to the financial statements (continued)
For the year ended 31 December 2011

5. Fees and commission income

2011 2010
£000 £'000
Fees and commislon income
Loan fees recewvable 12 26
Commission recervable (see note 19) - 8
12 34
6 Impairment (losses)/gains
2011 2010
£'000 £'000
Losses on hire purchase contracts and loans (see note 20) (173) (198)
Cther gains §2 435
{121) 237
Other operating expenses
2011 2010
£'000 £'000
Staff costs (see note 8) 405 379
Depreciation (See note 14) ] 8
Cther operating expenses 224 178
637 565

Fees payable to the Company's auditors for the audit of the financral statements of £2,000 (2010 £2,000) have been borne

by a feliow subsidiary undertaking and are not recharged to the Company

Staff costs
2011 2010
£'000 £'000
Wages and salaries 351 325
Social securty costs 30 24
Pension costs 24 30
405 379

Staff costs represent emeluments recharged by a fellow subsidiary undertaking employed by that subsidiary undertaking

The average monthly number of persons employed during the year was 11 (2010 10) All staff are located in the United

Kingdom and provide management, administration and sales support
The Company did not employ any persons dunng the year (2010 none)

Directors’' emoluments

No directer receved any fees or emoluments dunng the year (2010 £nil) The directors are employed by other companies
within the Lloyds Banking Group and consider that ther services to the Company are incidental 1o thew other

responsibilities within the Group (see also note 19)
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Notes to the financial statements (continued)
For the year ended 31 December 2011

10. Taxation

2011 2010
£'000 £'000
a) Analysis of charge for the year
UK corporation tax
- Group relief payable on profits for the year 358 -
Current tax charge 358 -
UK deferred tax
- Ongination and reversal of tming differences 1 1
Deferred tax charge 1 1
359 I

Corporation tax Is calculated at a rate of 26 5% (2010 28 0%) of the taxable profit for the year

b) Factors affecting the tax charge for the year

The tax on the Company's Profit before tax difers from the theoretical amount that would anse using the weighted average

tax rate applicable to profits of the Company as follows

201 2010

£'000 £'000
Profit before tax 1,352 1,494
Tax charge thereon at UK corporation tax rate of 26 5% (2010 28 0%) 358 418
Factors affectng charge
- Losses claimed for no payment - (418)
- Effect of reduction in tax rate 1 1
Tax on profit on ordinary activities 359 1
Effectve rate 26 6% 01%

Buring the year group relief of £mil (2010 £1,492,000) was surrendered by a fellow group undertakings to the Company for

no payment

11. Other current assets

201 2010
£'000 £000
Amounts due from group undertakings (see note 19) 426 -
Other debtors 942 1,673
1,368 1673

Other debtors nclude other taxes recewvable of £545,000
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Notes to the financial statements (continued)
For the year ended 31 December 2011

12. Loans and advances to customers

2011 2010
£'000 £'000
Advances under hire purchase contracts 10,693 13,801
Personal loans to cusiomers 11,592 12,018
Gross loans and advances to customers 22,285 25,820
Less allowance for losses on loans and advances (733) (759)
Net loans and advances to customers 21,652 25,061
of which
Due within one year 8,986 11,608
Due after one year 12,566 13,453
21,552 25,061
Loans and advances to customers include hire purchase recevables
2011 2010
£'000 £'000
Gross investment in hire purchase contracts, receivable
- no later than one year 4,890 7.000
- later than one year and no later than five years 6,817 8,090
- later than five years 20 23
11,727 15113
Unearned future finance income on hire purchase contracts {1,034) {1,312)
Net investment in hire purchase contracts 10,693 13,801
The net investment in hire purchase contracts may be analysed as follows
2011 2010
£°000 £'000
- no later than one year 4,458 6,393
- later than one year and no later than five years 6,217 7,387
- later than five years 18 21
10,693 13,801

The Company provides a range of hire purchase and loan products in connection with the financing of motor vehicles The
leases typically run for pencds of 3 years

Dunng the year, no conhngent rentals in respect of hire purchase contracts were recognised in the Statement of
comprehensive iIncome (2010 £nil)

Further analysis of {.cans and advances to customers 1$ provided in note 20
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Notes to the financial statements {continued)
Forthe year ended 31 December 2011

13. Inventories

2011 2010
£'000 £'000
Cost of vehicles for resale B45 14
14. Property, plant and equipment
Total
£'000
Cost
At 1 January 2010, 31 December 2010 and 31 December 2011 51
Accumulated depreciation
At 1 January 2010 29
Charge for the year 8
At 31 December 2010 37
Charge for the year 8
At 31 December 2011 45
Balance sheet amount at 31 December 2011 6
Balance sheet amount at 31 December 2010 14
Property, plant and equipment represents a vehicle used for demonstration purposes
15. Deferred tax asset
The movement in the Deferred tax asset s as follows
2011 2010
£'000 £'000
Brought forward 15 16
Charge for the year (see note 10) (1) M
At 31 December 14 15
The deferred tax charge in the Statement of comprehensive Income compnses the following temporary differences
2011 2010
£'000 £'000
Accelerated capital allowances 1 1
Allowances for mpairment losses )] (1)
Cther temporary differences 1) )
(1} M
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Notes to the financial statements (continued)
For the year ended 31 December 2011

185.

16

17.

18,

Deferred tax asset (continued)

Deferred tax asset comprises 2011 2010
£'000 £'000

Accelerated capital allowances 7
Allowances for impairment losses 3 4
Other temporary differences 4

14 15

Within the Deferred tax asset at 31 December 2011 are amounts of approximately £nil (2010 £rul) that are expected to be
settled In less than tweive months after the balance sheet date

The UK Government announced on 23 March 2011 that the headline rate of corporation tax would be reduced from 28% by
2% on 1 Apnl 2011 and 1% each year thereafter unt it reaches 23% On 22 March 2012 the UK Government announced
that on 1 April 2012 the headline rate of corporaticn tax would be reduced by 2% rather than 1% to 24%, and 1% each year
thereafter untbl it reaches 22%

These rate changes wtll affect the amount of future cash tax payments to be made by the Company and will also reduce the
size of the Company's Deferred tax asset in the future

The change to 25% announced on 23 March 2011 was “substantively enacted” on 5 July 2011 and as such, in accordance
with accounting standards, deferred tax has been calculated at a rate of 25% The effect of the change in rate to 24%
would not significantly affect the Company's Deferred tax asset and will be reflected in the Company's financial statements
for the year ending 31 December 2012 The proposed further reductions in the rate of corporation tax by 1% per annum to
22% by 1 Aprl 2014 are expected to be enacted separately each year The effect of these further changes upon the
Company's deferred tax balances cannot be rehably quantfied at this stage

Borrowed funds

2011 2010

£'000 £'000

Amounts due to group undertakings (see note 19) 15,939 19,080
Bank overdraft with group undertaking (see note 19) - 1,050
15,939 20,130

Amounts due to group undertakings and Bank overdraft with group undertaking are interest bearing at fixed rates based on
amortising swap rates, unsecured and repayable on demand, although there 15 no expectation that such a demand would
be made

Other current habilities

2011 2010
£'000 £'000
Other creditors . 684 673
Other creditors include deposits from customers of £491,000
Share capital
2011 2010
£'000 £'000

Allotted, Issued and fully paid
100 ordinary shares of £1 each - -

At 31 December 2011, the authonsed share caprital of the Company was £100 divided into 100 shares of £1 each
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Notes to the financial statements {continued)
Forthe year ended 31 December 2011

18.

19

Share capital (continued)

All ordinary shares rank pan passu in all respects including the nght to receive all dvidends and other distributtons
hereafter declared, made or paid on the ordinary share capital of the Company

The immediate parent company Is ACL Autolease Holdings Limited (incorporated in England and Wales) The company
regarded by the directors as the ultimate parent company is Lloyds Banking Group plc (Incorporated in Scotland), which is
alsc the parent undertaking of the largest group of undertakings for which group financial statements are drawn up and of
which the Company 15 a member Lioyds TSB Bank plc 1s the parent undertaking of the smallest such group of
undertakings Copies of the financial statements of both companies may be obtained from Group Secretanat, Lloyds
Banking Group plc, 25 Gresham Street, London, EC2V 7HN

Related party transactions
The Company 1s controlled by ACL Autolease Holdings Limted A number of transactions are entered into with retated

parties in the normal course of business These include loan and fee transactions A summary of the outstanding balances
at the year end and the related income and expense for the year are set out below

201 2010
£'000 £'000
Amounts due from group undertakings
Lex Autolease Limited (see note 11) 426 -
Amounts due to group undertakings
Black Horse Limited 15,939 18,095
Lex Autolease Limited - 985
Total amounts due to group undertakings {(see note 16} 15,939 19,080
Bank overdraft held with group undertaking
Lloyds TSB Bank plc (see note 16) - 1,050
Interest expense
Black Horse Limited (see note 4) 792 1,309
Purchase of motor vehicles
Lex Autolease Limited 15,778 17,168
Staff costs recharged
Lloyds TSB Bank plc {see note 8) 405 379

Commission recewable of £nil (2010 £8,000) includes Insurance commission Income teceivable under the terms of the
Company's agreement with Lloyds TSB General Insurance Limited, a fellow subsidrary of Lioyds Banking Group plc, of £nil
{2010 £2,000)

Duning the year no group relief (2010 £1,492,000) was surrendered by fellow undertakings to the Company for no payment
(see note 10)

Key management personnel

Key management personnel are those persons having authenty and responsibility for planning and controlling the actvibes
of the Company Accordingly, key management comprise the directors of the Company and the members of the Lloyds
Banking Group plc board There were no transactions between the Company and key management personnel dunng the
current or preceding year Key management personnel are employed by other companies within the Lloyds Banking Group
and consider that their services to the Company are incidental to their other activihes within those groups
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Notes to the financial statements {continued)
For the year ended 31 December 2011

20. Financial nsk management

A descnption of the nature and mitigaton of key nsks facing the Company s provided in note 2 A descnption of the
Company's financial agsets/liabiites and associated accounting ts provided in note 1

201 Cred# risk
Credlt concentration - Loans and advances to customers

The Company lends predominantly to Retall customers (being private indwiduals) gecgraphically located in the United
Kingdom

Loans and advances to customers — maximum exposure

2011 2010

£'000 £'000

Neither past due nor impaired 21,351 24,339

Past due but not iImpared 149 325

Impaired 785 1,156

Maximum credit exposure ‘ 22,285 26,820
Loans and advances to customers which are nelther past due nor Impaired

201 2010

£'000 £'000

Good qualty 15,636 15,853

Sahsfactory quality 4,807 6,664

Lower qualrty - -

Below standard, but not impaired 1,108 1,822

Total 21,351 24,339

In general, good quality lending comprises those balances with a lower proballity to default rabng assigned and the rating
progressively increases for each category exhibiting a progressively higher probability to default

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

2011 2010

£'000 £'000

Past due up to 30 days 149 325
Past due from 30-60 days - -
Past due from 60-180 days - -
Total 149 325

Past due 15 defined as failure to make a payment when it falls due
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20.

201

202

203

204

205

Financial nsk management (continued)
Credit risk (continued)

Allowance for loans and advances to customers which are impaired

2011 2010

£'000 £000
Brought forward 759 876
Advances written off (199) (315)
Charge for year (Including recoveries) 173 198
At 31 December 733 769

The critena used to determine that there 1s objectve evidence of an impairment Is disclosed in note 14 All Loans and
advances to customers are individually assessed for impairment.

Repossessed collateral

Collateral held against Loans and advances to customers 1s principally comprised of motor vehicles The Company does
not take physical posession of any collateral, instead t uses agents to realise the collateral's value as soon as practicable,
usually at auction, to settle iIndebtedness Any surplus funds are then returned to the borrower or are otherwise dealt with In
accordance with appropriate insolvency regulations

Dunng the year the Company repossessed collateral in respect of defaulted debt with a value of £5,000 (2010 £20,000)
Liquidity risk

The Company 15 funded entirely by companies within the Group Such funding 1s repayable on demand, atthough there 1s
no expectation that such a demand would be made

Interest rate risk

Interest rate nsk is managed at a dvisienal levei The Company funds new business by borrowing funds from group
undertakings (see note 19) at the inception of the new business The terms upon which the funds are borrowed from group
undertakings are also defined at the inception of the new business

Interest rate risk - sensitivity anaiysis

The sensitvity analysis 1s based on the Company’s Amounts due to group undertakings and takes account of movement in
the market swap rates which is the basis for the interest rate on intercompany balances A 08% (2010 0 9%) increase or
decrease Is used to assess the possible change n Interest expense This rate 15 appropnate as i s the amount by which
the market swap rates decreased in the year

if market swap rates increased by 0 6% (2010 0 9%) and all other vaniables remain constant this would increase Interest
expense by £96,000 (2010 £196,000) and accordingly decrease Interest expense by £96,000 (2010 £196,000) if swap
rates decreased by the same amount

Market risk

The hire purchase portfolio includes agreements where the Company has a nisk in respect of residual value of the assets
This area of credit policy 13 monitored by a residual value committee which meets on a regular basis to consider the
exposure taking nto account current and projected Industry trends in addition to the Company's own nsk management

Financlal strategy

The Company does not trade in financial instruments, ner does it use denvatves
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20.

2086

21.

22,

23.

Financial risk management (continued)
Fair values of flnanclal assets and liabllities

The farr value of a financ@al instrument 1s the amount at which the instrument could be exchanged in a current transaction
between wiling parties, other than in a forced or liguidation sale

Fair values of Loans and advances to customers are estimated by discounting anticipated cash flows (inctuding interest at
contractual rates) at market rates for similar loans prevaiing atthe balance sheet date

The aggregated fatr value of Loans and advances to customers 1s approximately £21,551,000 (2010 £25,139,000) The
carrying value of all other financial assets and habilites 1s considered an approximation of fair value

Capital disclosures

The Company's objectives when managing capttal are to safeguard the entity's ability to contthue as a going concern,
provide an adequate return to its shareholders through pricing products and services commensurately with the level of nsk
and, indirectly, to support the Group's regulatory capital requirements

The Company's parent manages the Company's capital structure and advises the board of directors to consider making
adjustments to it in the light of changes in economic condiicns and the nisk charactenstics of the underlying assets In order
to maintain or adjust the capral structure, the board of directors may adjust the amount of dwidends to be pad to
shareholders, return capnal to shareholders, 1ssue new shares, or sell assets

The Company's capital comprises all components of equity, movements m which appear in the Statement of changes in

equity The Company recewves its funding requirements from s fellow group undertakings and does not raise funding
externally

Contingent habilities and capital commitments

There were no contingent labilities or contracted capital commitments at the bafance sheet date (2010 £nil)
Post balance sheet events )
There are no post balance sheet events requinng disclosure in these financial statements

Future developments

The following pronouncements will be relevant to the Company but were not effective at 31 December 2011 and have not
been applied in preparing these financial statements

Pronouncement Nature of change Effectlve date

IFRS 13 Far value Measurement Sets out a single IFRS framework for the Annual perods beginning on or
! measurement of fair value and the related disclosure after 1 January 2015
requirements
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24. Future developments (continued)

Pronouncement Nature of change Effective date

IFRS 9 Financial Instruments Replaces those parts of IAS 39 Financial Instruments  Annual periods beginning on or
Classification and Measurement Recogntion and Measurement relatng to the after 1 January 2015
ez classificabon, measurement and derecognibion of

financial assets and habilties Requwes financial

assets to be classfied Intoe two measurement

categores, fair value and amortised cost, on the basis

of the objectives of the entity’s business model for

managing s financial assets and the contractual

cash flow characterishcs of the mstrument The

available-for-sale financial asset and held-to-maturity

categores i the existing 1AS 39 will be elminated

The requirements for financial habilties and

derecogmiion are broadly unchanged from IAS 39

1 At the data ofthis report these pronouncements are awaiing EU endorsemsnt

2 IFRS 9 1s the inibial stage of the project to repiace IAS 39 Future stages are expected to rasult in amandments to IFRS @ te deal with changes to the impaiment of financial
essets measurad at emorised cost and hedge accounting Unhl all stages of the replacement project are complate 1t15 not possible to determing the overell Impact on the financial
statemnents of the replacement of 145 39

The full impact of these pronouncements i1s being assessed by the Company However, the inal view 1s that neither of
these pronouncements I1s expected to cause any matenal adjustments to the reported numbers In the financial statements
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