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Directors' report .
for the year ended 31 December 2017

The directors present their report and the audited financial statements of Lolus Finance Limited ("the Company”) for the year ended 31
December 2017.

General Information

The Compahy is a limited company incorporated and domicited in Englaﬁd and Wales (registered number: 03266110).

The Company provided a range of hire purchase contracls and personal loans, primarily for nevs and used Lotus vehicles.

Principal risks and uncertainties -

From the perspective of the Company, the principal risks and uncertainties are integrated vith the principal risks of the Retail Finance
Division, which is part of the Lloyds Banking Group. While these risks are not managed separaltely for the Company, Retail Finance is
- a portfolio of businesses and operates in a number of specialist markets providing consumer lending and-contract hire to personal and
corporate customers. Further details of the Company’s and Group's risk management policy are contained in note 15 to the fi nancral
statements. .

Key performance indicators ("KPIs")

Given the straightfonvard nalure of the business, the Company’s direclors are of the opinion that analysis using KPls is not necessary
for an‘underslanding of the development, performance or posnllon of the business. KPIs are monitored and reported at a divisional
level.

Future outlook

As the Company ceased {o write new business vith effect from 31 March 2012, the carrying value of Loans and advances to
customers and the associated i mcome and expense vill reduce until all of the loans have been repaid, at whlch point the Company will
cease to trade.

The Company is partof the vider Lloyds Banking Group, and at that levei, consideration of many ol the potential lmplu:alions following
the UK's vote to leave the European Union ("EU") has been undertaken. Work conlinues to assess the impact of EU exit at the level
of the Ltoyds Banking Group, as well as for the Company, upon customers, colleagues and products. This assessment includes all
legat, regutatory, tax, finance and capital implications.
Dividends

A dividend of £20,000, representing a dividend of £20 per share, vzas declared and paid during the year (2016: £1,500,000).

Golng concern

The directors are-satisfied that it is the intention of Lloyds Banking Group plc that its subsidiaries, including the Company, vill continue
to have access to adequalte liquidity and capital resources for the foreseeable future and, accordmgly, the financial statemenls have
been prepared on a going concern basis.

Directors

The current directors of the Company are shovm on the front cover.

’

The following change has taken place between lhe beginning of the reporting period and the approval of the Annual report and -

accounts:
A K B Farikultah - (resigned 29 September 2017)
Company Secretary ’ -

. The following change has taken place between the beginning of the reporting period and the ‘approval of the Annual report and
accounts: ,

DD Hennessey C (appointed 8 February 2017)
P Gillins (resigned 8 February 2017)
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Directors' report (continued)
For the year ended 31 December 2017 . ) Co

Directors! indemnitles

Lioyds Banking Group plc ("LBG") has granted to Messrs C M Adams and R A Jones, the LBG directors of the Company appointed by
and representing the Group, a deed of indemnity through deed poll which constituted ‘qualifying third party indemnity provisions’ for the
purposes of the Companies Act 2006. The deeds were in force during the vhole of the financial year and at.the date of approval of the
financial statements. LBG directars no longer in office but who served on the board of the Company at any time in the financial year
have 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 exient permitled by law. The deed for current LBG
directors is available for Inspection at the registered office of the Group.. In addition, the Group has in place appropriate LBG directors
and officers liability insurance cover which was in place throughout the financial year. .

Lotus Cars Limited has in place appropriate Directors and Officers Liability Insurance cover which was in place throughout the financial
year and at the date of approval of the financial statements.

Statement of directors’ responsibllities

The directors are responsible for preparing the Annual report and accounts in accordance with applicable law and regulation.

Company faw requires the directors to prepare financial statemenls for each financial year. Under that law the directors have prepared
the financial stalements in accordance vith International Financial Reporting Standards ('IFRSs") as adopted by the Eurepean 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 stale of affairs of the Company and of the prof it or loss of the Company for that period. In preparing lhe financial statements, the
darectors are required to: .

- select suitable accounting policies and then apply lhem consistently;

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

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

- prepare the financial slatements on.the going concern basis, unless it is inappropriate-to presume that the Company vill
- continue in business.

The directors are responsible for keeping a'd.equale accounting records that are sufficient 1o show and explain the Company’s
transaclions and disclose with reasonable accuracy at any lime the financial position of the Company and enable them to ensure that
the financial statements comply with the Companies Act 2006.

The directors are also responéiblé for safeguarding the assets of the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

In the case of each director in officé at the date the Directors' report is approved:

- . sofar as the direclor is aware, there is no relevant audit information of v/ich the Company's auditors are unaware; and

- helshe has taken all lhe steps thal he/she oughl to have taken as a director in order to make himselr/herself aware of any
relevant audit information and to establish that the Company’s auditors are aware of that information.

Independent auditors
PricewaterhouseCoopers LLP are deemed to be re-appointed as auditors under section 487(2) of the Companles Act 2006.

This report has been prepared in accordance vith the special prowslons relating to small companies mthm Part 15 of the Companies
Act 2006.

Approved by the board of directors and signed on its behalf by:

C M Adams
Director

/Qﬂ'\fg‘eﬁ@/‘*é@/zma o .
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Statement of comprehensive income

For the year ended 31 December 2017

Note 2017 2016
N £000 £'000
Interest income : , 3 - 36/
Payment proteclion insurance charge 12 {22) -
impairment gains 2 3
Other operating expenses 4 (1) (10)
{Loss)/profit before tax (21) 29
‘Taxation 7 4 )
Profit for the year - {17) 23
2017 2016
£'000 £'000

Allributable to: -
Ovmers of the parent (9) 12
Non-controlling interest (8) 1
(17) 23

Loss for the year' belng total bbmprehensive {expense)lincome

The accompanying noles to the financial statements are an integral part of these financial statements,
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Balance sheet
As at 31 December 2017 |

Note 2017 2016 -
£000 £'000
ASSETS
Trade and olher receivables : . 9 108 109
Loans and advances to customers ' 10 1 15
Current tax asset 4. -
Total assets 113 124
LIABILITIES i
Borrowed funds . . 11 10 -
Provision for liabilities and charges ’ 12 22 -
Current tax liabllity o - 6
Total liabllitles 32 6
EQUITY - :
Share capital . . 13 1 1
Retained earnings . : 80 117
Total equity 81 118
113 124 -

Total equity and liabilities

The accompanying notes to the financial statements are an integral part of these financial statements.

The financial statements weré approved by the board of directors and were signed on its behalf by:

C M Adams
Director

, /‘(ﬂ\,&\Qﬁﬁéfuée/zms '
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Statement of changes in equity
For the year ended 31 December 2017

X,

2

Share Retalned Total
cjapital earnings equity
£'000 £'000 £'000
At 1 January 2016 ) : - 1 1,594 - 1,595
Total comprehensive income for the year attributable to: )
"- Ovmers of the parent - - 12 12
- Non-controlling interest -~ . - 11 11
Dividend paid to equity holders of the Company ’ - (1,500) - (1,500)
At 31 December 2016 . 1 117 118
Total comprehensive expense for lhe year attributable to: ’ T
- Owners of the parent ’ - 9 )
- Non-controlling interest C , - 8) - 8)
Dividend paid to equity holders of the Company S - (20) - (20)
At 31 December 2017 ’ . 1 80 81

The accompanying notes to the financial statements are an integral part of these financial statements.

v
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Cash flow statement
For the year ended 31 December 2017

2017 2016
: £'000 £'000
Cash flows generated from operating activities .
(Loss)/profit before tax . - {21) 29
Adjustments for:
- Increase in Provision for liabilities and charges 22 -
Changes in operaling assets and liabllities:
- Net decrease in Loans and advances to customers 14 39
- Netincrease in Other assets (4) -
Cash generated from operations 11 68
Taxalion payments (6) (13)
Net cash generated from operating aclivilies . 5 55
~Cash flows used in'financing activities : .
" Dividends paid . . (20) . (1,500)
Proceeds from borrovdngs vith group undertakings 15 1,445
Net cash used in financing écliv&ties (5) {55)

Change In Cash and cash equli/alents
Cash and cash equivalents at beginining of year

Cash and cash equlvalents at end of year

The accompanying notes to the financial stalements are an lhteéral part of these financial statements.
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Notes to the financial statements
For the year ended 31 December 2017

1.

1.1

1.2

Accounting policies

Basls of preparaﬂon

The principal accounting policies applied in the preparalion ol lhese financial statements are set out below. These pohcles have
been consistently applied in both years presented, unless othenvise stated.

These financial statements have been prepared in accordance wilh applicable IFRSs as adopted by the European Union and the
Companies Act 2006 applicable to companles reporting under IFRSs. IFRSs comprise accounting standards prefixed IFRS
issued by the Intemational Accounling Standards Board ("IASB") and those prefixed [AS issued by the JASB's predecessor
body, as veell as Interpretations issued by the IFRS Interpretations Committee ("IFRS IC") and its predecessor body.

The folloving new IFRS pronouncements relevant to the Company have been adopted in these financial statements:

[0} Amendments to IAS 7: Disclosure Inltiative (issued January 2016). The amendments are intended to clarify 1AS 7
'Slatement of Cash Flows' to lmprove Information provided to users of financial statements about an entity's financing
activities.

The application of this pronouncement has not had any impacl for amounts recognised in these financial statements.

Delails of those pronouncements v/ich vill be relevant to the Company but which were not effective at 31 December 2017 and
v/ich have not been applied in preparing these financial statements are given in note- 19. No standards have been early
adopted. '

The financial statements have been prepared on a going concern basis as detailed in lhe Dlreclors report and under the
historical cost conventlon .

Income recognition

‘Income from financlal assets

interest income is recognised in the Statement of comprehensive income for all interest bearing financial instruments, including
loans and advances, using the effeclive interest rate method. The effective interest rate method is a method of calculaling the
amortised cosl of a financial asset or liability and of allocating the interest income or interest expense to a period of account. The
effective interest rate is the rate that discounts the estimated-future cash payments or receipts over the expected life of the
instrument to the net carrying amount of the financial asset or financial liability.

Once a financial asset or. a group of similar financial assels has been vaitten dovm as a result of an impairment loss, interest
income Is recognised on the net lending balance using the rate of interest used to discount the future cash flows for the purpose
of measuring the impairment loss. ’

Lease classification

Lease agreements are classified as finance leases if the lease agreements transfer substantlally all of the risks and rewards of
ovmership to the lessee; all other leases are classul' ed as operating leases.

When assels are leased 'under a ﬁnance lease, the net present value of lhe lease payments plus any guaranteed residual value
payments, where applicable, is recognised as a receivable within Loans and advances to customers. The difference betveen the
gross.receivable and the present value of the receivable is recognised as uneamed finance lease income.
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Notes to the financial statements (continued)
For the year ended 31 December 2017

1. Accounting policies (continued) ’ ’ .
1.2 Income recognition (continued)

Finance lease income

fFinance lease income is recognised over the lease term using the net investment method so as lo reflect a constant periodic .
rate of retum -on the Company’s net investment in the lease. Initial direct incremental costs atlributed to negotialing and
arranging the lease are included in the initial measurement of the finance lease recelvable thus reducing the amount of income
recognised over the lease term.

When calculating the effeclive interest rate, the future cash flows are estimated after considering all the contractual terms of the :
agreement but not fulure credit losses. The calculation includes all amounts received or paid by the Company that are an
Integral part of the overall retum such as acceptance and, where relevant, early selllement fees as well as direct incrementat
transaclion cosls related to the acquisition, issue or disposal of a financlal instrument and all other premiums or discounts.

.

1.3 Financial assets and llabilities

Flnanclal assels comprise Amounis. due from group undertakings, Other assets and Loans-and advances to customers
Financlal liabilities comprise Borrovred funds.

Financial assets and liabililies are recognised when the Company becomes a party to the contractual provisions of the
instrument. Financial assets and llabllmes are derecognised vhen the rights to receive cash flows, or obligations to pay cash
flowvss, have expired.

Interest bearing fi rnanclal assels and financial liabilities are recognlsed and measured at amortised cost inclusive of lransacuon
costs, using the effeclive interest rate method. .

1.4 lmpairmenl

Loans and advances to customers

At each balance sheet date the Company assesses whether, as a result of one or more events occurring after initial. recognition,
there is objective evidence that a financial asset or group of financial assels has become Impaired. Evidence of impairment may
include indications that the borrower or group of borrowers are experiencing significant financial difficulty, default or delinquency
in interest or principal payments, it becoming probable that the borrower will enter bankruptey or other financial reorganisation or
the debt being restruclured to reduce the burden‘on the borrovser. -

. If there is objective evidence that an impaiément loss has been incurred, a provision is established which is calculated as the
difference between the balance sheet carrying value of the asset and the present value of estimated future cash flows
discounted at that asset’s original effective interest rate. If an asset has a variable interest rate, the discount rate used for .
measuring the impairment loss is the current effective interest rate. The calculation of the present value of the estimated future
cash flowrs of a collateralised asset or group of assels reﬂecls the cash flows that may result from foreclosure less the costs of
obtaining and selling he collateral. .

If there is no objective evidence of individual impairment, the asset is Included in a group of financial assets vdlh similar credit
risk characteristics and collectively assessed for impairment. Fulure cash flows are estimated on the basis of the conlraclual
cash flows of the assets in the group and historical loss experience for assets with similar credit risk characteristics. Historical
loss experience is adjusted on the basis of current observable data to reflect the effects of current conditions that did not affect
the period on which the hlsloncal loss expenence is based and to remove the effects of conditions in the historical period that do
not exist currently.

if, In a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event
occurring after the impalrment was recognised, such as an improvement in the borrower's credit raling, the provision is adjus(ed
and the amount of the reversal is recognised in the Statement of comprehensive income.

When a loan or advance Is uncollectable, it is written off against the related provision once all the necessary procedures have
. been compleled and the amount of the loss has been determined. Subsequent recoveries of amounts previously \mlten off are
recognised in the Statement of comprehensive income on a cash receipts basis:
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Notes to the financial statements (continued)
For the year ended 31 December 2017 .

1. Accountmg policies (continued)
1.5 Dlvldends

Dividends on ordinary shares are recognised through equily in the period In vhich they are pald.

1.6 Cash and cash equi;/alents

For the purposes of he Balance sheet and Cash flow statement, Cash and cash equivalents comprise balances vath less than
three months’ malurity. -

1.7 Taxatlon

Tax expense comprises current tax. Current tax Is charged or credited in the income statement except to the extent that the tax
arises from a transaction or event which Is recognised, in the same or a different period, outside the income statement (either in
other comprehensive income, direclly in equity, or through a business combination), In which case the tax appears in the same
statement as the transaction Lhat gave rise to it

Current tax is the amount of corporalte income taxes expected to be payable or recoverable based on the profit for the period as
-adjusted for items that are not taxable or not deductible, and is calculated using tax rates and lawss that vere enacted or
substantively enacled at the balance sheet date.

Current tex includes amounts provided in respect of uncertain tax positions when management expects that, upan examination
of the uncertainty by Her Majesty’s Revenue and Customs (HMRC) or another tax aulhority, it is more likely than not that an
economic outflow vill occur, Provisions reflect management's best estimate of the ultimate liability based on their interpretation
of tax law, precedent and guidance, informed by external tax advice as necessary. Changes in facls and circumstances
underlying these provisions are reassessed at each balance sheel dale, and the provisions are re-measured as required to
reflect current information.

1.8 Provision for liabilities and charges

Provisions are recognised In respect of present obligations arising from past events where it is probable that outflovs of
resources vill be required to settle the obligalions and they can be reliably estimaled.

2. Critical accounting estimates and judgements in applying accounting policies

* At 31 December 2017; the Company carned a provision-of £18,000 (2016: £nil) against the cost of making redress payments to -
customers and the related administration cosis in relation to the misselling of Payment Proteclion lnsurance ("PPI").
Determining the amount of the provision, which represent management's best. estimate of the cost of seflling these issues, ’
requires the exercise of significant judgement. It vdll often be necessary to form a view on malters vhich are inherently

" uncertain, such as the number of future complaints, the extent to which they vill be upheld and the average cost of redress.
Consequently the continued appropriateness of the underlying assumplions is reviewed on a regular basis against actual
experience and other relevant evidence and adjustments made to the provisions where appropriate.

3. Interestincome

Y - ’ L 2017 | 2016

’ £'000 ’ £'000

From hire purchase conlracls - 2
Group interest income (see note 14) - 34
- 36

- Included within Interest income is Enil (2016: £nil) in respect of impaired financial assets.
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Notes to the financial statementsk(continued)

For the year ended 31 December 2017 .
4. Other operating expenses
: 2017 2016
£'000 £'000
Management fees (see note 14) . ) - .1
Olher operating expenses < 1 ’ 9
1 10

Fees payable lo the Company’s auditors for the audit of the financial statements were £10,000 (2016: EQ.OOO). Since this
company is in an advanced stage of run off, these are now borne by a fellow group undertaking and are not recharged to the
Company. Accounting and adminisiration services are provided by a fellow group undertaking and are recharged to the
Company as part of Management fees.

5. Staff costs
The Company did not have any employees duﬁng the year (2016: none).

6. Directors' emoluments

No director received any fe‘es or emoluments from the Company dusing the year (2016: Enil). The directors are employed by
other companles vithin the Group or companies controlled by Group Lotus plc and consider that their services to the Company
are incidental to their other responsibilities within (hese organisalions (see also note 14). g

7 Taxation

2017 2016
. . £000 £'000
Analysis of (credit)/charge for the year :
UK corporation tax: ' ; .
- Current tax on taxable profit for the year - . - 6

' Corporation tax is calculated al a rale of 19.25% (2016: 20.00%) of the taxable profit for the year. There is no difference in either
the current ar prior year between the tax charge that vould result from applying the standard UK corporation tax rate to the profit
before tax and the actual tax charge for the year.

b) Factors affecting the tax (credit)/charge for the year

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

actual tax charge for the year is given below: ' .
h : : S 2017 2016

£'600 £'000
(Loss)/profit before tax (21) . 29
Tax {credit)/charge thereon at UK corporalion lax rate of 19.25% (2016: 20.00%) . {4) 6
Tax (credil)/charge on (loss)/profit on ordinary activities i . @ ' 6

Effective rate ' 19.25% 20.00%

The Finance (No. 2) Act 2015 reduced the main rate of corporation tax to 19% vith éffeci from 1 April 2017.

The Finance Act 2016 further reduced the main rate of corporation tax to 17% with effect from 1 April 2020.
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Notes to the financial statements (continued)
_ For the year ended 31 December 2017

8. Dividends
In 2017, dividends totalling £20 per share were pald representing a total dividend of £20, 000 (2016 £1,500,000).

9. Trade and other receivables

2017 . 2016

£'000 '£'000
Amounts due from group undertakings (eee note 14) o 104 - 109
Other assets (see note 12) . . 4 -
: ’ ) . v«

' : 108 o109

‘Amounts due from group undertakings wvere interest bearing at variable rates based on LIBOR until September 2017 but are
now non-interest bearing. They are unsecured and repayable on demand .

At 31 December 2017, the Company recognised an asset of £4,000 (2016: £nil) in respect of indemnities from Black Horse
. Limited In relation to a specurc provision (see note 12). : .

10. Loans and advances to customers

2017 2016
£000 £'000

Advances under hire purchase contracls 1 16

Personal loans to customers . - - ' 3

Gross loans and advances to customers . ’ { o1 19

Less: allowance for losses on loans and advances T - . 4)

Net loans and advances to customers . to- : 1 15

of vich: . .

Due within one year : . 1 12

Due after one year o : . ) 3

' 1 15

Loans and advances to customers include hire purchase receivables:

2017 2016
£000 £'000

Gross investment in hire purchase conlracts receivable:

- no later than one year . 1 .15
- later than oné year and no later than ﬁve years . - 1.
- later than five years : T ”

1 16

Unearned fulure finance income on hire purchase contracts - -

. Netinvestment in hire purchase contracts ) : \ 1 16
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Notes to the financial statements (continued)
_For the year ended-31 December 2017

10 Loans and advances to customers (continued)

The net investment in hire purchase conlracts may be analysed as followss:

2017 2016
£'000 £'000 .
- no later than one year - ' : : . 1 . 15
- later than one year and no later than five years - 1
- later than five years . . - .

1 16

The Company provides a range of hire purchase products in connection wnth the financing of motor vehicles and equipment. The
leases typically run for periods of between 3 and 4 years.

During the year, no contingent rentals in respect of ﬁnénée leases were recognised in the Stalement of comprehensive income
(2018: £nil).

The allowance for uncollectable finance lease and hire purchase receivables included in the allowance for impairment losses is
£nil (2016: £4,000).

Further analysis of Loans and advances to customers is provided in note 15.

11. Borrowed funds

2017 2016
£000 - £'000

Amounts due o group undertakings (see note 14) < 10 -

P

Amounts due o group undertakings are non-interest bearing, unsecured and repayable on demand, although there is no
expeclalion thal such a demand would be made. '

12. Provision for liabilities and charges

PPl Other Total
) conduct.risk

£'000 £'000 £'000

At 1 January and 31 December 2016 - - -
Recognised in the year ) - 4 T4
Charge for the year . . 22 . - 22
Utilised during the year 4) . - “
At 31 December 2017 ’ o TR 4 22

.

As described in note 2, an assessment has been made of the potential future transfer of economic benefits from claims made
against the Company in relation to PPI. Whilst the provision represents the Company’s best estimate of the likely future outows
to sellle claims against the Company, a number of risks and uncertainties remain. These include the impact of regulatory -
changes, FCA media campaign, Claims Management Company and customer aclivity; and potential addilional remediation
arising from continual improvement of (he Lloyds Banking Group's operational practices. The assessment of the exposure in
relation to PPI reflects the most recent experence in 2018. The ultimate cost could differ from those eslimated by the Company.
requmng a further provision. There is an industry deadline of the end of August 2019 for PPl complaints.

During the year, Lloyds Banking Group undertook an exercise refaling to potential retrospective rectification activity to provide
redress to affected customers in relation to arrears management. The Company has provided for £4,000 (2016: £nil) relating to
these redress claims. Black Horse Limited vdil Indemnify the Company against all actions arising from this issue (see note 9).
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Notes to the financial statements (continued)
For the year ended 31 Dgcember 2017 ) -

13. Share capital . ¢ .
’ . 2017 2016
. £000 - £'000

Allotted, issued and fully paid :

. 501 "A" ordinary shares of £1 each : . 1 1
499 "B" ordinary shares of £1 each ) - . -

1 . 1

The "A" ordinary shares carry the right to appoint the chairman of the Company but, in all olher respects, rank pari passu vith
the "B" ordinary shares, including the right to receive all dividends and other distributions declared, made or paid on the ordinary
share capital of the Company. ‘ ’

The "A" ordinary shares are held by Black Horse Group Limited (incorporated in England and Wales), the "B" ordinary shares
are held by Group Lotus plc (incorporated in England and Wales). .

14. Related party transactions ’

The Company Is conlrolled by the.Retail Finance Division. A number of transactions are entered into with related parties in the
normal course of business. These Include loan and fee transactions. A summary of (he outstanding balances at the year end
and the related income and expense for the year is set out betow.

2017 2016

. £000 £'000
Amounts due from group undertakings . -
Black Horse Limited (see note 9) . 104 109
Amounts due to group undertakings .
Black Horse Group Limited (see note 11) . ) 10 -
interest income ) ’
Black Horse Limited (see note 3) . - - 34

. Managément fees .

Black Horse Limited (see note 4) ) - 1

" The above balances are unsecured in nature and are expected to be settled in cash or by cash equivalents. Transactions in the
year are those reflected through the Statement of comprehensive income.

Key management personne!

,

Key management personne! are those persons having authority and responsibility for planning and controlling the aclivities of
the Company. Accordingly, key management is comprised of the directors of the Company, the directors of the Retail Finance
Division and the members of the Lloyds Banking Group plc board. There were no transactions between the Company and key
management personnel during the current or preceding year. Key management personnel are employed by other companies
within the Group or, the Group Lotus plc and consider that their services to the Company are incldental to their other activities
vithin those groups. ’
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Notes to the financial statements (continued)
For the year ended 31 December 2017

15. Financial risk management ,

" The Company’s operations expose jt fo credit risk and business risk; it Is not exposed to any significant interest rate risk, liquidity
risk, market risk or foreign exchange risk. Responsibility for the conlrol of overall rsk lies with the board of directors, operaling
vithin a management framework established by the Retail Finance Division, and the ultimate parent, Lloyds Banking Group plc.

A description of the Company’s financial assets/fiabililies and associated accounting is provided in note 1.

151 Credit risk
Credit'risk management

Credit risk is the risk that a counterparty will be unable to pay amounts in full when due. The credit risk associated vith
instalment credit coniracts and operaling leases is managed through the applicalion of strict undenvaiting criteria, determined by
Retlail Finance's credit commiltee and credit functions. Significant credit exposures are measured and reported on a regular
basis. Impairment provisions are provided for losses that have been incurred at the balance sheet date. .

For loans and advances, credit risk arises both from amounts lent and commilments to extend credit to a customer. ~

In measuring the credit risk of loans and advances, the Company reflects three components: (i) the ‘probability of defaull’ by the
client or counterparty on its contractual obligations; (ii} current exposures to the counterparty and their likely future development,
from which the Company derives the ‘exposure at default’; and (jii) the likely recovery ratio on the defaulted obligations (the ‘loss

given default’). .

Credit risk mitigation

- Credit principles and policy: Group Risk sets out the group credit principles and policy according to which credit risk is
managed, which in turn Is the basis for divisional and business unit credit policy. Prnciples and policy are reviewed
regularly and any changes are subject to a review and .approval process. Business unit policy includes lending
guidelines, which define the responsibilities of tending officers and provnde a disciplined and focused benchmark for
credit decisions.

- Credit scoring: In its principal Retail poftlolios the Company uses stalistically based decision techniques (primarily credit
scoring). Divisional risk depariments review scorecard effectiveness and approve changes, with material changes
subject to Group Risk approval.

- Concentration risk: Credit risk management Includes portfolio controls on certain industres, sectors and product lines
that reflect risk appetite and which operate at a divisional level. Credil policy Is aligned to risk appetite and restricls
exposure to cerlain high risk and more vulnerable seclors. At a divisional level, exposures are monitored to prevent
excessive concenlralion of risk. These concenlration risk controls are not necessarily in the form of a maximum limit on
lending but may instead require new business in concentrated sectors to fulfil additional hurdle requirements.

- Stress testing and scenario analysis at a divisional level: The credit portfolio is also subjected to stress testing and
scenario analysis, to simulate outcomes and calculate their associated impact. .

Credit concentration

The Company lends to customers |n lhe Retail segment, who geographically located vithin lhe United Kingdom and mainly
privale individuals.

Loans and advances to customers = maximum exposure

2017 2016

£000 £000
Neither past due nor impaired ) . 1 15
Past due but not impaired o - :
Impaired ) - : 4
Maximum exposure - loans and advances ‘ ‘ 4 , i A 1 19.
Commilments to lend o - -
Maximum credit exposure . 1 : 19

14 Lotus Finance Limied-



. N PTIR
Notes to the financial statements (continued)
For the year ended 31 December 2017

15.

16.1

15.2

153

154

Financial risk management (continued)
Credit risk (conilnued)

Loans and advances to customers which are nelther past due nor impalred

2017 2016
£'000 £'000
Good quality ' , o 1 13
Salisfactory quality’ ~ - . P
Total ' : 1 15

In general, good quality lending comprises those balances vilh a lower Aprobabifity to default-rating assigned and the raling
progressively increases for each category exhibiling a progressively higher probability to default.

Allowance for loans and advances to customers which are impaired

2017 2016 -

£000 £:000
Brought fonward : . . 4 o 5
Advances vrilten off . ' (5) . -
Credit for year (including recoveries) : o ‘ 2 (&)
Recoveries of prior advances wwitten off . 3 2
At 31 December T & - 4

All Loans and advances lo customers are individually assessed for impairment.
Repossessed collateral ) ' '

Collateral held against Loans and advances to customers is principally comprised of motor vehicles. The Company does not
take physical possession of any collateral; instead it uses agents to realise the collateral’s value as soon as praclicable, usually
at auction, to setlle indebtédness. Any surplus funds are then returned to the borrower or are othenvise dealt vith in accordance
vith appropriate insolvency regulations. ’

During the year the Company repossessed collateral in respect of defaulted debt with a value of £nil (2016: Enil).-

Business risk

Business risk is the risk that the Company's earnings are adversely impacted by a suboptimal business strategy or the
suboplimal implementalion of the stralegy. In assessing business risk consideralion is given to Internal and external factors such
as produclts, funding, resource capability and economic, political and regulatory factors.

Through regular reports and oversight business risk is managed by corrective actions to plans and reductions In exposures
vhere necessary. . ’

Financial strategy
The Company does not trade in financial instruments, nor does it use derivatives.

Fair values of financial assets and liabilities 4

" The fair value of a financial instrument is the amount at which the instrument could’ be exchanged in a curren.i transaction

betvreen willing parties, other than In a forced or liquidation sale.

Fair values of Loans and advances to customers are considered to. be level 2 in the valuation hierarchy as their fair value is

eslimated by discounting anticipated cash flows (including interest-at coniractual rates) at market rates for similar loans -

prevailing at the balance sheet date. .
The aggregated fair value of Loans and advances to customers is approximately £1,000 (2016: £17,000).

]
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Notes to the financial statements (continued)
Fpr he year ended 31 December 2017

16. Capital disclosures
The Company’s objeclives when managing capital are to safeguard the enlity’s ability to continue as a going concern, provide an
adequate retura to its shareholders through pricing products and services commensuralely with the level of risk and, indireclly,
to support the Group's regulatary capital requirements. .

The Company’s parent manages the Company’s capital slructure and advises the board of directors to consider making
adjustments to it in the light of changes in economic conditions and the risk characteristics of the underlying assels. In order to
maintain or adjust the capital structure, the board of directors may adjust the amount of dividends to be paid to shareholders,
return capital to shareholders, issue new shares, or sell assets.

The Company’s capital comprises all components of equity, movements in which appear In the Statement of changes in equity.
The Company receives its funding requirements from its fellow group undertakings and does not raise funding externaily.

17. Contingent liabilities and capital commitments

There were no contingent liabilities or contracted capital commitments at the balance sheet dale (2016: £nil).
18. Post balance sheet events
There are no pdsl balance sheet events requiring disclosure in these financial statements.

19. Future developments 1

The folloving pronouncements vill be relevant to the Company. but vsere not effechve at 31 December 2017 and have not been
applied in preparing these financial statements.

Pronouncement Nature of change Effective date .

IFRS 8 'Financial Instruments' " Replaces IAS 38 Financial Instruments: Annual periods beginning on or
Recognition and Measurement. IFRS 9 requires after 1 January 2018
financial assels to be classified into one of three
measurement categories, fair value through profit
or loss, fair value through other comprehensive
income and amortised cost, on the basis of the
objectives of the enlity's business model for
managing ils financial assels and the contractual
cash flow characteristics of the instruments. IFRS
9 also replaces the existing ‘incurred loss'
impairment approach vith an expected credit loss
approach. The hedge accounling requirements of
IFRS 9 are more closely aligned with risk
management praclices and follow a more principle
based approach than 1AS 39,

Amendments o other accounting The IASB has issued amendments to [IAS 12 Annual periods beginning on or
standards Income Taxes and IFRIC 23 Uncertainty over after 1 January 2019
Income Tax Trealments.

The full impact of these pronouncements is being assessed by the Company. Hovsever, the initial view is they are not expected-
to cause any material adjustments to the reported numbers in the financial statements.
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Notes to the financial statements (continued)
For lhe year ended 31 December 2017 ’

20. Ultimate parent undertaking and controlling party

The immediate parent company is Black Horse Group Limited (incorporated In England and Wales). The company regarded by
the directors as the ultimate parent company and controlling party is Lloyds Banking Group pic (incorporated in Scoliand), vhich
is also the parent undertaking of the largest group of undertakings for which group financial statements are dravm up and of
which the Company is a member. Lloyds Bank pic is the parent undertaking of the smallest such group of undertakings. Copies
of the financial statements of both companies may be obtained from Group Secretariat, Lioyds Banking Group plc, 25 Gresham
Street, London, EC2V T7HN. The Loyds Banking Group plc financial stalements may be dovmloaded via
vaavlloydsbankinggroup.com. : : :
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Independent Auditors' report to.the members of Lotus Finance Limited-

Report on the audit of the financial statements

Opinion
In our opinion, Lotus Finance Limited's ﬁnanclal statements:

- give a lrue and fair view of lhe slate of the Company's affairs as at 31 December 2017 and of its loss and cash flowss for the year
then ended;

- have been properly prepared in accordance vith IFRSs as adopted by the European Union; and
- have been prepared in accordance vith the requirements of the Companies Act 2006.

We have audited the financial stalements, included vithin the Annual report and accounts (the "Annual Report”), which comprise: the
Balance sheet as at 31 December 2017; the Statément of comprehensive income, the Cash flow stalement and the Statement of
changes in equity for the year then ended; and the Notes to the financial statements, v/ich include a description of the significant
accounting policies.

Basis for opinion

We conducted our audit in accordance wilh International Standards on Auditing (UK) (ISAs (UK)") and applicaﬁle {aw. Our
responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial statements section of
our report. We believe that the audit evidence vse have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We remained independent of the Company in accordance wilh the ethical requirements that are relevant lo our audit of the financial
statements in the UK, vhich includes the FRC's Ethical Standard, and we have fulfilled our other ethical responsibilities in accordance
-wilh these requirements.

-Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to vhich ISAs (UK) require us to report to you vwhen:.
- the directors' use of the going concern basis of accounting in the preparation of the financial statements is not appropriate; or )

- the directors have not disclbsed in the financial statements any identified material uncertainties that may cast significant doubt
about the Company’s abilily to continue to adopt the going concern basis of accounting for a period of at least hvelve months
{rom the date when the financial statements are autherised for issue.

However, because not all fulure events or conditions can be predicted, this stalement is not'a guaranlee as to the Company’s ability to
continue as a going concem.

Reporting on other information ’

The other information comprises ali of the information in the Annual Report other than the financial statements and our auditors’ report
thereon. The directors are responsible for the other infermation. Qur opinion on the financial statements does not cover the other
information and, accordingly, we do not express an audit opinion of, except to the extent othenvise explicitly stated in this report, any
form of assurance thereon. ' -

In connection vith our audit of (he financial statements, our responsibilily is to read the other information and, in doing so, consider
. vhether the other information is materially inconsistent with the financial statements or our knovdedge obtained in the audit, or
othenvise appears to be malerially misstaled. If ve identify an apparent material inconsistency or material misstalement, we are
required 1o perform procedures to conclude whether. there is a malterial misstatement of the financial statements or a material
misstatement of the other information. If, based on the work e have performed, \we conclude that there is a material mlsstatement of
this other lnformauon we are required to report that fact. We have nothing to report based on lhese responsibilities.

With respect to lhe Directors’ repon, we also considered whather the disclosures required by the UK Companies Acl 2006 have been
included.

Based on these responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) require us also to
report certain opinions and matters as described below. .

Directors' report

In our opinion, based an the work undertaken in the course of the audil, the information given in the Directors’ report for the year ended
31 December 2017 is consnslem with the fnancnal statements and has been prepared In accordance with applicable legal
requirements. .

Inight of the knovdedge and understandlng of the Company and its environment obtained in the course of the audll vee did not identify
any material misstatements in the Directars’ report.
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Independent Auditors' report to the members of Lotus Finance Limited (cbntinued)

Responsibilities for the financlal statements and the audit
Responsibililies of the direcltors for the financial statements

As explained more fully in the Statement of directors’ résponsibilities set out on page 2, the directors are responsible for the

preparation of lhe financial stalements in accordance vith the applicable framework and for being satisfied that they give a true and

fair view. The directors are also responsible for such intemal contiol as they determine is necessary lo enable the preparallon of
. financlal statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Company’s ablI‘ity to continue as a going concern,
disclosing as applicable, malters related to going concern and using the going concem basis of accounting unless the direclors eilher
intend to liquidate the Company or to cease operations, or have no realistic altemalive but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objeclives are to oblain reasonable assurance about whether the financial statements as a whole are free from malerial
misstatement, whether due 1o fraud.or error, and to issue an auditors’ report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audil conducted in accordance vith 1ISAs (UK) vill always detect a material
misstatemen! vhen it exists. Misstatements can arise from fraud or error and ‘are considered material if, individually or in the
aggregale, they could reasonably be expected to influence lhe economic decisions of users taken on the baSlS of lhese financial
statements.

A further descriplion of our fesponsibilities for the audil of the financial stalements is localed on the FRC‘s websile at:
vanfre.org. uk/aud|torsrespon8|blht|es Thls description forms part of our auditars’ report.

Use of this report

This report, Including the opinions, has been prepared for and only for the Company’s members as a body in“accordance with Chapler
3 of Part 16 of the Companies Act 2006 and for no other purpose. We do nol, in giving these opinions, accept or assume responsibility
for any,other purpose or to any other person to vhom this report is shown or into whose hands it may come save where expressly
agreed by our prior consent in vriting. 4

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to you if, In our opinlon:
- w8 have not recelved all the Information and explanations we require for our audit; or

- adequate accounting records have not been kepl by the Company, or returns adequale for our audn have not been received
from branches not wsued by us; or

- cer(aln disclosures of directors’ remuneration specified by law are not made; or
- the financial statements are not In agreement vith the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Entitlement to exemptions

Under the Companies Act 2006 we are required to report to you if, In our opinlon, the directors were not entitled to: take advantage of *
the small companies exemption in preparing the Directors’ report, and take advantage of the small companies exemption from
preparing a strategic report. We have no exceptions to report arising from this responsibility.

m"‘( wﬂs ) ’ N
Mark Ellis (Senior Statulory Auditor)

for and on behalf of PricewaterhouseCoopers LLP

Chartered Accountants and Slatulory Auditors

Cne Kingsway

Cardiff
CF10 3PW
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