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STRATEGIC REPORT
For the year ended 31 December 2016

The Directors submit their strategic report on Uberior Fund Investments Limited (“the Company”) for the year ended
31 December 2016.

Principal activity and future developments

The Company operates as an investment holding company and there has been no change in that activity during the year.
The Company remains committed to the business of holding investments and will continue to manage its existing
commitments in the future.

Business review
During the year the Company managed investments for value and where appropriate supported the investments with
additional funding. The business is funded by the Company's intermediate parent undertaking, Bank of Scotland plc.

The Company performance is considered in respect of the underlying investment portfolio performance and valuations.
These are reviewed through the relevant committees of the Lloyds Banking Group plc Equity Governance Framework.

The key financial performance indicators relate to investment gains on disposal and valuation movements. During the
year, the Company disposed of £1,001,000 of fund investments and securities (2015: £1,244,000) with gains on disposals
of £758,000 (2015: £756,000). Fair value movements recognised through other comprehensive income were £2,841,000
(2015: £4,391,000). Investment additions in the year totalled £32,000 (2015: £33,000).

The Balance Sheet shows a net asset position of £21,247,000 (2015: £18,278,000).

The Company’s actions are governed by the Codes of Business Responsibility of the ultimate parent undertaking, Lloyds
Banking Group plc, which set out clear guidelines for responsible behaviour across the business, including human rights,
social, ethical and environmental responsibilities. These guidelines can be viewed in the consolidated annual report and
financial statements of Lloyds Banking Group plc.

The Company has no employees (2015: none) and therefore the Directors have not commented on employee matters.

Risk management

The key risks and uncertainties faced by the Company are managed within the framework established for the Lloyds
Banking Group plc group of companies (“the Group™). Exposure to credit risk, interest rate risk, foreign exchange risk,
equity risk and liquidity risk arises in the normal course of the Company's business. These risks are explained in Note 15
to the financial statements.

On behalf of the Board

b

N S Burnett
Director

i4(a[17
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DIRECTORS' REPORT
For the year ended 31 December 2016

The Directors, as listed on page 1, submit their report and audited financial statements of Uberior Fund Investments
Limited (“the Company”) for the year ended 31 December 2016.

Incorporation
The Company was incorporated in Scotland on 26 August 2004.

Results and dividends
The profit after tax for the year is £669,000 (2015: £240,000). No dividends were paid during the year (2015:
£11,000,000).

Going concern

As set out in Note 3 - 'Principles underlying going concern assumption' of the notes to the financial statements, the
Directors are satisfied that the Company has adequate resources to continue in business for the foreseeable future and
consequently the going concern basis continues to be appropriate in preparing the financial statements.

Directors and their interests
The Directors at the date of this report are listed on page 1. Dates of appointments and resignations during the year, or
subsequent to the year end, are as follows:

Director Date of Appointment Date of Resignation
A CBone 23 November 2016 -

F J Gibson - 23 November 2016
P S Dickson - 1 June 2016

N S Burnett 1 June 2016 -

No Director had any interest in any material contract or arrangement with the Company during or at the end of the year.

Directors' indemnities

Lloyds Banking Group plc has granted to the Lloyds Banking Group ('LBG') Directors of the Company, including
former LBG directors who resigned during the year, a deed of indemnity through deed poll which constituted ‘qualifying
third party indemnity provisions’ for the purposes of the Companies Act 2006 (“the Act”). The deed was in force during
the whole of the financial period and at the date of approval of the financial statements or from the date of appointment in
respect of the LBG Directors who joined the Board of the Company during the financial period. LBG Directors no longer
in office but who served on the Board of the Company at any time in the financial period had the benefit of this contract
of indemnity during that period of service. The indemnity remains in force for the duration of a Director’s period of
office. The deed indemnifies the LBG Directors to the maximum extent permitted by law. The Deed for existing LBG
Directors is available for inspection at the registered office of Lloyds Banking Group plc. In addition, the Group has in
place appropriate LBG Directors and Officers Liability Insurance cover which was in place throughout the financial
period.
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DIRECTORS' REPORT (continued)
For the year ended 31 December 2016

Independent Auditors and disclosure of information to Independent Auditors
PricewaterhouseCoopers LLP are deemed to be re-appointed as auditors under Section 487(2) of the Act.

In accordance with Section 418 of the Act, in the case of each director in office at the date the report is approved:
e so far as the director is aware, there is no relevant audit information of which the company’s auditors are
unaware; and
o the director has taken all the steps that he/she ought to have taken as a director in order to make himself/herself
aware of any relevant audit information and to establish that the company’s auditors are aware of that
information.

Statement of Directors’ responsibilities
The Directors are responsible for preparing the Directors' Report and the financial statements in accordance with
applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial period. 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 them 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 material
departures disclosed and explained in the financial statements;

e prepare the financial statements on the going concern basis unless it is 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 Act. They are also responsible for safeguarding the
assets of the Company and hence for taking reasonable steps for the prevention and detection of fraud and other
irregularities.

On behalf of the Board,

N S Burnett
Director

4(a[i7

Company Number: SC272465
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UBERIOR FUND INVESTMENTS LIMITED

Independent auditors’ report to the members of Uberior
Fund Investment Limited

Report on the financial statements

Our opinion

In our opinion, Uberior Fund Investment Limited’s financial statements (the “financial statements”)'

give a true and fair view of the state of the company’s affairs as at 31 December 2016 and of its proﬁt and cash
flows for the year then ended;

have been properly prepared in accordance with International Financial Reporting Standards (“IFRSs”) as
adopted by the European Union; and

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

What we have audited

The financial statements, included within the Annual Report and financial statements (the “Annual Report”), comprise:

the Balance Sheet as at 31 December 2016;

the income statement and statement of comprehensive income for the year then ended;

the statement of cash flows for the year then ended;

the statement of changes in shareholders equity for the year then ended;

the notes to the financial statements, which include a summary of significant accounting policies and other
explanatory information.

The financial reporting framework that has been applied in the preparation of the financial statements is IFRSs as adopted
by the European Union, and applicable law.

In applying the financial reporting framework, the directors have made a number of subjective judgements, for example in
respect of significant accounting estimates. In making such estimates, they have made assumptions and considered future

events.

Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

the information given in the Strategic Report and the Directors’ Report for the financial year for whlch the
financial statements are prepared is consistent with the financial statements; and

the Strategic Report and the Directors’ Report have been prepared in accordance with applicable legal
requirements.

In addition, in light of the knowledge and understanding of the company and its environment obtained in the course of the
audit, we are required to report if we have identified any material misstatements in the Strategic Report and the Directors’
Report. We have nothing to report in this respect.

Other matters on which we are required to report by exception

Adequacy of accounting records and information and explanations received

Under the Companies Act 2006 we are required to report to you if, in our opinion:

we have not received all the information and explanations we require for our audit; or

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

the financial statements are not in agreement with the accountmg records and returns.

We have no exceptions to report arising from this responsibility.

Directors’ remuneration

Under the Companies Act 2006 we are required to report to you if, in our opinion, certain disclosures of directors’
remuneration specified by law are not made. We have no exceptions to report arising from this responsibility.
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Responsibilities for the financial statements and the audit

Our responsibilities and those of the directors

As explained more fully in the Directors’ Responsibilities Statement set out on page 4, 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 is to audit and express an opinion on the financial statements in accordance with applicable law and
International Standards on Auditing (UK and Ireland) (“ISAs (UK & Ireland)”). Those standards require us to comply with
the Auditing Practices Board’s Ethical Standards for Auditors.

.

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

What an audit of financial statements involves

We conducted our audit in accordance with ISAs (UK & Ireland). An audit involves obtaining evidence about the amounts
and disclosures in the financial statements sufficient to give reasonable assurance that the financial statements are free
from material misstatement, whether caused by fraud or error. This includes an assessment of:

o  whether the accounting policies are appropriate to the company’s circumstances and have been consistently
applied and adequately disclosed;

e the reasonableness of significant accounting estimates made by the directors; and

e the overall presentation of the financial statements.

We primarily focus our work in these areas by assessing the directors’ judgements against available evidence, forming our
own judgements, and evaluating the disclosures in the financial statements.

We test and examine information, using sampling and other auditing techniques, to the extent we consider necessary to
provide a reasonable basis for us to draw conclusions. We obtain audit evidence through testing the effectiveness of
controls, substantive procedures or a combination of both.

In addition, we read all the financial and non-financial information in the Annual Report to identify material
inconsistencies with the audited financial statements and to identify any information that is apparently materially incorrect
based on, or materially inconsistent with, the knowledge acquired by us in the course of performing the audit. If we become
aware of any apparent material misstatements or inconsistencies we consider the implications for our report. With respect
to the Strategic Report and Directors’ Report, we consider whether those reports include the disclosures required by
applicable legal requirements.

for and on behalf\gf PricelyaterhouseCoopers LLP
Chartered Accountamts-anrd Statutory Auditors
Edinburgh

18 September 2017



UBERIOR FUND INVESTMENTS LIMITED

INCOME STATEMENT
For the year ended 31 December 2016

Investment loss

Profit on disposal of investments
Finance income

Total Income

Reversal of impairment in subsidiaries
Administrative expenses
Finance costs

Profit before tax

Income tax credit
Profit after tax for the year

Attributable to:

Profit for the year

2016 2015

Note £000 £000
4 - (393)
758 756

1 -

759 363

8 - 1
5 (54) (93)
6 (58) (45)
647 226

7 22 14
669 240

669 240

669 240

The notes on pages 12 to 28 are an integral part of these financial statements.

The profit for the year arises from the Company's continuing operations.
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STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2016

Note
Profit for the year

Other comprehensive income/(expense):

Items that may be subsequently reclassified to profit or loss
Movements in available-for-sale financial assets:

- changes in fair value

- amounts recognised in the income statement

Movements in deferred tax 10

Other comprehensive income for the year
Total comprehensive income for the year

Attributable to:
Owners
Total comprehensive income for the year

The notes on pages 12 to 28 are an integral part of these financial statements.

2016 2015
£000 £000
669 240
3,599 5,147
(758) (756)
2,841 4,391
(541) (706)
2,300 3,685
2,969 3,925
2,969 3,925 -
2,969 3,925




UBERIOR FUND INVESTMENTS LIMITED

BALANCE SHEET
As at 31 December 2016

Assets

Investment in subsidiary
Investments

Current tax asset

Bank balances

Total assets

Equity

Capital reserve
Available-for-sale reserve
Accumulated losses
Total equity

Liabilities

Deférred tax liability

Current tax liability

Interest-bearing loans and borrowings
Trade and other payables

Total liabilities

Total equity and liabilities

Note

N O o

~
~

12

10

13
14

The notes on pages 12 to 28 are an integral part of these financial statements.

The financial statements on pages 7 to 28 were approved by the Board of Directors on /4

behalf by:

N S Bumett E

Director

Company Number: SC272465

2016 2015
£000 £000

1 1
32,365 30,492.
22 28
3,413 1,769
35,801 32,290
258,814 258,814
16,280 13,980
(253,847) (254,516)
21,247 18,278
3,553 3,012
11,000 11,000
1 -
14,554 14,012
35,801 32,290

/7(I7and were signed on its
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10

STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2016

Balances at 31 December 2015 and

1 January 2016

Comprehensive income
Profit for the year

Other comprehensive income
Total comprehensive income

Dividends paid

Total distributions to owners
recognised directly in equity
Balance at 31 December 2015
and 1 January 2016

Comprehensive income
Profit for the year

- Other comprehensive income
Total comprehensive income

Balance at 31 December 2016

The notes on pages 12 to 28 are an integral part of these financial statements.

Capital Available- Accumulated Total
reserve for-sale losses equity
reserve

£000 £000 £000 £000
258,814 10,295 (243,756) 25,353
- - 240 240

- 3,685 - 3,685

- 3,685 240 3,925

- - (11,000) (11,000)

- - (11,000) (11,000)
258,814 13,980 (254,516) 18,278
- - 669 669

- 2,300 - 2,300

- 2,300 669 2,969
258,814 16,280 (253,847) 21,247
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CASH FLOW STATEMENT

For the year ended 31 December 2016

2016 2015
Note £000 £000

Cash flows from operating activities

Profit before tax 647 225
Adjustments for :

Increase/(decrease) in trade and other payables 1 (12)
Finance income 1) -
Finance costs 6 58 45
Reversal of impairment in subsidiaries - )
Profit on disposal of investments (758) (756)
Cash used in operations (53) (498)
Interest paid (58) 32)
Amounts received/(paid) in respect of income taxes 28 (588)
Net_ cash used in operating activities (83) (1,118)
Cash flows from investing activities

Acquisition of investments 9 (32) (33)
Proceeds from sale of investments 1,759 1,999
Net cash generated from investing activities 1,727 1,966
Cash flows from financing activities

Increase in borrowings - 11,000
Dividends paid - (11,000)
Net cash used in financing activities - -
Net i_ncréase in cash and cash equivalents 1,644 848
Cash and cash equivalents at 1 January 1,769 934
Foreign exchange rate movements on cash held - (13)
Cash and cash equivalents at 31 December 11 3,413 1,769

The notes on pages 12 to 28 are an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

1.

C))

(b)

©

Significant accounting policies
The Company is incorporated and domiciled in Scotland.

The financial statements were authorised for issue by the Directors on 14 September 2017

Financial Statements

The financial statements of the Company comprise the Income Statement, Statement of Comprehensive Income,
Balance Sheet, Statement of Changes in Equity and Cash Flow Statement together with the related notes to the
financial statements. The financial statements are presented in pound sterling which is the Company's functional
and presentational currency

Statement of compliance

The 2016 statutory financial statements set out on pages 7 to 28 have been prepared in accordance with International
Financial Reporting Standards (‘IFRS’) and interpretations issued by the International Financial Reporting
Interpretations Committee (‘IFRIC’) as adopted by the European Union and the Companies Act 2006 applicable to
companies reporting under I[FRS. The standards applied by the Company are those endorsed by the European Union

. and effective at the date the financial statements are approved by the Board. Consequently, the financial statements

comply with IFRS.

The Company is exempt by virtue of Section 400 of the Companies Act 2006 and similar exemptions available
under IFRS 10 Consolidated financial statements from the requirement to prepare group financial statements. These
financial statements present information about the Company as an individual undertaking and not about its group.

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

Basis of preparation
The financial statements have been prepared under the historical cost basis, except that the following assets are
stated at their fair value: financial instruments classified as available-for-sale.

(d) Future accounting developments

The following pronouncements may have a significant effect on the Company's financial statements but are not
applicable for the year ended 31 December 2016 and have not been applied in preparing these financial statements.
Save as disclosed below, the full impact of these accounting changes is being assessed by the Company.

Pronouncement | Nature of change IASB effective date
IFRS 9 | IFRS 9 replaces IAS 39 Financial Instruments: Recognition and | Annual periods
Financial Measurement. IFRS 9 requires financial assets to be classified into one | beginning on or
Instruments of three measurement categories, fair value through profit or loss, fair | after 1 January

value through other comprehensive income and amortised cost, on the | 2018.
basis of the objectives of the entity’s business model for managing its
financial assets and the contractual cash flow characteristics of the
instruments. These changes are not expected to have a significant
impact on the company.

IFRS 9 also replaces the existing ‘incurred loss’ impairment approach
with an expected credit loss approach. This change is likely to result in
an increase in the Company’s balance sheet provisions for credit losses
although the extent of any increases will depend upon, amongst other
things, the composition of the Company’s lending portfolios and
forecast economic conditions at the date of implementation. In February
2015, the Basel Committee on Banking Supervision published a
consultative document outlining supervisory expectations regarding
sound credit risk practices associated with implementing and applying
an expected credit loss accounting framework.

The hedge accounting requirements of IFRS 9 are more closely aligned
with risk management practices and follow a more principle-based
approach than IAS 39. The revised requirements are not expected to
have a significant impact on the Company.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2016
1.  Significant accounting policies (continued)
(d) Future accounting developments (continued)
Pronouncement | Nature of change IASB effective date
IFRS 15 | Replaces IAS 18 Revenue and 1AS 11 Construction Contracts. IFRS 15 | Annual periods
Revenue from | establishes principles for reporting useful information about the nature, | beginning on or
Contracts with | amount, timing and uncertainty of revenue and cash flows arising from | after 1 January
Customers an entity’s contracts with customers. Revenue is recognised at an | 2018
amount that reflects the consideration to which the entity expects to be
entitled in exchange for goods and services. Financial instruments,
leases and insurance contracts are out of scope and so this standard is
not expected to have a significant impact on the Company.
(e) Foreign currency
Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and
from the translation at year end exchange rates of monetary assets and liabilities denominated in foreign currencies
are recognised in the Income Statement. Non-monetary assets that are measured at fair value are translated using
the exchange rate at the date that the fair value was determined.
Translation differences on non-monetary financial instruments classified as available-for-sale financial assets are
included in the available-for-sale reserve in equity, unless designated in a fair value hedging relationship, where it is
recognised in the Income Statement together with foreign currency translation differences on the hedging
instrument,
() Investments

Investments in subsidiary undertakings

Subsidiaries are entities controlled by the Company. The Company controls-an entity when it has power over the
entity, is exposed to, or has rights to, variable returns from its involvement with the entity, and has the ability to
affect those returns through the exercise of its power. This generally accompanies a shareholding of more than one
half of the voting rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Company controls another entity. The Company reassesses
whether or not it controls an entity if facts and circumstances indicate that there are changes to any of these factors.
Details of the subsidiary are given in Note 8 ‘Investment in subsidiary undertaking’.

Subsidiaries comprise equity investments in, and capital contributions to, subsidiary entities. These are carried at

---cost less impairment provisions.

Investments in equity securities

All investment securities are classified as available-for-sale. They are initially recognised at fair value plus directly
related incremental transaction costs and subsequently carried on the Balance Sheet at fair value. Unrealised gains
and losses arising from changes in the fair values are recognised in the Statement of Other Comprehensive Income
and accumulated in the Available-for-sale reserve, until the financial asset is either sold or matures, at which time
the previously unrecognised gains and losses are reclassified from Other Comprehensive Income to Other Operating
Income in the Income Statement. Impairment losses are recognised immediately in the Income Statement as
impairment on investment securities. Income from available-for-sale assets is recognised in the Income Statement
within Investment Income in the period in which they occur.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2016

1.

®

(h)

Significant accounting policies (continued)

Financial assets
(i) Classification

“"The Company determines the classification of its financial assets at initial recognition. The classification depends on

the purpose for which the financial assets were acquired. The Company has classified its financial assets into the
following categories: loans and receivables and available-for-sale financial assets.

Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market.

Available-for-sale

Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified in
any of the other categories and are recognised in the Balance Sheet at their fair value, inclusive of transaction costs.
Available-for-sale financial assets are those intended to be held for an indeterminate period of time and may be sold
in response to needs for liquidity or changes in interest rates, exchange rates or equity prices. The Company's
available-for-sale assets comprise ‘Investments in equity securities’ in the Balance Sheet (Note 1(g)).

(ii) Recognition and measurement

Financial assets are initially recognised at fair value plus transaction costs for all financial assets not carried at fair
value through profit or loss. Available-for-sale financial assets are subsequently carried at fair value. Financial
assets are derecognised when the rights to receive cash flows from the assets have expired or have been transferred
and the Company has transferred substantially all risks and rewards of ownership.

Cash and cash equivalents
Cash and cash equivalents consist of cash balances held within the Group that are freely available and deposits held

---within the Group with an original maturity of three months or less.

®

()]

()

Financial liabilities

(i) Classification

The Company determines the classification of its financial liabilities at initial recognition. The classification
depends on the purpose for which the financial liabilities were issued. The Company has classified its financial
liabilities in the following category: other financial liabilities.

Other financial liabilities
The Company’s other financial liabilities comprise of 'Interest-bearing loans and borrowings' and 'Trade and other
payables' in the Balance Sheet (Notes 1(j),(k)).

(ii) Recognition and measurement

Other financial liabilities are recognised when the Company becomes party to the contractual provisions of the
financial instrument. A financial liability is removed from the Balance Sheet when it is extinguished, that is when the
obligation is discharged, cancelled or expired.

Other financial liabilities are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method.

Interest-bearing loans and borrowings

Interest-bearing borrowings are recognised initially at fair value less attributable transaction costs. Subsequent to
initial recognition, interest bearing borrowings are stated at amortised cost with any difference between cost and
redemption value being recognised in the Income Statement over the period of the borrowings on an effective
interest basis. Interest-bearing loans borrowings are derecognised from the Balance Sheet upon settlement of all
monies due in connection with such borrowings or forgiveness by the lender of all indebtedness.

Trade and other payables
Trade and other payables are recognised initially at fair value and subsequently measured at amortised cost using the
effective interest method.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2016

1.

U)

(m)

()

(o)

(P

Significant accounting policies (continued)

Sh:are capital
Ordinary shares are classified as equity. Called up share capital is determined using the nominal value of shares that
have been issued.

Capital reserve

When the Company receives consideration from its owner without a contractual obligation to repay (a capital
contribution or gift), this is treated as an increase in equity and recorded in the capital reserve. Capital contributions
or gifts are considered realised profits for distributable reserves purposes when received as qualifying consideration.

Revenue recognition
Dividend income is recognised when the right to receive payment is established and recognised in the Income
Statement as 'Investment income'.

--Gains and losses on disposal are determined by comparing the proceeds with the carrying amount and are

recognised within 'Profit on disposal of investments' in the Income Statement.
Interest income is recognised in the Income Statement as it accrues, using the effective interest method.

Management fees
Management fees payable to funds are included as an expense within ‘Administrative expenses’. Fees payable are
charged to the Income Statement as incurred.

Impairment of assets

Financial assets

The Company assesses at the end of each reporting period whether there is objective evidence that a financial asset
or group of financial assets is impaired. A financial asset or portfolio of financial assets is impaired and impairment
losses are incurred only if there is objective evidence of impairment as a result of one or more events that occurred
after the initial recognition of the asset and that event (or events) has an impact on the estimated future cash flows of
the financial asset or group of financial assets that can be reliably estimated.

Financial assets carried at amortised cost — the criteria that the Company uses to determine that there is objective

evidence of an impairment loss include:

e  significant financial difficulty of the issuer or obligor;

e  abreach of contract, such as a default or delinquency in interest or principal payments;

e the company, for economic or legal reasons relating o the borrower's financial difficulty, granting to the
borrower a concession that the lender would not otherwise consider;

--e it becomes probable that the borrower will enter bankruptcy or other financial reorganisation;

the disappearance of an active market for that financial asset because of financial difficulties;

e  observable data indicating that there is a measurable decrease in the estimated future cash flows from a
portfolio of financial assets since the initial recognition of those assets, although the decrease cannot yet be
identified with the individual financial assets in the portfolio, including adverse changes in the payment status
of borrowers in the portfolio; and national or local economic conditions that correlate with defaults on the
assets in the portfolio.

If there is objective evidence that an impairment loss on a financial asset or group of financial assets has been
incurred, the amount of the loss is measured as the difference between the asset's carrying amount and the present
value of estimated future cash flows discounted at the financial asset's original effective interest rate. The asset's
carrying amount is reduced and the amount of the loss is recognised in the Income Statement.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively
to an event after the impairment was recognised, the previously recognised impairment loss is reversed in the
Income Statement.

Financial assets designated as available-for-sale — in addition to the criteria noted above, in the case of equity
investments classified as available-for-sale, a significant or prolonged decline in the fair value of the asset below its
cost, is also evidence that the assets are impaired.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2016

)

(r)

Significant accounting policies (continued)

Impairment of assets (continued)

-‘When a decline in the fair value of a financial asset classified as available-for-sale has previously been recognised in
Other Comprehensive Income and there is objective evidence that the asset is impaired, the cumulative loss
(measured as the difference between the acquisition cost and current fair value, less any impairment loss on that
financial asset previously recognised in the Income Statement) is removed from Other Comprehensive Income and
recognised in the Income Statement. If, in a subsequent period, the fair value increases and the increase can be
objectively related to an event occurring after the impairment loss was recognised in the Income Statement, the
increase in fair value is recognised through Other Comprehensive Income.

Non-financial assets

Non-financial assets are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying value may not be recoverable and at the end of each reporting period. An impairment loss is recognised for
the amount by which the asset's carrying amount exceeds its recoverable amount. Impairment losses are recognised
in the Income Statement.

The recoverable amount is the higher of an asset's fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset. For an asset that does not
generate largely independent cash inflows, the recoverable amount is determined for the cash-generating unit to
which the asset belongs.

At the end of each reporting period the Company assesses whether there is any indication that an impairment loss
recognised in prior periods may no longer exist or may have decreased. If any such indicator exists, and there has
been a change in the estimates used to determine the asset's recoverable amount since the last impairment was
recognised, the previously recognised impairment loss is reversed through the Income Statement. An impairment

““loss is reversed only to the extent that the asset's carrying amount does not exceed the amount that would have been

determined, net of depreciation or amortisation, if no impairment loss had been recognised.

At each Balance Sheet date an assessment is undertaken to determine if there is any indication of impairment of
subsidiaries. This assessment can include reviewing factors such as the solvency, profitability and cash flows
generated by the subsidiary. If there is an indication of impairment, an estimate of the recoverable amount is made.
If the carrying value exceeds the recoverable amount then a provision for impairment is made to reduce the carrying
value to the recoverable amount. :

Financing costs

Financing costs comprise interest payable on borrowings and foreign exchange gains and losses in relation to
balances not included within the fair value hedge, for example current accounts. Interest payable is recognised in the
Income Statement using the effective interest rate method. The effective interest rate is established on initial
recognition of the financial liability and is not subsequently revised.

Taxation

Current income tax which is payable/receivable on taxable profits/losses is recognised as an expense/credit in the
period in which the profits/losses arise. The current income tax charge/credit is calculated on the basis of the tax
laws enacted or substantively enacted at the Balance Sheet date.

Deferred tax is recognised in full, using the liability method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the financial statements. However, deferred tax is not
accounted for if it arises from initial recognition of an asset or liability in a transaction other than a business

..combination that at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred tax is

determined using tax rates that have been enacted or substantially enacted by the Balance Sheet date which are
expected to apply when the related deferred tax asset is realised or the deferred tax liability is settled.
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1.

Q)

)

(@)

Significant accounting policies (continued)

Taxation (continued)

Deferred tax assets are recognised where it is probable that future taxable profit will be available against which the
temporary differences can be utilised. Deferred tax is provided on temporary differences arising from investments,
except where the timing of the reversal of the temporary difference is controlled by the Company and it is probable
that the difference will not reverse in the foreseeable future. The tax effects of losses available for carry forward are
recognised as an asset when it is probable that future taxable profits will be available against which these losses can
be utilised. Deferred tax related to fair value re-measurement of available-for-sale investments, which are charged
or credited to the Statement of Comprehensive Income, is also credited or charged directly to the Statement of
Comprehensive Income and is subsequently reclassified in the Income Statement together with the deferred gain or
loss.

Deferred and current tax assets and liabilities are offset when they arise in the same tax reporting group and where

_.there is both a legal right of offset and the intention to settle on a net basis or to realise the asset and settle the

liability simultaneously.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the Balance Sheet when there is a legally
enforceable right to offset the recognised amounts and there is an intention to settle on a net basis or realise the
asset and settle the liability simultaneously.

Critical accounting estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and assumptions in
applying the accounting policies that affect the reported amounts of assets, liabilities, income and expenses. Due to
the inherent uncertainty in making estimates, actual results reported in future periods may be based upon amounts
which differ from those estimates. Estimates, judgements and assumptions are continually evaluated and are based
on historical experience and other factors, including expectations of future events that are believed to be reasonable
under the circumstances. Revisions to accounting estimates are recognised in the period in which the estimate is
revised and in any future periods affected.

The significant judgements made by management in applying Company's accounting policies and the key sources
of estimation uncertainty in these financial statements, which together are deemed critical to the Company's results
and financial position, are discussed below.

Critical judgements in applying the entity's accounting policies 4
The critical judgements that have been made in the process of applying the Company's accounting policies are

_maddressed below.

Designation of financial instruments

The Company has classified its financial instruments in accordance with IAS 39 Financial Instruments: Recognition

and Measurement. In some instances the classification is prescribed whilst in others the Company is able to exercise

judgement in determining the classification as follows:

e Non-derivative financial assets, other than those held for trading, where there is no active market and which have
fixed or determinable payments are classified as ‘loans and receivables’;

e The Company has chosen not to designate any financial assets as ‘held to maturity’;

e All other financial assets are classified as ‘available-for-sale’; and

o All other financial liabilities are classified as ‘at amortised cost’.

The accounting treatment of these financial instruments is set out in the relevant accounting policy.
Critical accounting estimates and assumptions

The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are addressed below.
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2.

Critical accounting estimates and judgements (continued)

(b).. Impairment of investments

(©)

(d)

As explained in the accounting policy, investment securities are continually reviewed at the specific investment
level for impairment. A financial asset or portfolio of financial assets is impaired and impairment losses are incurred
only when there is objective evidence of impairment. Objective evidence of impairment might include a significant
or prolonged decline in market value below the original cost of a financial asset.

The disappearance of active markets, declines in market value and ratings downgrades do not in themselves
constitute objective evidence of impairment. The determination of whether or not objective evidence of impairment
is present at the Balance Sheet date requires the exercise of management judgement.

In determining whether an impairment loss has been incurred in respect of an available-for-sale financial asset, the
Company performs an objective review of the current financial circumstances and future prospects of the issuer and,
in the case of equity shares, considers whether there has been a significant or prolonged decline in the fair value of
that asset below its cost. This consideration requires management judgement. Among factors considered by the
Company is whether the decline in fair value is a result of a change in the quality of the asset or a downward
movement in the market as a whole.

Fair values

In accordance with IFRS 13 ‘Fair Value Measurement’ the Company categories financial instruments carried on the
Balance Sheet at fair value using a three level hierarchy. Financial instruments categorised as level 1 are valued
using quoted market prices and therefore minimal judgement is applied in determining fair value. However, the fair
value of financial instruments categorised in level 2 and, in particular, level 3 is determined using valuation
techniques including discounted cash flow analysis and valuation models. These valuation techniques involve
management judgement and estimates the extent of which depends on the complexity of the instrument and the

“availability of market observable information.

Valuation techniques for level 2 financial instruments use inputs that are based on observable market data. Level 3
financial instruments are those where at least one input which could have a significant effect on the instrument's
valuation is not based on observable market data. At 31 December 2016 the Company classified £32,365,000 of
financial assets (2015: £30,493,000) as level 3 financial instruments.

The largest asset class classified as level 3 is the Company's available-for-sale assets. Venture Capital investments
are valued using International Private Equity and Venture Capital (IPEV) Guidelines which require significant
management judgement in determining appropriate earnings multiples to be applied in determining fair value.
Unlisted equity investments are valued using a number of different techniques which require management to select
the most appropriate assumptions, including earnings multiples, valuations to net assets, and estimated future cash
flows.

Deferred tax

Deferred tax assets and liabilities require management judgement in determining the amounts to be recognised. In
particular, when assessing the extent to which deferred tax assets should be recognised consideration is given to the
timing, nature and level of future taxable income. The recognition of deferred tax assets relating to tax losses carried
forward relies on profit projections and taxable profit forecasts prepared by management, where a number of
assumptions are required based on the levels of growth in profits and the reversal of deferred tax balances.

Going concern — principles underlying going concern assumption

The Directors are satisfied that it is the intention of Lloyds Banking Group plc that its subsidiaries, including the
Company, will continue to have access to adequate liquidity and capital resources for the foreseeable future and,
accordingly, the financial statements have been prepared on a going concern basis.
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4. Investment loss 2016 2015
£000 £000
Loss from available-for-sale financial assets - (393)
Investment loss - (393)
5. Administrative expenses 2016 2015
£000 £000
Management fees 54 93
54 93

The audit fee has been accrued and paid centrally by the Company's intermediate parent, Bank of Scotland plc,

which makes no recharge to the Company.

The Company has no employees (2015: none).

The Directors, who are considered to be key management, received no remuneration in respect of their services to
the Company. The emoluments of the Directors are paid by a fellow group undertaking on behalf of the uitimate
parent, Lloyds Banking Group plc, which makes no recharge to the Company. The Directors are also directors of a
number of other subsidiaries of the Group and are also substantially engaged in the managing of their respective
business areas within the Group. Given this, it is not possible to make an accurate apportionment of Directors’
emoluments in respect of the services to each of the subsidiaries. Accordingly, these financial statements include

no emoluments in respect of the Directors.

A

6. Finance costs

Interest expense
Foreign exchange:

- Other

Total foreign exchange

Finance costs

2016 2015
£000 £000
58 32
13
13
58 45

Bank borrowings are interest bearing and during the year rates of interest of between 0.365% and 0.59% (2015:

between 0.58% and 0.59%) were charged.
Income tax credit

Current tax
Current year credit

Deferred tax
Impact of change in tax rate

Total income tax credit

2016 2015
£000 £000
22 28
22 28
- 14)
22 (14)
22 14

The Finance (No. 2) Act 2015 which was substantively enacted on 26 October 2015 reduced the main rate of
corporation tax to 19% with effect from 1 April 2017 and 18% with effect from 1 April 2020.

The Finance Act 2016, which was substantively enacted on 6 September 2016, further reduced the corporate tax rate

to 17% with effect from 1 April 2020.
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7. Income tax credit (continued)
Reconciliation of effective tax rate
"""" The income tax credit (2015: credit) is lower (2015: lower) than the standard rate of corporation tax in the UK of
20.00% (2015: 20.25%) applied to the profit for the year due to the following factors:

2016 . 2015

£000 £000

Profit before tax 647 2258

‘ Income tax using the corporation tax rate of 20.00% (2015: 20.25%) (130) (46)
Change in rate - (14)
Gains exempted or covered by capital losses 152 74

Total income tax credit : ' 22 14

The current tax asset of £22,000 (2015: £28,000 current tax asset) represents the net amount of income taxes
receivable/payable in respect of current and prior years.

8. Investment in subsidiary undertaking

2016 2015
: £000 £000
At cost 1 January 1 1
Fair value 31 December 1 1
“"Details of the subsidiary undertaking are noted below:
Name of Registered Portion of Principle  Reporting date  Incorporated
subsidiary Address ownership business of financial
statements
Uberior Co- Level 1 Citymark 100% Investment 31 December UK
Investments 150 Fountainbridge holding
Limited Edinburgh : company
EH3 9PE

The proportion of voting rights in the subsidiary undertaking held directly by the Company does not differ from the
proportion of ordinary shares held.

9. Investments 2016 2015
£000 £000

Investments
Equity securities — available-for-sale 32,365 30,492

32,365 30,492
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9.

11.

12.

Investments (continued)

The movement in classified as available-for-sale equity securities can be summarised as follows:

Capital and reserves

Capital risk management

2016 2015
£000 £000
At 1 January 30,492 27,311
Movements in available-for-sale reserve 2,841 4,392
Additions 32 33
Disposals (1,000) (1,244)
As at 31 December 32,365 30,492
-Deferred tax assets and liabilities
Deferred tax assets and liabilities are attributable to the following:
Assets Liabilities Net
2016 2015 2016 2016 2015
£000 £000 £000 £000 £000
Other timing 266 266 - 266 266
differences
Equity securities — - - (3,819) (3,278) 3,819) (3,278)
available-for-sale
Total 266 266 (3,819) (3,278) (3,553) (3,012)
Movement in temporary differences during the year:
For the year ended 31 December 2016 Balance at Recognised Recognised Balance at
' 1 Jan 2016 in income in equity 31 Dec 2016
£000 £000 £000 £000
Other timing differences 266 - - 266
Equity securities — available-for-sale (3,278) - (541) (3,819)
Total (3,012) - (541) (3,553)
..For the year ended 31 Dec 2015 Balance at Recognised Recognised Balance at
1 Jan 2015 in income in equity 31 Dec 2015
£000 £000 £000 £000
Other timing differences 280 (14) - 266
Equity securities — available-for-sale (2,572) - (706) (3,278)
Total (2,292) (14) (706) (3,012)
Cash and cash equivalents 2016 2015
£000 £000
Bank balances 3,413 1,769
Cash and cash equivalents 3,413 1,769

The distributable reserves of the Company are managed through the Lloyds Banking Group plc Capital and
Funding Policy in order to maximise capital efficiency within the Lloyds Banking Group plc. Other reserves, such
as those arising on the revaluation of assets classified as 'available-for-sale' that are recognised in other
comprehensive income and accumulated in equity, are not managed as part of capital.
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12. Capital and reserves (continued)

Capital risk management (continued)
At 31 December 2016, the issued share capital comprised one (2015: one) ordinary share of £1.

As permitted by the Companies Act 2006, the Company has removed references to authorised share capital from its
articles of association.

The holder of the Ordinary Share is entitled to receive dividends as declared from time to time and is entltled to
vote at meetings of the Company.

Capital reserve
During 2016, no capital contribution was received from the Company's mtermedxate parent company, Bank of
Scotland plc (2015: £nil).

In prior periods, the Company executed agreements with Bank of Scotland plc to unconditionally and
irrevocably release the Company from its obligations in respect of bank overdraft positions held by the
Company. These amounts have been recognised as capital contributions in the capital reserve and represent a
realised profit for distributable reserves purposes totalling £258,814,000 (2015: £258,814,000).

Available-for-sale reserve
The available-for-sale reserve includes the cumulative net change in the fair value of available-for-sale
investments until the investment is derecognised by disposal or becomes impaired.

13.” "Interest-bearing loans and borrowings
2016 2015
£000 £000
Unsecured bank loans 11,000 11,000
11,000 11,000

The carrying amount of the Company’s borrowings denominated in Pounds Sterling is £11,000,000 (2015:
£11,000,000).

Unsecured bank facilities are payable to the Company's intermediate parent undertaking, Bank of Scotland plc.
Fixed interest rates were between 0.36% and 0.59% (2015: between 0.58% and 0.59%).

14. Trade and other payables 2016 2015
£000 £000
Accruals 1 -
1 -
15. Financial instruments

The Company's activities expose it to a variety of financial risks: credit risk, market risk (including interest rate
risk, foreign exchange risk and equity risk), and liquidity risk and these risks are managed within the framework
established for the Group. Risk management within the Group is carried out by a central treasury department
(Group Treasury). Group Treasury identifies, evaluates and hedges financial risks in close co-operation with the

_ Group’s operating units. The Group provides written principles for overall risk management, as well as written

policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk, use of derivative
financial instruments and non-derivative financial instruments, and investment of excess liquidity.

Credit risk

Credit risk is the risk of financial loss from a counterparty’s failure to settle financial obligations as they fall due.
Credit exposures arise in the normal course of the Company's business, principally from cash and cash equivalent
balances with other Group companies. The table below sets out the maximum exposure to credit risk at the
Balance Sheet date.

2016 2015
Note £000 £000
Bank balances 11 3,413 1,769

3,413 1,769
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15.

Financial instruments (continued)

Market risk
Market risk is defined as the potential loss in value or earnings of the Company arising from changes in external
market factors such as:

e Interest rates (interest rate risk)
® Foreign exchange rates (foreign exchange risk)
e Equity markets (equity risk)

As at the reporting date, the Company’s exposure to market risk arose from all of the above.

Interest rate risk

Interest rate risk exists where the Company's financial assets and liabilities have interest rates set under different
bases, or which reset at different times.

As the Company does not have an interest bearing bank account and all interest-bearing loans and borrowings are
at fixed rates, the Company is not considered to have any significant interest rate exposure.

Foreign exchange risk

Foreign exchange risk arises on investments, short term deposits and borrowings denominated in a currency other
than Sterling. The currency giving rise to this risk is Euros. The Company follows a policy of ensuring that all
foreign currency investments are hedged with borrowings in the same currency, thus minimal sensitivity to foreign
exchange exposure is considered to exist. When there is impairment of available-for-sale non monetary assets the
impairment is calculated in functional currency and therefore includes some of the impact of foreign currency
translation. ‘

The Company operates a fair value hedge to mitigate the foreign exchange risk arising from the impaired historic
cost of available-for-sale equity instruments. This risk is hedged through a net portfolio of foreign currency
borrowings and deposits, with no borrowings (2015: £nil) being designated in a fair value hedge relationship at
year end.

The fair value hedge results in foreign exchange gains or losses on the hedged portion of available-for-sale assets
being transferred out of available-for-sale reserve in equity and classified in the Income Statement against the
foreign exchange gain or loss of borrowings designated in a hedge relationship. There were no hedges recognised
during the year.

Equity risk

--Equity risk exists from the Company's exposure to listed and unlisted equity shares. The Company undertakes a

full assessment of each entity's potential for value creation prior to entering into a new transaction. Thereafter the
performance of each investment is continually monitored and action taken as deemed appropriate in the
circumstances. Further information about the Company's sensitivity to changes in the fair value of equity
investments is provided in Note 16 ‘Fair values’.

At the reporting date the carrying value of equity investments amounted to £32,365,000 (2015: £30,493,000). For .

available-for-sale and (AFS) investments, changes in fair value will be recognised in other comprehensive income
through the AFS reserve, unless the investment is deemed to be impaired with changes in fair value taken to the
Income Statement.
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Equity risk (continued)

The table below sets out the sensitivity of the AFS reserve (before tax) to a 10% fall in fair value of equity

investments as at the Balance Sheet date.

Unlisted equity securities

2016 2016 2015 2015

PBT AFS reserve PBT AFS reserve

£000 £000 £000 £000
- 3,237 - 3,049
- 3,237 - 3,049

The underlying investment sector has concentrations around Insurance 95% (2015: 87%).

Geographic exposure is predominantly within Guernsey 95% (2015: 87%), and the UK 5% (2015: 13%).

Liquidity risk .

Liquidity risk is the risk that the Company does not have sufficient financial resources to meet its obligations when
they fall due, or will have to do so at excessive cost. This risk can arise from mismatches in the timing of cash
flows relating to assets, liabilities and off-Balance Sheet instruments. The Company's short term liquidity
requirements are supported by a facility with another company within the Group subject to internal limits. Overall

liquidity of the Group is managed centrally.

The table below sets out the cash flows payable by the Company in respect of financial liabilities, by remaining
contractual undiscounted repayments of principal and interest at the Balance Sheet date.

As at 31 December 2016 Uptol 1-3 months 3-12 1-5 years Total
month months
. £000 £000 £000 £000 £000
. On balance sheet

Interest bearing loans and 13 - 11,000 - - 11,000
borrowings

Off balance sheet \
Undrawn financial 17 11,069 - - - 11,069
commitments

Total liabilities 11,069 11,000 - - 22,069
As at 31 December 2015 Uptol 1-3 months 3-12 months 1-5 years Total

month
£000 £000 £000 £000 ~ £000

On balance sheet )

Interest bearing loans and 13 - 11,000 - - 11,000
borrowings

Off balance sheet

Undrawn financial 17 9,848 - - - 9,848
commitments :
Total liabilities 9,848 11,000 - - 20,848
Offsetting

The Company has no financial assets or liabilities which are subject to offsetting, enforceable master netting

arrangements or similar agreements.
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16. Fair values -
The fair values together with the carrying amounts shown in the Balance Sheet are as follows:
Carrying Carrying
amount Fair value amount Fair value
2016 2016 2015 2015
Note £000 £000 £000 £000
Equity securities - available-for-
sale 9 32,365 32,365 30,492 30,492
Bank balances 11 3,413 3,413 1,769 1,769
Interest-bearing loans and 13
_borrowings (11,000) (11,000) (11,000) (11,000)
" Trade and other payables 14 ) @) - -
24,777 24,777 21,261 21,261

Unrecognised losses -

Estimation of fair values

The following summarises the major methods and assumptions used in estimating the fair values of the financial

~ instruments reflected in the table.

o Equity securities — available-for-sale

Fair value of listed securities is based on quoted market prices at the Balance Sheet date without any deduction

for transaction costs.

Fair value of unlisted equity securities is calculated in accordance with the International Private Equity Venture
Capital guidelines. For fund investments, the capital account value per the most recent fund manager report is
taken to align the valuation techniques with the Group valuation policy. For direct investments, a valuation is
calculated using a methodology based on applying comparable sector multiples to the investment's sustainable

earnings.
e Bank balances / bank overdraft

The fair value of bank balances and the bank overdraft repayable on demand is considered to be equal to their

carrying value.
e Interest-bearing loans and borrowings

The fair value is calculated based on discounted expected future principal and interest cash flows.

_..» Trade and other receivables/payables

For receivables/payables with a remaining life of less than one year, the notional amount is deemed to reflect

the fair value. All other payables are discounted to determine the fair value.

Fair value of financial instruments carried at fair value

The tables below provides an analysis of the financial assets of the Company that are carried at fair value in the |
Company's Balance Sheet, grouped into levels 1 to 3 based on the degree to which the fair value is observable:

Valuation hierarchy Note Level 1 Level 2 Level 3 Total

Available-for-sale financial assets £000 : £000 £000 £000
At 31 December 2016 9 - - 32,365 32,365
At 31 December 2015 9 - - 30,492 30,492

The valuations of financial instruments have been classified into three levels according to the quality and reliability

of information used to determine the fair values.

Level 1 portfolios

Level 1 fair value measurements are those derived from unadjusted quoted prices in active markets for identical
assets or liabilities. Products classified as level 1 predominantly comprise equity shares, treasury bills and other

government securities.



UBERIOR FUND INVESTMENTS LIMITED 26

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2016

16 Fair values (continued)
Level 2 portfolios
Level 2 valuations are those where quoted market prices are not available, for example where the instrument is
traded in a market that is not considered to be active or valuation techniques are used to determine fair value and
where these techniques use inputs that are based significantly on observable data.

Level 3 portfolios

Level 3 portfolios are those where at least one input which could have a significant effect on the instrument's
valuation is not based on observable market data. Such instruments would include the Company's venture capital
and unlisted equity investments which are valued using various valuation techniques that require significant
management judgment in determining appropriate assumptions, including earnings multiples and estimated future
cash flows.

The following table shows the reconciliation from the opening balances to the closing balances for fair value
movement in Level 3 of the fair value hierarchy.

2016 2015

£000 , £000
At 1 January _ 30,492 27,311
Gains recognised in:
- Other comprehensive income 2,841 4,392
Additions 32 - 33
Disposals (1,000) (1,244)
At 31 December 32,365 30,492
Gains recognised in other comprehensive income relating to the 2,841 4392

change in fair value of those assets held at 31 December

During 2016 there were no investment securities which were transferred into or out of Level 3 of the fair value
hjerarchy.

- The valuation techniques used for unlisted equities and venture capital investments vary depending on the nature
of the investment. Further details of these are given below. As these factors differ for each investment depending
on the nature of the valuation technique used and the inputs there is no single common factor that could-be
adjusted to provide a reasonable alternative valuation for these investments portfolios.

Changing one or more of the unobservable inputs used to reasonably possible alternative assumptions would have
the following effects: ' .

As at 31 December 2016 As at 31 December 2015
Fair value  Favourable Unfavourable Fair value Favourable Unfavourable
changes changes changes changes
£000 £000 £000 £000 £000 _ £000
Financial
assets 32,365 2,130 (2,130) 30,492 1,012 ) (3,038)

Of the favourable figures from the table above £2,130,000 would be recognised in other comprehensive income
_ (2015: £1,012,000) and of the unfavourable £2,130,000 would be recognised in other comprehensive income
(2015: £3,038,000) and there is no Income Statement impact (2015: none).
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16. Fair values (continued)

17.

18.

The main investments where Level 3 valuations have been used are described below:

Equity investments (including venture capital)

Unlisted equities and fund investments are accounted for as financial assets as available-for-sale financial assets.
These investments are valued using different techniques as a result of the variety of investments across the
portfolio in accordance with the Lloyds Banking Group plc valuation policy and are calculated using International
Private Equity and Venture Capital (IPEV) Guidelines.

Depending on the business sector and the circumstances of the investment unlisted equity valuations are based on

earnings multiples, net asset values or discounted cash flows.

e A number of earnings multiples are used in valuing the portfolio including price earnings, earnings before
interest and tax and earnings before interest, tax, depreciation and amortisation (EBITDA). The particular
multiple selected being appropriate for the type of business being valued and is derived by reference to the
current market-based multiple. Consideration is given to the risk attributes, growth prospects and financial

. gearing of comparable businesses when selecting an appropriate multiple, and as such this multiple has been
considered in establishing the possible alternatives above.

e Discounted cash flow valuations use estimated future cash flows, usually based on management forecasts, with
the application of appropriate exit yields or terminal multiples and discounted using rates appropriate to the
specific investment, business sector or recent economic rates of return. Recent transactions involving the sale
of similar businesses may sometimes be used as a frame of reference in deriving an appropriate multiple. The
rates of discount applied have been considered in establishing the possible alternatives above.

e For fund investments the most recent capital account value calculated by the fund manager is used as the basis
for the valuation and adjusted, if necessary, to align valuation techniques with the LBG Group’s valuation
policy. In line with IPEV guidelines the values of underlying investments in these portfolios have been
considered, and possible alternatives considered on both a positive and negative basis.

Financial commitments

As at 31 December 2016, the Company has undrawn commitments in respect of private equity fund investments of
£11,069,000 (2015: £9,848,000).

Related parties

The Company's immediate parent undertaking is Uberior Investments Limited (Citymark, 150 Fountain Bridge,
Edinburgh, EH3 9PE). The Company has a related party relationship with its intermediate parent company Bank of
Scotland plc. ‘

A number of banking transactions are entered into with Bank of Scotland plc in the normal course of business
including raising loans and deposits.
The registered offices of related parties are noted below:

Related party Registered address
Bank of Scotland Plc The Mound, Edinburgh, EH1 1YZ

Uberior Investments Ltd Level 1 Citymark, 150 Fountainbridge, Edinburgh, EH3 9PE
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18. Related parties (continued)

The balances due to and from Bank of Scotland plc and details of the related party transactions during the period are
disclosed in the table below:

Nature of Balance at 31 Balance at 31  Income/ Income/ Disclosure in
transaction December 2016 December (expense) (expense) Financial Statements
2015 included in included in
Income Income
Statement for Statement for
the the
year ended 31 year ended 31
December December 2015
2016
£000 £000 £000 £000
Bank balances 3,413 - 1,769 - - Cash and cash
equivalents
Term loans 11,000 11,000 - - Interest-bearing loans
and borrowing
Interest payable 1 - (58) (32) Finance costs
Capital 258,814 258,814 - - Capital reserve

contribution

~“Transactions with fellow subsidiary undertakings
The income tax receivable by the Company in the prior year relates to group relief due from a fellow subsidiary
undertaking. There was £22,000 due in group relief at the end of the year (2015: £28,000).

19. Parent undertakings
The immediate parent undertaking is Uberior Investments Limited.

The parent undertaking, which is the parent undertaking of the smallest group to consolidate these financial
statements is Bank of Scotland plc, a company incorporated in Scotland.

The ultimate parent undertaking and controlling party is Lloyds Banking Group plc, which is the parent
undertaking of the largest group to consolidate these financial statements. Copies of the consolidated annual report
and accounts of both companies may be obtained from Lloyds Banking Group’s head office at 25 Gresham Street,
London EC2V 7HN or downloaded via www.lloydsbankinggroup.com.

20. Post Balance Sheet Event
AFS investments with a year-end carry value of £30,206k were disposed of after the year end for £32,215k.

Following consideration, the directors are comfortable that the year-end carry value reflects the fair value at that
date and therefore no related adjustments have been made.



