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CHESHIRE HOLDINGS EUROPE LIMITED ("the Company")

DIRECTORS' REPORT
For the year ended 31 March 2011

The directors present their report and the audited financal statements for the year ended 31 December 2010
BUSINESS REVIEW AND PRINCIPAL ACTIVITY

The Company's principal activity 1s to carry on the business of an investment company There have been no changes in the
nature of the Company's operations during the year, and no change to the Company's operation 1s expected in the
foreseeable future

The profit after taxation for the year of £4,656,000 (2010 profit of £7,015,000) 1s set out in the Statement of
Comprehensive Income on page 6 and consists mainly of interest income on the variable mterest loan to Lloyds TSB Bank
plc net of the related tax The decrease of £3,277,000 1n net wnterest income during the year as compared to the prior penod
1s due to the decrease in Libor rates Dividends on ordinary A shares of £39,000,000 (2010 £68,000,000) were paid during
the penod

No final dividend has been proposed by the directors (2010 £ml)
There are no significant future developments identified or planned for the Company
PRINCIPAL RISKS AND UNCERTAINTIES

From the perspective of the Company, the principal risks and uncertainties are integrated with the principal risks of the
Lloyds Banking Group (formerly Lloyds TSB Group) and are not managed separately Full disclosure of the Company's
financial msk management objectives and policies are given in note 13 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 key
performance indicators 1s not necessary for an understanding of the development, performance or position of the business

DIRECTORS a e

The names of the directors of the Company, all of whom served throughout the year and up to the date of signing the
financial statements are shown on page |

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for preparing the directors' report and the financial statements 1n accordance with applicable
law and regulations

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

. select suitable accounting policies and then apply thetn consistently,
. make judgements and accounting estimates that are reasonable and prudent,
. state whether applicable IFRSs as adopted by the European Union have been followed, subject to any

matenal departures disclosed and explained in the financial statements, and

. prepare the financial statements on the going concern basis unless 1t 1s inappropriate to presume that the
Company will continue 1 business
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CHESHIRE HOLDINGS EUROPE LIMITED

DIRECTORS' REPORT (CONTINUED)
For the year ended 31 March 2011

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 tune the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They are also responsible for
safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of fraud and
other wregulanties

Each of the directors, whose names are listed on page | confirm that, to the best of their knowledge

. the financial statements, which have been prepared in accordance with IFRSs as adopted by the EU, give a
true and fair view of the assets, habilities, financial position and profit or loss of the Company, and

. the directors’ report contained above includes a fair review of the development and performance of the
business and the position of the Company, together with a descniption of the principal nsks and
uncertainties that it faces

DIRECTORS' INDEMNITIES

The Directors have the benefit of a contract of indemnity which constitutes a "qualifying third party mdemmty provision”
This contract came nto force during the financial year and remains n force It 1s available for inspection at the registered
office of Lloyds Banking Group plec

GOING CONCERN

The Company 15 a subsidiary of Lloyds Banking Group ple Lloyds Banking Group plc 1s reliant on both short-term
wholesale funding markets and utihsation of legacy government and central bank sponsored funding to support 1ts balance
sheet The directors are satisfied that 1t 1s the intention of Lloyds Banking Group ple to support the Company such that it
will have access to adequate capital and hiquidity resources to continue as a going concern and meet its habihities as they
fall due Accordingly, the financial statements have been prepared on a going concern basis

INDEPENDENT AUDITORS AND AUDIT INFORMATION

Each director 1n office at the date of this report confirms that, so far as the director 1s aware, there 1s no relevant audit
information of which the Company’s auditors are unaware and each director has taken all the steps that he or she ought to
have taken as a director 1n order to make himself or herself aware of any relevant audit tnformation and to establish that the

Company’s auditors are aware of that information

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

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

On behalf of the board

: \
A Goldsmith
DIRECTOR

Date 29" September 2011




CHESHIRE HOLDINGS EUROPE LIMITED

INDEPENDENT AUDITORS' REPORT TO THE DIRECTORS OF CHESHIRE EUROPE LIMITED
For the year ended 31 March 2011

We have audited the financial statements of Cheshure Europe Limited for the year ended 31 March 2011 which comprise
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 Financial Reporting Standards (IFRSs) as adopted by the European Union

Respective responsibilities of directors and auditors

As explained more fully n the Statement of Directors’ Responsibilities set out on page 3, the directors are responsible for
the preparation of the financial statements and for being satisfied that they give a true and fair view Our responsibility 1s to
audit and express an optrion on the financial statements 1n 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 opimions, has been prepared for and only for the directors for management purposes to assist
them 1n discharging their stewardship obligations and fiduciary responsibilities under the Articles of Association 1n
accordance with our engagement letter dated 19 April 2011 and for no other purpose  We do not, 1n giving these opinions,
accept or assume responsibility for any other purpose or to any other person to whom this report 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 obtamming evidence about the amounts and disclosures in the financial statements suffictent to give
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting policies are appropriate to the company’s circumstances and have
been consistently apphed and adequately disclosed, the reasonableness of significant accounting estimates made by the
directors, and the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements

. give a true and fair view of the state of the company’s affairs as at 31 March 2011 and of 1ts profit and cash flows
for the year then ended, and

. have been properly prepared in accordance with IFRSs as adopted by the European Unton

~
?l\c_m;hM\nw\d_m‘Q/\ u
PricewaterhouseCoopers LLP

Chartered Accountants
London

28 Sefrennbes 01
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CHESHIRE HOLDINGS EUROPE LIMITED

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 March 2011

Notes
Interest and similar income
Interest and similar expense
Net interest iIncome 3
Admunistrative expense 4
Profit before taxation
Taxation 5

Profit for the year

Total comprehensive income for the year

2011 2010
£'000 £000
6,476 9,755

(3) (5)
6,473 9,750
{5) (5)
6,468 9,745
(1,812) (2.730)
4,656 7,015
4,656 7,015

The accompanying notes on page 10 to 19 are an mtegral part of the financial statements




CHESHIRE HOLDINGS EUROPE LIMITED

BALANCE SHEET
As at 31 March 2011

Notes
Assets
Current assets
Cash and cash equivalents 12
Amounts owed by intermediate parent company 12
Other current assets 6
Total current assets
Total assets
Liabilities
Non-current habihties
Amounts owed to other group company 12
Total non-current habilities
Current habilities
Other current habihity 8
Current tax habilities 7
Total current habihities
Total habilities
Equity
Share capital 9
Share premium 11
Other reserves 10

Retained earnings

Total equity

Taotal habihities and equity
The directors approved the accounts on 29® September 2011
(X7 ;

A Goldsmith
DIRECTOR

2011
£'000

1,897
871,920
863

874,680

— 874,680

126

126

4,546

4,553

4,679

1

695
867,306
1,999

870,001

874,680

The accompanying notes on pagel0 to 19 form an integral part of the financial statements

2010
£'000

4,557
901,920
731

907,208

907,208

126

126

2,730

2,737

2,863

1

695
867,306
36,343

504,345

907,208




CHESHIRE HOLDINGS EUROPE LIMITED

STATEMENT OF CHANGES IN EQUITY
For the year ended 31 March 2011

Balance at 1 April 2009

Profit and total comprehensive income for
the year

Dividend paid

Balance at 31 March 2010

Profit and total comprehensive income for
the year

Dividend paid

Balance at 31 March 2011

Share Share Other
capital premium reserves
£000 £000 £000

695 867,306

Retained
earnings Total
£000 £000

97,328 965,330

7,015 7,015
(68.000) (68.000)

695 867,306

36,343 904,345

4,656 4,656
(39.000) (32.000)

695 867,306

The accompanying notes on page 10 to 19 form an integral part of the financial statements

— 1999 870,001




CHESHIRE HOLDINGS EUROPE LIMITED

CASH FLOW STATEMENT
For the yvear ended 31 March 2011

Cash flows from operating activities

Profit before taxation

Adjustment for

Interest income

Interest expense

Operating loss before working capital changes
Interest paid

Tax received/(paid)

Net cash used 1n operating activities

Cash flows from investing activities

Interest received

Advances to intermediate parent company
Advances to other group companies
Repayments by intermediate parent company
Repayments by other group companies

Net cash generated from investing activities

Cash flows from financing activities
Dividends paid
Net cash used n financing activities

Net (decrease)/increase n cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year

Notes

12

2011
£000

6,468

(6,476)
3

(3)
(3}
5

)

6,343

30,000

36,343

(39,000)
{39.000)

(2,660)
4,557
m‘#&

The accompanying notes on page 10 to 19 are an integral part of the financial statements

2010
£000

9,745

(9,755)
5

(3)
(10)
(7.542)

(1.557)

11,392
(6,909)
(3,000)
75,600

3.000

80.083

(68,000)

(68.000)

4,526
31

4,557




CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 March 2011
1. ACCOUNTING POLICIES

BASIS OF PREPARATION

The principal accounting policies applied in the preparation of these financial statements are set out below These policies
have been apphied consistently for each of the periods presented, unless otherwise stated

The financial statements have been prepared under the historical cost convention, in compliance with the requirements of
the Compamies Act 2006 and n accordance with the applicable International Financial Reporting Standards (“IFRS”) as

adopted by the European Union

The preparation of the financial statements necessanly requires the exercise of judgment both in the application of
accounting policies which are set out in the sections below and in the selection of assumptions used in the calculation of
esttmates These estimates and judgments are reviewed on an ongoing basis and are continually evaluated based on
histerical experience and other factors Actual results may differ from these esimates

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

Pronouncement
IFRS 9 Financial Instruments
Classification and Measurement

Nature of change
Sumplifies the way entiies will

classify financial assets and reduces
the number of classification
categories to two, farr value and

amortised  cost The  existing
available for sale and held to
maturity  categories have been

eliminated Classification will be
made on the basis of the objectives of
entity's business model for managing
the assets and the characteristics of
the contractual cash flows

1ASB effective date
Annual peniods beginning on or after 1
January 2013

The following pronouncements were effective at 31 March 2011 but did not impact the Company and have not been
applied 1n preparing these financial statements

IAS 24 Related Party Disclosures

Improvements to [IFRSs (issued May
2010)

Amendments to IFRS 7 ‘Financial
Instruments Disclosures -
Disclosures-Transfers of Financial
Assets’

Simphfies the definition of a related
party and provides a parnal
exemption from the disclosure
requirements for government related
entities

Sets out mimnor amendments to IFRS
standards as part of the annual
improvements process The effective
dates vary on a standard by standard
basis

Requires additional disclosures 1n

respect of risk exposures ansing from
transferred financial assets

10

Annual periods beginming on or after 1
January 2011

Annual periods begimming on or after |
January 2011

Annual periods beginning on or afer 1
January 2011




CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

1. ACCOUNTING POLICIES (CONTINUED)

The following pronouncement wall not be relevant 1o the Company and was not effective ai 31 March 2011

Pronouncement Nature of change 1ASB effective date
IFRIC 19 ‘Extinguishing Financial Clanfies that when an enuty Annual periods beginming on or after 1
Liabilities with Equity Instruments’ renegotiates the terms of its debt with  July 2011

the result that the hLability s
extinguished by the debtor 1ssuing its
own equity instruments to the
creditor, a gain or a loss 1s recognised
in the income statement representing
the difference between the carrying
value of the financial hability and the
fair value of the equity instruments
1ssued, the fair value of the financial
hability 1s used to measure the gain
or loss where the fair value of the
equity instruments cannot be reliably
measured

(a) Revenue recognition

Interest income and expense are recognised n the income statement for all interest—bearing financial instruments, using the
effective interest method The effective interest method is a method of calculating the amortised cost of a financial asset or
habihity and of allocating the interest income or interest expense over the relevant period The effective interest rate 1s the
rate that exactly discounts the estimated future cash payments or receipts over the expected hife of the instrument to the net
carrying amount of the financial asset or financial hability The calculation includes all amounts paid or received by the
Company that are an integral part of the overall return, direct incremental transaction costs related to the acquisition, 1s5ue
or disposal of a financial instrument and all other premiums or discounts Fees and commissions, which are not an integral
part of the effective interest rate, are generally recognised when the service has been provided

(b) Income taxes, including deferred income taxes

Current income tax which 1s payable on taxable profits 1s recogmised as an expense in the year in which the profits arise
Deferred tax 1s provided in full, using the hability method, on temporary differences arising between the tax bases of assets
and habilities and their carrying amounts in the Company’s financial statements Deferred tax 1s determined using tax rates
that have been enacted or announced by the balance sheet date that are expected to apply when the related deferred tax
asset 1s realised or the deferred tax hiability 1s settled Deferred tax assets are recogrised where 1t 1s probable that future
taxable profit will be available against which the temporary differences can be utilised

(c) Cash and cash equivalents
Cash and cash equivalents comprises cash on hand and demand deposits as well as short-term, highly liquid investments
that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes 1n value

(d) Loans and receivables
Loans and receivables are accounted for at amortised cost using the effective interest method Loans and receivables are
mitially recogmsed when cash 1s advanced to the borrowers at fair value inclusive of transaction costs

(e) Borrowings
Borrowings are stated at amortised cost using the effective interest method and are classified as financial habilines The
coupon paid on these instruments 1s recognised in the mcome statement as interest expense

Redeemable shares which carry a mandatory coupon or are redeemable on a specific date, or where other terms and
conditions exist which mean the Company does not have an unconditional right to avoid delivering cash, are classified as
finaneial llabilities Irredeemable shares which carry a mandatory coupon are classified as financial liabilities The coupon
or dividends paid on those mnstruments 1s recognised in the income statement as 1nterest expense

11




CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

1. ACCOUNTING POLICIES (CONTINUED)

(f) Dividend receivable and payable
Dividends on ordinary and preference shares treated as equity are recognised 1n equity in the year in which they are pard
Dividends 1n respect of investment in ordinary shares are recognised as income n the year in which they are received

2. CRITICAL ACCOUNTING JUDGEMENTS

The Company makes assumptions and estimates that affect the reported amounts of assets and habilities within the next
financial year Estimates and judgements are continually evaluated and are based on historical experience and other factors,
mncluding expectations of future events that are believed to be reasonable under the circumstances

The accounting policies deemed critical to the Company’s results and financial position, based upon matenality and
significant judgements and estimates, are discussed below

Impairment

The Company determines that financial assets are impaired when there has been a significant or prolonged decline 1n the
fair value below 1ts cost This determination of what 15 significant or prolonged requires judgement In making this
Judgement, the Company evaluates when there 15 evidence of deterioration 1n the industry and sector performance, changes
in technology, and operational and financing cash flows discounted at that asset’s original effective interest rate

3. NET INTEREST INCOME

2011 2010
£'000 £'000
Interest Income
Amounts owed by intermediate parent company 6,453 9,735
Amounts owed by other group company - 4
Cash balance with intermediate parent company 23 16
6,476 9,755
Interest Expense
Dividends paid on redeemable preference shares treated as debt 3 5
Net 1nterest income 6,473 9,750
4. ADMINISTRATIVE EXPENSE
2011 2010
£'000 £000
Audnt fee 5 5
5 b

The number of persons employed by the Company during the year was il (2010 nil)

5. TAXATION
(a) Analysis of tax charge for the year
2011 2010
£'000 £000
UK Corporation tax - current year 1,812 2,730

The tax charge on the Company’s profit for the year 15 based on a UK corporation tax rate 28% (2010 28%)

12




CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

(b) Factors affecting the tax for the year

A reconciliation of the tax charge that would result from applying the standard UK corporation tax rate to profit before tax

to the tax for the year 1s given below

2011
£'000
Profit before taxation 6,468
Tax charge thereon at UK corporation tax rate of 28% (2010 1,811
28%)
Factors affecting charges
Non tax deductible preference dividends payable 1
Total taxation 1,812
Effective rate (28)%

2010
£'000
9,745

2,729

2,130

(28Y%

The Finance (No 2} Act 2011 included legislation to reduce the main rate of corporation tax in the UK from 28 per cent to

26 per cent with effect from 1 April 2011 and was substantively enacted n July 2011

The proposed further reductions 1n

the rate of corporation tax in the UK by 1 per cent per annum to 23 per cent by 1 April 2014 are expected to be enacted

separately each year starting in 2012

6. OTHER CURRENT ASSETS

Interest receivable on amounts owed by intermedsiate parent

company

7. CURRENT TAX PAYABLES

Current tax payable

8. OTHER CURRENT LIABILITIES

Interest payable
Audit fees payable

9. SHARE CAPITAL

Issued and fully paid:

Ordinary shares of US $ 1 each

Redeemable shares of US$0 01 each
Non-cumulative preference shares of £1 each

Less preference shares treated as debt (note 12)

2011 2010

£'000 £'000

863 731

R63 731

2011 2010

£'000 £'000

4,546 2.730

4,546 2,730

2011 2010

£'000 £000

2 2

5 5

7 7
2011 2010 2011 2010

Number of Number of

shares shares E £
10 10 7 7
100,000 100,000 696 696
126,420 126,420 126.420 126,420
127,123 127,123
(126.420) (126.420)

703 703

13
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CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

The characteristics of each ordinary share of USS1 (“ordinary shares™) are as follows:

. Carry no nights to dividends and hence are classified as equity in line with 1AS 32
. Rank senior in priority to the redeemable shares, but not the preference shares, on a return of caputal
. The ordinary shares do not confer any right to participate n the assets of the Company

The characteristics of each redeemable share of US$0.01 (*redeemable shares”) are as follows:

. Carry the rights to dividends after preference shares

. Entitled to payment after preference and ordinary shares on a return of capital

. The redeemable shares are redeemable at the option of the shareholder

. The redeemable shares will be redeemed at such sum as may be agreed between the Company and the holder of the

redeemable share

The characteristics of each preference share of £1 (“preference shares™) are as follows:

. Carry the nights to a single non-cumulative preferential dividend in priority to the redeemable shares
. Rank senior to the ordinary shares and redeemable shares on a return of capntal
. Carry no voting rights except over proposals at general meetings abrogating, varymng or modifying any of the

rights or privileges of the holders of the preference shares

10. OTHER RESERVES
2011 2010
£'000 £'000
At begmning and end of the year 867306 867,306

On 20 December 2005, Cheshire Receivables Assignment Co LLC, the immediate parent company at that time, made a
gratwitous cash contribution to the Company for an amount of £867,306,359 The contribution 1s unconditional and does
not constitute any form of debt owed by the Company The contribution 13 avauable for distribution to the shareholders,
subject to Jersey law and the articles of association of the Company

11. SHARE PREMIUM

2011 2010
£000 £'000
At begmning and end of the year 695 693

14




CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

12. RELATED PARTY TRANSACTIONS

The Company's immediate parent company is Portland Funding Limited The Company regarded by the directors as the
ultimate parent company 1s Lloyds Banking Group plc (formerly Lloyds TSB Bank plc), which 1s the parent undertaking of
the largest group of undertakings for which group accounts are drawn up and of which the Company is a member Lloyds
TSB Bank plc 1s the parent undertaking of the smallest such group of undertakings Copies of the group accounts of both
may be obtained from the Company secretary's office, Lloyds Banking Group ple, 25 Gresham Street, London EC2V 7HN

The Company's related parties include its ultimate parent company, feliow subsidiaries and the Company's key
management personnel Key management personnel are those persons having authonity and responsibility for planming,
directing and controlling the activities of the Company, which 1s determined to be the Company's directors

Transactions with key management personnel

There were no transactions between the Company or its subsidiaries with key management personnel during the current
year Key management personnel are employed by other companies in the Lloyds Banking Group and consider that their
services to the Company are mcidental to thewr other activities with the Group

Amounis owed by intermediate parent company

£'000 £000
At beginning of the year 901,920 970,611
Advances during the year - 6,909
Repayments during the year (30,000) (75.600)
At end of the year 871,920 901,920
Representing
Lloyds TSB Bank plc 871.920 901.920
Interest Income earned (note 3) 6,453 9,735
Interest Income receivable (note 6) 863 731

Interest on the loans to Lloyds TSB Bank plc 1s receivable at a variable Libor based rate The loans advanced to Lloyds
TSB Bank plc are repayable on 16 May 2011 No impairment has arisen in respect of these loans and accordingly no
provision has been recognised The book value of the loan 1s considered to approximate its fair value

Amounts owed by other group company

2011 2010

£'000 £'000
Advances during the year - 3,000
Repayments during the year - (3.000)
At end of the year - -
Interest Income earned (note 3) - 4

On 13 October 2009 the Company advanced £1,000,000 and £2,000,000 to Lloyds TSB Investment (Cayman) Limited and
Lovat Funding (Cayman) Limited respectively On 13 January 2010 these loans were repaid in full Interest on the loans
to Lloyds TSB Bank plc was receivable at a variable Libor based rate

15
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CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

12. RELATED PARTY TRANSACTIONS (CONTINUED)

Amount owed to other group company

2011 2010
£'000 £'000
At beginnimng and end of the year 126 126
Representing
Gouda LLC 126 126
Interest expense during the year (note 3} 3 5
Interest payable (note 8) 2 2

The above amount relates to 1ssued non-cumulative preference shares of £1 each treated as debt in accordance with IAS 39
(see note 9)

Other transactions with intermediate parent company

2011 2010
£'000 £000
Lloyds TSB Bank plc - cash and cash equivalents 1,897 4,557
Interest earned (note 3) 23 16

13. FINANCIAL RISK MANAGEMENT

The Company uses financial istruments to meet the financial needs of its counterparties and to reduce its own exposure to
fluctuations in interest rates The Company makes loans to other Lloyds Banking Group companues at floating rates and for
various years

{a) Interest Rate Risk

Interest rate risk arises from the mismatch between interest rate sensitive habilities and 1nterest rate sensitive assets From
the perspective of the Company, the interest rate risks are mtegrated with the interest rate risks of the group and are not
managed separately The scenarios are run only for assets and habilities that represent the major interest-bearing positions
Based on the simulations performed, the full year impact on post-tax profit of a 0 25% shift would be a maximum increase
or decrease of approximately £1,573,000 (2010 £1,631,000)

The table below summarises the repricing mismatches of the Company's non-trading assets and habilines ltems are

allocated to time bands by reference to the earlier of the next contractual interest rate repricing date and the maturity date
Expected repricing and maturity dates do not differ significantly from the contract dates

16




CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 March 2011

13. FINANCIAL RISK MANAGEMENT (CONTINUED)

As at 31 March 2011

Assets

Amounts owed by
intermediate parent company
Cash and cash equivalents
Other current assets

Total Assets

Liabiities

Amounts owed to other
group company

Other current habilities
Current tax habilities

Total Liabilities
Total nterest sensitivity gap

As at 31 March 2010

Assets

Amounts owed by
intermediate parent company
Cash and cash equivalents
Other current assets

Total Assets

Liabuinies

Amounts owed to other
group company

Other current habilities
Current tax liabilities

Total Liabilities
Total interest sensitivity gap

3 months 1 year 5 years

or less or less or less Non-

1 month but over but over but over Over 5 mnterest
or less 1 month 3 months 1 year years bearing Total
£'000 £000 £'000 £'000 £'000 £'000 £'000
- 871,920 - - - - 871,920
1,897 - - - - - 1,897
- - - - - 863 863
1,897 871.920 - - - 863 874,680
- 126 - - - - 126
- - - - - 7 7
- - - - - 4,546 4,546
- 126 - - - 4,553 4,679
1,897 871,794 - - - (3,690) 870,001

3 months 1 year 5 years

or less or less or less Non-

1 month but over but over but over Over 5 interest
or less 1 month 3 months | year years bearing Total
£000 £000 £000 £'000 £000 £000 £000
- 901,920 - - - - 901,920
4,557 - - - - - 4,557
- - - - - 731 731
4,557 901,920 - - - 731 907.208
- 126 - - - - 126
- - - - - 7 7
- - - - - 2,730 2,730
- 126 - - - 2,737 2,863
4,557 901,794 - - - __ (2,006) __ 904,345

(b) Fair Value of Financial Assets and Liabilities

Financial instruments include financial assets and financial habilities The fair value of a financial instrument 1s the amount
at which the instrument could be exchanged n a current transaction between willing parties, other than in a forced or

liquidation sale

Wherever possible, fair values have been estimated using quoted market prices for instruments held Where market prices
are not available, farr values have been estimated using quoted values for mstruments with either 1dentical or similar
characteristics In certain cases, where no ready markets currently exist, various techmiques (such as discounted cash flows
or cbservations of similar recent market transactions) have been developed to estimate what the approximate fair value of
such instruments might be These estimation techniques are necessarily subjective in nature and nvolve several

assumpuions
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CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

13. FINANCIAL RISK MANAGEMENT (CONTINUED)

The Company provided loans and advances to other Lloyds Banking Group compantes at variable rates The fair value of
these loans and advances 1s not significantly different from the carrying value as disclosed 1n note 12 The fair values are at
a specific date and may be significantly different from the amounts which will be paid or recetved on maturity or settlement
date

(¢) Measurement Basis of Financial Assets and Liabihties

The accounting policies in note | describe how different classes of financial instruments are measured, and how income
and expenses, including farr value gains and losses, are recognised The following table analyses the carrying amounts of

the financial assets and habilities by category and by balance sheet heading

As at 31 March 2011

Loans and recervables Held at amortised cost

Total
£'000 £'000 £'000
Assets
Amounts owed by intermediate parent
company 871,920 - 871,920
Cash and cash equivalent - 1,897 1,897
QOther current assets - 863 863
Total financial assets 871.920 2,760 874,680
Liabilities
Amounts owed to other group companies
- 126 126
Other current liabihities - 7 7
Total financial habilities - 133 133
As at 31 March 2010
Loans and receivables  Held at amortised cost
Total
£'000 £'000 £'000
Assets
Amounts owed by intermediate parent
company 901,920 - 901,920
Cash and cash equivalent - 4,557 4,557
Other current assets - 731 731
Total financial assets 901.920 5.288 907.208
Liabilities
Amounts owed to other group companies - 126 126
Other current liabilities - 7 7
Total financial habilities - 133 133

(d) Credat Risk

The maximum credit risk exposure of the Company in the event of other parties falling to perform their obligations 1s
detailed below The maximum exposure to loss 15 considered to be the balance sheet carrying amount as at the year end
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CHESHIRE HOLDINGS EUROPE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2011

13. FINANCIAL RISK MANAGEMENT (CONTINUED)

Amounts owed by termediate parent company
Cash and cash equivalent
Other current assets

2011
£'000
871,920
1,897
863

Total credit risk exposure

874,680

2010

£'000
901,920
4,557
731

907,208

The current rating of the intermediate parent company of Lloyds TSB Bank plc, 1s Aa3 as per Moody's

{e) Liquidity Risk

The table below analyse liabihities of the Company on an undiscounted future cash flow basis according to contractual
maturity into relevant maturity groupings based on the remaining period at the balance sheet date Balances with no fixed
maturity are included in the over 5 years category The principal amount for preference shares 15 included within the over 5
years column, interest of approximately £5,000 (2010 £5,000) per annum which 15 payable in respect of the preference

shares for as long as they remain 1n 1ssue 1s not included beyond 5 years

As at 31 Mareh 2011 On Uptol 1-3 3-12 1-5 Over 5
demand month months months years years Total
£'000 £'000 £'000 £'000 £'000 £'000 £'000
Non-current habilities
Amounts owed to other
group company - - 2 - - 126 128
Current habilities
Other current Liabilities 5 - - - - - 5
Total Liabilities 5 - 2 - - - 133
Asat31 March 2010 On up to i-3 3-12 1-5 Over 5
demand 1 month months months years years Total
£'000 £000 £000 £000 £000 £000 £'000
Non-current habilities
Amounts owed to other
group company - - 2 - - 126 128
Current hiabilities
Other current habilities 5 - - - - - 5
Total Liabihities 5 - 2 - - 126 133

(f) Capital Risk Management

The Company’s objectives when managing capital are to provide returns for shareholders and benefits for other
stakeholders and to mamntain an optimal capital structure to reduce the cost of capital In order to maintamn or adjust the
capital structure, the Company may adjust the amount of dividends paid to shareholders, return capital to shareholders,

1ssue new shares or sell assets to reduce debt
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