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Highlights of the year

Lloyds TSB is a leading UK-based financial services group, whose
businesses provide a comprehensive range of banking and financial
services in the UK and overseas. At the end of 1997 total group assets
were £158 billion and there were over 82,500 employees. Market
capitalisation was £42.6 billion. The Group’s shares are held by over
1 million shareholders.

Share price ST T T v .
(year-end) pence up 26% to £3,162 millicn from a final dividend of 11.Sp per share is
£2,505 million in 1296 recommended, payabie on 1 May 1938,
This makes a total for 1997 of 17.2p,
an increase of 30%
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The Group's share improved significantly to 5C.4% from
price increased by 83% 57.0%

to 789p per share

at 31 December 1997 Sinih Flnacomy Saeloes

profit ug £301 million, or 17%, t©
£2,054 million, representing 65% of
total group profit

graw by £1.180 millicn, or 23%,
to £6,254 million

toial capital ratio 10.8%, tier 1 ratio
7.9%

Cheltenham & Gloucester
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Chairman’s statement

. Qur aim is to be the .

best and most S
éqccéséful‘cbmpahy |
" in'the financial .

services industry,

" aleaderinour

o chosen markets i

A changing environment

There was a time when banking was
the business of accepting deposits,
granting loans and getting the money
back safely. Change was gradual; the
banker stuck te his last; and
competition from other institutions was
modest. Today, banking is in fermeng;
the lines between the activities of the
different financial institutions become
increasingly blurred; and we are
finding it harder and harder to defing
a bank.

Competition, deregulation and
technology are changing the shape of
the financial services business.
Markets are open. Barriers to entry are
coming down. New competitors are
arriving from all directions.
Conventicnal banks, with their high

Sir Brian Pitman,
Chairman, with

stockbrokers’ analysts.

cost structures, are finding themselves
at a disadvantage against competitors
who have much lower distribution and
delivery costs, And low inflation and
Economic and Monetary Union are
further new ingredients in the melting
pot. After years sheitered from the full
rigour of market competition, the
challenge confronting bankers is how
to survive and prosper in a fiercely
competitive market for financial
Services.

This transformation of the financial
services market is happening all over
the world. Overcapacity has increased
after deregulation, as new competitors
have come in and existing cocmpanies
have expanded into new markets.

The amount of capital and human
resources injected into the industry
has often greatty excesded the growth
petential in those markets. The
question is not whether restructuring
of the industry is necessary, but how it
should be achieved.

Our strategy

The constant challenge of any
business is to secure and sustain
competitive advantage. In a highly
competitive environment, the last
thing we want to do is to spread our
resources toe thinly and with
unnecessary risk over too many
activities. We continue to believe that
tomorrow's most successful banks will
be built on focus, not diversity. This
requires us to concentrate on the
things we do well and then strive to
do them better than anybody else.
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Qur aim is to be a leader in our
chosen markets and, over récent
years, the acquisition of Lloyds Abbey
Life and Cheltenham & Gloucester and
the merger between Lloyds Bank and
TSB have greatly enhanced our
leadership positions. Cur emphasis on
leadership aiso means that we will
continue to seek opportunities to
strengthen our hand in markets and
products where we already have a
solid position. Where we are not a
leader, or where we cannot aspire
reasonably to leadership, our course
will be to divest and capture the vaiue
for shareholders. We would rather be
a leader in a few markets than a
minor participant in many. In 1897,
we divested activities, which no longer
fit our strategy, and made an
aggregate profit of £154 milliont from
the disposal proceeds.

I e R A R e

1997 was a successful year for the
Lloyds TSB Group. Even as we went
about the complex and demanding
task of integrating two large financial
institutions, we again produced record
resuits. Each of the principal business
units improved its performance.

Total revenue grew to £7,230 millior,
up by 7 per cent. The trading
surplus increased by 22 per cent o
£3,554 million, Earnings per share
from ongoing businesses rose 0
39.4p, up by 25 per cent. Group

economic profit rose by 61 ger cent
to £1,762 miliicn, This strong
performance has enabled the board to
recommend a dividend of 17.2p for
the year, an increase of 30 per cent.

1997 was another good year for our
shareowners, The share price rose Dy
83 per cent, compared with an
increase of 20 per cent in the FTSE
All Share Index. Taking share price
appreciation and dividend income
together, the total retuin to
shareowners was 87 per cent.

Looking at the predecesser quoted
companies, an investment of £1,000
in Lioyds Bank shares ten years ago,
with dividends reinvested, would be
worth over £21,000 at the end of
1997. On the same basis, an
investment of £1,000 in TSB shares

wollid be worth almost £15,000,
while an investment of £1.000 in the
FTSE All Share Index would be worth
£4.300.

In pursuit of our aim of maximising
shareholder value, we use a system of
value based management as 2
framework for making business
decisions; and we cheoose economic
profit as a measurement of
performance because it captures both
growth in investment and ratumn.
Broadly definad, it represents the
difference between the earnings on the
equity invested in a business and the
cost of the equity.

Everything we do starts with an
evaluation of economic profit, because
it helps us to think long term. We
make a multi-year assessment, not a
single year assessment,
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by dividend -

increases aﬁd
by share price

~ appreciation ~
remains our

governing objective

Market capitalisation
{year-end) £bn

1986 1997

In 1997 market
capitalisation increased
by £19.6 billion, or 85%,
to £42.6 billion

Today, economic profit drives our
management decisions. It has heiped
us build a £40 billion enterprise with
earnings driven by new products, new
delivery systems, acquisitions,
selective divestments and a moere
focused and motivated management
team.

Lloyds TSB and its stakeholders

Our aim is to be the best and most
successful company in the financial
services industry, measured by our
success in creating value over time.,
Focusing on maximising value over
the long haul heips us to avoid
short-termism. If we are to create
value for our owners over the long
haul, we must 2lso create value for
our customers, our staff and all other
stakeholders over the leng haul.

Since the merger between Lloyds
Bank and TSB two years ago, the new
Lloyds TSB Group has created over
£25 billion of shareowner weaith.
Ameng our 1 million shareowners are
over 50,000 group staff and
pensioners, many pensicn funds,
university endowments, charities and
other non-profit organisations. If we
are successiul at creating vaiue, our
shareowners have more 1o give. There
is a beneficial ripple effect throughout
society.

A successful business cannot operate
in isoiation from the community of
which it is a part. Our staff, our
customers, our suppliers, our
shareowners, live and work in local
communities. We are an integral part
of those communities and we

encourage our people to take an active

part in the communities which we
serve.

So, we need to create wealth because
it is good for us. It enables us to
invest in the future, in new facilities
and improved customer service. The
taxes levied on weatth creation help t©
pay for state services - for education
and heaith, for pensions and sccial
security. Wealth creation is good for
the country and the government. No
company can survive for long uniess it
creates wealth.

Lloyds TSB Group is one of the higgest
charitable givers in the UK and one of
the higgest investors in the community.
The Lioyds TSB Foundations will
receive some £21 mittion for
distribution in 1998. We can only do
this because we are ong of the biggest
wealth creators in the UK.
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There is no conflict between wezlth
creation znd social progress: each is
necessary for the other. Over fime,
maximising sharehoider vaiue will
produce the highest level of benefits
for ll stakeholders.

Staff

One of the greatest competitive
advantages we have is the ability of
our people successfully 1o adapt to
rapid change.

The integration of Lioyds Bank, TSB,
Cheltenham & Gloucester and Lloyds
Abbey Life has brought massive
change but, rather than the resistance
which might have been expected,
what we have seen has been the great
willingness of our people to embrace
change. Their enthusiasm and
dedication are at the heart of our
SUCCESS.

Recognising that contribution, in 1997
the board approved profit sharing of
£102 million, which means an
average payment of £1,600, or

10.5 per cent of basic salary, 10 each
member of our staff eligible to
participate in the scheme.

Board changes

John Davies, Deputy Chairman, retires
at the end of July, after a distinguished
career with the Group spanning

W seek to understand and meet
our customers” qeeds more
effectively than any of otr

competitors, We can oitly o this

witht well-trained, focused amd
conmnitted staff,

453 years. He will be succeeded by
Alan Moore, who retires as Deputy
Group Chief Executive and Treasurer
on 30 April. Michael Fairey will
become Deputy Group Chief Executive
on 1 March.

Gordon Pell and David Pritchard will
join the board as executive directors
on 1 March and 1 April respectively.

Ancther three directors will be leaving
the board at the annual general
meeting: Andrew Longhurst, Chairman
and, until 1996, Chief Executive of
Cheltenham & Gloucester; Sir Michael
Quinlan, who joined the board of
Lloyds Bank in 1992; and John
Raisman, who joined the board of
Lioyds Bank in 1985.

We greatly appreciate the contribution
to the Group made by all these retiring
directors.

QOutlook

Measured by both growth in equity
and return, 1997 was a very good
year for the Lioyds TSB Group and the
momentum continued in the second
half of the year, with earings per
share from ongoing businesses up by
13 per cent on the first half.

Although in 1998 we expect &
slowdown in both the world and the
UK economies, we remain confident
about our ability to continue o
produce superior returns for
shareowners.

Sir Brian Pitman
Chairman
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Group Chief Executive’s review

Our governing objective is to maximise
shareholder value. To achieve that
obiective we have to fulfil three
strategic aims. First, we aim fo be a
leader in our chosen markets. Second,
we aim to be first choice for our

15 million customers by
understanding and meeting their
needs more effectively than our
competitors. Third, we aim to reduce
day-to-day operating costs through
increased efficiency, so that we can
make further investments in the
company in terms of better products
and improved service.

Progress has been made in ait these
areas. During 1997 we soid
businesses in which we had either
decided not to seek markei leadership,
o Dusinesses which were duplicated
fcilowing the merger.

Being first choice for our customners
was manifested in a number of new
product launches, the use of new
delivery channals. and by an
impravemeant in customer service.

Reducing day-to-day operating
expenses was an area where we made
good progress and our cost to income
ratio is now 50.4 per cent compared
to 60 per cent at the time of the
merger in 1995, in the last two years
we have achieved cost savings of
some £220 million towards our
target of cost savings of at least
£400 million per annum by the end
of 199%.

None of this progress could have been
rmade without the hard work and
professionalism of our staff, who have
managed change so effectively, and |
take this opportunity to say thank you
to each and every ong of them.

So how did the implementation of
these strategic themes translate into
financial results? Group profit before
tax rose by 26 per cent to a record
£3,162 million. Perhaps the most
encolraging ascect of the year was
that income grew by 7 per cent, with
volumes and overall margins both
holding up well, and costs were 5 per
cent lower than they were in 1996. It
will always be easier for us to manage
costs rather than income, which is
determined to a great extent by market
forces, and we expect that growing
quality income will be more
chatlenging over the coming years as
competitors become more aggressive.
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Retail Banking

Profit before tax from Retail Banking
rose by 16 per cent o £832 miilion,
reflecting increased volumes and tight
cost control. Personal loans and credit
card Jending grew by 13 per cent and
there was goed growth in current
account balances, savings and
investments. We have increased our
share of small business accounts, and
private banking and retail stockbroking
have prospered from higher volumes.

Initiatives during the year include the
launch of the new Lloyds Bank Goid
Service Current Account and TSB
Select Account, both offering an
attractive range of features
representing improved value for money
for our customers, and C&G's new

oG Fixeg poce
Mortgg,

Instant Transfer Account has been
particularly successful in attracting
deposits. We have started a trial of a
small number of branch co-locations,
which involves bringing together a
branch of Licyds Bank ang a branch
of TSB in the same premises. We are
also setting up a number of new style
branches and insurance shops in
ASDA stores, and we have signed an
agreement with the Post Office that
will allow many Lloyds TSB customers
10 use selected post offices around the
country where distances make access
to one of our branches mere difficult.

Our telephone banking operations
continue o expand; over 800,000
customers have now registered to use
these services, and in 1997
Telephone Banking handied over

15 millien calls, making Lloyds TSB
one of the largest telephone banks in
the UK. We have jaunched
PhoneBank Express, which uses state-
of-the-art technology to recognise
spesch commands given by customers,
the first of its kind in Europe. Customer
enquiries are increasingly being
answered through call centres, and
telemarketing is a successful scurce of
new busingss. We continue 1o deveiop
PC and Internet hanking and Internet
accessibiiity for our customers, and a
pilot is running in Hull testing
customer experience with TV banking
that will allow access to account
information and some basic
transactions using a home television.
All these initiatives are part of our

ongoing desire to offer easier access for

our customers to our wide range of
banking products and services.

Mortgages

Pre-tax profit from Mortgages grew by
33 per cent to £693 million. Although
there has heen some improvement in
the housing market and in property
prices, competition for mortgages has
remained sirong.

Mortgages are now the Group's largest
product line, with Cheltenham &
Gloucester (C&G), one of the UK's
leading mortgage brands, selling
mortgages through C&G and Lloyds
Bank branches and, since the third
quarter of 1897, alsc through TSB
branches in England and Wales. In
1997 we gained 11.4 per cent market
share of net new mortgage lending.
With tolal mortgages outstanding at
the end of the vear of £41.8 billion o
over 900,000 borrowers, the Group is
the third largest mortgage lender in
the UK, with a market share of

9.6 per cent.

Tiold Service

Crrrent Accoumnt.
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We aim to reduce

day-to-day operating

costs so that we can
invest further in
better products and

improved service

LLOYDS BANK
HOME INSURANCE

In May we sold Mortgage Express at a
profit of £52 miltion, as this kind of
third party introduced business does
not fit with our mortgage strategy.

Insurance

During the year we brought the
management of our insurance
businesses together under one team
and work is progressing well on the
integration of these businesses,

Pre-tax profit from Insurance rose by
28 per cent to £642 million, before a
charge for pension provisions and
one-off tax items. Underlying profit
from life and pensions increased by
26 per cent o £418 million. General
insurance profit, comprising broking
and underwriting, rose by 32 per cent
to £224 million. in 1997 we
Increased the provisions for possible
redress to purchasers of pension
nolicies by £10G million, raising the
total Group provision made for this
purpose to £300 miilion.

Wholesale Markets

Qur Wholesale Markets businesses,
which provide banking, treasury and
financial services to large and
medium-sized companies and banks,
increased- their profit by 17 per cent to
£653 miliion. Qur commercial middle
market businesses made excellent
progress. Lloyds Development Capital
had a good year, realising higher
capital gains. Treasury operations zlso
produced good results, despite less
favourable market conditions.
Although there is continuing strong
competition for good gquality lending,
we were able to improve interest
margins in the larger corporate
market. Lloyds Bank Registrars
maintained its leading market position,
winning a substantial proportion of
the new business from the
demutualisation of former building
societies. At the beginning of 1998 we
sold International Factors at & profit of
£160 mitlion and this transaction will
be reflected in the 1998 accounts.

international Banking

Internationa! Banking profit rose by
13 per cent to £425 million. Profits
were higher in New Zealand and in
the international private banking and
offshore banking businesses, but were
partly offset by weaker results from
Brazil. There was also a higher
contribution from Emerging Markets
Debt. During the year we sold
Schroder Munchmeyer Hengst, the
German private bank, and we
obtained 100 per cent control of
Losango Consumer Finance in Brazil.

Our Business Banking
mrtnagers volue close
relationships with their
custoniers. Richard Saunders
visiting Steve Webber af his
chicese dairv in Chieddar,




Group Chief Executive's review Lloyds TSB Group pic

Merger integration progress

We are making good progress with the
merger of Lioyds Bank and TSB.

Common businesses have been

brought together, head offices and Weicome ‘
training centres have been combined, ] sendngones o
and significant cost savings have been cheue books B

statements

achieved, We have harmonised the
terms and conditions of employment
for staff in Lloyds Bank and TSB, and
adopted best practices from each of
the separate companies across the
Group.

balences

The private bill 1o bring the businesses
of TSB Bank into Lloyds Bank Pic is
proceeding through parliament and we
anticipate that it will be enacted in a
few months’ time.

Work continues to ensure that alt our
systems and business processes will
be fully ‘year 2000" compliant, and

we expect this to be so by November

1998. Ws have also been preparing During 1997 a yuumber of
for the advent of the single European branchies began operating
currency. tnder the Lioyds TSR brand,

providing services to Lioyds

Btk and TSB custoniers
We face increasing competition from from single preniises.
both established and new players.
Much progress has been made, but
more remains to be done, We are in
good competitive shape, with a clear
straiegy, heiped by our focus on
ecanomic profit. The guality of our
earnings is high and we have a strong
balance sheet. Further merger benefits
are still to come and, despite an
increasingly chalienging environment,
we are well positioned to go on
delivering value for our customers, our
staff and our shareholders.

et

Peter Ellwood
Group Chiet Execulive

lLooking ahead

Our ‘easibank’ financial centre in
ASDA’s Lower Earley, Reading
hypernnirket provides a full renge
of persoiil financial services

to shoppers.
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Lloyds TSB in the community

Our staff, our customers, our suppliers and our shareholders live
and work in local communities throughout the UK. That makes us
an integral part of those communities.

In 1998 Lloyds TSB will covenant to
the four Lloyds TSB Foundations*
£21 miition for distribution to
charities, making the Foundations, in
aggregate, one of the largest charitable
grant-making bodies in the UK.

The Foundations provide direct
support to registered charities
throughout the UK, whose activities
underpin community life. The aim is
to enable people, particularly disabled
and disadvantaged people, to play a
fuller role in society.

Last year, more than 3,300 charities
were awarded grants ranging, for
example, from £500 to improve
access for disabled people to a
museum to £150,000 towards the
cost of a foster grandparent
pragramme, which uses the skills and
experience of elderly peopie to support
fone parents.

For many community groups, the
support given by the Foundations is a
lifeline. Peter Gentry of Whipton
Community Association said: “Many

* Lunch at the Whipton Community
Association.

small charities,#@aur funcheon :ﬁﬁ B

for elderly peoplé’ rely on voluntary
donations to keep their services
running. For many elderly people, our
club breaks the isolation they live in.
We give our members a proper meal,
support and companionship. For
many, it's the only thing they have to
look forward to all week, and it's
Lloyds TS8 which makes it possible.”

We encourage our staff to raise funds
for local causes through a Matched

Giving Scheme run by the :
Foundations. JI da
gach fund-

uidelines. Through the Matched
Giving Scheme, staff raised neatly

£900.000 in 1997.

One charity to benefit was the
Kingshurst Family Centre, run by NCH
Action for Children, which provides
opportunities for parents to develop
skifis in caring for, playing with and
relating to their children. “It was an
eye-opener to find that within my
locality there is a need for a centre like
this, where parents come 1o develop
that basic relationship with their
children which most of us take for
granted,” said Peter Simmons,
manager at a Birmingham branch.
Peter organised a go-kart rally which
raised over £4,500 for the charity.
“The staff felf really great at being able
to double their money with matched
funding to help such an important
local facility,” he said.

As well as raising money, many of our
staff also contribute their experience

and expertise to the community where
they live and work on a practical level.

The focus of the Groug's support is in
the field of education where, with thelr
business experience, staff often
become school governors. The Group
provides a framework of support and
training to help around 600 members
of staff provide this vaiuable voluntary
service.

Peter Simmons drops in on a parent
and toddlers group at the Kingshurst
Family Centre.

* The Uayds TSB Foundations are four independent
grant-making organisations covering England and
Waies, Scotland, Northern irefand and the Channe!
Isiands. They receive, instead of the dividend on their
shareholdings, 1 per cent of pre-tax profits of the
Group, averaged over 3 years, (o distribule to
regrstered charities,
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The businesses of Lloyds TSB

Lloyds TSB is one of the leading UK-
based financial services groups, whose
businesses provide a comprehensive
range of banking and financial

services in the UK and overseas. The
main businesses and activities of the
Group are described below:

Retail Financial Services
encompasses three of the main
businesses — Retail Banking,
Mortgages and insurance — which
provide a full range of banking and
financial services to over 15 million
personal and smail business
customners. With nearly 2,900
branches of Lioyds Bank, TSB and
Cheltenham & Gloucester (C&G), the
Group has the most comprehensive
geographic coverage of any financial
services group in England, Scotiand
and Wales.

Retail Banking. The main businesses
included under Retail Banking are:

* Current accounts, savings and
investment accounts and consumer
leniding. The retail branches of Lioyds
Bank and TSB offer a broad range of
branded products, and C&G provides
retail investments through its branch
network and a postal investment
centre.

* Card services. The Group is a
member of both the VISA and
MasterCard payment systems and is
the second largest bank credit card
issuer in the UK with 5.8 million
cards in issue and balances
outstanding of £2.5 billion at the end
of 1997. in addition, 6.5 million debft
cards have been issued to customers.

* ATMs. With 4,300 automated teller
machines (ATMs) at branches and
external locations around the country,
the Group has the largest cash
dispenser network of any banking

group in the UK. Personal customers
of Lioyds Bank and TSB are able to
withdraw cash through the cash
dispensers of either bank free of
charge. In addition, they have access
to a further 18,000 ATMs in the UK
and, through the VISA and MasterCard
networks, to over 200,000 ATMs
worldwide.

* Tefephone Banking. Telephone
Banking continues to grow and the
Group is one of the largest telephone
banks in the UK. At the end of 1987
over 800,000 customers had registered
to use the services of PhoneBank,
PhoneBank Express, an aviomated
voice response service, and LloydsLine,

* Business Banking. Small business
customers have access to a wide
range of services through over 500
Lioyds Bank and TSB business
centres, Lioyds UDT and the factoring
and asset finance companies.

* Loyds UDT Lloyds UDT is a leading
finance house providing leasing, hire
purchase, and loan products to the
corporate and personal sectors direct,
through intermediaries, and through

a number of joint ventures. It has
particular strengths in motor vehicle
finance and asset finance for small
and medium-sized companies.

® Private Banking and Stockbroking.
Private Banking provides a range of
tallor-made wealth management
services and products to individuals
frem 40 offices throughout the UK. In
addition 1o asset managernent, these
include tax and estate planning,
executor and frustee services, deposit
taking and lending, and insurance and
personal equity plan products. At the
end of 1997, assets held for private
clients totalled £3.6 billion, of which
over £6.4 billion is under discretionary
management.

Lloyds Bank Stockbrokers undertakes
retail stockbroking through its
Sharedeal Direct teiephone service.

* Hill Samuel Asset Managerment
manages funds for the retail life,
pensions and unit trust products
distributed through Lloyds Bank and
TSB branches, as well as funds for
corporate pension schemes, local
authorities and other institutions in the
UK and overseas. At the end of 1997
funds under management totalled

£34 bitlion.

* fstate agencies. The Group's estate
agency businesses have been
combined under Black Horse Agencies
and comprise 371 branches, providing
estate agency and related services to
owners/occupiers of residential
property and distributing Group
investment and mortgage products
through its financial services arm.

Mortgages. Cheltenhzm & Gloucester
is the Group’s specialist residential
morigage provider, selling its
mortgages through branches of C&G,
Lloyds Bank, and TSB in England and
Wales, as well as through the
telephone and postal service, C&G
Mortgage Direct. The Group is the
third largest residential mortgage
lencer in the UK, with a market share
of almost 10 per cent, loans
outstanding at the end of 1997 of
£41.8 billion and over 900,000
borrowers.

Insurance. The Group has the largest
insurance distribution netwark of any
UK hanking group.

* [ife assurance, pensions and
investments. These businesses
comprise Black Horse Fingncial
Services, TSB Life and Pensicns,
Abbey Life and Hill Samuel Life
Assurance. Life, pensions and unit
trust funds under management totalled
£20 billion at the end of 1997,

11
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* General insurance. General
insurance broking and underwriting
is conducted through Lloyds

Bank Insurance Services, TSB
General Insurance and Ambassador
Insurance.

Wholesale Markets. The Group's
relationships with major UK and
multinaticnal companies, banks and
institutions, and medium-sized UK
businesses, together with its activities
in financial markets, are managed
through dedicated offices in the UK
and a number of locations overseas,
including New York and Tokyo.

s Treasury is a leading participant in
foreign exchange, money and certain
derivatives markets to meet the needs
of customers, and as part of the
Group's trading activities, including
liguidity management.

¢ Corporate and Institutional Financial
Services provides a full range of
hanking and related services,
including electronic hanking, large
value lease finance, share registration,
securities custedy, correspondent
banking and capitali markets services
to major UK and muitinationaf
companies,

* Commercial Financial Services
provides financial services to medium-
sized businesses in the UK through &
network of 89 offices. In addition to a
full range of banking services, the
Group is a leading provider of
factoring, invoice discounting and
other asset based financing products
together with medium-term debt and
venture capital fo support expansion,
corporate restructuring and changes of
ownership,

international Banking provicdes
banking and financial services
overseas in three main areas: The
Americas, Europe and New Zealand,
and also through its offshore banking
operations.

* The Americas. The Group has
operated in The Americas for over
130 years and has offices in
Argentina, Brazil, Colombia and

& other countries. In addition there
are private banking and investment
cperations in the United States and
the Bahamas.

® furope. International Private
Banking covers services to wealthy
individuals outside their country of
residence. The business is conducted
through Switzerland and through 4
other countries overseas. There are
additional corporate and private
banking operations in Spain and
France.

* New Zealand. The National Bank of
New Zealand is one of the principal
banks and provides a full range of
banking and financial services through
160 outiets.

* (ffshore Banking comprises al! the
Group's offices in the Channel Islands
and Isle of Man, as well as iis
operations in Hong Kong, Singapore
and Matlaysia and representation in
Dubai. It provides a full range of retail
banking, private banking and financial
services to overseas residents and
islanders, together with deposit
services offshore for UK residents.
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Financial review

Accounting policies and presentation
Accounting policies are set out on pages 49 and 50 and are unchanged from those applied i 1996.

The presentation of dealing profits has been changet, as described on page 49, to give an improved
analysis of results, There is no impact on total income, costs, profit before tax or sharenolders’ funds.
19096 figures have been rastated 1o reflect the new presentation.

Following the mergers of Lloyds Bank and Cheitenham & Gioucester and of Lioyds Bank and TSB Group
in 1985 and the acquisition of the minority shareholdings in Lioyds Abbey Life in 1996, the businesses
of Lloyds TSB have been grouped into five main businesses for reporting purposes so as to give greater
clarity to the Group's performance in these markets:

® Retail Banking

& Nortgages

® [nsurance

e Wholesale Markets

® [nternational Banking

Details of the individual businesses making up each grouping are given on the following pages, where
the performance of the main businesses is reviewed, and 1996 figures have been restated on a
comparable basis. '

Summary of group results

Group profit before tax rose by 26 per cent to £3,162 million from £2,505 million in 1896. This
includes a net profit before tax of £154 mitlion on the disposal of businesses which no longer fit our
strategy (1996: net loss £3% million). Profit attributable to shareholders grew by 48 per cent to
£2 335 miliion, helped by & reduction in minority interests foilowing the acquisition of the minority
shareholdings {38 per cent} in Lloyds Abbey Life at the end of 1996 and a lower effective rate of tax.
Earnings per share rose by 40 per cent to 43.7p, the post-tax return on equity increased to 40.8 per
cent from 32.9 per cent and the post-tax return on assets rose to 1.74 per cent from 1.28 per cent.
Economnic profit increased by 61 per cent to £1,762 million from £1,096 rillion in 1996, based on a
cost of equity of 10 per cent.

Despite charges against income of £100 million for additional provisions for possible redress to purchasers
of pension policies and & write-down of finance feases of £58 million, total income rose by 7 per cent.
Net interest income grew by 9 per cent and other income increased by 4 per cent. Although pressure on
interest margins on some UK lending products is evident and this trend s Tikely t© continue, the volume
and value of interest-free funds have increased. Helped also by a change in the mix of assets, the net
interest margin improved by 34 basis points fo 3.63 per cent. Continued tight cost control and the capture
of synergy benefits from the merger of Lloyds Bank and TSB Group and the integration of Lioyds Abbey
Life lect to 2 5 per ceni. or £178 million, reduction in cperating expenses. The cost:income ratio improved
significantly to 50.4 per cent from 57.0 per cent, further strengthening the Group’s competitive position.

Credit quality continued to improve in 1997. Non-performing loans fell to £1,957 millicn, or 2.1 per
cent of lending, from £2.511 million, or 2.8 per cent of lending, in 1996. The domestic charge for bad
and doubtful debts dropped to £340 million from £358 million and the charge as a percentage of
average lending improved to 0.43 per cent from 0.48 per cent, reflecting the lower charge and growth
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Summary of group results {continued)

in the higher quality mortgage portiolio. However, as a result of the expected higher provisions overseas,
foliawing the acquisition of Lasange Consumer Finance in Brazil, the total charge for bad and doubtful
debts rose to £421 mitlion from £327 million. At the end of the year provisions for bad debts totalled
£2,493 million, representing over 100 per cent of non-performing lending. We continue to benefit from
the prudent management of our Emerging Markets Debt (EMD) portfolio. Based on secondary market
prices at the end of 1997, the surplus of market value over net book value of the total EMD portfolic was
over £900 million (1996: £900 mitlion}.

Profit before tax fram ongoing businesses, excluding special items, increased by 16 per cent to
£2,893 million. Profit attributable to shareholders rose by 33 per cent, helped by a reduction in minority
interests and a lower effective rate of tax, and earmings per share were Up 26 per cent. Post-tax return
an equity was 36.8 per cant. As total income grew by & per cent and operating expenses were reduced
by 3 per cent, the trading surpius was increased by 22 per cent and the cost:income ratio improved to
50.7 per cent from 56.2 per cent. Both income &nd operating expenses include 9 months’ results for
Losango Consumer Finance. Underlying operating expenses from ongoing businesses {excluding
acquisitions and nen-merger related disposals} were reduced by 4 per cent. Provisions for bad and
doubtful debts increased as expected, refiecting the inclusion for the first time of provisions for the wider
margin consumer finance business in Brazil, which previously were incluged in associated undertakings.
In the second hatf of the year profit before tax from ongoing businesses was up by 11 per cent on the
first haif.

Ongoing businesses 1997 1996

£m £m
Net interest income 4,153 3,730
Other income 3,100 2,988
Total income 7,253 6,718
Operating expenses 3,675 3,776
Trading surpius 3,578 2,942
General insurance claims 145 120
Provisions for bad and doubtful debts 560 413
Amounts provided against fixed asset investrments 3 5
QOperating profit 2,870 2,404
Income from associated undertakings 23 84
Profit before tax from ongoing businesses 2,893 2,488
Disposal of investments - 42
Profit {loss) on sale of businesses 154 (77}
Emerging Markets Debt 173 127
Restructuring provision - {75}
Write-down of finance leases (58) -
Group profit before tax 3,162 2,505
Profit attributable to sharehoiders from ongoing businesses 2,107 1,580

Earnings per share from ongeing businesses 39.4p 31.3p
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Profit before tax by main businesses 1997 1996

. £m £m
Retail Banking 832 717
Mortgages 693 522
Insurance 529 514
Retait Financial Services 2,054 1,753
Wholesale Markets 653 559
International Banking 425 375
Central group items 88 {182}
Write-down of finance feases (58) -
Profit before tax 3,162 2,505
Profit attributable to shareholders 2,335 1,575

Retail Financial Services

Total profit before tax from Retall Financial Services, encompassing the Retall Banking, Mortgages and
Insurance businesses, increased by £301 million, or 17 per cent, to £2,054 million from £1,753 million
in 1996. Profit attributable to sharehoiders from Retail Financial Services increased by 38 per cent,
helpad by a reduction in minority interests and a lower effective rate of tax.

Retail Banking and Mortgages

Total profit before tax from Retail Banking and Mortgages rose by £286 million, or 23 per cent, to
£1,525 million. Total income increased by & per cent and costs were reduced by 3 per cent, giving a
19 per cent increase in the trading surpius, and the cost:income ratio improved to 54.4 per cent from
59.4 per cent. Bad debt provisions were £18 million, or & per cent, higher than a year ago at
£340 million, reflecting volume growth.

1997 1996
£m £m
Net interest income 2,884 2,719
Other income 1,202 1,124
Total income 4,086 3,843
Qperating expenses 2,221 2,282
Trading surplus 1,865 1,561
Provisions for bad and doubtful debts 340 322
Profit before tax 1,525 1,239
Profit attributable to shareholders 1,085 81t
Profit before tax:
Retail Banking 832 717
Mortgages 693 522
1,525 1,239
Cost:income ratio 54.4% 59.4%
Total assets (year-end) £64.1bn £65.1bn
Total risk-weighted assets (year-end) £42.9bn £42.8bn
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Retail Banking

{the UK retail businesses of Lioyds Bank and TSB, providing banking and financial services to personal
and small business customers, Lioyds UDT, UK private banking and retail stockbroking, Hill Samuel
Asset Management and estate agencies)

Pre-tax profit from Retail Banking rose by £115 miliion, or 16 per cent, to £832 million, reflecting
increased volumes and tight cost control.

There was a small increase in provisions, reflecting volume growth. During the past year we have
tightenedi our lending criteria to maintain the guality of the portfolio. Personal foans and credit card
lending grew by 13 per cent, and there was good growth in current account balances, savings and
investments.

Business Banking provides services to aver 500,000 small business customers through the branch
networks, telephone banking and, increasingly, computer links. Helped by favourable economic
conditions, new business recruitment and market share have centinued to grow. Customer satisfaction
has increased and profitability has improved, with modest growth in lending and strong growih in
deposits, Bad debts have also improved. As part of a continued drive to improve customer service, TSB
Business Banking managers have been brought closer to their customers through the establishment of
over 100 TSB business centres,

The businesses of Lloyds Bowmaker znd UDT have been combined to form Lioyds UDT. Trading
conditions remain highly comgetitive, with continuing gressure on margins, nevertheless, new business
volumes grew by & per cent. Work on consolidating the new Finance House group is proceeding
satisfactorily. The assets of Business Technology Finance were sold in September and Endeavour
Parsanal Finance Limited was sold in December, The benefits of rationalisation will be achieved mainly
in 1998 and 1999.

Private Banking had a successful year with profits well ahzad of 1996. Income growth was strong as &
result of favourable equity markets earlier in the year, and new client funds of over £1 billion were taken
under discretionary management. There were also further efficiency gains. Total funds managed and
administered now stand at £9.6 billion.

Lloyds Bank Stockbrokers, one of the largest retail stockbrokers in the UK through its Sharedeai Direct
telephone service, saw record volumes and income, hetped by the strong equity markets and the
demutualisation of former building societies.

The Group's estate agency businesses have been combined under Black Horse Agencies. A review of
the branch network resulted in the closure of under-performing branches, together with the disposal,
in October, of the commarcial parts of the business in the Nerthern Home Counties and Midlands to 2
management team. However, as & rasult of improved trading conditions, operating profits before
discontinued business costs were £7 million. Total sales were 56,000 units and total income increased

by 7 per cent to £116 miilion.
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Mortgages
(Cheftenham & Gloucester, and Mortgage Express unbil the sale in May 1997)

937 (1998
Gross new martgage lending £7.8bn £8.30n
Market share of gross new mortgage lending 10.1% 11.7%
Net new mortgage lending £2.8bn £3.2bn
Market share of net new mortgage lending 11.4% 17.2%
Mortgages outstanding (year-end) £41.8bn £39.0bn*
Market share of mortgages outstanding 9.6% 9.5%~

*

Excluding Mortgage Express assels of £1.6 billion.
Pre-tax profit from Maortgages grew by £171 million, or 33 per cent, to £693 million.

Although thers has been some improvement in the housing market and in property prices in 1997, this
has varied throughout the country, with the greatest activity in Londen and the Scuth East. Nevertheless,
a greater proportion of new business has come from first-time buyers and people moving house and
remortgage business has declined. Competition: has remained strong, with some competitors adopting
aggressive pricing policies and generous Incentives 10 acquire new business. Against this background
C&G has focused on maintaining profitabitity and credit quality and delivering first class service.

As a result gross new mortgage lending and net new lending were slightly lower than a year go.
However, our estimated market share of net new lending was 11.4 per cent, compared with a market
share of total mortgage assels of 9.6 per cent. Total mortgages outstanding rose by 7 per cent 10
£41 2 billion at the end of 1997 from £39.0 hillion at the end of 1996. C&G mortgages were sold
through C&G and Lloyds Bank branches and by C&G Mortgage Direct throughout 1997 and, on a
phased basis, also through TSB branches in England and Wales from September.

The net interest margin has improved in 1997. With several increases in bank base rates, and
consequently variable mortgage rates, the properticn of lending at fixed rates has aiso increased during
the year. Costs continue to be kept under tight control and bad debt provisions remain at a low level,
reflecting an improving arrears position, good recoveries and benefits from an increase in house prices.

Lioyds TSB Group is the third largest residential mortgage lender in the UK, with C&G being one of the
leading mortgage brands. The Group intends to build upon its strengths as a low cost producer with an
extensive disiribution network, whilst seeking to ensure that an acceptable balance is maintained
between profitability and market share.

Insurance

(the fife, pensions and unit trust businesses of Abbey Life, Black Horse Financial Services, TSB Life and
Pensions and Hill Samuel Life Assurance; general insurance broking through Lioyds Bank Insurance
Services; general insurance underwriting through TSB General Insurance and Ambassador insurance)

1997 1896

£m - £m

Life and pensions (including unit trusts) — underlying profit 418 333
General insurance 224 170
642 503

Pension provisions and one-off tax items (113} 11
Profit before tax 529 514
Profit attributable to shareholders 363 240

Profit before tax from the Insurance businesses rose by £139 million, or 28 per cent, to £642 million,
befare a charge of £113 million for pension provisions and one-off tax items. Helped by a reduction in
minority interests, profit attributable to shareholders increased by 51 per cent,

17



Financial review

Lioyds TSB Group plc

18

Life and pensions (including unit trusts}

In our Bancassurance businesses sales of life, pensions and unit trusts rose by 14 per cent. Cver
£1.25 villion of sales of savings products were made to customers of Lloyds Bank and TSB in bonds
and unit trusts. Regular contribution PEPs rose by 38 per cent to £70 million. Strong growth was also

achieved in mortgage related products.

in Abbey Life weighted sales were down by 18 per cent, as record sales through brokers of the high
income bond in 1996 were not repeated. Sales ware also affected by an extensive retraining of the
salesforce In connection with the introduction of 8 new point-of-sate sysiem and to qualify the salesforce

for financial planning certification.

Profit before tax:
New business
Existing business
Investment eamings
ife distribution costs

Unit trusts
Unit trust distribution costs

Profit attributable to sharenoiders

New business premium income and unit trust safes:

Reguiar premiums:
Life

Pensions

QOther

Total regutar premiums

Single premiums:
Life
Pensions

Total single premiums

External unit trust sales:
Regular payments
Single amounts

Total external unit trust sales

Weighted sales {regular + ¥- single)

Life funds under management

1997 1996
ET B £m
108 121
179 244
64 45
74) (84)
277 326
70 43
(42) (31
305 344
209 161
67 70
76 73
5 5
148 148
504 785
343 295
847 1,080
73 54
933 774
1,006 828
399 387
20,046 18,139
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Life and pensions (including unit trusts) {continued)

Underlying profit from life and pensions increased by £85 million, or 26 per cent, to £418 million, hefore
pension provisions and one-off tax items. Provisions for possivle redress for purchasers of pension
“policies were increased by £100 million, raising the total group provision made for this purpose to
£300 million. The increase reflects the experience as the review progresses, the tightening of the
timetable for completion and the effect of the withdrawal of dividend tax credits. The change to the
treatment of tax credits also reduced the value of the pension element of the long-term assurance
business, resulting in a one-off charge of £13 million (1996 included a provision of £39 million offset
by one-off tax benefits).

The merger of Black Horse Financial Services and TSB Life and Pensions is well advanced. The
integration of the administration offices of Bancassurance cperations wilk result in an improved service
to customers and future cost savings.

General Insurance

Pre-tax profit from general insurance operations, comprising underwriting and broking, rose by
£54 million, or 32 per cent, to £224 million.

During the year the general insurance businesses of Lloyds and TS8 were merged intc one business,
which will continue to undertake both underwriting and broking, We shall underwrite where risks,
rewards and volatility of eamnings are acceptable and broke where there is a higher risk and in specialist
markets.

In 1997 income from loan related insurance increased by 11 per cent, reflecting increased penetration
and higher foan values. Loss ratios for the portion of this business underwritten internally improved,
reflecting improved economic conditions.

Sales of regular premium household and health insurance pelicies by branches increased by 38 per cent
and direct sales made by our telephone sales operation increased by 40 per cent. The overall increase
in sales, together with renewal business, produced & 23 per cent increase in commission income from
broking and a 9 per cent increase in earned premium income from underwriting. investment income
increased by 66 per cent to £54 million, reflecting increased interest rates together with improvement in

the equity market.

The underlying loss ratios for all products improved, with the overall ratio improving to 472 per cent in
1997. To reduce risk exposure during a period of change, we have increased our reinsurance programme
and have taken the opportunity of providing an additional £25 million to cover larger events, increasing

the total loss ratio to 51 per cent.
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Wholesale Markets

(banking, treasury, farge value lease finance. share registration, securities cusfody, venture capital,
factoring and invoice discouniing, and other related services for major UK and muttinational companies,
banks and institutions, and medium-sized UK businesses)

1997 1996

£m £m

Net interest income 584 598
Other income 590 568
Total income 1,174 1,166
Operating expenses 521 571
Trading surplus 653 595
Provisions for bad and doubtful debts - 36
Profit before tax and write-down of finance leases 653 559
Write-down of finance leases 58 -
Profit attributable to shareholders 472 388
Cost:income ratio 44.4% 49.0%
Total assets (year-end) £53.9bn £45.9bn
Totat risk-weighted assets {year-end) £25.3bn £24 5hn

Whalesale Markels pre-tax profit increased by £94 million. or 17 per cent, to £653 million. This excludes
the write-down of finance leases of £58 million arising from a reduction in the rate of corporation tax,
which affects the leasing industry as a whoie.

Total assets rose by 17 per cent from & year ago, reflecting growth in low risk treasury assets, but as a
result of a change in the mix of assets risk-weighted assets grew by only 3 per cent. Income increased
by 1 per cent and operating expenses were reduced by 9 per cent, so the trading surplus increased by
10 per cent. The net provisions charge was nil, helped by further recoveries and releases.

Our Commercial Financial Sarvices businesses, serving the commercial middle market, made excellent
progress. Commercial Banking increased revenues and reduced provisions 1o achieve a record profit. Qur
venture capital business, Lloyds Development Capital, had a good vear, realising higher capital gains, as
8 result of the successful flotation or sale of investments made in recent years. The factoring and invoice
discounting businesses also showed continued profitable growth despite somewhat reduced margins.

Although interest rates have edged upwards during 1997, income from Treasury sterling money market
operations has held up welt compared with 1996, However, income from currency monegy market
operations has fallen from the high levels in 1996, reflecting less favourabie market conditions. As the
derivatives markets become more commoditised, spreads have tightened, which has reduced income in
the major currencies. The Group's aclivity in the derivatives markets remains focused on straight cash
hased products.

Our Corporate and Institutional Financial Services businesses, serving the larger corporate market, achieved
& good increase in their contribution in 1997, Despite strong competition for good quality lending and
money transmission business, Corporate and Institutional Banking's continuing focus on profitability led to
improved interest margins, costs were lower than a vear ago and there was a small release of provisions.
Hili Samuel Bank's corporate portiolio was successiully integrated and savings have been achieved. Lloyds
Leasing, one of the biggest ‘large value' leasing companiss in the UK, wrote new business of £800 million,
covering films, power stations, shopping centres, plant and equipment, and trams. Lioyds Bank Registrars
meaintained its market leadership and achieved record profits, with exceptional activity from
demutualisations and demergers. Lioyds Bank Securities Services continues 1o Invest in new systems and
increased its income, with higher volumes and transaction vatues.
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international Banking
(banking and financial services overseas, principally in Latin America. Europe and New Zealand,
International Private Banking, Offshore Banking and Emerging Markets Debt)

1997 1996

£m £m

Net interest income 660 431
Other income 412 382
Total income 1,072 823
Operating expenses 575 549
Trading surpius 497 274
Provisions for bad and doubtful debts - charge (release) 81 (31}
Income from associated undertakings 9 70
Profit before tax 4258 375
Profit attributable to shareholaers 295 260
Cost:income ratio 53.6% 66.7%
Total assets (year-and) £17.3bn £15.6bn
Tota! risk-weighted assets {year-end) £11.5bn £13.2bn

International Banking pre-iax profit rose by £50 miliion, or 13 per cent, to £425 million. Excluding
Emerging Markets Debt, pre-tax profit from international operations was £252 miilion, compared with
£248 million in 1996.

Profits were up in The Naticnal Bank of New Zealand, International Private Banking and Offshore
Banking, but down in Latin America owing to weaker results in Brazil. Schrider Minchmeyer Hengst,
the German private bank, was sold to Union Bank of Switzerland in September.

In April 1997 we obtained 100 per cent control of Losango Consumer Finance in Brazil and its results
are fully consolidated in the profit and loss account as a subsidiary from that date. The results reflect the
wider margins and provisioning {evels associated with this consumer finance business., and have a
significant impact on the income and provisions of International Banking and to & lesser extent on
operating expenses. After a loss of £11 million in the first half of the year, Losango mate a profit of
£12 million in the second half and we expeact 1o see a lower level of provisions and improved resuits
in 1998,

In the second half of 1997 we increased our interest in Banco Anglo Colombiano from 49 per cent 1o
61 per cent, and its results are included as a subsidiary from 1 October 1997, having previously been
accounted for as an assaciate. The effect of this change on International Banking's figures was smali.

Emerging Markets Debt contributed £173 million, which included a release of provisions of
£139 million, mainly as a result of asset sales. This compared with a contribution of £127 millicn in
1996, which included a release of provisions of £86 million. At the end of 1997 the Group's
provisionable exposure to Emerging Market economies which is included in loans and advances was
£1,391 million {1996: £1,634 millior) against which provisions of £859 million (1996: £959 milhon)
were held, giving cover of 62 per cent {1396: 59 per cent). Based on secondary market prices, the
surplus of market value over net book value of the total Emerging Markets Debt portfolio {including
advances, unapplied interest and collateralised bonds held as investments) was more than £300 million
(1996: £300 million).

Lioyds TSB Group plc
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Central group items
(central costs and other unallocated iterns)

1997 1996

£m £m

Sale of businesses 154 (77)
Sale of investment In Macguarie Bank - 42
Central costs and other unallocated items (66) (72)
Restructuring provision - {75)
Met surplys {deficit} 88 (182)
Net surplus (deficit) attributable to sharehoiders 120 (124)

There was a net surplus on central group items of £88 million, after taking account of the profit of
£154 million on the sale of businesses.

Net interest income

Group net interest income increased by £345 million, cr § per cent, to £4,114 million, despite the cost
of funding the payment of cash and & special dividend to the minority shareholders in Lloyds Abbey Life
at the end of 1996 and the write-down of finance izases of £58 million, Average interest-earning  assets
were virtuaily unchanged at £114.9 billion. Growth in mortgages, personal loans and credit card lending
in the UK and the addition of the £1 billion consumer finange portiolio in Brazil were offset by the sale
of a number of husinesses and the effect of exchange rate movements. The net interest margin improved
by 34 basis points to 3.63 per cent, partly as a result of the higher margins eared in Brazil as lending
Is shifted from lower margin wholesale lending to wider margin consumer finance, but also reflecting a
higher spread on our domestic business and a higher contribution from interest-free liabilities.

1997 1906*
Group:
Net interest income £m 4,114 3,769
Average interest-earning assets £m 114,901 114,487
Gross yield on interest-earning assets % 8.87 8.24
Interest spread % 2.91 267
Net interest margin % 3.63 3.29
Domestic:
Net interest income £m 3,519 3,392
Average interest-earning assets £m 97,819 96,616
Gross yietd on interest-earning assets % 8,10 7.75
Interest spread % 2.99 2.94
Net interest margin % 3.66 3.51
International:
Net interest income £m 595 377
Average interest-earning assets £m 17,082 17,871
Gross yield on interest-earning assets % 13.23 10.90
Interest spread % 2.69 1.43
Net interest margin % 3.48 2.11

Reslated as described on page 49.

Noles:

&) Gross yleld is the rate of interest earned on average interest-earning assets,

b) Interest spread is the difference betwoen the rate of interest earned on avérage inlerest-earnmg assets and the rate of interest
pawd o average interest-bearng fiabilities.

¢) Net interest margin is net interest income as a percentage of average inierest-earning assels.

) The group and domestic interest spread and net interest margin exclude the £38 milion wrae-cown of finance leases v 1997
el The analysis of net interest income by domestic and international aperaiions shown above s based on the location of the
oifice recording the iransacton, excent for lending by the international business booked in London

Far detaus of payinents made under cash gifl and discoun! mortsage schemes. see page 57 nge 30
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Net interest income (continued)

Domestic net interest income increased by £127 million, or 4 per cent, to £3,519 millicn. Average
interest-earming assets rose by 1 per cent to £97.8 billion. Growth in morigages, personai loans and credit
card lending and in low risk treasury assets was partly offset by the sale of Mortgage Express. The net
interest margin improved by 15 basis points to 3.66 per cent, reflecting & wider spread and an improved
contribution from interest-free liahilities as a result of higher volumes and higher interest rates.

Net interest income from international operations increased by £218 million, or 38 per cent, o
£595 million, representing 14 per cent of total group net interest income. Average interest-garning assets
were reduced by 4 per cent; an increase on the addition of the consumer finance portfolio in Brazil was
offset by a reduction in treasury assets in New Zealand, the sale of Schréder Miinchmeyer Hengst in
Germany and the effect of exchange rate movements. The net interest margin improved significantly 0
3.48 per cent, reflecting the wider margins earned on the consumer finance business in Brazil.

Other income

Other income increased by £123 million, or 4 per cent, t0 £3,116 miliion, which represented
43 per cent of total income.

Faes and commissions receivable increased by 8 per cent, reflecting increased business volumes, in
particular from asset management services and share registration, and there was strong growth in
income from general insurarce broking. Fees and commissions payable increased, as a resutt of higher
dealer commissions paid for the introduction of new business and higher interchange fees for card

Services.

Dealing profits held up well, but income from long-term assurance business was down, as a result of the
charge of £113 million for pension provisions and one-off tax items. Higher volumes produced an
increase in general insurance premium income from underwriting and the improvement in other
operating income included higher gains cn the realisation of venture capital investments.

1997 1996
£m £m
Dividend income from equity shares 10 10
Fees and commissions receivable: ‘
UK current account fees \ 552 | | 536,
Other UK fees and commissions I 973 i 896
Insurance broking 237 | 192 |
Card services 227 ‘ 2071
Estate agency fees i 116 | | 108
. . ! 4 |
International fees and commissions 277 . 265
2,382 2,204
Fees and commissions payable {317) (269)
Dealing profits (before expenses): - —
Foreign exchange trading income {105 ; 110 |
Securities and other gains I118 107 |
223 217
Income from long-term assurance business 328 403
General insurance premium income 284 261
Other operating income ' 206 167
Total other income 3,116 2,993

* Restated as descnbed on page 49,
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Operating expenses

Total operating expenses were reduced by £178 miltion, or 5 per cent, despite additional axpenditure of
£41 miltion in preparation for the year 2000 and the single European currency and costs relating to the
consumer finance business in Brazil, which were previously included in a net profit figure under
associates. The buik of the reduction was achieved through lower staif costs, largely as a result of a fall
in the number of employees of over 8,600 since the merger at the end of 1995 {including 1,340 from
the sale of businesses not core to the merged company). it also included a net pensions credit of
£90 million; this follows interim actuarial valuations of the Lioyds Bank and TSE Group pension schemes
as at 30 June 1997 and takes account of the estimated impact of the withdrawal of dividend tax credits,
The cost:income ratio improved significantly to 50.4 per cent from 57.0 per cent, further strengthening
the Group's competitive position and aconomic profit.

1997 1996
£m £m

Administrative expenses
Staff:

Salaries and prefit sharing 1,579
138

Naticnal insurance 1

Pensions (90)
Restructuring 35
Other staff costs L 185
1,847
Premises and equipment: !
Rent and rates 281 J 260
Hire of equipment 45 44
Repairs and maintenance 95 98 |
Other 125 1011
546 503
Other expenses:
Communications and external data processing ’ 383 ] [ 369]
Advertising and promotion | 151 i 130
Professional fees 119 | 103
Other 383 i 395
1,036 997
Administrative expenses 3,429 3,525
Restructuring provision - 75
Total administrative expenses 3,429 3,600
Depreciation 247 254
Total operating expenses 3,676 3,854
Cost:income ratio (excluding write-down of finance leases) 50.4% 57.0%

We remain confident of meeting our stated aim of achieving cost reductions of at least £40C miliion per
annum by 1999 from the merger of Lloyds Bank and TSB Group and the integration of Lioyds Abbey
Life. Since the merger at the end of 1995, excluding the acquisitions of Losango Consumer Finance and
Banco Anglo Colombiano and the sale of Sehréder Mitnchmeyer Hengst, which were not related to the
merger, underlying operating expenses have been reduced by some £220 million, or 6 per cent,
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Operating expenses {continued) 1997 1996 1995
,,ET £m B £m

Total operating éxpenses 3,676 3,854 4.275%

Restructuring provision - (75} (425)
3,676 3779 3,850

Acguisitions:

Losango Consumer Finance (69} - -

Banco Anglo Colombiano (6} - -

Non-merger related disposals:

Schrider M{inchmeyer Hengst {30) (58) (62)

Underlying operating expenses 3,571 3,723 3,788

* Includes a full year's operating expenses for C&G

During 1997 £198 million of restructuring costs, arising from the merger of Lloyds Bank and TSB Group
and the integration of Lioyds Abbey Life, were charged against the restructuring provisions totalling
£500 million made In 1995 and 1996, bringing the total charged to date to £302 million,

Number of employees (full-time equivalent)

After adjusting for the change in status of Losango Consumer Finance and Banco Anglo Colombiano,
there was a net reduction of 4,426 in the total number of employees during 1997. There were increases
in the telephone banking, retail stockbroking, card services and share registration businesses, but these
were more than offsat by reductions in cther parts of the Group from the sale of businesses (1,274},
from rationalisation arising from the merger of Lloyds Bank and TSB Group and the integration of Lioyds
Abbey Life, and from continuing investment in technology ‘and productivity improvements. Further
reductions are expected in 1998,

31 December 31 Becember

1997 1996
Retail Banking* 52,738 56,089
Mortgages 3,715 4,020
Insurance 6,375 6,385
Retail Financiat Services 62,828 66,494
Wholesale Markets 6,162 6,055
International Bankingt 12,669 13,458
QOther 921 993
Total number of employees {full-time eguivalent) 82,580 87,006

* Although the costs of distributing mortgages and insurance through the Uoyds Bank and TSB networks are allocated to the
mortgage and insurance businesses, the number of employees involved in these activities in the networks Is included under

Retail Banking.
+ 1996 figures have been restaled to wmclude Losango Consumer Finance and Banco Anglo Colombranc as subsidiaries, having

oreviously been accounted for as associates.

Charge for bad and doubtful debts

Non-performing loans fell to £1,957 million, or 2.1 per cent of lending, from £2,511 million, or 2.8 per
cent of lending, in 1996, However, the total charge for bad and doubtful debts rose to £421 miltion from
£327 million. New and additional provisions increased, reflecting the expected higher provisions in
Brazil, but refeases and recoveries were also higher than a year agoe.
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Charge for bad and doubtful debts {continued)

Credit quality in the UK continued to improve and the domestic charge dropped to £340 million from
£358 million. Domestic lending represents 87 per cent of total customer fending, and the domestic
tharge as a percentage of average lending improved to 0.43 per cent from (.48 per cent, reflecting the
lower charge and growth in the higher quality mortgage portfolic.

Provisions overseas were £81 million. The charge for credit risks was £220 million, iargely reiating to
provisions for the consumer finance business in Brazil, which previously were included in associated
undertakings. This was parily offset by a release of provisions of £139 million for Emerging Markets
Debt, mainly as a result of asset sajes.

1997 1996
£m £m

Domestic:
Retail Banking 324 302
Mortgages 16 20
Wholesale Markets - 36
Total domestic 340 358
International Banking 81 (31
Total charge 421 327
Specific provisions 418 357
General provisions 3 (30)
Total charge 421 327
Charge as % of average lending: % %
Domestic 0.43 0.48
International 0.67 (0.26)
Total charge 0.46 0.38

The Group's exposure to the 5 troubied Asizn economias: indonesia, Malaysiz, Philippines, South Korea
and Thailang, is less than £600 million (0.4 per cent of total group assets), of which South Korea
represents £330 milfion, and relates 1o interbank lending and Brady bonds; there is no commereial debt.
All the debt is perferming and the need for provisions is not expected 10 arise. However, should any
provisioning become necessary, the Group is already well provided on its Emerging Markets Debt
portfolio.

Total provisions for bad and doubtful debts

At the end of 1297 provisiors for bad and doubtful debts iotalled £2,493 million. This represented
2.7 per cent of total lending and over 100 per cent of non-performing loans. Movements in provisions
during the year included a one-off transfer of £110 miilion from general to specific provisions, reflecting
& reailocation of provisions arising from the harmonisation of provisioning methodologies in Lioyds Bank
and TSB. This ransfer is a balance sheet movement and does not affect profit before tax. However, profit
after tax benefits from tax relief on the specific provisions. (Movements in provisions during the year are
shown on page 53 in note 17.)
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Total provisions for bad and doubtful debts (continued)

Total provisions for bad and doubtful 31 December 31 December

debts as % of lending (excluding 1997 1996

unapplied interest) _ Em £m

Specific:

Domestic 882 {1.1%) 964 (1.3%)

International 1,241  (10.1%) 1,102 (9.1%)
2,123 (2.3%) 2,066 (2 3%)

General 370 {0.4%) 480 {0.5%)

Total 2,493 {2.7%) 2,546 (2.8%)

Tax

The tax charge for 1997 of £813 million (1996: £786 million} was 26 per cent of profit before tax
{1956: 31 per cent), compared with an average UK corporation tax rate for 1997 of 31.5 per cent
(1996: 33 per cent). The lowsr rate of tax charged in 1997 reflects & combination of factors including:
a reduction in the corporation tax rate from 33 per cent to 31 per cent from 1 April 1997, tax relief on
the transfer from general to specific provisions described on page 26, the absence of a tax charge on the
profit on the sale of certain businesses and a reduction in the deferred tax liability associated with the
one-off write-down of finance leases as a resuit of the reduction in the corporation tax rate. (For further
details of the tax charge see page 52, note 10.)

The rate of tax is influenced by the geographic and business mix of profits. In the absence of special
factors, it is not expected 1o vary significantly from 31 per cent.

Investment for the future

In 1997, we invested £264 million in premises and eguipment, compared with £242 million in 1996,
Capital expenditure over the past 5 years has totalied £1,307 million. This investment has been mainly in
support of UK operations, in the retail businesses and in new technology to enhance future profitability. It
has been wholly financed by a combination of internally generated funds and disposals. At the end of 1997,
there were further capital expenditure commitments of £6 million in respect of premises and equipment,

In addition, we incur significant costs each year on improving systems and on staff training programmes
to enhance customer service and efficiency, as well as on the continuing refurbishment and maintenance
of premises; these costs are charged to the profit and loss account.

Shareholder returns

Dividends of £925 million {an increase of 30 per cent per share) are covered 2.5 times by earnings
(2.3 times for ongeing businesses). Profit of £1,410 million will be retained in the business. Total
shareholders' funds grew by £1,180 million, or 23 per cent, 1o £6,254 million (115p per share) from
£5,074 million (94p per share) at the end of 1996,

In 1997 the Company’s share price increased by 83 per cent to 789p per share from 430p at the end
of 1996. This cormpared with an increase of 20 per cent in the FTSE Al Share Index. The highest price
during the year was 850.5p, the lowest 428p. At the enc of 1997 the Company had a market
capitalisation of £42.6 billion. Based on the year-end share price the price:earings ratic was 18.1
(1996: 13.8).

Taking the increase in the share price and dividends together, the total return to shareholders in 1997

was 87 per cenl. on top of & 35 per cent return in 1996.
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Shareholder returns (continued)

Wa continue t0 use economic profit as a measurement of performance, which is the best way to
understand the true value being created for shareholders. Economic profit represents the profit
attributable to shareholders less a charge for the equity invested in the business. in 1997 economic profit
increased by 61 per cent to £1,762 million from £1,0%6 million in 1996. Our calculation of economic
profit uses average equity for the year and is now based on a cost of eguity of 10 per cent, compared
with the 12 per cent used in 1996, as a result of a reduction in the long-term risk free rate. 1996 figures
have been restated.

Capital ratios

The international standard for measuring capital adeguacy is the risk asset ratio, which relates capital to
balance sheet assets and off-balance sheet exposures weighted according to broad categories of risk. In
1997 total capital increasad by £840 miltion to £8,625 miliion. Tier 1 capital rose by £1,031 millien;
an increase from retained profits was partly offset by a goodwilt write-off of £164 million and a write-
down of premises. Tier 2 capital increased by £12C million, reflecting the issue of £500 million laan
capital and the effect of exchange rate movements less repayments and amortisation of previous ssues
of loan capital and the reduction in the general provision. Supervisory deductions increased by
£311 million, resulting from growth in the insurance businesses. Risk-weighted assets were reduced by
£0.8 billion, or 1 per cent, to £79.9 billion, reflecting the sale of businesses. At the end of 1997 the
risk asset ratios improved to 10.8 per cent for total capital and to 7.9 per cent for tier 1 capital.

31 December 31 December

1997 1996
£m £m
Capital: tier 1 6,294 5,283
: tier 2 4,376 4,256
10,670 9,519
Supervisory deductions {2,045) (1,734)
Total capitai 8,625 7,785
£bn £bn

Risk-weighted assets:
Retail Banking 21.7 214
Mortgages 21.2 21.4
Insurance 0.1 01
Retail Financial Services 43.0 429
Wholesale Markets 25.3 245
international Banking 11.5 13.2
Central group items o1 G.1
Total risk-weighted assets 79.9 80.7
Risk asset ratios: total capital 10.8% 9.6%
tier 1 7.9% 5.5%

fotes.

a) Tier 1 capital comprises mainly shareholgers’ funds and minority inlerests.

b} Tier 2 caputal compnses loan capital and the general provision for bad and doubliul deots.
¢) Supervisory deductions comprise mainly the investment in the insurance businesses
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Group risk management

The Director of Group Risk Management is responsible for ensuring compliance with the policy
established by the Lioyds TS8 Group board on the whole range of financial and other risks it faces in the
course of its business. Policy is implemented through a number of Group risk departments responsible
inter alia for the following:

Liquidily risk

The Group complies with the Bank of England’s Sterling Stock Liquidity policy introduced in 19¢6.
Although this policy is aimed only at UK based sterling business, internal Lloyds TSB Group liquidity
management operates in a simitar fashion for all activities and trading centres acraoss the world, in all

currencies. Trading centres in each country are required to maintain sufficient liquidity to meet their own
business needs, and compliance is monitored by way of regular liquidity returns to head office.

Liquidity policy is aimed at ensuring that the Group and each component business unit can meet its cash
financial obligaticns as and when they fall due. Sufficient volumes of high quality liquid instruments are
held to meet wholesale fiability maturities and undrawn facilities, and to satisfy customer demands for
deposit withdrawal.

The sources and maturities of assets and liabilities are closely monitored and diversified to avoid any
undue concentration of funding requirements at any one time or from any one source. A substantial
proportion of deposits is made up of retall current and savings accounts which, although repayable ¢n
demand or at short notice, have traditionally formed a stable deposit base.

In the wholesale markets, the Group has a significant invoivement in the London money market and in
other financial centres where it operates. This invelvement and the strength of the Group's earnings and
bafance sheet are important factors in assuring the continued availability of wholesale deposits at
competitive market rates.

Credit risk

Credit risk arises from extending credit in all forms, whera there is a possibility that a counterparty may
default, and from trading activities, which expose the Group to bath setilement and market replacement
risk. The Group is commitied to a strong credit culture that recognises the need to ensure that risk assets
are of high quality.

The role of Group Credit, within Group Risk Management, is to formulate high-leve! credit policies, set
standards, monitor the overall portfolios and provide an independent review of all major counterparty and
sector risks. The Group's executive committee and board receive regular reports on all significant credit

exposures.

Day-to-day credit management is the primary responsibility of business units which, in turn, are required
to have in place a detailed lending policy which provides iending officers with defined responsibilities as
well as a disciplined and focused benchrmark for sound credit decision making. Credit authorisations are
based on a discretionary limit structure tailored to maet each business unit's specific requirements.

Cross-border risk and bank risk are measured by way of in-louse proprietary rating systems and
approved centrally. Sub-limits are set according to maturity and type of business.

29




Financial review

Lioyds TSB Group plc

Market risk

I the context of the Lloyds TSB Group's business, market risk primarily means exposure to interest and
exchange rate risk. The Group has litle or no exposure to equity of commodity risks. The Group's
management of its exposure to market risk recognises a fundamental distinction between the core (retail)
batance sheel and the Group's money market and trading (wholesale) activities.

The exposure of the core balance sheet to interest rate risk is controlled by Group Balance Sheet
Management (GBSM) using simulation technigues, under the oversight of the Group asset and liabiiity
committee. Foreign currency assets are matched with deposits in the same currency wherever
appropriate, The policy is to be broadly neutral in relation 10 interest rate movements, and the main
objective is to limit the adverse effect of defined rate movements on the consistency of the Group's net
interest income. Transactions are undertaken by GBSM through Group Treasury as appropriate 10 achieve
this objective.

The Group's money market ang trading activities, which involve dealing in both cash and derivatives
markets, are carried out predominantly by Group Treasury in London, and by trading centres in each
country in which the Group operates. The exposures {o interest rate and exchange rate risk to which
these activities give rise are strictly controlled and closely monitored within appropriate prudential limits
at local level and centrally by Group Market Risk (GMR). Traditional controls on the size of positions are
supplemented by a range of valug at risk technigues. In consultation with GMR, different methodologies
have been developed at local level to meet local business needs. At Group level, global positions are
incorporated into a central vaiue at risk model o take into account naturat offsets between the positions
at different trading centres. In addition stress tests are carried out 1o simulate extreme conditions.

Estimates of value at risk on a given portfolio of positions vary consicerably depending on the para meters
used. In order to avoid undue reliance on & single measure, the Group uses value at risk estimates basec
on both 95 per cent and 99 per cent confidence intervals, assuming holding periods of 1 and 10 days
resoectively, with observation periods varying from 3C days to 5 years. During 1997 estimated value at
risk on the Group's giobal irading (marked to market) activities, averaged £1.82 million. The maximurn
value at risk recorded was £2.45 million and the figure at 31 December 1997 was £2.45 million (1995
£2.17 million). These estimates are based on the commonly qucied 95 per cent confidence interval,
assuming positions were held overnight and using (for most currencies) observation periods of 3 calendar
years preceding the reporting date.

tnsurance risk

The Group offers insurance products to its customers and actively reviews the extent to which the
associated risk is underwritten internally, within the life and pensions and general insurance businesses,
or transferred 10 external underwriters by insurance broking arrangements.

The Department of Trade and Industry sets down minimum requiremants for solvency and reserving for
all classes of insurance, which are met or exceeded by the Group’s companies. Risk levels refained
within the Group are carefully controlled and monitored with close attention being paid to the analysis
of underwriting experiences, product design, policy wordings. adequaly of reserves, solvency
management and regulatory requirements. Investment strategy determines the term and nature of the
underwriting liabilities and asset/liability matching positions are actively monitored. General insurance
exposure to accumulations of risk and possible catastrophes is mitigated by reinsurance arrangements
which are broadly spread over different reinsurers. Appropriate reinsurance arrangements also apply

within the life and pensions businesses.
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Environmental risk

The Group has a dedicated environmental risk unit which provides advice and guidance on
environmental issues to business units. During the year, new detailed environmental risk management
guidelines were issued across the Group. These are to be backed by a comprehensive wraining
programme for lending cfficers during 1998, {n addition, the Group has carried out a review of internal
operations, using independent environmental consultants, and will use this as the foundaticn for a
programme of environmental management initiatives.

Operational risk

QOperational risk represents exposure to financial loss or reputational damage inherent in ati business
activities that might arise from system failures, inadeguate internal controls and procedures, human errer,
deliberate malicious acts including fraud, business interruptions and risk emanating from specific events
stch as the year 2000 computer problem.

Business units within the Group are responsitle for managing all identified risks, which are monitored
by Internal Audit within group-wide standards of control. internal control techniques cover segregation of
duties, exception and exposure reparting, business continuity ptanning, reconciliations and delegation of
authority and are based on submission of timely and reliable management information. Where
appropriate, risk is transferred to third parties by way of insurance or outsourcing.

An independent assessment of the strength of the operational risk framewaork is provided to the Group
board by Group Risk Management, primarily through the work of internal anc external audit processes,
supported where necessary by spacialist input.

Derivatives

Derivatives are used to meet the financial needs of customers, as part of the Group's trading activities
and to reduce its own exgesure to fluctuations in interest and exchange rates. The principal derivatives
used by the Group are interest rate and exchange rate refated contracts.

Interast rate related contracts include interest rate swaps, forward rate agresments and options. An
interest rate swap is an agreament between two parties 1o exchange fixed and fioating interest payments,
based upon interest rates defined in the contract. without the exchange of the underlying principai
amounts, Forward rate agresments are contracts for the payment of the difference between a specified
rate of interest and a reference rate, applied to a notional principal amount at a specific date in the future.
At 31 December 1397 the total notional principal amount of interest rate related contracts outstanding
was £825.3 biltion (31 Dacember 1995, £752.6 billion) of which £477.6 bittion (31 December 1996:
£357.1 billion) were interest rate swaps and £240.9 billion (31 December 1996: £236.4 billion) were

forward rate agreements.

Exchange rate related contracts inciude forward forgign exchange contracls, curency swaps and options.
A forward foreign exchange contract is an agreement to buy or sell a specified amount of foreign currency
on a specified future date at an agreed rate. Currency swaps generally invoive the exchange of interest
payment obligations denominated in different currencies: the exchange of principal can be notional or
actual. At 31 December 1997 the total noticnal principal amaunt of exchange rate relatied contracts
outstanding was £156.3 billion (31 December 1996: £216.0 billion) of which £138.7 billion
{31 December 1996: £201.6 billion} related to futures and forward foreign exchange contracts.
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Derivatives {continued)

The volume of noticnal principal amounts does not, however, represent the Group's real exposure to
credit risk, which is limited to the current cost of replacing contracts with a positive value to the Group,
should the counterparty default. At the end of 1997 the total polential toss. or net replacement cost, on
interest rate contracts was £1.5 billion {31 December 1996: £1.8 billion) and on exchange rate
contracts was £1.9 billion (31 December 1996: £2.4 billion). To reduce credit risk the Group uses a
variety of credit enhancement technigues such as netting and collateralisation. where security is provided
against exposure. The reduction in the net replacement cost of both interest rate and exchange rate
contracts in 1997 reflects lower volatility.

Equity derivatives are also used by the Group as part of its equity based retail product activity, whereby
index-linked eguity options are purchased to eiiminate the Group's exposure to fluctuations in various
international stock exchange indices. At 31 December 1987 the total notienal principal amount of equity
contracts was £1.4 billion {1296; £0.4 hiltion).

All derivatives activity is subject o the same credit approvals, limits and monitoring procedures used for
other credit transactions, all of which are aggregated to measure total counterparty risk. Derivatives
exposure to individua! counterparties is calculated daily as the sum of mark-to-market values and
conservative add-ons for potential future exposure. Particular attention is paid to the liguidity of
derivatives markets and products in which we trade with the objective of ensuring that there are no

undue concentrations of activity and risk.
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The board

Sir Brian Pitman

Chairman

Joined Lloyds Bank in 1952, A director of
Lloyds Bank and chief executive from 1983 to
February 1997. Group chief executive of
Lloyds TSB Group from December 1995 until
becoming chairman in February 1997.

Aged 66.

Sir Nicholas Goodison

Deputy Chairman

A director of TSB Group since 1988 and
chairman from 1989 to 1995. Deputy
chairman of Lloyds TSB Group since
December 1995, Deputy chairman of British
Steel. Former chairman of the Stock Exchange.
Aged 63.

John T Davies (until 31 July 1988)
Deputy Chairman

Joined Lloyds Bank in 1949, A director of
Lloyds Bank since 1990, dzo.iy chiel
executive from 1992 to 1994 and deputy
chairman from 1994. Deputy chairman of
Lioyds TSB Group since December 1995,
Chairman of the Office of the Banking
Ombudsman. Aged 65.

Executives

Peter B EHwood

Group Chief Executive

Joined TSB Group in 1989. A director of TSB
Group since 1890 and chief executive from
1992. Deputy group chief executive of Lioyds
TSB Group from December 1995 until
becoming group chief executive in

February 1997. Chairman of Visa International.
Former chief executive of Barclaycard.

Aged 54,

Alan E Moore Bt

Deputy Group Chief Executive (until

30 Aprit 1998: Deputy Chairman from

1 August 1998)

Joined Lloyds Bank in 1980. A director of
Lioyds Bank since 1989 and deputy chief
executive and treasurer since 1994. Deputy
group chief executive of Lioyds TSB Group
since December 1995. Former director-general
of the Bahirain Monetary Agency.

Aged 61.

M Kent Atkinson

Group Finanice Director

Joined Bank of London & South America in
1964, which became a Lloyds Bank subsidiary
in 1971. Group chigf financial officer from
January 1995 until becoming group finance
director on 1 January 1987, Aged 52.

Michael E Fairey

Group Director, Central Services (unti!

28 February 1998: Deputy Group Chief
Executive from 1 March 1998)

Joined TSB Group in 1991 as director of
credit. Retail financial services director for IT
and operations from April to December 1996
and group director, central services, from

1 January 1997, Former managing director of
Barclays Direct Lending Services, Aged 49.

Andrew H Longhurst {until 15 April 1998)
Group Director, Customer Finance

Joined Chettenham & Gloucester in 1967 and is
currently chairman. Chief executive of C&G
from 1982 to 1996. Group director, customer
finance, from 1 January 1997. Aged 58.

Stephen A Maran

Group Director, Insurance & investiments
Joined Lloyds and Scottish Finance, a Lioyds
Bank associzie. in 1969, Chief executive of
Lioyds Abbey Life (now Lloyds TSE Financial
Services Holdings) since 1991. Group director,
savings and investments, from 1 January 1997,
Aged 57.

Gordon F Pell (from 1 March 1998)

Group Director, UK Retail Banking

Joined Lloyds Bank in 1971, holding a number
of senior executive appointments before being
appointed director of distribution, central
services, from January 1997. Group director, UK
retail banking from 1 March 1998, Aged 47.

David P Pritchard (from 1 April 1598}
Group Director, Wholesale Markets &
International Banking

Joined TSB Group in 1995 as group treasurer.
Seconded to The Securities and Investments
Board in 1996. Group director, wholesale
markets & international banking from

1 April 1998. Previously held senior executive
positions with the Royal Bank of Canada and
Citicorp. Aged 53.

Non-executive directors

Gordon A Anderson*

Chairman of TSB Bark Scotland

A director of TSB Group since 1993, Former
deputy senior partner of Ernst & Young and
former president ¢f the Institute of Chartered
Accountants of Scotland. Aged 66.

A Clive Butiert
A director of TSB Group since 1993, Director
of Unilever. Aged 51.

Sheila M Forbest

A director of TSB Group since 1994, Chairs
the board of governors of Thames Valley
University and is a Civil Service Commissioner.
Former director of human resources at Reed
Eisevier (UK). Aged 51.

Sir Simon Hormby

A director of Lloyds Bank from 1988 to
December 1995, Former chairman of

W H Smith Group and Lloyds Abbey Life.
Aged 63.

L. E (Paddy) Linaker*

A director of TSB Group since 1994, Director
of Wolverhampton and Dudley Breweries.
Former chairman of Fisons and former deputy
chairman and group managing director of
M&G Group. Aged 63.

Peter C Nicholson™+

A director of Lloyds Bank from 1880 o
December 1985, Director of Crest Nicholson
and chairman of Carisbrooke Shipping. Aged 63.

Dame Bridget Ogilvie DBE scD

A director of Lloyds Bank from March 10
December 1995. Director of the Wellcome
Trust and Zeneca Group. Aged 59.

Sir David Plastowi

Deputy chairman of TSB Group from 1991 fo
December 1995. Chairman of the Medical
Research Council and a director of Tenneco
Ing. Former chairman of Vickers and Inchcape
ang former deputy chairman of Guinness and
BUPA. Aged 85.

Sir lan Prosser*~

A director of Lloyds Bank from 1988 to
December 1995. Chatrman and chief
executive of Bass and a director of The British
Petroleum Company. Aged H4.

Sir Michael Quinlan cest (untif 15 April 1998)
A director of Lioyds Bank from 1982 to
December 1995. Director of the Ditchley
Foundation and Pilkington. Former permanent
secretary at the Department of Employment
and the Ministry of Deferice. Aged 67.

John M Raisman CBE LLO™ (until 15 April 1998)
A director of Lloyds Bank from 1985 to
December 1895. Chairman of British Bio-Tech
and The Councit for Industry and Higher
Education. Director of Candover Investments.
Former chairman and chief executive of Sheil
UK and former deputy chairman of British
Telecommunications. Aged 69.

The Earl of Selborne kBE FRS

Chairman of The Agricultural

Mortgage Corporation -

A director of Lloyds Bank from 1994 to
December 1995. Managing director of The
Blackmoor Estate, Aged 57.

Company Secrelary
A J Michie

* Member of the audit committee

** Chairman of the audil committee

t Member of the remuneration commitiee

t Chairman of the remuneration commiltee
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Directors’ report

Results and dividends

The consolidated profit and loss
account on page 43 shows a profit
attributable to sharehoiders for the
year ended 31 December 1897 of
£2,335 million.

An interim dividend of 5.3p per
ordinary share was paid cn

10 October 1997, The directors
recommend a final dividend of 11.9p
per ordinary share which, subject to
approval at the annual general
meeting on 15 April 1998, will be
paid on 1 May 1998. The dividends
for 1957 will absorb £925 miliion.

Principal activities

The Company is a holding company
and its subsidiaries provide &
comprehensive range of banking and
financial services through branches
and offices in the UK and overseas.

Business review and future
developments

A review of the business and an
indication of future developments are
given on pages 2 to 9 and in the
financial review on pages 13 tc 32

Authority to purchase shares

The authority for the Company to
purchase, in the market, up to

543 mitlion of its shares, representing
some 10 per cent of the issued share
capital, expires at the annual general
meeting. It was not used during the
year and shareholders will be asked
to give a similar authority at the
annual general meeting. Detatls are
contained in the accompanying notice
of meeting.

Directors

Brief biographical details of directors
are shown on page 33. Particulars of
their emcluments and interests in
shares in the Company are given on
pages 38 to 40,

Sir Robin Ibbs retired on 7 February
1997 and Mr Bays, Mr Gildersleeve,
Sir Richard Greenbury and

Mr Swainson left the board at the
annuzl general meeting in April 1997,
Mr Longhurst, Sir Michael Quinlan
and Mr Raisman will leave the board
at the annual general meeting in 1998,

Mr Pell and Mr Pritchard join the
board on 1 March and 1 April 1928
respectively. Under the articles of
association these new directors offer
themselves for election at the annual
general meeting. Mr Butler, Sir Simon
Hornby, Mr Moore, Mr Nicholson,
Dame Bridget Ogilvie and Sir Brian
Pitman retire by rotation at the annual
general meeting and offer themselves
for re-election.

No director had a material interest
at any time during the year in any
contract of significance with the
Company or its subsidiaries.

Employees

The Group is committed o
employment policies which follow best
practice, based on equal opportunities
for all employess irrespective of sex,
race, national origin, religion, colour,
disability or marital status.

In the UK, the Group supports
Opportunity 2000 and Race for
Opportunity, campaigns to improve
opportunities for women and ethnic
minorities in the work place. The
Group is a member of the Employers
Forum on Disability in support of
employment of people with
disabilities. This recognises the need
for ensuring fair employment practices
in recruitment and selection, and the
retention and career development of
disabled staff.

Employees are kept closely involved in
major changes affecting them through
team meetings, briefings, internal

communications and ¢pinion surveys.
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There are well established procedures,
including regular meetings with the
unions, to ensure that the views of
employees are taken into account in
reaching decisions.

Financial involvement in the Group is
encouraged through profit sharing and
share option schemes.

Donations

The 1997 results include a charge for
charitable donations totalling
£21,446,000 (1996: £13,930,000}
including £21,207,000 (1996:
£13,353,000) under deeds of
covenant to the four Lloyds TSB
Foundations, which will be paid
during 1998. No payments were
made to political parties.

Policy and practice on payment of
creditors

The Company's policy is to agree
terms of payment with suppliers and
these normally provide for payment
within 30 days after the date of the
invoice, except where other
arrangements have been negotiated. It
is the policy of the Company to abide
by the agreed terms of payment,
provided the supplier performs
according to the terms of the contract.

As the Company owed no amounts to
trade creditors at 31 December 1997,
the number of days to be shown in
this report, to comply with the
provisions of paragraph 12(3) of

part VI of schedule 7 to the
Companies Act 1985, is nil. The
equivalent figure for the Lloyds TSB
Group in the UK is 26. This bears the
same proportion to the number of
days in the year as the aggregate of
the amounts owed to trade creditors at
31 December 1997 bears to the
aggregate of the amounts invoiced by
suppliers during the year.

On behalf of the boar‘d

Auditors

Resolutions concerning the re-
appointment of Price Waterhouse as
auditors and authorising the directors
10 set their remuneration will be
submitted to the annual general
meeting.

A J Michie
Secretary

12 February 1998
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Report of the remuneration committee

Committee’s composition

The remuneration committee of the
hoard comprises five non-executive
directors as follows:

Sir David Plastow (chairman)

Mr A C Butler

iviss S M Forbes

Mr P C Nichelson

Sir Michael Quinlan

Role of the committee

The committee reviews and
determines the remuneration of the
chairman, deputy chairmen, executive
directors and certain other senior
executives in the Group. The chairman
and the group chief executive are
invited to meetings of the committee,
but do not attend for the discussions
relating to their own remuneration.

Given that the board is uitimately
responsible for ail aspects of the
Company and that directors’
remuneration should not be an
exception, all the non-executive
directors receive cepies of the minutes
of the commitiee’s meetings and have
the opportunity to comment and have
their views taken into account before
the committee’s decisions are
implemented.

Directors’ remuneration policy

in framing its remuneration policy, the
committee has considered fully the

provisions of section B of the annex to
the iisting rules of the stock exchange.

The committee aims to ensure that the
remuneration arrangements are
competitive and designed to attract,
retain and motivate executive directors
of the highest calibre, who are
expected to perform to the highest
standards. Account is taken of
information, from internal and
independeant sources, on the

remuneration for comparable positions
in a wide range of FTSE 100
companies.

At the beginning of the year, with help
from independent advisers, the
committes agreed adjustments to the
salaries of Sir Brian Pitman and

Mr Eliwood, on their appointments as
chairman and group chief executive
respectively. Salaries were also approved
for Mr Moore and the new exscutive
directors, Mr Atkinson, Mr Fairey,

Mr Longhurst and Mr Maran, to
recognise their greater responsibilities.

Long-term rewards

The Group is committed to the
governing objective of maximising
shareholder return. The commitiee
believes that the executive share
option schemes for senior executives,
approved by the shareholders at the
annual general meeting last year,
provide an effective method of giving
executives the incentive to achieve
that objective.

Before recommending these schemes
the committee considered Introducing
a more complicated long-term
incentive plan, similar to that adopted
by some cther companies, However, it
was decided to recommend the
executive share option schemes, which
would be easily understood by
executives ana shareholders, and
which would zalign their interests,

Options may be granied to executive
directors and senior executives within
limits set by the rules of the schemes.
These Hmits relate to the number of
shares under option and the price
payable on the exercise of options.
The aggregate price, set at the date of
grant, must not exceed four times the
executive's annual remuneration and,
normally, the limit for the grant of




Report of the remuneration committee

Lloyds TSB Group plc

options to an axecutive in any one
year would be equal to one year’s
remuneration. Performance conditions
are set by the committee when a grant
of options is made, and these options
cannot normally be exercised unless
the committes is satisfied that the
conditions have been met. To meet the
current performance cenditions the
Company's ranking, based on total
shareholder return (calculated by
reference to both dividends and
growth in share price) over the
relevant (three vear) period, should be
in the top fifty companies in the FTSE
100. There must also have been
growth in earnings per share that is at
least equal to the aggregate
percentage change in the retail price
index, plus two percentage points for
each complete year of the relevant
period. These are the performance
conditions which were stated whean
the shareholders approved the
schemes at the annual generai
meeting in 1997,

Short-term rewards

Each executive director is eligible for
an annual incentive award opportunity
equal to 50 per cent of salary, linked
to the performance of the business.
The awards for the group chief
executive and group finance director
are entirely based on Group
performance. Other executive directors
have half their award linked to Group
performance and the other half linked
to the performance of the sector of the
business for which they have
responsibility. The awards are
normally based on the attainment of
predetermined financiat and other
targets, such as total expenses,
economic profit, minimum total capital
ratios, total revenue, sales and service
standards, and specific projects.

Pensions

Executive directors, other than

Mr Longhurst, are, like most other
employees, entitled to pensicns based
on salary and length of service with
the Group, with 2 maximum pension
of two thirds of final salary.

My Longhurst’s current employment
with the Group is not pensionable,
although he receives a pension for his
past services with Cheltenham &
Gloucester.

Service contracts

Mr Ellwood, Mr Fairey, Sir Nicholas
Goodison and Mr Maran each has a
service agreement which the Company
may terminate by giving one year's
notice. None of the other directors has
a service contract with a notice period
of one year or more.
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Directors’ emoluments

Performance- i
Cther related Profit 1997

Salariesffees benefits payments sharing Total 199%
£000 £000 £000 £000  £000 £000

Current directors who served during 1997:
G A Anderson 44 44 44
M K Atkinson 250 16 116 26 408 -
A C Butfer 24 24 21
J T Davies 175 10 18 203 201
P B Ellwood 435 15 202 48 700 1,209
M E Fairey 290 16 137 30 473 -
S M Forbes 34 34 26
Sir Nicholas Goodison 260 73% 27 360 360
$ir Simon Hornby 71 50t 121 116
L € Linaker 34 34 26
A H Longhurst 289 14% 129 30 462 -
S A Maran 289 16 105 30 440 -
A E Moore 330 11 147 35 523 490
P C Nicholson 31 31 31
Dame Bridget QOgilvie 21 21 21
Sir Brian Pitman 370 361 24 37 467 874
Sir David Plastow 29 29 29
Sir lan Prosser 29 29 29
Sir Michael Quinlan 26 26 26
J M Raisman 26 26 26
Lord Selborne 42 42 35

Former directors who served during 1997:
J N Bays 20 20 67
1 Gildersleeve 6 6 21
Sir Richard Greenbury 6 6 21
Sir Robin !bhs 35 293 4 332 487
£ Swainson 13 13 45
3,179 550 860 285 4,874 4,205

‘Other benefits’ include the use of a car and medical cover.

¥ Includes the payment mentioned below and on page 39 relating to a retirement annuity plan.

1 During the year, Sir Simon Hornby received a bonus of £50,000 for his considerabie efforts as chairman of Lioyds Abbey Life for the previous five
ang a half years.

1 Includes the annual cost of life insurance cover similar to that provided for employees by the Lloyds Bank pension scherme.

+ Includes the £291,000 commutation of the previous Chairman's pension, mentioned in iast year's report.
The total for the highest paid director (Sir Nicholas Goodison), including the £5,196.000 gain on the exercise of share options, mentioned in the
table on page 40, and & payment of £58,500 relating to 2 retirement annuity plan was £5,556,000 (the total for the highest paid director in 1696
(Sir Brian Pitman), including the gain of £1,625,000 on the exercise of share options, was £2,495,000). The gains on the exercise of share
options arise from increases in the share price since the options were granted. Shareholders who heid shares for the same periods would have
gained similarly from these increases.
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Directors’ pensions

Pension benefits earned by the directors:

{a
Additional pension (c)
earned (excluding 3 Accrued
inflation) during Increase in pensicn
the year ended  transfer value  entitlement at
31 December {excluding 31 December
1997 inflation) 1997
£ £ £
M K Atkinson 53,486 676,378 131,476
P B Eliwood 31,596 475530 160,694
M E Fairey g, 712 119,247 32,002
S A Maran 23,026 338,630 170,752
A € Moore 10,159 150,600 211,720

Column (2) above is the increase in pension built up during the year. 1t recognises {i) the accrual rate for the additional year's service based on the
pensionable salary in force at the year end and {ii) the sffect of pay changes in ‘real’ (inflation adjusted) terms on the pension already earnad at the
start of the year.

Column (b) is the additional capital value of column (a} if the pension was transferred on leaving the Company to another pension scheme, based
on factors supplied by the pension scheme actuary in accordance with actuarial guidance note GN11, less {where paid) director's contributions.
Column (c} is the aggregate pension entitlement based on pensionabie service with the Company to 31 December 1997 but payable at normal
retirement age.

Members of the schemss have the option to pay additional voluntary contributions: neither the contributions nor the resulting benefits are included
in the above table,

includes additional benefits from the separate fund, mentioned in previous annuai reports, established to cover pension obligations of those who
joined the Group after 1 June 1989 and who are subject to the Inlang Revenue earnings cap relating to pensions, introduced by the Finance Act
1989.

On appointment to the board, Mr Maran's pension was augmented to two thirds of final salary at age 6C at a cost of £305,000.

As in previous years, Sir Nichotas Goodison received 2 payment, equivalent to 22.5 per cent of his salary to enable him to contribute 10 3 retirement
annuity plan. If the plan does not provide Sir Nicholas with a pension at age 65 equai to two thirds of final salary, the Group has underiaken to
make up the difference, subject to a maximum annual payment by the Group equivalent to 31.67 per cent of his final salary. Provision has been
made by the Group, which, at 31 December 1997, represents an accrued pension of £70,982 per annum (ie 27.3 per cent of his current salary).

Directors’ interests

The interests, all beneficial, of directors in the capital of Lioyds TSB Group were:

Shares: At At At AL
31 December 1 January 31 December 1 January
1997 1997 1997 1997
G A Anderson 2,000 2,000 S A Maran 297,143 293,202
M K Atkinson 26,181 22,537 A E Moore 689,727 686,618
A C Butler 2,000 2,000 P C Nichalson 2,704 2,704
J T Davies 596,995 809,439 Dame Bridget Ogilvie 976 976
P 8 Ellwood 167,924 157,068 Sir Brian Pitman 2,081,193 2075917
M E Fairey 61,189 7,795 Sir David Plastow 22,000 22,000
S M Forbes 2,060 2,000 Sir lan Prosser 4,253 4,253
Sir Nicholas Goodison 840,500 60,525 Sir Michael Quinlan 3,224 3,146
Sir Simon Hornby 4,913 4913 J M Raisman 29,709 28,989
L E Linaker 5,000 5,000 Lord Selborne 3,372 3,372
A H Longhurst 2,736 2,736

Two directors had non-beneficial interests as follows:

Sir Nicholas Goedison . 54,690 54,690

.Sir Simeon Hornby 18,928 18928
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Directors’ interests {continued)

Options to acquire shares: Exercise
Weighted price of
average opticns
exercise granted ar Market
At Granted Exercised At price at exercised price Amount of gain on exercise™*
| January during the during the 31 December 31 December during the at date of 1997 1996
1997 year year 1997 1997 year exercise £000 £000
M K Atkinson 211,018 50,000 259,812 258p 510p
356 580p
1,562 115.01p 675.5p 9
J T Davies 4,874 3,731 4,696 362p 416p
: 3,909 115.01p 583.5p 18 1,206
P B Ellwood* 302,136 110,000 325,486 359p 510Cp
4,146 416p
90,796 282.5p 552p 309 318
M E Fairey* 407,946 54,000 236,064 310p 510p
52,389 282.5p 552p 178
173,493 207.5p 711p 986
Sir Nicholas Goodison® 897,735 1,681 119,264 197p 580p
95,563 146.5p 730p 628
119,076 162.5p 730p 763
546,000 125p 730p 3,703
19,513 282.5p 730p 102
A H Longhurst 696,818 23,000 719,818 326p 51Cp
S A Marant 62,000 68,071 478p 510p
3,941 3,941 90.2p 741.5p 26
716 158.8p
3,673 139
1,682 160.4p
A E Moore 415,010 1,562 413,448 192p 115.01p 583.5p 7
Sir Brian Pitman 494,969 497 493,904 197p 416p
1,562 115.01p 583.5p 7 1,625

6,736 3,149

Options outstanding are exercisable between 1998 and 2007.

* These diractors will receive additional Lloyds TSB Group shares on exercising share options held on 28 December 1995. These shares will
compensate them for the speciat dividend of 68.3p per share which was paid to former TSB Group shareholders following the merger with Lloyds
Bank, but which was not paid to optionholders. In that regard Mr Ellwood received 11,687 additional shares, My Fairey received 22.614 additional
shares and Sir Nicholas Goodison recelved 78,276 additional shares when they exercised the share options shown above.

** This is the difference between the market price of the shares an the day on which the share option was exercised and the price paid for the shares,
and includes the value of shares issued to compensate directors for the special dividend mentioned above.

+ On 1 January 1997 Mr Maran held options over 6,166 shares in Lioyds Abbey Life. These were exchanged for options over 16,012 shares in
Lloyds TSB Group, following the scheme of arrangement by which Lloyds Abbey Life became a wholly owned subsidiary of Lioyds TSB Group.

The market price for a share in the Company at 31 December 1997 was 789p. The range of prices between ! January 1997 and 31 December
1997 was 428p to 850.5p.
None of the other directors at 31 December 1997 had opticns to acquire shares in the Company or its subsidiaries.

No director had any other interest in the capital of the Company or its subsidiaries.
The register of directors’ interests, which 1s open to inspection, contains full particulars of directors’ shareholdings and options to acquire shares in

Lioyds TSB Group.
There ware no changes in these interests between 31 December 1997 and 12 February 1898.

On hehalf of the board

Sir David Plastow
Chairman of the remuneration committee

12 February 1998
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Corporate governance

The board has reviewed the code of best
practice published in December 1992 by the
Committee on the Financial Aspects of
Corporate Governance (the Cadbury
Committee). The Company has complied with
the provisions of the code throughout the year.

The Company has also complied throughout
the year with section A of the best practice
provisions annexed to the stock exchange
listing rules, relating to directors’
remuneration, except for that relating to the
powers of the remuneration committeg of the
board, However, the committee's terms of
reference were changed in July, following a
review, and the Company now complies fully
with these best practice provisions. The
committee’s terms of reference are described
on page 36.

Statement of directors’ responsibilities

The directars are required by the Companies
Act 1985 to prepare financial statements for
each financial year which give a true and fair
view of the state of affairs of the Company
and the Group as at the end of the year and
of the profit or loss for the year. Following
discussions with the auditors, the directors
consider that in preparing the financial
statements on pages 43 to 64, the Company
has used appropriate accounting policies,
consistently applied and supported by
reasonable and prudent judgements and
estimates, and that all accounting standards
which they consider applicable have been
followed.

The directors have responsibility for ensuring
that the Company keeps accounting records
which disclose with reasonable accuracy the
financial position of the Company and which
enable them to ensure that the financial
statements comply with the Companies Act
1985. They have general responsibility for
taking such steps as are reasonably open {o
them to safeguard the assets of the Group and
to prevent and detect fraud and other
irreguiarities.

Statement of going concern

The directors are satisfied that the Company
and the Group have adequate resources {0
continue to operate for the foreseeable future
and are financially sound. For this reason,
they continue to adopt the going concem
hasis in preparing the accounts,

Internal control and financial reporting

The board of directors is respensible for the
Group's system of internal financial control
which is designed to ensure effective and
efficient operations, internal financial control
and compliance with laws and regulations. In
establishing the system of internal financial
control the directors have regard to the
materiality of the relevant financial risk, the
likelinood of a loss being incurred and the
costs of control. It follows, therefore, that the
system of internal financial control can only
provide reascnable but not absclute assurance
against the risk of material misstatement or
loss.

The directors and senior management of the
Group are committed to maintaining a control
conscious culture across ail areas of operation.
This is communicated o all employees by
way of procedures manuals and regular
management briefings. Key business risks are
identified and controlled by means of
procedures such as physical controls, credit,
trading and other authorisation fimits and
segregation of duties. There are well
estabiished budgeting and forecasting
procedures in place and reports are presented
tc the board monthly detailing the results of
gach principal business unit, variances against
budget and prior year and other performance
data.

The effectiveness of the internal control
system is reviewed annually by the audit
committee of the board which also receives
reports of reviews undertaken around the
Group by the Group’s internal audit function,
inciuding the compliance department. The
audit committee aiso receives reports from the
Company's auditors, Price Waterhouse, which
include details of any significant internal
financial control matters.
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Auditors’ reports

Auditors' report on the financial
statements

To the members of Lioyds TSB Group pic.

We have audited the financial statements on
pages 38 to 40 and 43 10 64 which have
been prepared under the historical cost
convention, as modified by the revaluation of
investments and premises and the accounting
policies set out on pages 49 and 50.

Respective responstbilities of directors and
auditars

As described on page 41, the Company's
directors are responsible for the preparation of
the financial statements. !t is our responsibility
to form an independent opinion, based on our
audit, on those statements and to repori our
opinion to you.

Basis of opinion

We conducted our audit in accordance with
Auditing Standards issued by the Auditing
Practices Board. An audit includes examination,
on a test basis, of evidence relevant o the
amounts and disclosures in the financial
statements. It also includes an assessment of
the significant estimates and judgements made
by the directors in the preparation of the
financial statements, and of whether the
accounting policies are appropriate to the
Company and the Group’s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to
obtain all the information and explanations
which we considered necessary in order o
provide us with sufficient evidence to give
reasonable assurance that the financial
statements are free from material misstatement,
whether caused by fraud or other irregularity or
error, In forming our opinion we alsc evaluated
the overali adequacy of the presentation of
information in the financial staiements.

QOpinion

In our opinion the financial statements give a
true and fair view of the state of affairs of the
Company and the Group zs at 31 December
1997 and of the profit and cash flows of the
Group for the year then ended and have been
properly prepared in accordance with the
Companies Acg 1985,

Price Waterhouse

Chartered Accountants
and Registered Auditors
London

12 February 1998

Auditors’ report on corporate
governance matters

To the directors of Lloyds TSB Group plc.

In addition to cur audit of the financial
statements we have reviewed your statement
on page 41 concerning the Group's
compliance with the paragraphs of the
Cadbury Code of Best Practice specified for
our review by the Londen Stock Exchange and
the adoption of the going concern basis in
preparing the financial statements. The
objective of our review is to draw attention to
non-compliance with Listing Rules 12.43(j)
and 12.43(v}, if not otherwise disclosed.

Basis of opinion

We carried out our review having regard to the
guidance issued by the Auditing Practices
Board. That guidance does not reguire us to
perform the additional work necessary for us
to express any opinion, and we do not do so,
on the effectiveness of either the Group's
system of internal financial control or
corporate governance procedures nor on the
ability of the Group to continue in operaticnal
existence.

Opinion

In our ¢pinion, your statements cn internal
financial controls and on going concern have
provided the disclosures required by the
Listing Rules referred to above and are
consistent with the information which came to
our attention as a result of our audit work on
the financial statements.

In our opinicn, based on enquiry of certain
directors and officers of the Company and
examination of relevant decuments, your
statement appropriately reflects the Group’s
compliance with the cther aspects of the Code
specified for our review by Listing Rule
12.43(}.

Price Waterhouse
Chartered Accountants
London

12 February 1998
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Consolidated profit and loss account
for the year ended 31 December 1997

1997 1996
Nate £ milfion £ milkion
Interest receivable:
Interest receivable and similar income arising from
debt securities 572 676
Other interest receivable and similar income 9,616 8,761
Interest payable 6,016 5,668
Write-down of finance lease receivables 7 58 -
Net interest income 4,114 3,769
Other income .
Dividend income from equity shares 10 10|
Fees and commissions receivable L 2,382, 2,204 ]
Faes and commissions payable (317} (269}
Dealing profits (before expenses) i 223 : ; 217
Income from leng-term assurance business 31 | 328 403
General insurance premium income | 284‘ 261
Other operating income | 206 | 167
3,116 2,993
Total income 7,230 6,762
Operating expenses
Administrative expenses 2 1 3,429 ! 3,525
Restructuring provision 3 - ' 75}
Total administrative expenses 3,429 ‘ " 3,600
Depreciation 25 247 254
3,676 3,854
Trading surplus 3,554 2,908
General insurance claims 145 120
Provisions far had and doubtful debts 17
Specific i 418 357
General | 3 ‘ {30)
421 327
Ameunts writter off fixed asset investments 4 3 5
Operating profit 2,985 2,456
Income from associated undertakings 23 84
Profit on sale of fixed asset investments 5 - 47
Profit (loss) on sale of businesses 6 154 (77)
Profit on ordinary activities before tax 8 3,162 2,505
Tax on profit on ordinary activities 10 813 786
Profit on ordinary activities after tax 2,349 1,719
Minority interests (equity) 14 144
Profit for the year attributable to shareholders 11 2,335 1,575
Dividends 12 925 692
Retained profit 43 1,410 883
Earnings per share : 13 43.7p 31.2p

43




Lloyds TSB Group plc
Consolidated balance sheet
at 31 December 1997

1997 1995
N £ million £ rmullion

Assets
Cash and balances at central banks 881 1272
ltems in course of collection from banks 1,845 1,963
Treasury bills and other eligible biils = 3,569 3,204
Loans and advances o banks 15 20,657 14,924
Loans and advances fo customers 87,962 86,219
Debt securities 20 12,534 10,551
Equity shares 21 221 274
Interests in associated undertakings 23 25 142
Tangible fixed assets 25 1,699 1,962
Own shares 28 36 47
Other assets 20 4,311 4,646
Prepayments and accrued income 30 2,478 2,374
Long-term assurance business attributable to shareholders 31 1,842 1,650
138,060 129,228
Long-term assurance assets attributable to policyhoiders 3] 20,046 18,13%
Total assets 158,106 147 367

The directors approved the accounts on 12 February 1998,

Sir Brian Pitman P B Ellwood M K Atkinson

Chafm/avn ZD Chief Execytive Gloup fi ] ‘
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Liabilities
Deposits by banks
Customer accounts
Iterns in course of transmission to banks
Debt securities in issug
Other Tiabilities
Accruals and deferred income
Provisions for liabilities and charges:
Deferred tax
Other provisions for liabifities and charges
Subordinated liabilities:
Undated loan capital
Dated loan capital
Minority interests (equity)
Called-up share capital
Share premium account
Revaluation reserve
Merger reserve
Profit and loss account

Sharehclders’ funds {equity}

Long-term assurance liabilities to policyholders

Total liabilities

Memorandum items
Contingent liabilities:
Acceptances and endorsements

Guarantees and assets pledged as collateral security

Other contingent Habilities

Commitments:

Commitments arising out of sale and opticn to resell

transactions
Other commitments

[iatces

33

37
38

32
40

41

42
43
a3
43
43

1997 1996
£ millian £ miflion
16,571 14,560
85,404 81,643
845 940
12,025 11,226
8,375 7,895
3,264 2,804
436 307
637 826
1,515 1,384
2,694 2,535
40 34
| 1369|1358
| 70! 42
| (216} (163)
343, 343
| 4,688 | 3,484
6,254 5,074
138,060 129,228
20,046 18,139
158,106 147,357
456 663
2,142 1,762
1,655 1,924
4,253 4,349
13 9
24,528 23,979
24,541 23,988

45



Lloyds TSB Group plc

Company balance sheet

at 31 December 1997

46

Chah?an
B (ticgmn

Fixed assets

Investments
Shares in group undertakings
Loans to group undertakings
Own shares

Current assets
Debtors falling due within one year

Amounts owed by group undertakings

Other debtors
Tax recoverable

Cash balances with group undertakings

Current liabilities

Amounts falling due within one year
Dated loan capital
Short-term borrowings

Amounts owed to group undertakings

Other creditors
Dividend payable

Net current liabilities

Total assets less current liabilities
Creditors

Amounts falling due after more than one year

Undated loan capital
Dated loan capital

Net assets

Capital and reserves
Called-up share capital
Share premium account
Revaluation reserve
Profit and loss account

Shareholders’ funds {equity}

The directors approved the accounts on 12 February 1998.

Sir Brian Pitman

" P B Ellwood

1997 1596

Note £ mitlion £ million
20 | 7,863, 5591
24 | 1,249 1,861
28 | 36 47
9,148 7,499
1,144 715

! 121 5

| s9|| 149!

' 226 136
1,441 1,005

41 | 125ii -
36 | 202 205
. 2,632, 1,254

| 55/ | 72

i 642 478
3,656 2,009

(2,215)  (1,004)

6,933 5,495

41 1 ] 100
41 694 1,006
694 1,106

6,239 5,389

42 1,369 1,358
43 70 42
43 2,895 2,688
43 1,905 1,301
6,239 5,389

M K Atkinson
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Other statements

Statement of total recognised gains and losses

for the year ended 31 December 1997

Profit attributable to shareholders

Premises revaluation deficit

Currency translation differences on foreign currency
net investments

Total recognised gains and losses relating fo the year

Historical cost profits and losses
for the year ended 31 December 1997

Profit on ordinary activities before tax
Realisation of premises revaluation deficit

Historical cost profit on ordinary activities before tax

Historical cost profit for the year retained after
tax, minority interests and dividends

1997 1996
£ million £ million
2,335 1,575

{118) -

(83) (85}
2,134 1,490

1997 19956
£ million £ million
3,162 2,505

(65) (8)
3,097 2,499
1,345 877

Reconciliation of movements in shareholders’ funds

for the year ended 31 December 1997

Profit attributable to shareholders
Dividends

Retained profit

Pramises revaluation deficit

Currency translation differences on foreign currency
net investments

issue of shares

Premiums on acquisitions

Goodwill written: back on sale of businesses

Net increase in shareholders’ funds
Shareholders’ funds at beginning of year

Shareholders’ funds at end of year

1997 1996
£ million £ million
2,335 1,575
{925) (692)
1,410 883
(118} -

{83) (85}

102 1,065

(164} {1,077}
33 79
1,180 865
5,074 4,209
6,254 5,074
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Consolidated cash flow statement
for the vear ended 31 December 1997

1997 1996
£ million £ miliicn

Net cash (outflow) inflow from operating activities {note 48a) (654) 227
Returns on investrments and servicing of finance:
Dividends received from associated undertakings 13 47—;
Dividends paid to minority shareholders in group undertakings (8) {191}
Interest paid on subordinated liabllities (loan capital) (278); (265)
Interest efement of finance lease rental payments | (1) ! (2)
Net cash outflow from returns on investments and

servicing of finance (274) (411)
Taxation:
UK corporation lax o199y (556)
Qverseas tax 1 (62), (59)
Total taxation (261) (615)
Capital expenditure and financial investment:
Additions to fixed asset investments (28.621); , (31,724)5
Disposals of fixed asset investments 30,305 | 35,758
Additions to tangible fixed assets : (264) (242)!
Disposals of tangible fixed assets : 171, | 329J
Net cash inflow from capital expenditure and

financial investment 1,591 4121
Acaquisitions and disposals:
Addition to interests in associated undertakings r (9}1 :r (4)1
Acquisition of group undertakings (note 48e) ‘ {46) : - ‘
Disposal of group undertakings and businesses (note 48g) \ 436 | 3
Purchase of shares from minority shareholders L - | (683),
Net cash inflow (outflow) from acquisitions and disposals 381 (684}
Equity dividends paid {698) {1,566)
Net cash inflow before financing 85 1,072
Financing: .
Issue of subordinated liabilities {loan capital) | 496 | ! 557 .
Issue of ordinary share capital | 39 | 32
Repayments of subordinated liabilities {loan capital) | {(220) ‘ (320
Capital element of finance lezse rental payments i {5) | (17}
Net cash inflow from financing 310 252
Increase in cash (note 48c) 395 1,324
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Notes o the accounts

1  Accounting policies
Accounting policies are unchanged from 1996,

The presentation of dealing profits has been changed to give an improved
analysis of results. It now includes interest, dividends and funding costs related
i trading activities. As 3 result of this change, dealing profits in 1997 have
been increased by £154 million (1996: £121 million) and net interest income
and dividend income from equity shares have been reduced by a
corresponding amount. Comparative 1996 figures have been restated to reflect
the new presentation.

In addition, in 1997 the Greup has implemented the requirements of Financial
Reporting Standard 1 (revised 1998} “Cash Flow Statements” and the 1996
comparative figures have been restated accordingly.

a Accounting convention

The consolidated accounts are prepared under the historical cost convention as
modified by the revaluation of debt securities and equity shares held for dealing
purposes, and premises (see f and i) in compliance with Sections 255 and
2554, Schedule 9 and cther requirements of the Companies Act 1985, in
accordance with applicable accounting standards and with the Statements of
Recommended Accounting Practice issued by the British Bankers Association.
The accounts of the Company are prepared under the historical cost convention
as modified by the revaluation of shares in group undertakings {see g), in
compliance with Section 226, Schedule 4 and other requirements of the
Companies Act 1985 and in accordance with applicable accounting standards.

b Basis of censolidation

Assets, liabilities and results of group undertakings and the share of resulis of
associated undertakings are included in the consolidated accounts on the basis
of accounts made up to 31 December. In order to reflect the different nature of
the shareholders' and policyholders” interests in the long-term assurance
business, the value of long-terrm assurance business attributable 1o
shareholders and the assets and liabilities atiributable to policyholders are
classified under separate headings in the consolidated balance sheet.

¢ Premiums on acguisitions

Pramiumns arising on acquisitions of or by group and associated undertakings
are taken direct to reserves in the year of acquisition. The gain or foss on
disposal of a group undertaking is calculated by comparing the carrying value
of the net assets sold and the refated premium with the proceeds received.

d Provisions for bad and doubtful debts and interest in suspense

Provisions for bad and doubtful debts are based on the year-end appraisal of
advances. The specific element relates to identified risk advances, whereas the
general element relates to latent bad and doubtful debts which are present in
any particiio of bark advances but have not been specificaily identified.

Advances are written down to estimated realisable value when the normal
panking relationship with the customer has ceased; where it is doubtful that
interest earned on lpans and advances will be collectable, it is cradited to an
interast in suspense account and is only released to the profit and loss account
when its collectability is no longer subject to significant doubt.

e Mortgage incentives

Payments made under cash gift an¢ discount mortgege schemes, which are
recoverable from the customer in the event of early redemption, are amortised
as an adjustment to net interest income over the early redemption charge
ceriod. Payments cease to be deferred and are charged to the profit and loss
account in the event that the related loan is redeemed or becomes impaired.

f Debt securities and equity shares

Premiums and discounts on debt securities, apart from those held for dealing
purposes, are amortised from purchase to maturity in equal annual
instalments. Debt securities acquired 1n exchange for advances to countries
experiencing  payment difficulties, either collateraiised or due 1o be
collateralised by US Treasury securities, are included in the Group's portfolio of
investment securities at an amount based on the market value at the date of
exchange 2s adjusted for the amortisation of discount en acquisition. Equity
shares, apart from those held for dealing purposes, are stated at cost less
amounts written off. Debt securities and eguity shares held for dealing
purposes ars included at market value. Investments held within the long-term
assurance fund are included on the following basis: stocks, shares, fixed
interest securities and unit trusts held for unit linked funds are valued in
accordance with policy conditions at market prices; other stocks and shares
and fixed interest securities are vaiued at middle market price and other unit
trusts at bid price; investment properties are included at valuation by
independent valuers at existing use value at 31 December 1997, and
mortgages and loans are at cost less amounts written oif.

g Shares in group undertakings

Shares in group undertakings are stated in the balance sheet of the Company
at its share of nat tangible assets, with the exception of the lie assurance group
undertakings which are stated on the basis described in 0.

h I[nterests in associated undertakings

Interests in associated undertakings are stated at the Group’s share of the net
tangible assets of the relevant undertakings.

i Tangible fixed assets

fresholds and jong leaseholds are included at the last valuation on the basis
of existing use value. Short leasehalds {50 years or less) and equipment are
included at cost less depreciation.

Land Is not depreciated. Leasehold premises with unexpired lease terms of 50
years or less are depreciated by equal annual instatments over the remaining
pericd of the lease. Freehold and long leasehold buildings are maintained ina
state of good repair and it is considered that residual values, based on prices
prevailing at the time of acquisition or subsequent valuation, are such that
depreciation is not significant. The costs of adapting premises for the use of the
Group are separately identified and depreciated over 10 years, o over the term
of the lease if less: such costs are included within premises in the balance
sheat total of tangible fixed assets. Equipment is depreciated by equal annual
instaiments over the estimatad useful lives of the assets, which for fixtures and
furnishings are 10-20 years and for computers. motor vehicles and other
eguipment are 3-8 years.

j Vacant leasehold property

When 2 feasehald property ceases to be used in the business or a commitment
is entered into which would cause this to occur, provision is made to the extent
that the recoverable amount of the interest in the property is expected to be
insufficient to cover future obligations refating to the lease.

k Leasing and instalment credit transactions

Leasing income is credited 1o the profit and loss account in proportion to the
net cash invested so as to give a constant rate of return over each period after
taking account of tax.

income from instalment credit transactions s calculated by the sum of the
digits method.

Operating lease costs are charged to the profit and loss account in equal annual
instalments over the life of the lease.

| Deferred tax

Deferred tax 13 provided at the appropriate rates of tax where there is 8
reasonable probability that a liability or asset wiil crystallise in the foreseeable
future.
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1 Accounting policies (continued)
m Pensions and other post-retirement benefits

Contritutions 1o the Group's pension schemes are charged 1o the profit and loss
account so as 1o spread the expected cost of pensions, calcutated in accordance
with actuarial advice, cn a systematic basis over employees’ working lives.
Pension arrangements for most of the staff in the UK and for the majority of
those overseas are operated through defined benefit schemes funded Dy Group
companies. The pension cost relating to these schemes is assessed in
accordance with the advice of qualified actuaries, using the projected unit
method. Variations from the regular cost are allocated by equal annual
instalments over the average remaining service lives of current employees.
Arrangements for pensions of certain slaffl employed overseas who are not
included in funded schemes are made in accordance with local regutations and
custom.

The cost of providing post-retirement benefits other than pensions is
charged to the profit and loss account on a systematic basis over employees’
working lives. The unfunded lizbility is included in provisions in the balance
shest.

n Fareign currency translation

Assets, liabilities and results n foreign currencies are expressed in sterling at
the rates of exchange ruling on the dates of the respective balance sheets.
Exchange adjustments on the translation of opening net assets held cverseas,
offset by those an any related currency borrowings, are taken direct to reserves,
All other exchanige profits or losses, which arise from normal rading activities,
are included in the profit and loss account.

o Long-term assurance business

The value piaced on the Group's long-term assurance business attributable to
shareholders represents a prudent valuation of future earnings of policies in
force. together with the net worth of the business, being the net tangible assets
and the surpius retained within the long-term assurance funds. This value is
delermined annually in consultation with independent actuaries and s
included separately in the balance sheetl.

Changes in the value placed on long-term assurance husiness attributable
to shareholders, which are determined on a post-tax basis, are included in
the profit and loss account. For the purpose of presentation. the change in this
value is grossec-up at the underlying rate of corporation tax.

p General insurance business

The underwriting result of the general insurance business is determined
annually and included in profit before tax after taking into account premiums,
outstanding claims and deferred acquisition costs. Premiums are included net
of refunds and a provision for the proportion of prermums written in the year
which relate to cover provided for future periods. The provision for claims
includes the estimated cost of claims notified but not settled and claims
incurred but not reported at the balance sheet date, and is after anticipated
recoveries from reinsurers and others.

q Off-balance sheet instruments

Ofi-balance sheel instruments used in trading activities are carried at market
value. Profits and losses on instruments which are being used to hedge
exposures are recognised in a manner that reflects the accounting treatment of
the assets or liabilities being hedged.

2 Administrative expenses 1997 1985
-~ _£m 7 £m

Salaries and profit sharing 1,799 1,948
Soctal security costs 138 135
Other pension costs (80) (58)
Staff costs 1,847 2.025
Other administrative expenses 1,582 1.500
3,429 3,525
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2 Administrative expenses (continued)

The average number of persons on a headcount 1997 1995
basis employed by the Group during the year S T
was as foflows:

UK 82,098 86,418
Overseas 10,557 8.265

92,655 94,683

Detaits of directors' emoluments are given on pages 38 to 40 in the report of the
remuneration committes.

The auditors’ remuneration was £3.958,000 {1996: £4.387,000}, of which
£50.000 (1996: £50,000) related to the heiding company. Fees paid to Price
Waterhouse in respect of non-audit services were £9,150,000 (1996:
£2.711,000), of which £6,175,000 {1996: £2,016,000) related to UK
companies. Non-audit fees comprise management consultancy of £4.750,000
(1996: £1,296,000) and regulatory and other advisory work of £4,400,000
{1996: £1,415.000).

There was a net credit in respect of pension costs for the Group in 1997 of
£90 milion (1996: credit of £58 million), which included a credit of
£59 million (1996: credit of £38 million) relating to the Lioyds Bank pension
scheme and & credit of £32 million (1996 £44 million) relating to the
TSB Group pension scheme.

Full actuarial valustions of the Lloyds Bank pension scheme are carried out
every three years with interim reviews in the inlervening years. At 30 June
1996, the date of the latest full actuarial valuation, the principal actuarial
assumptions adopted were that, over the long term, the annual rate of return ¢n
new investments would be 2.5 per cent higher than the annual increase in
pensionabie remuneration, 5 per cent higher than the annual increase in
present and future pensions in payment, and 4.5 per cent higher than the
annual increase in dividends receivable. The market value of the assets of the
main scheme at this date was £5,250 million. The actuarial value of the assets
represented 132 per cent of the accrued liabilities attowing for future increases
In pensions and pensionable remuneration. For funding purposes, the surptus
in the Lloyds Bank pension scheme is bsing eliminated by means of a
contribution holiday.

The latest fuil actuarial valuation of the TSB Group pension scherme was also
carried out as at 30 June 1996, The principal actuarial assumptions adopted
were that, over the long term, the annual rate of return on new investments
would be 2.5 per cent higher than the annual increase in pensionabie
remuneration, between 4.5 and 5 per cent higher than the annual increase in
present and future pensions in payment. depending on members’ entitlements,
and 4.5 per cent higher than the annual increase in dividends receivable. The
rarket value of the assets of the scheme at this date was £2,820 miliion. The
actuarial value of the assets represented 148 per cent of the accrued lfabilities
allowing for future increases in pensions and pensionable remuneration. For
funding purposes the surplus in the TSB Group pension scheme is being
eliminated by means of a contribution holiday.

Contribution rates to other schemes have been adjusted to take account of
surpluses and deficiencies. The pensions prepayment of £405 million {1996:
£288 million) for the Group is included in prepayments and accrued income.

The Group operates a number of schemes which provide post-retirement health
care benefits to certain employees, retired employees and their dependent
relatives. The total cost for the Group in 1997 was £3 million {1986
£8 million). The lalest actuarial valuation of the liability was carried out at
31 December 1997. This valuation showed the Group's liability to Dbe
£57 million, which had been fully provided for at 31 December 1997 The
principal actuarial assumptions adopted were that, over the long term, the
valuation discount rate and the rate of increase m medical costs would be 4.5
per cent and 2.5 per cent respectively higher than annual price inflation.
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3 Restructuring provision

The restructuring provision of £75 million (tax credit: £20 million) made in
1996 was to cover the cost of reorganising the Lioyds Abbey Life sub-group
following the acquisition of the minority shargholders’ interesi.

4  Amounts written off fixed asset investments 1997 1396
£m £m

Debt securities 3 4
Equity shares - 1
3 5

5  Profit on sale of fixed asset investments

During 1996, the Group disposed of its invesiment in Macquarie Bank
Limited, resulting in a profit of £42 million (tax: nil).

6 Profit (loss) before tax on sale of businesses 1997 1996
£m £m

Profit on sale of Mortgage Express Limited

(after charging goodwll of £8 million

previously written off to reserves) (tax: nil) 52 E

Profit on sale of Schréder Milnchmeyer Hengst

& Co (after charging goodwill of £3 millien

previousty written off to reserves) (tax: £14 million) 32 -
Profit on sale of the Business Technalogy

Finance Division of Lioyds UDT Limited

(after charging goodwill of £13 million

previously written off 10 reserves) {tax: £12 million} 25 -
Profit on sale of 49.9 per cent interest in

Cardnet (tax: i) 30 -
Prafit on sale of Endeavour Personal Finance Limited

{tax: nil) 24 -

Loss on sale of commercial business of Black

Horse Agencies Limited (after charging goodwill of

£9 million previously written off to reserves)

{tax: nil) (9) -
toss on sale of the Corporate Finance Department

of Hiil Samuel Bank Limited (after charging goodwill

of £69 milflion previously written off 1o reserves)

{tax: nil) - 168)
Loss on sale of Atlanta Capital Management

{after charging goodwill of £10 million previcusly

written off to reserves) (tax: nil) - =)

154 77

The amounts included in the consolidated profit and loss account in respect of
these businesses up to the date of the sale are not material.

In January 1998 Intemational Factors Limited was sold. This produced a profit
before tax of approximately £160 million (tax: nil), which will be included in
the accounts for the year ending 31 December 1998,

7 Write-down of finance lease receivables

Foltowing the reduction in the corporation tax rate from 33 per cent to 31 per
cent from 1 April 1997, the deferred tax liabifity in respect of the ieasing
business of Lloyds Leasing has reduced by £58 million. However. as the
benefit of this reduction will be passed on to customers, the value of the future
rentals receivable has been similarly reduced. Accordingly, both profit before
tax and the tax charge have been reduced by £58 million. There is, therefore.
no effect on profit attributable to shareholders,

8  Profit on ordinary activities before tax

Profit on ordinary activities before tax is stated

after taking account of:

Income from:

Equipment leased to customers and banks and hire
purchase contracts: aggregate amounts receivabie

Profit less losses from securities trading

Profit less tosses on disposai of other investment securities

Charges:
Rental of premises
Hire of equipment

Interest on subordinated liabilifies Uoan capital)

Finance leases: charges
: depreciation

9 Segment analysis

Class of business:
Retail Banking
Maortgages
Insurance

Retail Financial Services

Wholesale Markets

International Banking

Central group items

Write-down of finance lease receivables

Geographical area;**

Interest receivable

Dividend income from equity shares
Fees and commissions receivable
Dealing profits (before expenses}

Income from long-term assurance business

General insurance premium income
Other operating income

Total gross income

Profit on ordinary activities before tax

Interest receivabie

Dividend income from equity shares
Fees and commissions receivable
Dealing profits (before expenses}

Income from long-ferm assurance business

General insurance premium income
Other operating income

Total gross income

Profit on ordinary activities before tax

1997
£m

1,944
129
45

210
45
321

16

1996
£m

1,844
78
38

189
44
294
2
20

Profit on ordinary
activities belore lax

1997 1996~
£m Zm
832 717
693 522
529 514
2,054 1,753
653 559
425 375
88 (182}
(58) -
3,162 2,505
Inter-
Domestic national Total
1997 1997 1997
£m £m £m
7,858 2,330 10,188
5 5 10
2,098 284 2,382
174 49 223
328 - 328
284 - 284
120 86 206
10,867 2,754 13,621
2,733 429 3,162
inter-
Domestic national Tolal
1996 1996 1986
£m Em £m
7,489 1,948 9,437
9 1 10
1,934 270 2.204
163 H4 217
403 - 403
261 - 261
99 68 167
10,358 2,341 12,699
2.164 341 2.505

51




Notes 1o the accounts Lloyds TSB Group pic

9 Segment analysis (continued) 11 Profit for the financial year attributable to sharehoiders
Netassetst Asseiss The profit attributable 1o sharehoiders includes 2 profit of £1.047 miltion (1996:
192; 19?&’ 1959; 19)?”2’ £1,537 million) dealt with in the accounts of the parent company, for which no
o T e T T profit and loss account is shown as permitted by Section 230 of the Companies
Class of business: Act 1985.
Retall Banking 1,264 1,070 22,104 22.326
Mortgages 1,242 1.057 41,959 42,782
Insurance 2,064 1739 2683 2,57 12 Ordinary dividends 1997 1996 1997 1996
Retall Financial Services 4570 3866 66,746 67.635 ver thove  per anare £ e
Wholesale Markets 1,464 1,353 53,841 459800 : R -
International Banking 267 202 17,335 153,857 interim: paid 5.3 4.2 283 214
Central group items (7 {(313) 138 136 Final: proposed 11.8 9.0 642 478
6,294 5,108 138,060 128,228 17.2 13.2 925 692
Geographical area:™* Durin - ) o
’ g 1997, £63 miliion (19956: £46 million} was transferred to reserves in
Domestic 6,279 5’322 118,898 111'6;’2 respect of shares issued instead of cash, representing £31 million in respect of
International }_5 "(”2”1_7] 19_'_1&2 __1‘7‘57§ the 1996 final dividend and £32 million in respect of the 1997 interim
6,294 5108 138060 129,208  Ovdend.
= 1996 figures have been restated to take account of organisational charges.
13 Earnings per share 1987 1996
~*The geographical distribution of gross income sources, profit on ordinary ) ) oo
activities before tax 2ng assets by domestic and international operalions is Profit attributable o shareholders ‘ £2,335m £1,575m
based on the location of the office recording the transaction. except for lending Wﬁi_ghted average number of ordinary shares in issue
by the international business booked in London. during the year™ 5,341m  5,054m
Earnings per share 43.7p 31.2p

+ Net assets represent shareholders’ funds plus minority interests. Disclosure of
informetian on net assets 1S an accounting standard requirement (S5AP25) 1t The figures for fully diluted earnings per share are not materially different.
i riot appropriate to relfale it directly to the segmental profits above because the

business is not managed by the allocation of net assets 1o business units. *The weighted average number of shares for the year has been calculated after

. . deducting 36 million {1996: 52 million) ordinary shares held by TSB Group
1 Assets exciude long-term assurance assets attributable to policyholders. Hoidings (Jersey) Limited and the trustees of the TSB Group Employee Trust,
As the business of the Group is mainly that of banking and insurance, no upen which dividends have been waived (note 28).
segment analysis of turnover is given.

10 Tax on profit on ordinary activities 1957 1996
£m £m
UK corporation tax 620 651
Refief for overseas tax (39} {50}
Qverseas tax 62 50
Deferred tax: current year 211 112
: prior year adjustment relating
to rate change {51) -
803 763
Associated undertakings 10 23

813 786

The charge for tax on the profit for the year s based on an average UK
corporation tax rate of 31.5 per cent (1996: 33 per cent).

The UK corporation tax charge includes £97 millien {1996: £32 million} in
respect of notional tax on franked investment income and on the sharehciders’
interest in the value of the long-term assurance busingss.
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14 Treasury bills and other 1997 1997 1996 1396
eltglble bills Balance ) Balance ‘

sheet  Valuation sheet  Valuation

Em £m £m £m

Investment securities:
Treasury bills and simiar securities a7 49 285 287
Other eligible bills 1,239 1,292 1,532 1, 532

1,286 1,341 1,817 1.819

Other securities: — 0"
Treasury bills and similar securities : 2,229 | ? 1,363
Otrer eligible bills . 54 c22

2,283 1.387

3,569 3,204
Included above:
Unamertised discounts
net of premiums on
investment securities 5 12
Movernents in investment Premiums
securities comprise: - and

Cost  discounts Total
£m £m £m

At 1 January 1997 1,802 15 1,817
Exchange and other adjustments (2) 1 (1)
Adjustments on acquisitions and disposals 11 - 11
Additions 12,783 - 12,783
Bills sold or matured (13,313) {103) (13,416)
Amortisation of premiums and discounts - 92 92
At 31 December 1987 1,281 5 1,286

Investment securities are those intended for use on a centinuing basis in the
activities of the Group and not for dealing purposes.

The difference betwean the cost of other securities and market value, where the
market value is higher than the cost, is not disclosed as its determination is not
practicable.

15 Loans and advances to banks 1997 1996
777£m £m
Lending to banks 861 344
Deposits placed with banks 19,895 14,187
20,756 15031
Equipment leased to banks - 3
Total loans and advances to banks 20,756 15,032
Provisions for bad and doubtful debts (80) (58)
Interest held in suspense (39 (50
20,657 14924
Repayable on demand 5,277 4,502

Other loans and advances by residual matunty repayable:

3 months or less 11,883 7.898

1 year or less but over 3 months 2,785 1,969
5 years or less but over 1 year 374 1389
Over 5 years 437 474
Provisions for bad and doubtful debts {60) (58)
Interest held in suspense {39) (50}

20,657 14,924

16 Loans and advances to customers 1997 1996
£m £m
lLending to customers 83,235 82411

Hire purchase debtors 1,564 1,431

Equipment leased to customers 5,800 5 225
Total foans and advances to customers 90,599 89 067
Provisions for bad and doubtful debts (2,433) (2,488)
interest held in suspense (204) {360}
87,962 86 219
Loans and advances by residual maturity repayable:
3 months or iess 17,168 19,57%
1 year or less but over 3 months 6,134 6,326
5 years or less but over 1 vear 17,247 15,311
Qver 5 years 50,050 47,855
Provisions for had and doubtful debts (2,433) (2,488)
Interest held In suspense (204) (360)
87962 85,219
Of which repayable on demand or at short notice 9,237 10.450
Included above:
Due from assoclated undertakings - all unsubordinated 38 29

The cost of assets acquired during the year for letting to customers under finance
leases and hire purchase contracts amounted to £2,566 million (19986:
£2,949 million}).

17  Provisions for bad and 1997 1997 1995 1996
doubtful debts Specific General Specific General
£m £m £m £m
At 1 January 2,066 480 2 652 512
Exchange and other adjustments 39 (2) {149} {2
Transfer from general to
specific provisions 110 (110} - -
Adjustments on acguisitions
and disposals 43 (n - -
Advances writien off (678) - (848) -
Reclassification of provision
for collateraiised honds - - {15) -
Recoveries of advances
written off In previous years 125 - 69 -
Charge (release) to profit and
loss account: : o
New and additional provisions o972 14 ‘ 772 | 12 |
Releases and recoveries | (854) ; (11)‘ , 415)‘ (42
L
418 3 357 (30
At 31 December 2,123 370 2,066 480

2,493 2,546

In respect of:
Loans and advances to banks 60 53
Loans and advances to customers 2,433 2 f188

2,493 2,546
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18 Interest held in suspense and 1997 1996

non-performing tending _ Em _ £m
At 1 January 410 478
Exchange and other adjustments an (16}

Adjustments on acquisitions and disposals (5) -~
Interest written off (222) (138)
Interest taken to income {43) (63}
Interest suspended during the year 114 146
Al 31 December 243 410
In respect of:

Loans and advances to banks 39 50
Loans and advances to customers 204 360

243 410

Non performing lending comprises:

Loans and advances — category 1 1,407 1,802
Loans and advances — category 2 550 709

1,957 2,511

Provisions {970) (960)
Interest held in suspense (243) (410)

744 1,141

Category 1:

This comprises lending where the customer continues to operate the account,
but where there is doubt about the payment of interest. Interest continues to
be charged to the customer's account, but it s not applied to income; itis
placed on a suspense account and only taken into income if there ceases to be
significant doubt about its being paid.

Category 2:

This comprises lending where the operation of the customer’s account has
ceased. The lending is managed by specialist recovery departments and has
been written down to its estimated realisable value. Interest is not added to the
lending nor placed on a suspense account as s recovery is considered
unlikely; it is only taken to income if it is recetved.

19 Concentrations of exposure 1997 1996
£m £m
Loans and advances to customers
Domestic:
Agricuiture, forestry and fishing 2,018 1,892
Manufacturing 3,073 3,283
Construction 789 898
Transport, distribution and hotels 3,930 3,900
Property companies 2,301 1,962
Financial, business and other services 6,386 7,392
Personal: morigages™ 41,785 40,550
: other 10,008 9.270
Lease financing 5,744
Hire purchase 1,564
Other 1,301
Total domestic 78,899
internationai: ; .
Latin America | 3,307
New Zealand ' 5,430 |
Rest of the world 2963 |
Total international 11,700
90,599

Provisions for bad and doubtful debtst {2,433}
Interest held in suspenset (204}

87,962 86.219
= Includes staff morigages.

* Figures exclude provisions and interest held in suspense relating {o loans and
advances 10 banks.
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19 Concentrations of exposure (continued)

The classification of lending as domestic or international is based on the focation
of the office recording the transaction, except for lending by the international
business booked 1n London.

20  Debt securities 1997 1997 1986 1996
Balance Balance
sheet  Valuation sheet  Valuation
£m £m . £m £m
Investment securities:
Government securities 1,502 1,856 3,051 3,334
Cther public secter securities 42 43 104 106
Bank and building society
certificates of deposit 3474 3,475 2,024 2,559
Other debt securities 756 767 1,046 1,047
5774 6,141 6,725 7,046
Other securities:
Gavernment securities 4,535 4,535 1915 1,815
QOther public sector securities 89 89 135 135
Bank and building society
certificates of deposit 78 78 140 140
Other debt securities 2,058 2,058 1,636 1,636
12,534 12,901 10551 10,872
Due within 1 year 4,814 3,812
Due 1 year and over 7,720 6,739
12,534 10,551
Unamortised discounts
net of premiums on
investment securities 845 841
Listed: coliateralised bongs 852 1,208 770 1,046
: other 7,620 7,630 6,181 6,191
Unlisted 4,062 4,063 3,600 3,635
12,534 12,901 10,5651 10872
Movements in investment Premiums
securities comprise: and
Cost  discounts  Provisions Total
£m Zm £m £m
At 1 January 1997 6,532 199 6 6,725
Adjustments on acquisitions
and disposals 4 - - 4
Additions 15,802 - - 15,802
Securities sold or matured (16,766} 27) (2) (16,791)
Charge for the year - e 3 3
Amortisation of premiums
and discounts - 37 - 37

At 31 December 1997 5,572 209 7 5,774

Investment securities are those intended for use on a continuing basis in the
activities of the Group and not for dealing purposes.

The difference between the cost of other securities and market value, where the
rarket value is higher than the cost, is not disclosed as its determination is not
practicable.
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21 Equity shares 1997 1997 1996 1996
Balance Baiance
sheet  Valuation shieet  Valuation
fim £m £m £m
Investment securilies:
Listed 23 48 41 65
Unlisted 83 97 82 96

106 145 123 161

COther securities: — )
Listed 114, i 147.
Unlisted i 1 ‘ 4
— \__g._._f
115 151
221 274
Movements in investment Cost  Provisions Total
securities comprise: Eg&n  km  Em
At 1 January 1997 132 9 123
Exchange and other adjustments (1} - (1}
Additions 36 - 36
Disposals (53) (n (52)
At 31 December 1997 114 8 106

Investment securities are those intended for use on a continuing basis in the
activities of the Group and not for dealing purposes.

The difference betwesn the cost of other securities and market value, where the
market value is higher than the cost, is not disclosed as its determination is not
practicable.

22  Assets transferred under sale 1997 1996
and repurchase transactions _ _Em Em
Treasury bills and cther eligible bills i,439 787
Debt securities 1,217 787
2,656 1,574

23 Interests in associated undertakings £m
At 1 January 1997 142
Exchange and other adjustments 10
Additions 9
Disposals (123}
Transfer to group undertakings (13)
Retained profits -
At 31 December 1997 25

1997 1996

£m £m

Interests in banks 2 123

Interests in other associated undertakings 23 19

Total - all unlisted 25 142

The Group disposed of its interest in its associate Banco Multiplic SA as part of
the consideration for its purchase of 100 per cent of the consumer finance
business which trades as Losango (note 47).

During 1997 the Group acquired further shares in its associate Bance Anglo
Colombiano SA with the result that its interest increased from 49 per cent to
61 per cent. With effect from 1 October 1997 Banco Anglo Colombiang SA has
heen accounted for as a group undertaking.

24 Interests in group undertakings Company
Shares Loans
£m £m
At 1 January 1997 5,591 1,861
Exchange and other adjustments (4} -
Additions 2,576 201
Disposals {926) -
Repayment of loans - (813)
Revaiuations 626 -
At 31 December 1997 7,863 1,249
1997 1996
Em £m
Banks 4,697 3,774
Other 3,166 1,817
Total - all unlisted 7,863 5,591
On an historical cost basis, shares in group undertakings
would have been included as follows:
Cost 4,987 2,974
Provisions (19) (71}
4,968 2,803
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24 Interests in group undertakings (continued)

The principal group undertakings, all of which have prepareg accounts 1o
31 December and whose results are included in the consolidated accounts of

Lloyds TSB Group pic, are:

Country of
registration/
incorporation
Lioyds Bank Plc England
Cheltenham & Gloucester plc England
Lloyds Bank {BLSA) Limited England
Lloyds Bank Factors Limited England
Lloyds Leasing Limited England
Lloyds Private Banking England
Limited
The Agriculiural Morgage England
Corporation Plc
The National Bank of New
New Zealand Limited Zealand
TSB Bank plc England
TSB Bank Channel isiands Jersgy
Limited
TSB Bank Scotland pic Scetland
TSB Life Limited Englang
TSB General Insurance Limited  England
Hill Samuel Asset England
Management Group Limited
Abbey Life Assurance Company  Engtand
Limited
Lioyds Bank Insurance Services  England
Limited
Black Horse Financial Services  England
Group Limited
Lloyds UDT Limited England

tIndirect interest.

The country of registration/incorporation is also the principal area of aperation

Parcentage
of equity
share
capital
and voting
rights held
100%
+100%
+100%
+100%
+100%
1100%
1100%
T100%
1100%
+100%
1100%
110C%
t100%
+100%
+100%
+100%
1100%

T100%

Nature of business

Banking and financial
services

Mortgage lending and
retail investments
Banking and financial
services

Credit factoring
Financial leasing
Private banking

Long-term agricultural
finance

Banking and financial
services

Banking and financial
services

Banking and financial
services

Banking and financial
services

Life assurance
General insurance
Investment
management

Life assurance

Insurance broking

l.ife assurance and other

financial services
Consumer credit,
leasing and related
Services

for each of the above group undertakings except as foliows:

Lloyds Bank Plc operates principally in the UK but also through branches in
Belgium, Brazil, Dubai, Gibraltar, Guatemala, Hong Kong, Honduras. Isle of
Monaco, Netherlands,
Paraguay, Switzerland. the Channel Islands and USA and a representative

Lioyds Bank (BLSA) Limited operates in Argenting, Ecuador, Spain and

Man, Japan, Luxembourg, Malaysia,
office in iran.

Uruguay.

The Mational Bank of

Mew Zealand Umited also operates through

representative offices in Hong Kong, Japan, the UK and USA.
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Panama,

25 Tangible fixed assets Premises  Equipment

Zm £m
Cost or valuation:
At 1 January 1997 1,349 2,102
Exchange and other adjustments {19) (17}
Adjustments on acquisitions and disposals 19 {4)
Additions 62 202
Disposals (121) (136}
Premises revaluation (144) -
At 31 December 1997 1,146 2,147
Depreciation: T
At 1 January 1997 171 1,318
Exchange and other adjustments (8} {13)
Adjustments on acquisitions and disposals 7 (5)
Charge to restructuring provision 1 2
Charge for the year 41 206
Disposals (5) {95}
Premises revaluation (26) -
At 31 December 1997 181 1,413
Balance sheet amount at T
31 Decemnber 1997 a65 734

1,699

Balance sheet amount at
31 December 1996 1.178 784

1,962

Eguipment includes assets held under finance leases which at 31 December
1997 amounted to £7 million. net of accumulated depreciation of
£208 million (1996: £19 million, net of accumulated depreciation of
£194 million}.

1997 1996
£m £m
Balance sheet amount of -
premises Comprises:
Freeholds 680 az27
Leaseholds 50 years and over
unexpired 62 144
Leaseholds iess than 50 years
unexpired 223 207
965 1,178
Balance sheet amount of
premises comprises:
Valued in 1997 699
Valued in 1895 - 901
At cost 266 277
955 1,178
On an historical cost basis, premises
would have been included as follows:
Cost 1,303 1,400

Accumulated depreciation (290) (258}

1,013

1,142

Land and buildings cccupied
for own activities 861 1,693
The valuations included in the balance sheet in 1997 relate to both UK and
cverseas premises, the majority of which were carried out by the Group's
professicnally quatified staff who are Corporate Members of the Royal Institution
of Chartered Surveyors or, in the case of certain overseas premuses, by local
management. The remainder were caried out by local valuers, principally
weatherail in Spain. As a result. the net book value of these premises has been
written down by £118 million. The shortfall, which is not considered 1o be
permanent, has been debited to the revaluation reserve. The accounting policy
for valuations 1s set out on page 49 in accounting policy i,
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26 Lease commitments

Commitments under non-cancellable cperating leases were:

1997 1997 1996 1996
Premises Equipment Premises  Equipment
£m Em £m £m
Leases on which the commitment
is due to expire in:
1 year or less 3 24 3 24
5 years or less but over 1 year 20 1¢ 27 24
Over 5 years 163 - 161 -
186 34 191 43
Obligations under finance leases were:
1997 1996
Equipment Equipment
£m £m
Amounts payable in:
1 year or less 5 9
5 years or less but over 1 year 7 8
12 17

27 Capital commitments

Capital expenditure contracted but not provided for at 31 December 1997
amounted to £6 million (1996: £17 miltion).

28 Own shares

Lloyds TSB Group plc spensors the TSB Group Employee Trust, 2 discretionary
trust for the benefit of employees and former employees of the Lioyds TSB
Group. The Company has lent £45 million to the trustees, interest free, to
enable them to purchase Lioyds TSB Group pic ordinary shares, which are used
to satisfy options granted by the Company or to meet commitments arising
under other employee share schemes. Undar the terms of the trust, the trustees
have waived all but a nominal dividend on the shares they held. The cost of
providing these shares is charged to the profit and loss account on a systematic
basis over the period that the employees are expected to benefit.

At 31 December 1997, 12 million shares were heid by the trustees with 2 book
value of £36 million and a market value of £139 multion. (1996: 25 miliion
shares with a book value of £47 million and a market value of £106 miilion).

In addition, a further 11 miflion ordinary shares were held by TSB Group
Heldings (Jersey) Limited at 31 December 1997 {1996: 20 million shares).
These sharas, upon which the dividend entitlement has been waived, were
gifted to the Group some years ago at nif cost and are used to satisfy outstanding
oplicns or to meet commitments arising under cther employee share schemes.

29 Other assets

Foreign exchange and interest rate contracts
Other assets

30 Prepayments and accrued income

Interest receivable
Other debtors and prepayments

1997
£m

3,603
708

4,311

1997
£m

856
1,622

2,478

2,374

1996
£m

3.714
932

4,646

1996

£m

799
1,575

Included within other debtors and prepayments is £225 million (1986:
£202 miilion) relating to the deferrad element of the expenditure incurred under
cash gift and discount morigage schemes. If these incentives had been written
off as incurred net interest income would have been £23 million lower in 1997

(1986: £123 mitlion).
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31 Long-term assurance business 1997 19956
£m £m

The value of fong-term assirance business

attributable to shareholders included in the

consclidated balance sheet comprises:

Net tangible assets of life companies including surplus 689 513
Value of long-term assurance business in force 1,153 1137

1,842 1.650

The shareholders’ interest in fong-term assurance business in force has been

calculated on the basis of the following principal assumptions:
%

12.5

Risk adiusted discount rate {net of tax}

Gross return: unit linked 10.2-10.5
: non linked 7.5

Expenses inflation 5.0

The assumptions for mortality and morbidity are derived from published tables
adjusted for demographic differences of policyholders: those in respect of fapses
are in line with the experience of the companies concerned.

Economic assumptions, including those relating to investment returns and
inflation, are based on 2 long-term view of economic activity and are therefore
not adjusted for market movements which are considered to be short term. This
approach s considered the most appropriate given the long-term nature of the
portfolio of products and achieves consistency in reporting from one period to
the next. A margin over the long-term risk free rate of return is included within
the discount rate to reflect the sharehclders’ overall risk premium; other margins
are not included in the profit recognition method.

Altowance for tax is made using models which reflect the relevant tax regimes
affecting ditferent classes of product; no credit is taken in respect of any
reduction in taxes deriving from expenses attributable to future new business.

Earnings from business in force represents the earnings from policies writien in
previous years. |t includes both regular premium and single premium products
but, in particular, does not anticipate any future premiums in the case of the
recurning single premium products.
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31 Long-term assurance business (continued)

The income from life assurance business is:
Value of long-term assurance business at 31 December
Value of long-term assurance business at 1 January

Increase in value of long-term assurance business
Exchange and other adjustments
Divigends accrued

Income after tax from long-term assurance business

Income before tax from long-term assurance business

The long-term assurance assets attributable

0 policyholders comprise:

Investments

Value of long-term assurance business in force
Premises and equipment

Net current (liabilities) assets

Long-term assurance business attributable
to shareholders

Investments shown above comprise:
Fixed interest securities

Stocks, shares and unit trusts
Investment properties

Other properties

Morlgages and loans

Deposits

32 Assets and liabilities denominated
in fareign currencies

Assets: denominated in sterling
. denominated in other currencies

Liatilities: denominated in sterling
;. denominated in other currencies

33 Deposits by banks

Repayable on demand

Other deposits by banks with agreed maturity dates
of periods of notice by residual maturity repayable:
3 months or less

1 year or less but over 3 months

5 years or {ess but over 1 year

Cver 5 years

1997 1996
o £m Lim
1,842 1.650
1,650 1,593
192 57
22 1

20 216
234 274
328 403

21,315 18.567

1,153 1.137
29 31
(609) 54
21,888 19.789
(1,842) (1,650)
20,046 18,139
2,988 3,414
13,837 12,473
933 632
70 132
398 52
3,089 1.864
21,315 18567
1987 1996
£m £m
104,188 101,283
33,872 27,845
138,060 129,228
104,042 100,424
34,018

28,804

138,060 129,228

1997 1996
Emo
3,156 1,996
10,984 10,853
1,893 1,333
529 378

9 —
16,571 14.560
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34 Customer accounts 1997 1996
£m £m
Repayable on demand 59,845 55,197
Other customer accounts with agreed maturity dates
or perieds of notice by residual maturity repayable:
3 months or less 21,621 21,538
1 year or less but over 3 months 2,779 2,957
5 years or less but over 1 year 948 803
Cver 5 years 210 148
85404 81,643
35 Debt securities in issue 1997 1996
£m £m
Bonds and mediurn-term nictes by
residual maturity repayabie:
1 year or less 1,062 245
2 years or less but over 1 year 242 212
5 years or iess but over 2 years 171 320
1,475 777
Other delst securities by residual maturity repayable: ]
3 months or less ! 7,924] 3 8,607 ‘
1 year or less but over 3 months | 2,386 ‘ 1,732,
5 years or less but over 1 year 240

‘ 110§
10,550 10,448

12,025 11,226
36 Short-term berrowings 1997 1596
£m £m
The short-term borrowings of the Company —————
comprse:
£200m floating rate notes 1897 - 200
£200m floating rate notes 1998 200 -
Floating rate unsecured loan notes 2001 2 5

202 205

The notes are not subordinated and bear interest at rates set pericdically in
advance hased on London Interbank rates. The fioating rate unsecured loan
notes 2001 are repayable, at the noteholders’ option, at six monthiy intervals.

37 Other liabilities 1997 1996

£m £m
Foreign exchange and interest rate contracts 4,314 5,085
Current tax 797 470
Dividends 642 478
Other lizbilities 2,622 1,852

8,375 7.895

38 Accruals and deferred income 1997 1996
£m £m
Interest payable 1,291 1,227
Other creditors and accruals 1,973 1,577
3,264 2,804
39 Deferced tax 1497 1996
£Em £m
Short-term timing differences (94) (74}
Pensions prepayment 118 86
Restructuring provision (55) (81)
Pravision for Ernerging Markets Debt (254) (232)
Acceierated depreciation allowances 861 717
Advance corporation tax recoverable (140) (109}
436 307
£m
At 1 January 1997 307
Exchange and other adjustments {31)
Tax provided: current year 211
» prior year adjustment relating
10 rate change (51}
At 31 December 1997 436
1997 1996
£m . £m
Potential tax for which no provision has been made
relating to accelerated depreciation allowances on
equipment leased to customers 72 72

Provision has been made for the liability to tax on overseas arnings which are
expected to be remitted to the UK. No provision has been made for the liability
to tax which could arise if premises or group undertakings were dispesed of at
their balance sheet amounts or investments in associated undertakings and
trade investments at their valuation, It is expected that the majority of these
assets will be retained in the business and that, in view of the substantial
number of properties involved and the law relating fo rallover relief, the
likelinood of any such material tax liability arising is remote; no useful purpose
would be served by attempting to guantify 1t.

40  Other provisions for Pension Restructuring
liabilities and charges obligations  prowisions Other Total
£m £m £m £m
At 1 January 1997 47 396 383 826
Exchange and other adjustments (4) - - (4)
Provisions applied (1) (198} (128) (327)
Adjustments on acquisitions and
disposals (17) - (17) (34)
Charge t¢ prefit and loss zccount 2 - 174 176
At 31 December 1997 27 198 412 637

59




Notes to the accounts Lloyds TSB Group plc

41 Subordinated liabilities Group Company
1997 1996 1987 1996
* {Undated foan capital: £m Em - £m wm
t Perpetual Subordinated Floating Rate Notes - 100 - 100

{ Primary Capital Undated Floaling Rate Notes:

Series 1 (US$75C million} 456 439 - -
Series 2 (US$500 miliion} 304 293 - -
Series 3 (US$600 million) 364 351 - -
+ Subordinated 5.57% Step-up Coupon Notes (20 billion) 93 101 - -
11%% Perpetual Sutordinated Bonds 100 100 - -
* 8% Undated Subordinated Step-up Notes 198 - - -
1,515 1,384 - 100

Dated loan capital:

1 Guaranteed Floating Rate Notes 1987 - 33 - -
10%% Subordinated Bonds 1958 150 150 - -
T Variable Rate Subordinated Notes 1998 40 80 - -
1 Guaranteed Floating Rate Notes 1998 (US$46 million) 28 54 - -
11%% Subordinated Seriai Bonds 1928 20 40 - -
Subordinated Zero Coupon Bonds 1998 (£135 million) 125 113 125 113
* Subordinated Floating Rate Notes 1999 227 226 - -
1 Variable Rate Subordinated Notes 2003 100 100 100 100
t Eurocurrency 2ero Coupen Bonds 2003 (%3 billion) 12 12 12 12
t Subordinated Floating Rate Notes 2003 18 18 - -
§ Subordinated Fixed Rate Bonds 2003 (NZ$2C0 million) 70 83 - -
t Subordinated Floating Rate Notes 2004 25 25 - -
7%% Subordinated Bonds 2004 398 398 - -
+% Subordinated Floating Rate Notes 2004 100 100 - -
1 Subordinated Floating Rate Notes 2005 25 25 - -
1 Subordinated Floating Rate Notes 2006 100 99 100 a9
8%% Subordinated Bonds 2006 248 248 248 248
® 734% Subordinated Bonds 2007 298 - - -
§ Subordinated Fixed Rate Bonds 2007 (NZ$150 miliien) 53 62 - -
17 10%% Guaranteed Subordinated Loan Stock 2008 100 100 - 100
914% Subordinated Bonds 2008 99 99 - -
+9 12% Guaranteed Subordinated Bonds 2011 100 100 - 100
9%% Subordinated Bonds 2011 148 148 148 148
9%% Suhordinated Bonds 2023 200 200 - -
11 Subordinated Fioating Rate Notes 2063 10 22 86 86
2,694 2,535 819 1,006

Total subordinated liabilities 4,209 3,918 819 1,106 ‘

These liabilities wili, in the event of the winding-up of the issuer, be subordinated 10 the claims of depositors and all other creditors of the issuer,

* |n certain circumstances, these notes and bonds would acquire the characteristics of preference share capital.

+ These notes bear interest at rates fixed periodically fn advance based on London interbank rates.

1 Issued by a group undertaking under the Company's subardinated guarantee and, in the case of the Eurccurrency Zero Coupon Bonds 2003 -and
the Subordinated Floating Rate Notes 2063, on-lent to the Company on a subordinated basis.

* issued during 1997 to finance the general business of the Group.

€ Liabilities transferred from the Company to a group undertaking during 1997.

§ These bonds bear interest, 1o be resel 5 years before redemption date, at a fixed margin over New Zealand Government stocks.

= Exchangeable at the election of the Group for Subordinated Fioating Rate Notes 2009.

 Redeemabile at the election of the Group in 2015. In the event that the Notes are not redeemed. the coupon will be reset to 3 fixed margin
over the then 5 year Yen swap rate.

« Exchangeable at the election of the Group for further subordinated fioating rate notes.

* Redeemable al the election of the Group in 2023, In the event that the Noles are not redeemed, the coupon will be reset 1o a fixed margin over

the then 5 year gilt rate.

Dated subordinated liabilities are repayabie as follows: Group ~ Company
1997 1996 1997 1996
L Emgm L Em fm
1 year or less 373 120 125 -
2 years or less but over 1 year 227 350 - 113
5 years or less but over 2 vears 15 237 - -
Over 5 years 2,079 1,828 694 893
2,694 2,535 819 1.006
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42  Called-up share capital 1997 1996
£m £m
Authorised:

Ordinary shares of 25p each 1,728 1.728
Limited voting ordinary shares of 25p each 20 20
Limited voting preference shares of £1 each 300 300
2,048 2,048

Limited

voling

Ordinary ordinary

shares of  shares of
25peach  25p each Total
£m £m £m

Issued and fully paid:

At 1 January 1987 1,338 20 1,358
Issued instead of cash dividends 3 - 3
Issued under employee share schemes 8 - 3

At 31 December 1997 1,349 20 1,369

The limited voting ordinary shares are held by the Lloyds TSB Foundations.
These shares carry no rights to dividends but rank pari passu with the ordinary
shares in respect of other distributions and in the event of winding up. Thess
shares do not have any right to vote at general meetings other than on
resolutions concerning acquisitions or disposals of such importance that they
require shareholder consent, or amending the article fimiting holdings of
ordinary shares to 15 per cent, or for the winding up of the Company, or for a
variation in the class rights of the limited voting ordinary shares.

At 31 December 1997, options to acquire 216 million Lloyds TSB Group
shares were outstanding under senior executives’ and savings-refated share
aption schemes at prices ranging from 88p to 757p per share exercisable up
to 2007.

43 Reserves Associated
Group  Company  undertzkings
£m om £m
Share premium account:
At 1 January 1997 42 42 -
Premium arising on issue of shares 31 31 -
Shares issued instead of cash dividends (3) (3} -
At 31 December 1997 70 70 -
Revaluation reserve:
At 1 January 1997 {163) 2,688 -
Increase in net tangible assets of
subsidiary undertakings - 626 -
Transier from profit and loss account 65 (419) -
Premises revaluation deficit (118) - -
At 31 December 1997 (216) 2,885 -
Merger resarve:
At 1 January 1997 and 31 December 1997 343 - -
Associated
Group  Company  underiakngs
Er]j £m £m
Profit and ioss account,
At 1 January 1997 3,494 1,301 85
Exchange and other adjustrents {83} - (10}
Premium on acquisition (164) - -
Goodwill written back on sale of businesses 33 - -
Disposal of interests in associated undertakings - - (72}
Shares issued instead of cash dividends 63 63 -
Transfer to revaluation reserve (65) 419 -
Retained profit 1,410 122 -
At 31 December 1997 4,688 1,905 3

43 Reserves (continued)

The Group profit and loss account reserves at 31 December include
£767 miliion (1996: £751 million} not presently available for distribution
representing the Group's share of the value of long-term assurance business in
force and the surplus retained within the long-term assurance funds.

The cumulative amount of premiums on acquisitions written off against
reserves during the current and previous years amounted to £2,591 million of
which £2,506 million has been written off over the last 10 years.

44 Transactions with related parties

At 31 December 1997, transactions, arrangements and agreements entered
into by the Group's banking subsidiaries with directors and connected persons
and with officers included:

1997 1997 1996 1996
Number of Totai MNumber of Total
persens £000 persons EBOO

Loans and credit card transactions:
Directors and connected persens 26 170 17 55
Cfficers 24 2,300 39 4 565

Details of the principal group undertakings are given in note 24. |n accordance
with FRS B, transactions or balances with group entities that have been
eliminated on consolidation are not reported,

The Group provides certain banking and financial services to associated
undertakings. These are conducted on similar terms to third party transactions
and are not material to the Group's results. Details of lending to associated
undertakings is set out in note 16.

45  Contingent liabilities and commitments 1997 1996
£m £m

Contingent liabilities:

Acceptances and endorsements 456 663
Guarantess 2,142 1,762
COther: —— ]
Other items serving as direct credit substitutes . 402, 369
Performance bonds and other | i ‘ I
transaction-related contingencies | 1,245 | i 1,360 ‘
Other contingent liabilities | 8l Lo 195
[ IV
1,655 1,924
4,253 4,349
Commitments:
Documentary credits and other
short-term trade-related transactions 229 310
Forward asset purchases and forward
forward deposits placed 2,031 1,988
Undrawn note issuing and revolving
underwriting facilities 88 86
Undrawn formal standby facilities, credit
lines and other commitments to lend:
Less than 1 year maturity 17,813 15670
1 year or over maturity 4,360 5,609
Other commitments 20 325
24,541 23,988
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46 Derivatives

The Group uses derivatives as part of ifs trading activities and to reduce its own
exposure 1o fluctuations in interest and exchange rates.

Tradling
The notional principal amounts and fair values (which, after netting, are the
carrying values) of trading instruments entered into with third parties were as
follows:

31 December 1997 Netional far values
principal S —
amount Assets  Liabilines

£m £m £m

Exchange rate contracts:

Spot, forwards and futures 137,704 2,585 2,920
Currency swaps 11,563 356 182
Options purchased 2,895 23 17
Options written 2,912 16 a3

155,074 2,980 3,152

interest rate contracts:

Interest rate swaps 472918 3,902 4,844

Forward rate agreements 240,904 197 151
Options purchased 1,224 3 -
Options written 1,370 - 6
Futures 104,140 7 1
820,556 4,199 5,002
Equity contracts 1,360 264 -
Effect of netiing {3,840} (3,840
Balances arising from off-balance sheet
financial instruments 3,603 4,314
21 December 1896 Notional Fair values
principal
amount Assets  Liabilities
£m £m £m
Fxchange rate contracts:
Spot, forwards and futures 199,057 3,331 3,850
Currency swaps 8,945 295 102
Options purchased 3,093 44 20
Options written 1,854 g 16

213,049 3,679 4,028

Interest rate confracls:

interest rate swaps 380,754 3,559 5,072

Forward rate agreements 235,787 423 37¢
Options purchased 2,856 5 -
Qptions written 2,294 2 11
Futures 113,738 - -

745,429 4,389 5,462
Equity contracts 402 41 -

Effect of netting {4,395) {4,325)

Balances arising from off-balance sheet
financial instruments 3,714 5,085
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46 Derivatives (continued)

Non-trading :

Through intra company and intra group transactions the Group establishes
non-trading derivatives positions with the Group's independent trading
operations. Similar positions are zlso established with third parties. The
notional principal amounts of non-frading instruments entered into with third
parties were as follows:

1997 1996
Noticnal Notional
principal principal
amount amount
£m £m

£xchange rate contracts:
Spot, forwards and futures 1,050 2,539
Currency swaps 172 275
Options purchased - 59
Options written - 59
1,222 2,932

interest rate contracts:

Interest rate swaps 4,725 6.301
Forward rate agreements 25 603
Options purchased 8 89
Options written 5 100
Futures - 77

4,763 7,170

In addition the Company held non-trading derivatives with a notional principal
amount of £400 million {1996: £400 million).

The maturity of the notional principal amounts and replacement cost of
instruments entered into with third parties was:

Under ltob Over 5
1 year years years Total
£m £m £m £m

31 December 1997

Exchange rate contracts:

Notional principal amount 148,582 7,241 473 156,296
Net replacement cost 1,642 252 35 1,929

interest rate contracts:

Notional principal amount 508,386 296,148 20,785 825,319

Met replacement cost 225 920 387 1,532
Equity contracts:

Notional principal amount 44 1,114 202 1,360
Net replacement cost 3 230 31 264

31 December 1896

Exchange rate contracts:

Notional principal amount 207.148 8,188 645 215,981
Net replacement cost 2,218 196 25 2,439

Interest rate contracts:

Moticnal principal amount 527615 218618 6,366 752.599

Net replacement cost 823 898 109 1,830
Equity contracts:

Motional principal amount 7 32% 66 407
Net replacement cost - 35 & 41

The national principal amount does not represent the Group's real exposure 10
credit risk, which is Himited to the current cost of replacing contracts at current
market rates shouid the counterparties default.

An analysis of the net replacement cost of instruments entered into with third
parties by counterparty type is set out below:

1997 1996

£Em im

OECD banks 3,333 3,180
Other 392 1,130
3,725 4,310

—_—




Notes to the accounts

Lloyds TSB Group plc

47  Acquisitions

a) In March 1997 the Group announced that a contract had been signed to
acquire the consumer finance business, together with certain other assets, of
its Brazilian asscciate Banco Multiplic SA {BMSA). The Group assumed control
of the consumer finance business, which trades as Losango, on 1 Aprif 1827
and its results have been consolidated in full since that date. The premium on
acquisition of £161 milfion has been written off directly to reserves. in
consideration, the Group relinquished its investment in BMSA to Muitiplic
Empreedimentos e Comercio SA, the other principal sharehclder, and paid
US$81 million in cash.

A summarised profit and loss account for Losango for the penod from
1 January 1997 to 31 March 1997 is set out beiow:

£m
Net interest income 84
Other income and charges 2

86
Administrative expenses (25)
Provisions for bad and doubtfu! debts (38)
Profit on ordinary activities before tax 23
Tax (12)
Profit after tax 11
Profit after tax year ended 31 December 1996 123

All recognised gains and losses are included in the profit and loss account.

The balance sheet of Losange as at 1 April 1997 was as follows:

Baok fFair value
value at  Fair valye at
1 April adjustments  acquisition
&m ) £m £m
Cash and balances at central banks 11 - 11
Treasury and other eligibie bills 11 - 11
Loans and advances fo customers 606 (22} 584
Debt securities 4 - 4
Tangible fixed assets 43 (6) 37
Other assets 52 - 52
Deposits by banks (26) - (26)
Debt securities in issue (571} - (571)
Other liabilities (90} - (90}
Net assets acquired 40 (28} 12
Goodwill 161
Consideration 173
Satisfied by:
Investment in BMSA 123
Cash 49
Related costs of acquisition 1
173

Fair value adjustments have been made to the carrying value of Losango’s fixed
assets and loan portfolic. The adjustment to fixed assets has been made (o
reflect a permanent diminution in the value of properties held. The adjustment
to the loan portfolio reflects the provision required to state the loan portfolio at
its expected recoverable amount.

47  Acquisitions (continued)}

b) Duning 1997 the Group acquired further shares in its associate, Banco Anglo
Colombiano SA. for a consideration of £7 million, with the resuit that its interast
increased from 49 per centto 61 per cent. The transaction has been accounted
for in accordance with acquisition accounting principles and  goodwill
amounting to £3 million has been written off directly to profit and loss account
reserves. With effect from 1 October 1997 Banco Angle Colombiano SA has
beer accounted for as a group undertaking. The effect on the results of the
Group is not material.
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48 Consolidated cash flow statement .

a Reconciliation of operating profit to net cash 1997 1986
inflow from operating activities o Emo o gm
QOperating profit 2,985 2.456
{Increase) decrease in prepayments and accrued income (314) 51
Decrease in accruals and deferred income (467) (313
Provisions for bad and doubtiul debts 421 327
Net advances written off (553} (779)
Restructuring provision - 75
Restructuring costs incurred (195} (84}
Generat insurance claims 145 120
General insurance claims paid (114) (107}
Amounts writien off fixed asset investments 3 5
income from long-term assurance business (328} (403)
Transfer from life fund 156 232
interest on subordinated liabiiities (loan capital) - 321 254
Imterest element of finance lease rentat payments 1 2
Depreciation 247 254
Qther non-cash movements (176} (252)
Net cash flow from trading activities 2,132 1.878
Net increase in loans and advances (9,260) (4.475)

Net increase in investments other than investment

securities (4,212) (28)
Net decrease in other assets 528 3,134
Net increase (decrease) in deposits by banks 3,787 (2,718)
Net increase in customer accounts 4,786 5,140

Net increase in debt securities in issue i 490 493
Net increase (dacrease) in other liabifities 1,100 (3,056}
Net decrease (increase) in items in course of

collection/transmission 22 (96)
Other non-cash movements (27) (48)
Net cash {outflow) inflow from operating activities (654) 227
b Analysis of cash as shown in the balance sheet 1997 1996

£m £m
Cash and balances with central banks 881 1,272
Loans and advances 10 barks repayable on demand 5,277 4,502

6,158 5,774

The Group is required to maintain balances with the Bank of England which,
at 31 Decernber 1997, amounied to £275 million {1996: £175 million).

¢ Analysis of changes in cash during the year 1997 1996
£m £m
5,774 4,501

At 1 January
Net cash inflow before adjustments for the effect

of foreign exchange movements 395 1.324
Effect of foreign exchange movements (11 (51)
At 31 December 6,158 5,774

Share capnal

d Analysis of changes in financing during
{including premium

the year
and merger reserve)
1997 1996
£m £m
Al 1 January 1,743 1,801
Cash inflow from financing 39 32

Shares issued to the minority shareholders in Lioyds
Abbey Lite plc - 987
Premium on acguisition - {1077

AL 31 December 1,782 1,743
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48  Consolidated cash flow statement {continued)

Subordinated labilities

d Analysis of changes in financing during
and finance leases

the year {continued)

1597 1996
£m £
At 1 January 3,936 3,873
Effect of foreign exchange rate changes 14 {157}
Cash inflow from financing 276 237
Capital repayments (5) (17
At 31 Decernber 4,221 3,936
& Analysis of the net cash outflow in respeél 1997 1996
of the acquisition of group undertakings _ Em £m
Cash consideration paid 57 -
Cash acquired {11) -
Net cash outflow 46 -
f Acguisition of group undertakings 1997 1996
L £m £m
Net assets acquired:
Cash and balances with central banks i1 -
Loans and advances 736 -
Other monetary assets 112 -
Tangitle fixed assets 44 -
Deposits by banks, cuslomer accounts
and other liabitities (887) -
16 -
Goodwill arising on consofidation 164 -
180 -
Satisfied by:
Investment in Banco Multiplic SA 123 -
Cash 57 -
180 -
g Disposal of group undertakings and businesses 1997 1996
£m £m
Met assets disposed of:
Loans and advances to customers 2,120 -
Deposits from banks (2,015) -
Other net assets 144 1
Goodwill written back on disposal 33 79
: ) 282 80
Profit {loss) on sale 154 (77)
Cash consideration received 436 3




Lloyds T$B Group plc

Information for shareholders

Analysis of sharehelders Financial calendar 1998

at 31 December 1997
13 February

Size of shareholding
Resuits for 1997 announced

Sharcholders Number of ardinary shares

Number %o Millions %
T e e T ’ 23 February
b-99 50.293 4.80 L7 0.03 gy givivend date for 1997 final dividend
100 - 489 549,159 52.44 190.8 3.54
500 -999 292,328 2792 180.8 3.35 27 February
1,000 ~ 4,999 115.744 11.05 2289 424 Record date for final dividend
5,000 - 9,999 20,213 1.93 139.7 2.59 15 Aoril
10,000 - 49,599 16,207 1.55 301.4 5.58 pri o
50,000 - 99,999 1,106 0.11 78,1 139 Annual general meeting in Glasgow
100.000 - 999,999 1,508 0.14 504.4 9.35 1 May
1,000,000 and over 574 0.06 37735 89.93  final dividend paid
1.047,133 100.00 5,396.4* 100.00 31 July
o ) o Resuits for half-year to 30 June 15998
* Includes 1,038 million shares (19%) registered in the names of some | million individuats. 174 million shares
(3%} are held by over 51,000 staff and Group pensioners, or on their benaif by the trustees of the staff profit announced
sharing schemes,
10 August

Share price information

In addition to information published in the
financial pages of the press, the latest price of
Lioyds TSB shares on the London Stock
Exchange can be obtained by telephoning
0891 771515. These telephone calls are
charged at 50p per minute, including VAT.

Share dealing facilities

The Company provides a low cost, execution
only, postal dealing service for the purchase
and sale of Lloyds TSB shares through Lloyds
Bank Registrars. The current rate of
commission for purchases is 0.75%,
minimum £10, and for sales is 0.75%, no
minimum. For fuil details please contact
Lloyds Bank Registrars. Telephone

01903 702321.

The Company aiso provides an immediate
telephone dealing service through Lloyds Bank
Stockbrokers for the purchase and sale of
Lloyds TSB shares on preferential commission
terms. The current rate for both purchases
and sales is 0.75%, minimum £18.50
maximum £75, for transactions up to
£75.000. For full details please contact
Lloyds Bank Stockbrokers. Telephone

0345 888200.

Personal equity plans (PEPs}

You can invest in Lloyds TSB shares through
both a General PEP 2nd a Single Company
PEF For details please contact Lloyds Bank
PEPs, Freepost, Haywards Heath, West
Sussex RH16 3ZA. Telephone 0345 418418,

Substantial shareholdings

At the date of this report the Company had
been notified by the Prudential Corporation
Group of its interest In 3% of the Company's
issued ordinary share capital. The Company
has not received notification that any other
person hotds 3% or more of the issued
ordinary share capital.

Lloyds TSB in the community

Information about the Group's involvement in
the community, its rofe in society, and the
Lloyds TSB Foundations can be obtained by
writing to Public Affairs, Lloyds TSB Group
pic, 71 Lombard Street, London EC3P 38S.

Shareholder enquiries

The Company's share register is maintained
by Lloyds Bank Registrars, The Causaway,
Waorthing, West Sussex BN99 6DA. Telephone
01903 502541, Please contact them if you
have enquiries about your Lloyds TSB
shareholding, including those concerning the
following matters:

- change of name or address

— loss of share certificate, dividend warrant or
tax voucher

— 1o obtain a form for dividends to be paid
directly to your bank or building society
account {tax vouchers will still be sent {0
your registered address unless you request
otherwise)

- to obtain details of the share dividend
scheme which enables you fo receive new
shares instead of cash dividends

- reguest for full report and accounts

Ex-dividend date for 1998 interim dividend

14 August
Record date for interim dividend

9 October
Inferim dividend paid

Head office

71 Lombard Street
London EC3P 3BS

Registered office

Henry Duncan House

120 George Street

Edinburgh EH2 4LH

Registered in Scotland no 95000

Registrar

Lioyds Bank Registrars
The Causeway
Worthing

West Sussex BNS9 6DA
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