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PRESENTATION OF INFORMATION

In this annual report, references to “Lloyds TSB Group” are to Lloyds TSB Group plc and its subsidiary and associated
undertakings; references to “Lloyds TSB Bank” are to Lloyds TSB Bank plc; and references to the “Consolidated Financial
Statements’ are to Lloyds TSB Group's Consolidated Financial Statements included in this annual report. References to the
“Financial Services Authority” are to the United Kingdom (the “UK") Financial Services Authority.

Lloyds TSB Group publishes its Consolidated Financia Statements expressed in British pounds (“pounds sterling”,
“gerling” or “£"), the lawful currency of the UK. In this annua report, references to “pence’ and “p” are to one-hundredth of
one pound sterling; references to “US dollars’, “US$” or “$" are to the lawful currency of the United States (the “US’);
references to “cent” are to one-hundredth of one US dollar; and references to “euro” or “€” are to the lawful currency of the
member states of the European Union that have adopted a single currency in accordance with the Treaty establishing the
European Communities, as amended by the Treaty of European Union. Solédly for the convenience of the reader, this annual
report contains trandlations of certain pounds sterling amounts into US dollars at specified rates. These trandations should not be
construed as representations by Lloyds TSB Group that the pounds sterling amounts actually represent such US dollar amounts
or could be converted into US dollars at the rate indicated or any other rate. Unless otherwise stated, the trandations of pounds
sterling into US dollars have been made at the noon buying rate in New York City for cable transfers in pounds sterling as
certified for customs purposes by the Federal Reserve Bank of New York (the “Noon Buying Rate”) in effect on 31 December
2002, which was $1.6095 = £1.00. The Noon Buying Rate on 31 December 2002 differs from certain of the actual rates used in
the preparation of the Consolidated Financia Statements, which are expressed in pounds sterling, and therefore US dollar
amounts appearing in this annua report may differ significantly from actual US dollar amounts which were trandated into
pounds sterling in the preparation of the Consolidated Financial Statements in accordance with accounting principles generally
accepted in the UK.



BUSINESSOVERVIEW

Lloyds TSB Group is aleading UK-based financial services group, whose businesses provide a comprehensive range of
banking and financial services in the UK and overseas. At 31 December 2002 total Lloyds TSB Group assets were
£252,758 million and L1oyds TSB Group had over 79,000 employees. Lloyds TSB Group plc’'s market capitalisation at that date
was some £24,800 million. The profit on ordinary activities before tax for the 12 months to 31 December 2002 was
£2,607 million and the risk asset ratios as at that date were9.6 per cent for total capital and 7.8 per cent for tier 1 capital.

The operations of Lloyds TSB Group in the UK were conducted through approximately 2,200 branches of Lloyds TSB
Bank, Lloyds TSB Scotland plc and Cheltenham & Gloucester plc at the end of December 2002. International business is
conducted mainly in the Americas, New Zealand and continental Europe. Lloyds TSB Group’s services in these countries are
offered through a combination of branches of Lloyds TSB Bank and subsidiary companies, principally The National Bank of
New Zealand Limited, New Zealand’s second largest bank measured by assets during 2002, and Losango, the Lloyds TSB
Group’s consumer finance business in Brazil. Lloyds TSB Group dso offers offshore banking facilities in a number of
countries. For additional information see “Regulation”.

The following table shows the prafit before tax of Lloyds TSB Group’s UK Operations and its International Operationsin
each of the last three years.

2002 2001 2000

£m £m £m

UK OPEFELIONS.....cvcviiieiirieieiririsisisisssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssas 2,111 2,595 3,352
INterNational OPErBiONS.........ccevuriiererrerierierereees st 496 566 433
[ 0 L1 0 (o (= =) 2,607 3,161 3,785

Lloyds TSB Group's activities are organised into three segments; UK Retaill Banking and Mortgages, Insurance and
Investments and Wholesdle Markets and International Banking. Services provided by UK Retail Banking and Mortgages
encompass the provision of banking and other financial services to persona and small business customers, private banking,
stockbroking and mortgages. Insurance and Investments offers life assurance, pensions and investment products, general
insurance and fund management services. Wholesale Markets and International Banking provides banking and related services
for major UK and multinational companies, banks and financial institutions, and medium-sized UK businesses, including venture
capital finance. It aso provides asset finance and share registration services to personal and corporate customers, manages
Lloyds TSB Group's activities in financiad markets through its Treasury function and provides banking and financial services
oversess.

The following table shows theresults of LIoyds TSB Group's UK Retail Banking and Mortgages, Insurance and Investments
and Wholesale Markets and International Banking segments and Central group items in each of the last three fisca years. In
order to provide a clearer representation of the underlying performance, the results of the Insurance and Investments segment
include investment earnings calculated using longer-term rates of return and annual management charges based on unsmoothed
fund values. Management separately anayse the difference between these normalised earnings and the actua return (‘the
investment variance') together with the impact of changes in the economic assumptiors used in the embedded value calculation.

2002 2001 2000

£m £m £m

UK Retail Banking and MOMQAgES........ccviuiririiiesesessssssssssssssssssss s sssssssssssens 1,172 1,205 1,363
INSUraNCE aNd INVESIMENTS.......covieieierirrirrrses e en 1,231 1,421 1,158
Wholesale Markets and International Banking ..........cocvvvvrrnnnnnnnnssesesesesesesesesesesees 1,005 1,209 1,035
CaNtral GroUP ITEIMIS ..ottt ettt 96 185 378
3,504 4,020 3934

Changesin eCoNOMIC 8SSUMPLIONS.......ccuiiiririniriresesese st se s s s 55 - 127
[NVESIMENE VAMTAINCE .....cecvvereecee ettt st e (952) (859) (276)
L0 LA o= o= = G 2,607 3,161 3,785

Lloyds TSB Group plc was incorporated as a public limited company and registered in Scotland under the UK Companies
Act 1985 on 21 October 1985 with the registered number 95000. Lloyds TSB Group plc's registered office is Henry Duncan
House, 120 George Street, Edinburgh EH2 4LH, Scotland, and its principal executive offices in the UK are located at
25 Gresham Street, London, EC2V 7HN, United Kingdom, telephone number + 44 (0) 20 7626 1500.



SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial information set out in the table below has been derived from the annual reports and
accounts of Lloyds TSB Group plc for each of the past five years adjusted for subsequent changes in accounting policy and
presentation. The Consolidated Financiad Statements for each of the years 1998 to 2001 have been audited by
PricewaterhouseCoopers, independent accountants; the Consolidated Financia Statements for 2002 were audited by their
successor firm PricewaterhouseCoopers LL P, independent accountants.

The Consolidated Financial Statements have been prepared in accordance with UK GAAP, which differs in certain
significant respects from US GAAP. A discussion of such differences and a reconciliation of certain UK GAAP amounts to US
GAAP isincluded in Note48 to the Consolidated Financial Statements.

2002 2001 2000 1999 1998
Profit and lossaccount data for the year ended
31 December (Em) ¢
NEL INTErESt INCOME......cvcvieirierrrererreee s 5171 4,922 4,587 4,783 4,398
Other fiNaNCE INCOME........cverireerrereeiere e 165 307 424 268 252
(@141 0T 01070 o= 3,542 3,660 3,765 3,267 2,792
Trading SUMPIUS.....cccveveieieieieieie ettt sssssesenenes 3,963 4,113 4,497 4,434 3,566
Provisionsfor bad and doubtful debts..........ccccovevririnininininnne. (1,029) (747) (x41) (615) (555)
Profit on ordinary activitiesbeforetax ........c.ocovovncevninenn 2,607 3,161 3,785 3,529 2,948
Profit on ordinary activities after taX .........ooeevevrvnvrinininenennnn, 1,843 2,286 2,703 2,445 2,086
Profit for the year attributable to shareholders....................... 1,781 2,229 2,654 2,439 2,073
DIVIAENGS ..ot 1,908 1,872 1,683 1,451 1,204
Balance sheet data at 31 December (Em) @
Called-up share capital..........cccoevvvereeenesineseseseseseeeeeseeeee e 1,416 1411 1,396 1,389 1,379
Shareholders’ funds (EQUILY) ....cccovevvevererenenerererereresesesesese e 7,972 10,356 11,901 11,760 9,333
CUSIOMES BCCOUNES.....cviveeerieerienerrisessesesesieessesessesesseseeseseenenes 116,334 109,116 101,989 93,714 90,445
Undated subordinated loan capital ... 5,496 4,102 3,391 3,294 1,518
Dated subordinated loan capitd ..., 4,672 4,006 4,119 3,199 2,503
Loans and advanCesto CUSIOMESS.......cccccereeeeermreneeereerenenneens 134,474 122,935 114,432 102,233 95,243
ASSELE? .o 207,418 189,404 169587 153172 146475
TOtAl ASSELS....cocvcvereiercrere et rens 252,758 235,793 220,672 179,714 170,167
Shareinformation
Basic earnings per ordinary Share.........cccovveeeenneneerennenenens 32.0p 40.3p 48.4p 44.8p 38.4p
Diluted earnings per ordinary Share.........cooveveeeneeeneninenennnens 31.8p 39.9p 47.9p 44.0p 37.6p
Net asset value per ordinary share.........ccooveveevveneeceenenenenns 141p 184p 213p 212p 170p
Dividends per ordinary share............ccoooomvvveeccimmsenereeeeecesins 34.2p 33.7p 30.6p 26.6p 22.2p
Equivalent cents per share®@ @ .. ....oooovvoirveceseerecesseneiens 54.1c 49.3c 44.2c 42.3c 36.7c
Market price (Year-end) .......ccocveveeeernnreeinenenseennessesesnesesneees 446p 746p 708p 774p 855p
Number of shareholders (thousands) ..., 973 981 1,026 1,024 1,028
Number of ordi nary sharesinissue (Millions)........c.cccoveueeee. 5,583 5,564 5,507 5,475 5,435
Financial ratios™" ©® % % % % %
Dividend payouL FatiO.........cccuvvrrrrrennrsssssnseseesese s 107.1 84.0 63.4 595 58.1
Post-tax return on average shareholders equity.........c.oc...... 16.7 181 211 239 235
Post-tax return 0N average 8SSELS........oeveerererieveneserieiee s 0.93 1.28 1.68 163 148
Post-tax return on average risk-weighted assets..........cooeee.... 161 2.26 3.07 294 2.62
Average shareholders' equity to average assets........oovvuvenene 54 6.9 7.8 6.8 6.3
Efficiency ratio® ......ooovveeeeceeeeeereeececsesseeeeseeseessssesesssseeessss 55.4 53.7 4838 467 521
Capital ratios®
TOtal CAPItaAl ..o 9.6 8.8 8.7 149 112
Tier 1 CapItal ..o 7.8 7.8 8.0 9.9 8.6

(1) Figures for 2001 and earlier years have been restated to reflect the implementation of FRS 12, “Provisions, Contingent Liabilities and
Contingent Assets’, FRS 15, “Tangible Fixed Assets’, FRS 18, “Accounting Policies’, FRS 17, “Retirement Benefits’, FRS 19 “Deferred
Tax”, UITF 33 “Obligations in Capital Instruments’, detailed guidance from the Association of British Insurers for best practice in the
preparation of results using the achieved profits method of accounting and other minor adjustments.

(2) Assets exclude long-term assurance assets attributable to policyholders.

(3) Annual dividends are comprised of both interim and fina dividend payments. Fina dividends (which are always paid in the following
year) are included in the year to which they relate rather than in the year in which they are paid.

(4 Trandated into US dollars at the Noon Buying Rate on the date each payment is made.
(5) Averages are calculated on a monthly basis from the consolidated financial data of Lloyds TSB Group.
(6) Theefficiency ratio is calculated as total operating expenses as a percentage of total income.



SELECTED USGAAP FINANCIAL DATA 2002 2001* 2000* 1999*

Income statement data for the year ended 31 December (Em)

Total revenues, net of iNtErest EXPENSE.......ccvvvvvee e, 10,498 9,335 10,380 9,493
Policyholder benefits and claims eXPense..........covvvvvvnnnnnnnenenenenens (1,565) (2,228) (1,735) (936)
Provision for bad and doubtful debts..........coovvvvvvvnnnnnrnrrrrrs (1,029) (747) (541) (615)
INCOME DEFOrETAX ....cvveeviceceisee e e e, 2,376 2,215 2,755 3,352
NELINCOME ...vveiee e e, 1,751 1,632 1,986 1,993
DIVIAENGS. ....cvveeeieinireeie e, 1,903 1,738 1,522 1,285
Balance sheet data at 31 December (Em)

Shareholders' EQUILY......cccvvevrrrrrrreerrs e, 10,190 13533 13,712 13,109
DEPOSILS ...ttt e 141,777 133,419 117,473 110,545
L0ans, NEt Of PrOVISIONS ...ttt sttt 134,202 122,485 110,788 99,120
TOBl BSSELS ....cvereereetre e 254,389 243226 225776 180,825
Shareinformation (penceper ordinary share)

BaSIC EBIMINGS ....cuvvevrireeieirrereeee et snsnnens 314 295 36.2 36.6
(DU 1= = 110 313 29.2 358 359
NEL BSSEL VAIUE ..., 180 240 246 236
DIVIAENGS. ...ttt s, 342 315 27.8 23.6
Financial ratios' % % % %
Dividend PayOUL FaLiC........ovvevvererererireresesesesese sttt 108.7 1065 76.6 64.5
Post-tax return on average shareholders’ equity.........oeevnereenerenienenen, 148 120 148 15.6
POSt-tax return 0N aVerage 8SSELS........ccovevieererierere s 0.73 0.72 1.00 113
Average shareholders' equity t0 average aSSetS......oovvnnnnninininnnenenn, 4.8 5.8 6.6 7.2

* restated (see page F-67)

(1) Lloyds TSB Group does not have sufficient information to calculate US GAAP average balances on a monthly basis. Where applicable,
these financia ratios have been based upon simple averages of the opening and closing balances.



EXCHANGE RATES

In thisannual report, unless otherwise indicated, all amounts are expressed in pounds sterling. For the months shown the US
dollar high and low Noon Buying Rates per pound sterling were:

2003 2002
May April March February January December
(US dollars per pound sterling)
[ [T o PR TTTTTTTN 1.65 1.60 161 1.65 1.65 161
LOW e 1.59 155 1.56 157 1.60 1.56

For the years shown the averages of the US dollar Noon Buying Rates per pound sterling on the last day of each month
were:

2002 2001 2000 1999 1998
(US dollars per pound sterling)
F NV =0 = OSSP 151 144 152 161 1.66

On 18 June 2003, the latest practicable date, the US dollar Noon Buying Rate was $1.6798 = £1.00. Lloyds TSB Group

makes no representation that amountsin pounds sterling have been, could have been or could be converted into US dollars at that
rate or at any of the aboverates.



BUSINESS
History and development of LIoyds TSB Group

The history of Lloyds TSB Bank can be traced back to the 18" century when the banking partnership of Taylor and Lloyds
was established in the UK. The early years of the 20" century were marked by many acquisitions and mergers, significantly
expanding the number of banking offices in the UK. For much of the last 30 years Lloyds TSB Bank has adso had an
international exposure principally in New Zealand and Latin America. Lloyds TSB Bank expanded further in the late 1980's by
the creation of the insurance-led group of Lloyds Abbey Life following the merger of five Lloyds TSB Bank businesses and
Abbey Life Group plc, and in 1995 the business of Cheltenham and Gloucester Building Society was acquired.

TSB Group plc became operational in 1986 when, following UK government legidlation, the operations of four Trustee
Savings Banks and other related companies were transferred to TSB Group plc and its new banking subsidiaries. By 1995, the
TSB Group had, either through organic growth or acquisition, developed life and general insurance operations, investment
management activities, amotor vehicle hire purchase and leasing operation, and an estate agency business to supplement its retail
banking activities.

In 1995, TSB Group plc merged with Lloyds TSB Bank. Under the terms of the merger, the TSB and Lloyds TSB Bank
groups were combined under TSB Group plc, which was re-named Lloyds TSB Group plc. In 1999, the businesses, assets and
liabilities of TSB Bank, the principal banking subsidiary of the TSB Group prior to the merger, and its subsidiary Hill Samuel
Bank were vested in Lloyds TSB Bank. In 2000, Lloyds TSB Group acquired Scottish Widows, for a total consideration of
£5,947 million. This transaction positioned Lloyds TSB Group as one of the leading suppliers of long-term savings and
protection products in the UK. The Lloyds TSB Group has remained in substantially this form since that time. For additional
information on the LIoyds TSB Group see “Business Overview” .

Management and resour ces

Lloyds TSB Group recognises that it will create value for its shareholders if it creates value for its customers. Its constant
aim isto meet the rapidly changing needs and expectations of its customers. Lloyds TSB Group believes that success depends
upon sarvice, consistency and commitment. Naothing is more important to Lloyds TSB Group’s business than maintaining the
trust and confidence of its customers and Lloyds TSB Group aims, wherever possible, to maintain long-term relationships with
its customers. Lloyds TSB Group has an established code of business conduct which is published and available, on request, to
the public. The policy defines the standards and values which are used to operate the business and covers Lloyds TSB Group’s
relationship with customers, suppliers, employees, the community, shareholders and competitors. The code is incorporated
within procedures for each area of the business and has been communicated to all employees.

Lloyds TSB Group operates in a marketplace which is continualy changing. No organisation can successfully manage
change without the support and commitment of its staff. The pace and scope of change will not diminish as competition in the
financial services market continues to increase. Lloyds TSB Group recognises that it is the staff of the organisation who have
delivered, and will continue to deliver, its success and considers that one of its greatest competiti ve advantages is the ability of
its people to adapt to rapid and far reaching change. The knowledge and skills of Lloyds TSB Group’s employees are a key
element in its success and therefore it invests significantly in training, ensuring that it is accessible by everyone in the
organisation.

Lloyds TSB Group recognises that long-term success depends on the quality of its management. It istherefore committed to
developing the potential of all managers; in particular ensuring that it has the succession management capability to meet future
needs for top management. On 20 December 2002 Lloyds TSB Group announced that Eric Daniels, group executive director,
UK Retail Banking, would succeed Peter Ellwood who retired as group chief executive on 31 May 2003, and thet Peter Ayliffe,
managing director, Personal Banking, would succeed Eric Daniels as group executive director, UK Retail Banking and join the
Board. On 6 February 2003 it was announced that Steve Targett, formerly chief executive officer, Europe, for National Australia
Group would succeed David Pritchard as group executive director, Wholesale and International Banking upon Mr Pritchard’s
retirement as an executive director on 16 April 2003. David Pritchard became deputy chairman replacing Alan Moore who
retired from the Lloyds TSB Group on the same day. Also on 16 April 2003, the following nortexecutive directors left the
Board: Kent Atkinson, Clive Butler and Sheila Forbes; and on 1 May 2003, Wolfgang Berndt and Angela Knight joined the
Board as non-executive directors.

Strategy of Lloyds TSB Group

The governing objective of Lloyds TSB Group is to maximise shareholder value over time. Lloyds TSB Group believes
that this objective can only be achieved by having clear strategic aims, plans capable of trandaing strategy into shareholder
value, and the determination and ability to implement and deliver those plans. LIoyds TSB Group plans to maximise sharehol der
value over time by a combination of organic growth and acquisitions, balancing short-term profit growth and investment in the
future of the business to create sustainable long-term value for all its stakeholders.



Lloyds TSB Group's three strategic aims are to be aleader in its chosen markets, to be the first choice for its customers and
to reduce day-to-day operating costs to alow greater scope for investment in better products, enhanced service and multi-
channel distribution.

Tobealeader in its chosen markets

Lloyds TSB Group aims to be a leader in its chosen markets as market leaders earn higher returns and create greater
value. Lloyds TSB Group has pursued thisaim by seeking opportunities to consolidate its position in businesses where
it isalready strong by a combination of organic growth and acquisitions and by divesting businesses in markets where it
is not a leader and cannot aspire reasonably to leadership. The acquisition of Scottish Widows in March 2000 has
greatly enhanced Lloyds TSB Group’s market position in the life assurance market. Based on figures provided by the
Association of British Insurers, LIoyds TSB Group's share of the UK life and pensions market in 1999 was 1.5 per cent,
excluding Abbey Life. By September 2002, following the acquisition of Scottish Widows, this rose to 5.3 per cent.

Within Asset Finance, Lloyds TSB Group has acquired Chartered Trust, First Nationa Vehicle Holdings, Abbey

National V ehicle Finance and the Dutton-Forshaw Group to enhance the Group’ s leading position in UK motor finance.
In 1998, the acquisition of Countrywide Banking Corporation further strengthened Lloyds TSB Group’s position in
New Zedand; athough, following approaches in 2003, Lloyds TSB Group is undertaking a strategic review so that
potential offers for The National Bank of New Zealand, as well as retention of the business, can be considered. Lloyds
TSB Group has also divested businesses such as Mortgage Express, International Factors, Black Horse Agencies,

Schrider Minchmeyer Hengst & Co and Lloyds TSB Asset Management S.A. which were either duplicated or werein
markets in which Lloyds TSB Group did not wish to become aleader.

To befirst choicefor its customers

Lloyds TSB Group aims to be first choice for its customers by understanding and meeting their needs more effectively
than any of its competitors. Central to this objective is Lloyds TSB Group’s Customer Relationship Management
programme, which brings together al the customer information that LIoyds TSB Group holds so that it can build on its
relationship with individual customers by providing them with products, services and access suited to their individual
requirements.

Lloyds TSB Group has continued to broaden its product range which, supported by the knowledge and expertise of its
staff, ensures that the Lloyds TSB Group provides comprehensive financial solutions to neet the needs of al its
customers. Lloyds TSB Group’s multi-channel banking infrastructure, including internet and telephony services,
meansthat it can provide its customers with significant options in terms of convenience and choice.

To reduce day-to-day operating costs

Reducing day-to-day operating costs allows Lloyds TSB Group greater scope for investment in products, enhanced
service and multi-channel distribution. In February 2000 Lloyds TSB Group announced the commencement of a
substantial medium-term efficiency programme to improve the Lloyds TSB Group's overal efficiency to support
increasing levels of investment in the Lloyds TSB Group’'s businesses. The efficiency programme has been a major
contributing factor to the net reduction in staff numbers during 2002 of 4,191, after adjusting for an additiona
2,328 staff following a number of acquisitions, against atargeted reduction of 3,000. The mgjor projects comprising the
efficiency programme are now coming to an end, although the Lloyds TSB Group remains committed to strict cost
control and, largely as a result of continuing efficiency initiatives, operating expenses in 2003, excluding the impact of
acquisitions and operating lease depreciation, are expected to grow by no more than the rate of inflation.

Lloyds TSB Group continues to develop new strategies which will leverage the strength of its brands and its multi-channel
distribution capability, its enhanced understanding of what its customers want and its cost advantage to deliver greater value to
customers.

Lloyds TSB Group remains alert for opportunities to grow through acquisitions that complement its good organic strategies
and help provide new opportunities for profitable growth, both in the UK and overseas. Whilst Lloyds TSB Group remai ns well
placed to participate in cross-border consolidation with potential to create value by exploiting its retailing and cost management
skills and its ability to manage change effectively, the prevailing stock market conditions appear to have slowed down the
consolidation process, both in the UK and Europe. Lloyds TSB Group's proposed acquisition of Abbey National in 2001, which
was blocked by the UK Competition Commission, signalled an end to large-scale consolidation within the UK by domestic
participants.

Businesses and activities of LIoyds TSB Group
The main businesses and activities of LIoyds TSB Group’ sthree segments are described bel ow.

UK Retail Banking and Mortgages

UK Retail Banking and Mortgages provided banking and financia services to some 15 million customers during 2002.
With approximately 2,200 branches of Lloyds TSB Bank, Lloyds TSB Scotland and Cheltenham & Gloucester at the end of
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2002, Lloyds TSB Group provides comprehensive geographic branch coverage in England, Scotland and Wales. The profit
before tax of UK Retail Banking and Mortgagesin 2002 was £1,172 million.

UK Retail Banking

Current accounts, savings and investment accounts, and consumer lending. The retail branches of LIoyds TSB Bank offer a
broad range of branded products and Cheltenham & Gloucester provides retail investments through its branch network and a
posta investment centre.

Business banking. Small businesses were served by over 1,750 dedicated business managers based in some 450 locations
throughout the UK d the end of 2002. Customers have access to a wide range of tailored business services ranging from
traditional banking products through factoring, insurance and investments to non-financial solutions to their business problems
such as Debtor Management ervice, providing legal support to help customers recover debts, and Prospect Finder, providing
customers with atailored list of potential customers for their business. Lloyds TSB Group is one of the leading banks for new
business start-ups with around onein five opening accounts with Lloyds TSB Group.

Card services. Lloyds TSB Group provides arange of card-based products and services, including credit and debit cards and
card transaction processing services for retailers. Lloyds TSB Group is a member of both the VISA and MasterCard payment
systems and is thethird largest credit card issuer in the UK with a10 per cent share of outstanding card balances at 31 December
2002.

Cash machines. Lloyds TSB Group has one of the largest cash machine networks of any leading banking group in the UK
and, at 31 December 2002, personal customers of LIoyds TSB Bank were able to withdraw cash, check balances and obtain mini
statements through some 4,200 cashpoint machines at branches and external locations around the country. In addition, they had
access to a further some 37,000 cash machines via LINK in the UK and to cash machines worldwide through the VISA and
MasterCard networks.

Telephone banking. Telephone Banking continues to grow and Lloyds TSB Group provides one of the largest telephony
services in Europe, in terms of customer numbers. At the end of 2002, some 3.2 million customers had registered to use the
services of PhoneBank and the automated voice response service PhoneBank Express. Lloyds TSB Group's telephone banking
contact centres handled some46 million calls during 2002.

Internet banking. Internet Banking provides online banking facilities for personal and business customers and enables them
to conduct their financia affairs without the need to use the branch network. Some 2 million customers have registered to use
Lloyds TSB Group'sinternet banking services.

UK Wealth Management. Private Banking provides a range of tailor-made wealth management services and products to
individuals from 40 offices throughout the UK. In addition to asset management, these include tax and estate planning, executor
and trustee services, deposit taking and lending, insurance and personal equity plan and individua savings account (1SA)
products. At 31 December 2002, client funds under management totalled some £10,000 million. Lloyds TSB Stockbrokers
undertakesretail stockbroking through its Sharedeal Direct telephone service.

Mortgages

Cheltenham & Gloucester is Lloyds TSB Group's specialist residential mortgage provider, providing a range of mortgage
products to persona customers through its own branches and those of Lloyds TSB Bank in England and Wales, as well as
through the telephone, internet and postal service, C& G TeleDirect. Lloyds TSB Group also provides mortgages through Lloyds
TSB Scotland and Scottish Widows Bank. Lloyds TSB Group is the third largest residential mortgage lender in the UK on the
basis of outstanding balances, with mortgages outstanding at 31 December 2002 of £62,467 million, representing an estimated
market share of 9.3 per cent.

I nsurance and | nvestments

The operating profit, calculated as explained under “Operating and Financiad Review and Prospects - Line of business
information - Summary”, of Insurance and Investmentsin 2002 was £1,231 million.

Life assurance, pensions and investments. Scottish Widows is Lloyds TSB Group's specidist provider of life assurance,
pensions and investment products, which are distributed through Lloyds TSB Bank’s branch network, through independent
financia advisors and directly viathe telephone and the internet. Before its acquisition in 2000, Scottish Widowsdistributed life
assurance, pensions and long-term savings products mainly through independent financial advisors. Following the acquisition,
the Scottish Widows brand became the sole brand for LIoyds TSB Group's life, pensions, unit trust and other long-term savings
products, and LIoyds TSB Group extended the brand’ s product range to Lloyds TSB Group’ s retail banking branch network.

In common with other life assurance companies in the UK, the life and pensions business of each of the life assurance
companiesin the LIoyds TSB Group iswritten in along-term businessfund. The long-term business fund is divided into a With-
Profits and a Non-Participating sub-fund.



With-profitslife and pensions products are written from the With-Profits Fund. The benefits accruing from these policies are
designed to provide a smoothed return to policyholders who hold their policies to maturity through a mix of annual and fina (or
terminal) bonuses added to guaranteed basic benefits. The guarantees generally only apply on death or maturity. The actual
bonuses declared will reflect the experience of the With-Profits Fund.

Other life and pensions products are generally written from the Non-Participating sub-fund. Examples include unit-linked
policies, annuities, term assurances and health insurance (under which a pre-determined amount of benefit is payable in the event
of an insured event such as death). The benefits provided by such linked policies are wholly or partly determined by referenceto
aspecific portfolio of assets known as unit-linked funds.

General Insurance. Lloyds TSB Genera Insurance provides general insurance through the retail branches of Lloyds TSB
Bank and Cheltenham & Gloucester, and through a direct tel ephone operation and the internet. Based on a survey conducted for
Lloyds TSB Group, Lloyds TSB General Insurance had a new business market share of 12 per cent of the rew household
insurance market in 2002 (compared to 14 per cent in 2001). The new household insurance market is defined as those customers
switching suppliers, taking out first ever policies and customers re-entering the household insurance market.

Scottish Widows Investment Partnership. Scottish Widows Investment Partnership manages funds for LIoyds TSB Group's
retail life, pensions and investment products. Clients aso include corporate pension schemes, local authorities and other
ingtitutions in the UK and overseas. At 31 December 2002 funds under management amounted to some £70,000 million,
compared to some £78,000 million ayear earlier. The decline mainly reflects the lower stock market levels experienced in 2002

Wholesale Markets and I nternational Banking

Wholesale Markets

The profit before tax of Wholesale Markets in 2002 was £626 million. Lloyds TSB Group’s relationships with mgor UK
and multinational companies, banks and ingtitutions, and medium-sized UK businesses, together with its activities in financial
markets, are managed through dedicated offices in the UK and a number of |ocations overseas, including New Y ork.

Treasury. Lloyds TSB Group is a leading participant in the Sterling money market. It is aso active in currency money
markets, foreign exchange markets and also in certain derivatives markets, primarily to meet the needs of customers. It also plays
acentrd rolein the funding, cash and liquidity management of Lloyds TSB Group.

Corporate. Lloyds TSB Group provides a relationship banking, financial and advisory service to the corporate market place
for customers with turnovers in excess of £2 million, along with access to specialists in a number of banking support areas,
including financial institutions and trade finance, strategic asset finance including large vaue lease finance, structured finance,
share registration, acquisition finance and capital markets. The Agricultural Mortgage Corporation provides long-term finance
for the agricultural sector, and through Lloyds TSB Development Capital, venture capital finance is provided to developing
companies.

Asset Finance. Lloyds TSB Group's asset finance businesses provide individuals and companies with finance through
leasing, hire purchase and contract hire packages. Hire purchase, or instalment credit, is a form of consumer financing where a
customer takes possession of goods on payment of an initial deposit but the legal title to the goods does not pass to them until the
agreed number of instalments have been paid and the option to purchase has been exercised. Through its invoice discounting
and factoring subsidiary Lloyds TSB Commercial Finance, Lloyds TSB Group provides working capital finance for customers
by releasing to the customer up to 90 per cent of the value of their unpaid invoices, with the balance payable, after deduction of a
service fee, once the invoices have been settled. Invoice discounting differs to factoring in that the customer retains control of the
debt collection and the credit risk. Specialist personal lending, store credit, small/medium ticket leasing and the recently acquired
Dutton-Forshaw motor deal ership complete this group of businesses.

Inter national Banking
The profit before tax of International Banking in 2002 was £379 million.

New Zealand. The National Bank of New Zealand Limited (“NBNZ") was New Zedand’ s second largest bank measured by
assets during 2002 and provides a wide range of banking services through some 160 retail branch outlets. NBNZ serves retail
customers’ needs for current and savings accounts, credit cards, consumer lending and home loans. NBNZ also has a substantial
non-personal business providing working capital, term lending, trade finance and treasury services to the business and
agricultural sector.

Europe. Lloyds TSB Group has private banking operations for wealthy individuals outside their country of residence. The
businessis conducted through branches of Lloyds TSB Bank located in Switzerland, Luxembourg, Monaco and Gibraltar. There
are also private and corporate banking operations i n Belgium, Netherlands, Spain and France.

Offshore banking. The Lloyds TSB Group’s offshore banking operations comprise offices in the Channel Idands and Isle of
Man, providing a full range of retail banking, private banking and financial services to overseas residents and idlanders, together
with deposit services offshore for UK residents.
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The Americas. Lloyds TSB Group has operated in the Americas for over 130 years and has offices in Brazil, Argentina,
Colombia, Ecuador, Guatemaa, Honduras, Panama, Paraguay and Uruguay. In addition Lloyds TSB Group has private banking
and investment operations in the US. In Brazil, where LIoyds TSB Bank has a corporate banking operation, LIoyds TSB Group
also owns Losango, a consumer lending operation providing three retail products. borrowing at the point of sale in stores,
unsecured personal lending and borrowing to fund new and second-hand car purchases. The Losango lending businessis mainly
conducted through Banco Lloyds TSB SA., alocally incorporated subsidiary of Lloyds TSB Bank. Lloyds TSB Bank aso
provides specialist banking and treasury products to corporate clients in Brazil. In Argentina where Lloyds TSB Bank has
36 branches and Colombia, where Lloyds TSB Bank’s subsidiary Lloyds TSB Bank SA. has 17 branches, Lloyds TSB Group
provides corporate banking services, including trade finance, working capital loans, import finance, term deposits and money
transmission. It also provides retail banking services through a network of branches, including current and savings accounts,
credit cards, personal loans and mortgages.

Middle East and Asia. There are banking operations in Hong Kong, Singapore, Tokyo, Maaysiaand Dubai.

Recent developments

Lloyds TSB Group issued atrading update on 23 June 2003, which made the following comments:
Lloyds TSB Group expectsto deliver a satisfactory trading performance for the half-year to 30 June 2003.

At 31 March 2003 total Lloyds TSB Group loans and advances to customers were £138,640 million, an increase of 3 per
cent inthe first quarter of 2003. This increase largely reflected good quality growth in the Lloyds TSB Group’'s UK mortgage
and credit card portfolios. Total Lloyds TSB Group risk weighted assets at 31March 2003 were £125,659 million. Customer
deposits totalled £120,535 million, an increase of 3.6 per cent in the first quarter of 2003, as aresult of strong growth in current
account balances and international deposits. The Lloyds TSB Group net interest margin for the first three months of 2003 was
3.05 per cent compared with a Lloyds TSB Group net interest margin of 3.16 per cent in the fourth quarter of 2002. The
implementation of the remedies proposed in March 2002 by the Competition Commission’s report, following its investigation
into the supply of banking services to small and medium sized enterprises (SMES), reduced the LIoyds TSB Group net interest
margin in thefirst quarter of 2003 by some 10 basis points.

Despite a general slowdown in the growth of consumer credit in the UK, the LIoyds TSB Group continues to deliver good
growth in mortgage and credit card lending and is growing market share in many of its key product areas, supported by the recent
launch of a number of highly segmented, competitive and innovative product offers. Net new mortgage lending in the first
guarter of 2003 was some £2,200 million, an estimated market share of 10.9 per cent, compared with some £700 million in the
first quarter of 2002.

Overall, weighted sales of life, pensions and unit trust products in the first five months of 2003 were at asimilar level to the
comparative period in 2002. By distribution channel, in the first five months of 2003, weighted sales of life, pensions and unit
trusts via Independent Financial Advisors increased strongly by 37 per cent, against the same period in 2002, building on the
strength of the Scottish Widows brand and its resources. By contrast, sales via the branch network remained subdued and fell by
26 per cent against the comparative period last year.

Overadl sales of general insurance products continue to perform well despite creditor insurance sales, in the first five months
of 2003, being lower than the comparative period in 2002, as a result of the general owdown in growth in persona loan
lending.

Strict control of the Lloyds TSB Group’s costs has been maintained and the LlIoyds TSB Group expects that its cost growth
for 2003, excluding the impact of acquisitions and operating |ease depreciation, will be less than the rate of inflation. In the
first quarter of 2003 the impact of acquisitions added £51 million to the LIoyds TSB Group’s cost base and operating lease
depreciation was £52 million (first quarter 2002: £56 million).

Overall asset quality remains satisfactory, with no material increase in the level of arrears or non-performing lending. Asa
result, the annualised charge for bad and doubtful debtsin the first quarter of 2003, as a percentage of average lending, was lower
than the 0.77 per cent charge as a percentage of average lending for the full year 2002.

In May 2003 the Lloyds TSB Group agreed the sale of its French fund management and private banking businesses. A net
loss of approximately £15 million will be included in the profit and loss account of Lloyds TSB Group for the half-year ending
30 June 2003. Following approaches, Lloyds TSB Group is considering its options relating to its subsidiary, The Nationa Bank
of New Zealand. The LlIoyds TSB Group is undertaking a strategic review so that potential offersfor The National Bank of New
Zedland, as well as retention of the business, can be considered.

During the first quarter of 2003 improved secondary bond market conditions have alowed the Lloyds TSB Group to reduce
its Emerging Markets Debt portfolio. As aresult, profits on bond sales, and mark-to-market gains in the first quarter of the year
totalled some £90 million. Thisincome was however partly offset by lower than expected ‘ other finance income’ as the Lloyds
TSB Group pension schemes' returns have been reduced by the effect of lower asset values. In the first quarter of 2003, other
finance income totalled £8 million (first quarter 2002: £42 million). The increase in the FTSE All Share Index in the first five
months of 2003 led to a positive investment variance of £568 million during that period.

The Lloyds TSB Group continues to carry out, in conjunction with the regulator, itsinvestigation into the appropriateness of
certain sales of the Extra Income & Growth Plan, a stock market related investment product sold in 2000 and 2001. This
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investigation is expected to be completed within the next few months when the Lloyds TSB Group will be in a better position to
quantify the financial effect. During the first quarter of 2003 there has also been anincreasein the level of complaintsrelating to
Lloyds TSB Group sales and performance of certain endowment based and long-term savings products. Whilst the Lloyds TSB
Group maintains provisions for redress to policyholders in respect of past sales, further provisions and charges will arise in 2003
to cover theseissues.

Properties

As at 31 December 2002, Lloyds TSB Group occupied 3,617 properties in the UK. Of these, 849 were held as freeholds,
92 as long-term leaseholds and 2,676 as short-term leaseholds. The mgjority of these properties are retail branches and are
widdly distributed throughout England, Scotland and Wales. The most significant of these properties are Lloyds TSB Group's
new head office in London, together with administrative buildings in Bristol, Gloucester and Edinburgh.

In addition, LIoyds TSB Group owns, leases or uses under licence properties for business operations el sewhere in the world,
principally in Argentina, Brazil, New Zeadland, Spain and Switzerland.

On 13 March 2002, Lloyds TSB Group disposed of its freehold head office, athough it continued to occupy these premises
until May 2003 when the move to its new head office building was completed. The new head office, which is held on a long
leasehold, is a so located within the City of London.

Legal actions

Lloyds TSB Group is periodically subject to threatened or filed legal actionsin the ordinary course of business. Lloyds TSB
Group does not expect the final outcome of any legal proceedings currently known to it to have a material adverse effect on its
consolidated results of operations or financia condition.

Guaranteed annuity options

A guaranteed annuity option policy isapension policy that provides a cash benefit at retirement age, which can be converted
into an annuity at a specified minimum rate. When market rates fall below the specified minimum and policyholder funds are
not expected to be sufficient to meet the excess cost of the annuity at retirement a provision is established. In 1998, a provision
was made within Abbey Life for liabilities under certain unit-linked products with guaranteed annuity options written between
the mid 1960s to the mid 1980s. Unit-linked insurance policies are insurance palicies where the policyholder’s premiums are
used to buy units in a fund run by the insurer. At 31 December 2002 this provision was £111 million; Lloyds TSB Group is
satisfied that this remains adequate.

The implications of guaranteed annuity option contracts for the distribution of profits in the form of bonuses to with-profits
policyholders were clarified by the House of Lords in its judgement in the guaranteed annuities case, Equitable Life vs. Hyman.
The House of Lords ruled that a life company could not use its discretion to undermine or negate a contractual guaranteed
annuity rate, and that the cost of funding such rates could not be met by guaranteed annuity option policyholders alone. After an
extensive review of its existing practices carried out in the light of this judgement, Scottish Widows revised the way it calculates
benefits for guaranteed annuity policies with effect from 1 February 2002. Asaresult of this change, the terminal bonuses for
guaranteed annuity option policies were increased.

Under the terms of the transfer of Scottish Widows' business, a separate memorandum account was created within the With
Profits Fund called the Additional Account. This Account had a value at 31 December 2002 of approximately £1,500 million
(2001: £1,700 million) and is available to meet any additional costs of providing guaranteed benefits on transferred policies,
includi ng guaranteed annuity option policies. The assets allocated to the Additional Account include certain hedge assets, which
areintended to protect the With-Profits Fund against the consequences of afuture fall in interest rates.

The eventual cost of provi ding the enhanced benefits is dependent upon a number of factors, including in particular:
The proportion of policyholders with a guaranteed annuity option policy who choose to exercise their options;
The effect of future interest rate and mortality trends on the cost of annuities; and
The future investment performance of the With-Profits Fund.

Having considered a range of possible outcomes, LIoyds TSB Group currently expects that the most likely outcome is that
the balance in the Additional Account available for this purpose will be sufficient to meet the cost of the enhanced benefits
payable to the guaranteed annuity option policyholders, as well as other contingencies. The cost of enhanced benefits, currently
estimated to be approximately £1,100 million (2001: £1,400 million) on a net present value basis, will be paid out over many
years as policies mature. In the event that the amount in the Additional Account proves, over time, to be insufficient, the
shortfall will be met by LIoyds TSB Group. At thistime, no provision is considered necessary for such risk.



Customer remediation payments
Redressto past purchasers of pension policies

As ameasure to reduce the burden on the state benefit system resulting from the increasing size of the retired populaion the
government introduced, as part of the UK Income and Corporation Taxes Act 1988, legidation aimed at encouraging the
working population to make their own private pension arrangements. For severa years following the introduction of this
legidlation, insurance companies and intermediaries advised alarge number of customers to set up private pension plans, often by
transferring out of, or choosing not to join, occupational pension schemes offered by their employers. As a further way of
relieving the possible pensions burden on the state, individuals had been given the option, by the government, to forego their
entitlement to the earnings related element of state pension benefits- the State Earnings Related Pension Scheme (“SERPS’) - in
return for having part of their National Insurance contributions diverted into persona pension plans.

During the early 1990s, the UK government and regulatory authorities became increasingly concerned that many of these
customers had been given poor advice and that they would, in fact, have been in a better position if they had remained in, or
joined, employer sponsored pension schemes. The regulator of the UK pension industry (then the Securities and Investments
Board now the Financia Services Authority) carried out an industry-wide investigation into the conduct of business involving
the transfer of pensions. The conclusion of this investigation was that a large number of customers had been poorly advised by
insurance companies and intermediaries across the industry.

Asaresult of itsinvestigation, the regulator established an action plan for the UK pensions industry to follow in reviewing
all cases of possible misselling as described in the preceding paragraph and determining necessary compensation. For the
purposes of thisreview, all relevant cases were segregated into two classes:

Phase 1 cases (“priority cases’) - these were mainly cases where the customer had retired since taking out the private
pension plan, was approaching retirement or had since died.

Phase 2 cases (“non-priority cases’) - these cases primarily relate to younger customers who were not yet approaching
their expected retirement dates.

In February 2000, the regulator widened the scope of the review to encompass Free Standing Additional Voluntary
Contributions (‘FSAVC') business, which constitutes sales of persona pensions to members of company pension schemes.
Individuals who purchased these pensions instead of investing their money and any matching contributions from their employer
in the Additional Voluntary Contributions (‘fAVC’') scheme connected to their company’s pension scheme may have been
financially disadvantaged, due to not being properly informed of the benefits foregone from not investing in their AV C scheme.

In common with a number of other banks and insurance companies, in January 1997 Lloyds TSB Bank was fined £325,000
by the Investment Management Regulatory Organisation Limited for regulatory breaches and failings in connection with the sale
of persona pensions between April 1988 and July 1993. Lloyds TSB Group does not expect any further fines or regulatory
investigations in connection with the regulator’ s action plan for reviewing cases of possible misselling.

The most significant costs are the compensation of past purchasers of pensions. As the review of pension cases in Lloyds
TSB Group has progressed, provisions have been established for the cost of compensation to past purchasers of pensions.

Movements in the provisions established by the Lloyds TSB bancassurance business and Abbey Life over the last three
years have been asfollows:

2002 2001 2000
£m £m £m
ProvViSiON @ L JANUEBIY .......cccceeivirieiiiseseeese st st st s se s se s sess s s ss s s ss s s ss s s s s 203 352 397
Accrua of interest 0N the ProviSION...........eenrnre s 17 20 26
Additional amouNntS ProVided. ... ssens 40 70 100
COMPENSALION PAIC.......cueriiereeiriricie st ettt bbb (223) (238) (173)
Phase 1 QUAIANTEESY ...........ovveeeeeeseeeeeeeeeeeesseseesssssssssssessssssss e ssssssss s sssessssssssssessssssenes - 1) 3
PHaSE 2 QUAKANTEESY .......oooeveeeeeeeeeeeseessseessssssssssssssssssess s sssssessssssss s sssss s ssesesssssses - - 1)
Provision at 31 DECEMBEr @ ... 37 203 352

(1) Insome cases, rather than pay cash compensation directly into the customer’s private pension plan, LIoyds TSB Group has guaranteed to
‘top-up’ the customer’ s pension income, on retirement, to the level that they would have received under the relevant occupational scheme.
A separate provision for these amountsis carried in Lloyds TSB Group's balance sheet.

(2) This provision is included within the figure for the long-term assurance business attributable to the shareholder (“embedded value’) in
Lloyds TSB Group’s balance sheet.

At the beginning of 2000 a provision totalling £397 million was held in respect of Phase 1 and Phase 2 cases. This provision
was calculated by making assumptions about the number of cases that would be identified during the review as requiring
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compensation and the estimated cost of the resulting payment. As the review has progressed greater experience has enabled
management to refine these assumptions. The size of the provision has also been affected by the widening in the scope of the
review to encompass certain parts of the FSAVC business and periodic revisions to the actuarid guidelines issued by the
Financia Services Authority for the calculation of redress payments. Lower stock market levels have also had a significant
impact on total redress costs as the cost of restitution into company pension schemes increases as persona pension fund values
reduce. These factors have resulted in additional charges being made to the Lloyds TSB Group’s profit and loss account of
£100 million in 2000, £70 million in 2001 and £40 million in 2002.

Following normal actuarial practice, each year the provision has also been increased to recognise the interest accruing upon
the assets held to match the liability. Thisincrease in the provision amounted to £17 million in 2002, £20 million in 2001 and
£26 million in 2000, although there was no net effect on Lloyds TSB Group’s profit and loss account.

By 31 December 2002, LIoyds TSB Group had met the requirement of the Financial Services Authority to have completed
the review and where appropriate issued offers of compensation to customers, except for those cases with mitigating
circumstances. Lloyds TSB Group was satisfied as to the adequacy of the provision as at 31 December 2002.

Before its acquisition in 2000, Scottish Widows mainly distributed its products through independent financial advisors and
for this reason the liability of the business to pay redress to past purchasers of pension policies is less significant. At
31 December 2002 a provision of £5 million (2001: £11 million) was held within the With-Profits Fund. The review has been
completed and no further costs are anticipated. However in the event that thisis not the case the cost will be met from assets held
in the With-Profits Fund and will therefore have no financial impact upon LIoyds TSB Group.

Mortgage endowment and other savings products

A current industry issue concerns the sale of life assurance products related to the repayment of residential mortgages
(‘mortgage endowments'). At sale, thepremium isset at alevel such that the projected benefits assured, including an estimate of
growth over the life of the policy and allowing for an estimate of the expenses to be charged, will equal or exceed the mortgage
debt. Falling investment returns have led to increased concern that the value of some of these policies will be less than the
amount required to repay the mortgage. Certain customers have complained that this risk was not properly explained to them at
thetime of the sale.

During 2002, a review was carried out in conjunction with the Financial Services Authority into st sales of mortgage
endowment and other long-term savings products made by the Abbey Life sales force prior to its disposa by the Lloyds TSB
Group in February 2000. As a result of this review, in December 2002 the Financial Services Authority fined Abbey Life
£1 million for mortgage endowment misselling and other deficiencies in its compliance procedures and controls. A provision of
£165 million has been established for the cost of compensation due to customers based upon assumptions as to the number of
cases requiring redress and the estimated average cost. Lloyds TSB Group was satisfied with the adequacy of the provision at
31 December 2002.

Other complaints, including those related to the sale of mortgage endowments by other parts of the LIoyds TSB Group, are
dealt with on a case by case basis and where appropriate compensation is paid. Provision has been made, based upon the level of
complaints, for the estimated cost of redress which at 31 December 2002 was not significant.

Concerns have also been expressed over the appropriateness of sales of certain stock market related savings products. In
this regard, Lloyds TSB Group is carrying out, in conjunction with the Financial Services Authority, an investigation into sales
made in 2000 and 2001 of the ExtraIncome & Growth Plan. The ExtraIncome & Growth Plan is aterm investment providing a
fixed return either by way of quarterly income, annual income or a single payment at maturity. The capital repayment at
maturity is linked to the performance of a basket of shares, selected from the FTSE 100. This investigation is expected to be
completed during 2003.

Recent developments

Since the end of 2002, the LIoyds TSB Group has continued to carry out, in conjunction with the regulator, its investigation
into the appropriateness of certain sales of the Extra Income & Growth Plan. This investigation is expected to be completed
within the next few months when the Lloyds TSB Group will be in a better position to quantify the financia effect. During the
first quarter of 2003 there has also been an increase in the level of complaints relating to sales and performance of mortgage
endowments made by Lloyds TSB Group and other long-term savings products. In addition, in the light of further experience the
Lloyds TSB Group has revised some of the assumptions used in the calculation of the cost of redress in the areas described
above. Asaresult of these developments, and volatility in global stock markets, further provisions and charges will arise in 2003
to cover theseissues.

Competitive environment

General

Lloyds TSB Group operates in a financial services world that is experiencing consolidation at both nationd and
international levels. The last few years have seen the establishment of global players in the industry together with the
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beginnings of pan-European consolidation and considerable consolidation within the US. Product manufacture and support in
markets such as credit cards, mortgages, savings and funds management will increasingly be driven on aglobal scale.

Globalisation and developments in technology are significantly expanding Lloyds TSB Group's range of competitors, by
removing many barriers to entry. These new entrants are expected to put Lloyds TSB Group’s margins under increasing
pressure with products becoming increasingly smplified and standardised. Nonetheless, Lloyds TSB Group expects
competition within the industry to continue to be partially based on service and relationships as well as price, particularly for
core banking services. Furthermore, complex products such as pensions are expected to be more resistant to standardisation and
sdlling across the internet. In addition, Lloyds TSB Group has significant strengths with which to counter the pressure on
marginsin its portfolio of powerful brands, its existing customer base, its distribution capability and its purchasing power.

The UK

Lloyds TSB Group’s key markets arein the UK, predominantly in the retail sector, where the market for basic financial and
banking servicesisrelatively mature. The market for life and pensionsand general insurance products has exhibited growth in a
number of key sectors.

The removal of regulatory and financial barriers in recent years has blurred the traditional financial services industry lines
and alowed new competitors into the market. Lloyds TSB Group's competitors include al the mgjor retail financial services
and fund management companies operating in the UK. De-mutualised building societies which have become banks and life
assurers which have entered the banking market have become direct competitors in the provision of banking products, whilst
several UK banks have announced the launch of stand-alone internet banks to complement their existing services. In the
mortgage market competitors include the traditional banks and building societies and new entrants to the market, with the market
becoming increasingly competitive as both new entrants and incumbents endeavour to gain market share. Lloyds TSB Group's
competitors in the credit card market again include both the traditional banks and new entrants, including overseas companies.
In the last few years a large share of new business has been acquired by US and new UK competitors. In the provision of life,
pensions and investments products Lloyds TSB Group has seen increased competition from new market entrants, such as
traditional retailers, primarily in specialist areas. The fragmented nature of the life, pensions and investments market in the UK
has resulted in some consolidation within the sector; government regulations on product charges and competitive pressures are
likely to drive further consolidation as providers seek to achieve the benefits of economies of scale. In the general insurance
sector, the market has seen significant consolidation amongst underwriters but continued fragmentation in distribution and an
increasing number of new market entrants including both overseasinsurers and direct operators.

In addition to the challenging competitive environment, the UK financial services industry is characterised by recent
government intervention and regulation. Lloyds TSB Group is currently facing over 120 potentia legidative issues which may
have an impact on its business, over half of which emanate from Europe as part of the Financial Services Action Plan or in the
shape of EU social legidation. Many of the reviews instigated by the UK government into the financia services sector have
been against a backdrop of increased consumerism, driven by support for open competition and afair deal for the consumer.

In 1998, the UK government commissioned an investigation into competition in the banking industry whaose findings were
published in March 2000. The investigation specifically examined the levels of innovation, competition and efficiency in
various sub-markets within the industry. The investigation found that the small and medium-sized business market was not
sufficiently competitive, with barriers to entry existing for new players. The provision of banking services to this sector was
referred to the UK Competition Commission under the Fair Trading Act 1973 for afull competition inquiry.

In pursuing its investigation, the UK Competition Commission provisionaly decided to regard the small and medium-sized
business market to be comprised of sole traders, firms and companies generating an annual turnover of up to £25 million. There
are anumber of operating units within Lloyds TSB Group engaged in the small and medium-sized business market, the largest
of which is Business Banking. Business Banking provides services to those businesses with an annual turnover of less than
£2 million and has a 19 per cent share of thismarket, based on research by NFO WorldGroup.

On 14 March 2002, the Competition Commission’s report into the competitiveness of banking for small and medium-sized
enterprises (SME's) was published by the government. The Competition Commission concluded that a number of specific
practices had the effect of restricting or distorting price competition between the main banks. Particular examples that were
identified included the similarity of pricing structures and the fact that in general no interest is paid on current account balances,
a pattern of differentiation in the charges made by the main banks, with free banking generally confined to certain categories of
SME such as new dtart-ups or customers switching banks; and the use of negotiation for those considering switching. The
Competition Commission also concluded that there were significant barriers to entry, in part caused by the lack of price
competition, but aso because of the unwillingness of SME's to change banks because of the perceived complexity. In the view
of the Competition Commission the restriction and distortion of price competition has led to excessive prices and profits. The
government has accepted in full the recommendations made by the Competition Commission. To remedy this situation one of
the most significant proposals is that banks should offer any SME customer operating a current account in England and Wales,
either:



acurrent account that pays interest of at least the Bank of England Base Rate, minus 2.5 per cent; or
acurrent account free of money transmission charges; or
achoice between the two.

The principa behavioural remediesintended to reduce barriers to entry and expansion are measures to ensure fast error-free
switching of accounts between banks. In addition, measures have been proposed limiting the bundling of services and
improving market information and transparency.

Lloyds TSB Group has introduced initiatives to address a number of these remedies, such as ease of switching and
transparency of charging, either on its own initiative or via the Business Banking Code. The estimated annua cost to Lloyds
TSB Group of implementing the Competition Commission’ sfindingsislikely to bein the region of £150 million.

Other recent reviews into the Financial Services sector include;

The DeAnne Julius Banking Code Review aimed at improving services to bank customers, including the regulation of
mortgage advice and the introduction of an independent reviewer to develop the Banking Code.

The Sandler Review into the UK’s long-term retail savings industry which was commissioned to identify structural
flaws in the financial services industry which might prevent customers from saving. The report’s core recommendation
is the introduction of simple regulated products with capped charges, restrictions on investment profile and the ability to
exit on reasonable terms.

The Pickering Review of Rensions, published in July 2002, which focused on the simplification of the pensions
framework. Core recommendations included a new Pensions Act to consolidate all existing pensions legidation; a new,
more pro-active regulator; a more targeted approach to communicating with pension scheme members, and allowing
employers to make membership of their occupational pension schemes a condition of employment.

Lloyds TSB Group has aways supported the principle of competition and agrees with the importance of building consumer
confidence in financia services. LIoyds TSB Group has concerns about the introduction of price controls, which would be a
barrier to entry and believes that voluntary codes, rather than statutory regulation, are in the best interests of consumers and
competition.

Other markets

Lloyds TSB Group also operates in other countries, principally in New Zealand and Latin America, where it is exposed to
different competitive pressures.

Lloyds TSB Group operates in New Zealand through its wholly-owned subsidiary NBNZ. NBNZ's competitors principaly
comprise the mgjor Australian banks each of which offers retail and wholesale products through branch networks and, more
recently, over the telephone and internet. Consolidation in the Australian banking i ndustry would, therefore, have adirect effect
upon the competitive environment in New Zealand.

Lloyds TSB Group has operated in the Americas for over 130 years and has offices in Brazil, Argentina, Colombia and
seven other countries. The competitive environment in each country varies significantly where the number of players, both local
and international, is substantialy different. In Brazil there are over 200 banks, a third of which are either partially or wholly
owned by foreign interests; in addition, there are a number of specialist consumer finance businesses. In Argentina and
Colombiathe competition is limited to a small number of domestic and foreign banks.
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OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The results discussed below are not necessarily indicative of Lloyds TSB Group's results in future periods. The following
information contains certain forward-looking statements. For a discussion of certain cautionary statements relating to

forwar d-looking statements, see“ Forward-Looking Staterrents” .

The following discussion is based on and should be read in conjunction with the Consolidated Financia Statements and the
related notes thereto included elsewhere in this annual report. For a discussion of the accounting policies used in the preparaion
of the Consolidated Financia Statements, see “Accounting policies’ in Note 1 to the Consolidated Financia Statements. The
Consolidated Financial Statements are prepared in accordance with UK GAAP, which varies in certain significant respects from
US GAAP. A discussion of such differences and a reconciliation of certain UK GAAP amounts to US GAAP is included in

Note 48 to the Consolidated Financial Statements.
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Overview and trend information

Lloyds TSB Group has operations in both the UK and overseas, however, its earnings are heavily dependent upon its
domestic activities. In 2002, 81 per centof Lloyds TSB Group's profit before tax was derived from its UK operations. The state
of the UK economy, therefore, has significant implications for the way in which the Lloyds TSB Group runs its business and its
performance.

Although the UK economy has avoided recession, performance across different sectors has been varied with growth in the
services sector reflecting strong domestic demand tempered by recession in the manufacturing sector, largely caused by the
strength of sterling and weak overseas demand. The level of indebtedness of the UK corporate sector has started to reduce.
However, profit growth is expected to remain duggish and if interest rates start to increase there may be an effect upon the level
of corporate failures. Low interest rates, low unemployment and low inflation have helped drive strong growth in the UK
residential housing market and an increase in consumer borrowing, which has alowed arise in savings flows without having a
significant effect upon spending patterns. However, there are now indications that the growth in the housing market is starting to
slow which would have an effect upon future levels of growth in customer lending and deposits.

Within the UK banking businesses of the Lloyds TSB Group there has been continued growth in personal, mortgage and
corporate lending and a steady increase in savings balances. The arrears position in the personal lending and mortgage portfolios
has remained stable, although there has been an increased bad debt charge against corporate exposures to certain sectors of the
UK economy which are experiencing a slowdown in economic growth. However, the low interest rate environment has also
resulted in alower net interest margin as the full effect of base rate reductions has not been reflected in the rates of interest paid
on deposit accounts and the benefit of low and interest free current accounts has been reduced.

The continued fall in the level of the stock market in the UK has had a significant effect upon the Lloyds TSB Group’s
insurance and investment businesses. There has been a marked reduction in customer demand for equity based savings products
and significant losses have been incurred following afall in the value of the investments held to support the long-term assurance
business. Although steps have been taken to reduce Lloyds TSB Group’s exposure to further reductions in equity market levels,
the future performance of thisbusinessis, to a certain extent, dependent upon arecovery in these markets.

Overseas, the benign economic conditions in New Zealand contributed to a 16 per cent increase in local currency profitsasa
result of strong lending growth; in sterling termsthe increase in profit was 32 per cent. However, the economic situationin Latin
Americaremains uncertain. Since the October presidential election in Brazil the economic situation has somewhat stabilised. The
Lloyds TSB Group reduced its total exposure to Brazil, net of provisions, to some £1,900 million during 2002 from some
£3,300 million at the end of 2001, largely from not replacing maturing government bonds. Economic activity in Brazil has
remained reasonably robust, and this relative strength in the local economy, in conjunction with the significant International
Monetary Fund support package which the newly elected president and incoming government have indicated they will support,
should alleviate current concerns about the Brazilian economy. The economic situation in Argentina continues to be difficult and
the outlook is likely to remain uncertain during 2003. Lloyds TSB Group’s total exposure to Argentina at the end of 2002 had
reduced to some £190 million net of provisions and charges, compared to £610 million at the end of 2001.

See also “Business - Competitive environment”
Critical accounting policies

Introduction

The results of Lloyds TSB Group are sensitive to the accounting policies, assumptions and estimates that underlie the
preparation of its Consolidated Financia Statements. The accounting policies used in the preparation of the Consolidated
Financial Statements are set out in Note 1 to the Consolidated Financial Statements. In preparing the accounts, the directors are
required to select suitable accounting policies, apply them consistently and make judgements and estimates that are reasonable
and prudent. Where UK GAAP dlows a choice of palicy, Financial Reporting Standard 18 ‘ Accounting Policies requires
Lloyds TSB Group to adopt those policies judged to be most appropriate to its particular circumstances for the purpose of giving
atrueand fair view.

In its 2002 Consolidated Financia Statements Lloyds TSB Group adopted fully the accounting requirements of Financia
Reporting Standard 17 “Retirement Benefits’ athough the UK Accounting Standards Board has deferred mandatory adoption
until 2005. Implementation of this accounting standard has had a significant effect on the results of the Lloyds TSB Group,
which is explained further in Notes 1 and 43 of the Consolidated Financia Statements.

The accounting policies that are deemed aitical to the Lloyds TSB Group's results and financial position, based upon
materiality and significant judgement and estimates, are discussed bel ow.
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Provisionsfor bad and doubtful debts

In circumstances where there is significant doubt over the recoverability of specific loans and advances, provisions are made
to reduce the carrying value of those advances to their expected ultimate net realisable value. The methodology used to calculate
the required provision varies according to the type of lending portfolio. For portfolios of smaller balance homogenous loans,
such as residential mortgages, personal loans and credit card balances, specific provisions are calculated using formulae which
take into account factors such as the length of time that the customer’s account has been delinguent, historic loss rates and the
value of any collateral held. The variables used in the formulae are kept under regular review to ensure that as far as possible
they reflect the current economic circumstances, although actual experience may differ from that assumed.

For the Lloyds TSB Group’s other lending portfolios, provisions are calculated on a case-by-case basis having regard to
expected future cash flows including those arising from the realisation of collateral. The determination of these provisions often
requires the exercise of considerable judgment by management involving matters such as future economic conditions and the
resulting trading performance of the customer and the value of collateral, for which theremay not be areadily accessible market.
As a result these provisions can be subject to significant variation as time progresses and the circumstances of the customer
becomeclearer.

The Lloyds TSB Group also maintains a general provision to cover latent bad and doubtful debts which are present in any
portfolio of advances but which have not been specificaly identified. The calculation of the general provision requires a
significant amount of judgement to assess the level of losses inherent in the portfolio and is based upon factors such as the level
of watchlist or potential problem debt, the propensity for such debt to become impaired and historical loss rates. The genera
provision isreviewed on aregular basisto ensure that it remains appropriate i n prevailing economic conditions and in the light of
the perceived level of credit risk within the lending portfolios.

Goodwill impairment

Lloyds TSB Group reviews the goodwill arising on the acquisition of subsidiary undertakings when events or changes in
economic circumstances indicate that impairment may have taken place and at the end of the first full year after an acquisition.
In addition, since the goodwill arising on the acquisition of Scottish Widows is considered to have an indefinite useful life,
because of the strength of the brand and the position of the business as one of the leading providers of life, pensions, unit trust
and fund management products, and is therefore not amortised, the Lloyds TSB Group is required under UK GAAP to perform
an annual review to determine whether an impairment has occurred.

The impairment review is performed by projecting future cash flows, excluding finance and tax, based upon budgets and
plans and making prudent assumptions about longer term rates of growth and discounting these using a rate approximating to the
Group's weighted average cost of capital. If the present value of the projected cash flows is less than the carrying value of the
underlying net assets and related goodwill an impairment has occurred and a charge would be made to the profit and loss
account. This calculation requires the exercise of significant judgment by management; if the estimates made prove to be
incorrect or changes in Scottish Widows' performance affect the amount and timing d future cash flows, the goodwill may
become impaired in future periods.

Embedded value

Lloyds TSB Group accounts for the value of the shareholder’s interest in the long-term assurance business using the
embedded value basis of accounting, which is UK GAAP for banking groups owning life assurance operations. The embedded
value is comprised of the net tangible assets of the life assurance subsidiaries and the present value of the in-force business,
which is calculated by projecting future surpluses and other net cash flows attributable to the shareholder arising from business
written by the balance sheet date and discounting the result at arate which reflects the shareholder’ s overall risk premium.

Future surpluses will depend on experience in a number of aeas such as investment returns, lapse rates, mortality and
investment expenses. Surpluses are projected by making assumptions about future experience, having regard to both actual
experience and forecast long-term economic trends. Changes to these assumptions may cause the present value of future
surpluses to differ from those assumed at the balance sheet date and could significantly affect the value attributed to the in-force
business. In Note 29 of the Consolidated Financial Statements the effect of theoretical changes in the principal economic
assumptions upon the embedded value included in the balance sheet and new businessincomeis set out.

The value of the in-force business could aso be affected by changes in the amounts and timing of other net cash flows,
principally annual management charges and other fees levied upon the policyholders, which are reflected in the profit and loss
account using unsmoothed fund values. In addition, to the extent that actual experience is different from that assumed, the effect
will be recognised in the profit and loss account for the period. The effect of changes in the underlying assumptions and
variations between actual and assumed experience on the results of the current and prior periods are disclosed in Note 29 in the
Consolidated Financial Statements.
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Results of operations- 2002 compared with 2001 and 2001 compar ed with 2000

Summary
2002 2001* 2000*
£m £m £m
NEL INEEIESE INCOIME ...ttt bbb 5171 4,922 4,587
Other fINANCE INCOME.......cuiiriieriririrerie ettt sb bbb es 165 307 424
(@191 S 1100 21T 3,542 3,660 3,765
TOLEl INCOME......ocvveeeieecevee e bbbt s bbb s 83878 8,889 8,776
OPErALiNG EXPENSES. .....curvtererierieiresessee s et sesste s ssb e s ssse b sess bt se st st sesnsesessesennsss (4,915) (4,776) (4,279)
TradiNg SUMPIUS.....ocveveveieietetetete ettt ettt ettt ettt ettt ettt ettt et et et et et et et et etetebetebetesetararas 3,963 4,113 4,497
General INSUFANCE CLAIMS.......cviiiirccrerse e (229) 174 (142)
Provisions for bad and doubtful debts..........cccvvierrnrrrnre e (1,029) (747) (541)
Amounts written off fixed asset INVESEMENES........ccccevrreinnene e (87) (60) (32)
(© o< = 1] o o] () 1 PO 2,618 3,132 3,782
INCOME FrOM JOINE VENTUIES.......cvetieiceeiriresceeis ettt (11) (10) 3
Profit 0N Sal@ Of DUSINESSES........ccviviierirrsccs et - 39 -
Profit on ordinary activitieS DEfOretaX ........cocvvvrrrrrrrssrrrr s 2,607 3,161 3,785
Tax on profit 0N Ordinary aCtiVItIES........cccvvrerrnire e (764) (875) (1,082)
Profit on ordinary activities after taX .......cccovvvevieriesrs s 1,843 2,286 2,703
MiNOFity INtEIEStS - EQUITY ...vvvrerererererererereresesese st (29 (17 (13)
B 11610 1="0 [ TR (43) (40) (36)
Profit attributable to SharehOlAEN'S.........cocciieciecc e 1,781 2,229 2,654
ECONOMIC PIOFItY....ooooeeeeeeeeeeee e sssses s sss s 821 1,119 1,524

* Figuresfor 2001 and 2000 have been restated to reflect changes in accounting policy and presentation adopted in 2002; for
further details see Note 1 to the Consolidated Financia Statements.

(1) Lloyds TSB Group defines economic profit as the earnings on the equity invested in the business less a notional charge for the cost of the
equity invested in that business. See “- Economic Profit”.

2002 compared with 2001

In 2002, Lloyds TSB Group's profit before tax decreased by £554 million, or 18 per cent, to £2,607 million from
£3,161 million in 2001. Profit attributable to shareholders was 20 per cent lower at £1,781 million and earnings per share
decreased by 21 per cent to 32.0p. Shareholders’ equity decreased by £2,384 million to £7,972 million following a reduction of
£2,331 million in the value of the Group’s pension schemes, largely caused by the significant fall in equity market values. The
post-tax return on average shareholders' equity was 16.7 per cent, compared to 18.1 per cent in 2001. Economic profit decreased
by 27 per cent to £821 million. The post-tax return on average assets was 0.93 per cent, and the post-tax return on average risk-
weighted assets was 1.61 per cert.

Total incomewas £11 million lower at £8,878 million, compared to £8,889 millionin 2001. Lloyds TSB Group's net interest
income increased by £249 million, or 5 per cent, to £5,171 million. Average interest-earning assets increased by £16,873 million,
or 12 per cent, to £161,818 million, adding £655 million to net interest income. In the UK, average persona lending and
mortgage balances increased by £,732 million driven by the strong residential housing market and the low interest rate
environment; wholesale balances were £7,195 million higher with increased corporate term and money market lending and a
number of new structured finance transactions. Average baances overseas increased by £3,215 million, with the mgjority of the
growth being in New Zed and reflecting a strengthening exchange rate and increased mortgage and agricultural lending. The
effect of this volume growth was partly offset by a 20 basis point fall in the net interest margin, reducing net interest income by
£290 million, reflecting the reduced benefits accruing from the Lloyds TSB Group’slow interest and interest-free liabilitiesand a
change in mix toward finer margin products. Adverse exchange movements reduced net interest income by £116 million.

Other finance income, a £165 million, was down £142 million, or 46 per cent, from £307 million in 2001. The expected
return on pension scheme assets was £27 million lower, reflecting the lower market value of scheme assets at the start of 2002, as
aresult of stock market conditions. The interest charge in respect of the unwinding of the discount on scheme liabilities was
£115 million higher, due to the increased level of scheme liabilities at the start of 2002 mainly reflecting the greater longevity of
the members of the schemes.



Other income was £118 million, or 3 per cent, lower at £3,542 nillion compared to £3660 million in 2001. Income from
long-term assurance business was £274 million lower, mainly as a result of the depressed stock market conditions reducing the
returns from the investments supporting the life funds and the capitalised value of annual management charges, together with a
£135 million increase in provisions for redress to past purchasers of endowment and pension products. There was also a charge
of £57 million to reflect the implementation of revised mortality assumptions. Dealing profits were £45 million lower, largely as
aresult of less favourable market conditions. These factors more than offset an increase in net fees and commissions receivable
which were £88 million higher. Growth in general insurance broking income and income from credit and debit cards was only
partly offset by reduced levels of stock market related fees. General insurance premium income was £58 million higher and other
operating income increased by £55 million as reductions in venture capital gains and profits from sale and |easebacks of premises
were more that offset by increased operating lease rental income, mainly reflecting the impact of acquisitions during the year.

Operating expenses were £139 million, or 3 per cent, higher at £4,915 million compared to £4,776 million in 2001.
Administrative expenses were £12 million lower than in 2001. Staff costs reduced by £36 million as the benefits of reductionsin
staff numbers and lower levels of pension scheme augmentation costs more than offset the impact of acquisitions, the annual pay
review and increased severance costs. Premises and equipment costs were £26 million higher as aresult of increased rental costs
and repairs and maintenance expenditure. Depreciation was £131 million higher, largely reflecting a £95 million increase in
respect of operating lease assets as a result of acquisitions and organic growth in the Lloyds TSB Group’s existing businesses.
Goodwill amortisation was £20 million higher. The efficiency ratio increased to 55.4 per cent from 53.7 per cent.

Genera insurance claims increased by £55 million, or 32 per cent, to £229 million, reflecting volume related increases in
property claims and a higher level of weather and flood related insurance claims.

The charge for bad and doubtful debts was 38 per cent higher at £1,029 million compared with £747 million in 2001. In UK
Retail Banking and Mortgages the provisions charge increased by £148 million, or 36 per cent, to £5663 million, largely as a
result of volume related asset growth in the personal loan and credit card portfolios, which grew by 15 per cent and 27 per cent
respectively and the non-recurrence of one-off releases recognised in 2001. In Wholesale Markets and International Banking the
provisions charge increased by £135 million to £473 million. Provisions against the corporate lending portfolio increased by
£145 million as a result of a small number of large provisions against certain US customers following the discovery of
accounting or other operational irregularities and higher provisions against exposures in specific sectors of the UK economy
which are now starting to experience a slowdown in activity. Within International Banking provisions fell mainly as a result of
lower specific provisionsin Losango, Lloyds TSB Group's consumer finance business in Brazil, largely reflecting exchange rate
movements. The genera provision held against the Lloyds TSB Group’s exposure to Argentina was increased by £50 million,
compared to acharge of £55 millionin 2001.

Amounts written off fixed asset investments increased by £27 million, or 45 per cent, to £87 million in 2002, compared to
£60 million in 2001. There was a £21 million write down following operating irregularities on ore specific securitisation issue
and a £21 million increase in the charge in respect of the venture capital business in the UK, reflecting portfolio growth. These
increases were partly offset by a£15 million reduction in the charge in respect of Argentine government debt.

In 2001, aprofit of £39 million arose on the sale of the LIoyds TSB Group’ s Brazilian fund management and private banking
businesses.

At the end of 2002, the total capital ratio increased to 9.6 per cent asnew issues of tier 1 and tier 2 capital i nstruments during
the year more than offset the effect of a £14,550 million, or 13 per cent, increase in risk weighted assets to £122,411 million,
from £107,861 million at the end of 2001. Balance sheet assets increased by £16,965 million, or 7 per cent, to £252,758 million.
Loans and advances to customers increased by £11,539 million, mainly reflecting growth in UK mortgage and personal period
end lending balances, which increased by £8,036 million, and growth of £2,012 million in New Zealand. Debt securities were
£5,089 million higher due to further growth in the Lloyds TSB Group's asset-backed portfalio.

2001 compared with 2000

Profit on ordinary activities before tax fell by £624 million or 16 per cent to £3,161 million from £3,785 million, driven by a
reduction in income from Lloyds TSB Group's insurance businesses caused by the overal fall in stock market values.
Shareholders' equity fell by 13 per cent and earnings per share fell by 17 per cent to 40.3p. The post-tax return on average
shareholders’ equity was 18.1 per cent.

Tota income grew by £113 million, or 1 per cent, from £8,776 million in 2000 to £8,889 million in 2001. Net interest
income increased by £335 million, or 7 per cent, from £4,587 million to £4,922 million, athough after adjusting for the effect of
the inclusion of afull year's funding cost relating to the acquisition of Scottish Widows in March 2000, there was an underlying
growth of £437 million or 9 per cent. Average interest earning assets increased by £13,923 million or 11 per cent to
£144,945 million. Most of this growth was in the UK where average interest earning assets grew by £10,670 million; persona
lending and mortgage balances grew by £6,139 million and corporate balances increased by £4,628 million. Overseas average
interest earning assets increased by £3,253 million with growth in New Zedand and Brazil. The effect of this growth was partly
offset by a6 basis point fall in the underlying net interest margin reflecting the increasingly competitive operating conditions and
alower contribution from interest-free liabilities, caused by the lower interest rate environment.

21



Other finance income decreased by £117 million or 28 per cent from £424 million in 2000 to £307 million in 2001. The
decrease reflects a lower level of assets held in Lloyds TSB Group’s defined benefit pension schemes at the start of 2001,
coupled with lower expectations for market returns during the year.

Other income in 2001 fell by £105 million, or 3 per cent, from £3,765 million to £3,660 million. Income from long-term
assurance business fell by £472 million as a 15 per cent fal in the FTSE All-Share index during the year caused a sharp
reduction in the earnings from the investments held to support Lloyds TSB Group’s life and general insurance activities. This
was partly offset by a £272 million improvement in other operating income caused mainly by an increase of £178 million in
operating lease rental income, reflecting both the inclusion of Chartered Trust for the full year and underlying volume growth,
and profits of £57 million from the sale and leaseback of branch and head office premises. There was an increasein net fees and
commissions receivable, after deducting fees and commissions payable, of £31 million, dealing profits increased by £35 million
and premium income from the general insurance underwriting business grew by £29 million.

Operating expensesin 2001 increased by £497 million, or 12 per cent to £4,776 million from £4,279 million. The efficiency
ratio increased from 48.8 per cent to 53.7 per cent. Of thisincrease, £145 million was due to the inclusion of Scottish Widows
and Chartered Trust for a full year, the remainder of the growth was due to increased business development expenditure
including increased staff and other costs supporting the improvement in retail banking sales volumes achieved during the year,
together with costs of £82 million relating to benefit improvementsin Lloyds TSB Group’s pension schemes.

The total charge in respect of bad and doubtful debt provisions increased by £206 million or 38 per cent to £747 million
from £541 million, although this was adversely affected by an increase in the general provision of £55 million in respect of
Lloyds TSB Group's exposures in Argentina. The charge for bad and doubtful debts attributable to UK operations grew by
£144 million to £570 million partly reflecting the inclusion of Chartered Trust for a full year, but adso as a result of an
£83 million increase in the charge against the retail banking and mortgages portfolio due to the growth in the level of outstanding
balances and partly as a result of a one-off benefit of £42 million in 2000. Provisions against the corporate and commercia
lending portfolios also increased as provisions were required against a small number of large exposures. Overseas provisions,
excluding the generd provision in respect of Argentina, increased by £7 million as higher charges in Uruguay, Dubai and the
Netherlands more than offset improvements in Colombia and New Zeaand.

Amounts written off fixed asset investments increased by £28 million, or 88 per cent, from £32 million to £60 million. In
2001 Lloyds TSB Group provided £45 million against the carrying value of its holding of Argentine government bonds as a
result of the deterioration in the economic environment in that country. The 2000 results included a provision of £18 million
against LlIoyds TSB Group's holding of Ecuadorian bonds.

The profit on sale of business of £39 million arose as aresult of the sale of Lloyds TSB Group’s Brazilian fund management
and private banking business including its subsidiary, LIoyds TSB Asset Management SA., to Banco Itall SA. The sale of this
business did not affect LIoyds TSB Group's other Brazilian businesses.

At 31 December 2001, the total capita ratio was 8.8 per cent and the tier 1 capital ratio was reduced to 7.8 per cent,
reflecting a 16 per cent growth in risk-weighted assets from £93,211 million to £107,861 million. Baance sheet assets grew by
£15,121 million, or 7 per ent, from £220,672 million to £235,793 million. Loans and advances to customers increased by
£8,503 million, or 7 per cent mainly as a result of growth in UK mortgage and personal lending, which increased by
£5,565 million, and higher levels of corporate and commercial lending. Debt securities increased by £9,620 million due to
higher year-end liquidity requirements and a number of new structured finance transactions which result in lower cost funding
for the Group.



Net interest income

Theyields, spreads and marginsin the table below are those relating to the banking business only.

2002 2001 2000
Lloyds TSB Group:
NEL INEErESE INCOME EIM...vieeisiees ettt s st e b e s b s seebs st e st s et eseebsseene s 5171 4,922 4,587
Average interest-arning 8SSELS £M ...ttt ettt sssesesesesesesenes 161,818 144,945 131,022
Averagerates
Grossyield oninterest-earning aSSats %Y.t 6.52 7.84 8.44
INEENESE SPrEAL Y0\ ..ottt s bbbt 2.94 3.00 2.98
NEt iNtEreSt MArgin %' ..ottt anae 3.20 3.40 3.50
Domestic: ¥
NEL INEErESE INCOME EM ..ottt 4,425 4,202 3,956
Average interest-arning aSSELS £M ... esesesssesesesesesesesesesesesases 134,902 121,244 110,574
Averagerates
Grossyield on interest-earning assetS %Y. 6.10 7.38 8.07
INEErESE SPFEAL Y0\ ..ottt ettt 3.08 311 3.06
NELINtErest Margin %™ ... 3.28 3.47 3.58
International:*”
NEL INEErESE INCOME EM..vvviiieieeirereeee et 746 720 631
Average intereSt-arning @SSELS £M ...t ere e rers s sesesesesesesesesesesesases 26,916 23,701 20,448
Average rates
Grossyield on interest-earning assetS %Y.t 8.63 10.19 10.40
INErESt SPIEAH Y0'......oooveceete et s e 2.12 243 2.58
NEL INtErESt MArGIN Y07 ...ttt aeae 2.77 3.04 3.09

(1) Grossyield istherate of interest earned on average interest-earning assets.

(2) Lloyds TSB Group interest spread is the difference between the rate of interest earned on total average interest-earning assets and the rate
of interest paid on total average interest-bearing liabilities. The domestic interest spread is the difference between the rate of interest
earned on domestic average interest-earning assets and the rate of interest paid on domestic average interest-bearing liabilities. The
international interest spread is the difference between the rate of interest earned on international average interest-earning assets and the
rate of interest paid on international average interest-bearing liabilities.

(3) The net interest margin represents the interest spread together with the contribution of interest-free liabilities. It is calculated by expressing
net interest income as a percentage of average interest-earning assets.

(4) Theanaysis of net interest income by domestic and international operations shown above is based on the location of the office recording
the transaction, except for lending by the international business booked in London.

2002 compared with 2001

Lloyds TSB Group net interest income increased by £249 million, or 5 per cent, to £5,171 million, representing 58 per cent
of total income compared to 55 per cent in 2001. Average interest-earning assets increased by £16,873 million, or 12 per cent, to
£161,818 million, adding £655 million to net interest income. Within UK Retail Banking and Mortgages, continued strong
growth lead to increases of £2,251 million in average persona lending and credit card balances and £4,481 million in average
mortgage balances. Within Wholesadle Markets and International Banking, average interest-earning assets increased by
£10,352 million, reflecting growth in corporate and money market lending and increased volumes of structured finance products.
Overseas, growth in balancesin New Zealand was partly offset by reductions in Latin Americaas exchange rates have weakened
and the Lloyds TSB Group's exposures to Brazil and Argentina have been reduced.

The net interest margin fell by 20 basis points to 3.20 per cent from 3.40 per cent in 2001, reducing net interest income by
£290 million. Reductions in interest rates in the UK in the second half of 2001 have resulted in a reduced benefit from Lloyds
TSB Group's low interest rate deposits and interest-free liabilities. There has also been a continuing shift in the mix of average
interest-earning assets towards high quality, but finer margin, corporate and wholesale lending. Adverse exchange rate
movements, principally in Latin America, reduced net interest income by £116 million.

Domestic net interest income increased by £223 million, or 5 per cent, to £4,425 million. This represents 86 per cent of
consolidated net interest income. Average interest-earning assets increased by £13,658 million, or 11 per cent, to
£134,902 million, adding £449 million to net interest income. Average persona lending and mortgage balances grew by
£6,732 million and wholesale balances increased by £7,195 million.
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The domestic net interest margin decreased by 19 basis points, reducing net interest income by £226 million, as a result of a
reduction in the contribution of interest-free liabilities and the continuing shift in the mix of average interest-earning assets
towards finer margin, corporate and wholesae lending. In UK Retail Banking and Mortgages there was a 4 basis point decrease
in the net interest margi n as an erosion in the mortgage margin was partly offset by a shift in the mix of retail business towards
personal lending and credit cards. In Wholesale Markets there was an 18 basis point reduction caused by further growth in finer
margin corporate lending.

Net interest income from international operatiors increased by £26 million, or 4 per cent, to £746 million, representing
14 per cent of consolidated net interest income. In sterling terms, average interest-earning assets increased by £3,215 million, or
14 per cent, to £26,916 million, adding £206 million to net interest income. Average baances in New Zealand increased by
£2,420 million reflecting both organic growth and positive exchange rate movements; growth in US structured finance and
government guaranteed export credit transactions increased average interest-earning assets by a further £1,277 million. Balances
in Latin Americafell by £841 million as modest growth in local currency terms, principally in the Brazilian consumer finance
business, was more than offset by the effect of exchange rate movements.

The net interest margin from international operatiors reduced by 27 basis points, leading to afal of £64 million in net
interest income, as aresult of lower marginsin our Latin American and US structured finance businesseswhich more than offset
an improved margin in New Zeaand.

2001 compared with 2000

Lloyds TSB Group net interest income increased by £335 million, or 7 per cent, to £4,922 million, representing 55 per cent
of total income compared to 52 per cent in 2000. After adjusting for the effect of funding the Scottish Widows purchase
consideration for a full year in 2001 compared to only ten months in 2000, the underlying growth was £437 million, or 9 per
cent. Averageinterest-earning assetsincreased by £13,923 million or 11 per cent to £144,945 million, adding £566 million to net
interest income. Personal lending and mortgage balances in the UK grew by £6,139 million as Lloyds TSB Group sought to
develop these portfolios prudently, but profitably. Within Wholesale Markets and International Banking, average interest
earning assets increased by £7,902 million. The asset finance portfolio grew by £1,074 million, partly reflecting the inclusion of
Chartered Trust for afull year and there was an increase of £4,628 million in corporate and commercial lending balances in the
UK. Therewas also growth in structured finance balances in the UK and overseas.

The net interest margin fell by 10 basis points, although after adjusting for the funding cost of Scottish Widows, there was an
underlying reduction of 6 basis points reducing net interest income by £70 million. A lower interest rate environment in the UK
resulted in a reduced contribution from Lloyds TSB Group's low interest rate and interest-free liabilities and this was coupled
with lower margins earned on corporate and commercia and some persond lending balances, due to competitive pressures.
These factors more than offset the benefits obtained from positive interest rate management within Lloyds TSB Group’s treasury
and central functions. Adverse exchange rate movements, mainly in Brazil, reduced net interest income by £59 million.

Domestic net interest income in 2001 increased by £246 million, or 6 per cent, to £4,202 million, representing 85 per cent of
consolidated net interest income. After adjusting for the effect of the inclusion of a full year's funding cost in respect of the
Scottish Widows acquisition in March 2000, there was an underlying increase of £348 million. Average interest-earning assets
increased by £10,670 million, or 10 per cent, to £121,244 million adding £401 million to net interest income. Personal lending
and mortgage balances increased by £6,139 million and corporate and commercial balances increased by £4,628 million.

The domestic net interest margin fell by 11 basis points reflecting the higher funding cost of Scottish Widows, which caused
a reduction of 6 basis points. There was an underlying reduction of 5 basis points costing £53 million mainly as a result of a
reduced contribution from low interest and interest-free liahilities due to the lower interest rate environment. The net interest
margin on retail lending products fell 5 basis points and margins on corporate and commercial lending also reduced, although the
margin earned on mortgage products was little changed.

Net interest income from international operations increased by £89 million, or 14 per cent, to £720 million, representing
15 per cent of consolidated net interest income. Average interest-earning assets increased by 20 per cent on aloca currency
basis, but this was partly offset by the effect of exchange rate movements. In sterling terms, average interest-earning assets
increased by £3,253 million, or 16 per cent, to £23,701 million adding £155 million to net interest income. Average interest-
earning assets in Latin Americaincreased by £692 million with growth in corporate and consumer lending in Brazil, and in New
Zedaland there was an increase of £574 million due to higher volumes of corporate and commercial lending. Overseas structured
finance and government guaranteed export credit transactions resulted in a £1,932 million increase in average interest-earning
assets. Adverse exchange rate movements, mainly in Brazil, reduced net interest income by £59 million.

The net interest margin from international operations decreased by 5 basis points lowering net interest income by £7 million.

Lower marginsin Lloyds TSB Group’s Latin American businesses more than offset small improvementsin New Zealand and the
benefits of lower funding costs for the overseas wholesal e busi nesses.
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Other income

2002 2001 2000
£m £m £m
Fees and commissions receivable:
UK CUITENE BCCOUNE TEES.......cuiiieieieie ettt bbbt 579 573 629
Other UK feeS and COMMISSIONS........occiiieiiieiireeeere st s stsseersseersstssssesssbsssssssessssneneas 1,163 1,220 1,171
TR IS T TaTerY oo (] oo T 647 528 398
a0 SEIVICES ...ttt st et bbbt s b 414 332 304
International fees and COMMISSIONS.........ccrnerinrenree s sesneees 250 269 266
3,053 2,922 2,768
Fees and COMMISSIONS PAYADIE.......c.ouverierirrrerie et (645) (602) (479)
Dealing profits (before expenses):
Foreign exchange trading iNCOME ..ottt sesesesenes 173 158 141
SeCUrtieS aNd OthEr AINS.......ccercierrece st 15 75 57
188 233 198
Income from |oNg-term assUranCe DUSINESS ... seseees (303) (29) 443
General iNSUranCe PremiUMm iNMCOME. ... wereerrererreeereresesesssesesseessesessesssssessssesssesesssssessesssnsess 486 428 399
Other OPEratiNg INCOME.......uiiieeeeirerieree sttt sses bbbt sns et sesnses 763 708 436
TOtal OtNEr INCOME ...ttt berenas 3,542 3,660 3,765
2002 compared with 2001

Other income decreased by £118 million, or 3 per cent, to £3,542 million although after adjusting for the effect of
acquisitions made during 2002 there was a reduction of £231 million or 6 per cent.

Fees and commissions receivable increased by £131 million, or 4 per cent, to £3,053 million, mainly due to increasesin
income from insurance broking and card services. Insurance broking commission income increased by £119 million, with
continued strong growth in creditor insurance products, reflecting the increased lending volumes in the branch network, and
higher levels of retrospective commission income. Income from credit and debit card services increased by £82 million, mainly
as a result of higher merchant service charges and fees. UK current account fee income rose by £6 million, reversing the
downward trend experienced in recent years, a £37 million increase in fee income from added value current accounts more than
offset a reduction in service charges following their partial withdrawal during 2001. This more than offset a reduction in ather
UK fees and commissions of £57 million, or 5 per cent, from £1,220 million to £1,163 million following a £59 million reduction
in unit trust and asset management fees, as the continued fall in the level of stock markets during 2002 have reduced the level of
funds under management and significantly reduced customer demand for equity based products. There was aso a fdl in the
level of recharges to Goldfish Bank, Lloyds TSB Group’s joint venture with Centrica plc, which were down £10 million, and a
reduction of £6 million in income from the company registration business, as the exceptionally high levels d corporate
transactionsin 2001 were not repeated.

Fees and commissions payable increased by £43 million, or 7 per cent, compared to 2001 as a result of higher reciprocity
fees and an increase in package costs relating to a number of products. Commissions paid to motor dealers by the asset finance
business also increased, in line with business volumes.

Dealing profits decreased by £45 million, or 19 per cent, compared with 2001 as a result of a reduction of £60 million in
gains from securities trading; there were reduced opportunities for the Lloyds TSB Group's London Treasury department, due to
less favourable market conditions, and losses resulting from the economic turmoil in Brazil. Foreign exchange trading income
improved by £15 million as aresult of an improved performancefrom Lloyds TSB Group’s UK operations.

Income from long-term assurance business decreased by £274 million however, excluding the effect of changes in the
economic assumptions used in the embedded value cal culation which in 2002 resulted in profits of £55 million and the impact of
a £135 million increase in provisions for redress to past purchasers of endowment and pension products, income was
£194 million lower. Falling stock markets have increased the losses from the investment portfolio supporting the long-term
assurance funds by £46 million and reduced the capitalised value of annual management charges by a further £66 million. The
expected return from existing business was £36 million lower, reflecting the lower value of inforce business at the start of the
year as aresult of the reduction in stock market levels during 2001. There was aso a reduction of £55 million in benefits from
experience variances and actuarial assumption changes, largely reflecting the implementation of revised actuarial mortality
assumptions which resulted in a one-off cost of £57 million. Despite the difficult market conditions sales of life and pensions
products grew, with an improved performance in the more profitable products. This resulted in a£9 million or 7 per cent increase
in new business profitability, after taking distribution costsinto account.
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Premium income from general insurance underwriting increased by £58 million, or 14 per cent, to £486 million compared to
£428 million in 2001. There was growth of £69 million in premiums from home insurance products, reflecting successful cross-
sdlling to Lloyds TSB Group’ s mortgage customers and the strength of the UK housing market. This has been partly offset by a
further small decline in creditor insurance as this portfolio is now in run-off, following the outsourcing of the card protection
book in 2000. Re-insurance premiums payable increased by £7 million following the decision to mitigate risks on policies with
large sums assured.

Other operating income increased by £55 million, or 8 per cent, to £763 million. Increases of £25 million in earnings on the
sale and restructuring of emerging markets debt investments and £111 million in operating lease rentals, largely as aresult of the
acquisition of First National Vehicle Holdings and Abbey Nationa Vehicle Finance, were offset by a £35 million reduction in
the realisation of venture capital gains by Lloyds TSB Development Capital and a reduction of £25 million in profits on the sale
and leaseback of premises.

2001 compared with 2000

Other income reduced by £105 million, or 3 per cent, to £3,660 million representing 41 per cent of total income. Excluding
theimpact of the Chartered Trust acquisition made in September 2000, other income fell by £231 million or 6 per cent.

Fees and commissions receivable increased by £154 million, or 6 per cent, largely reflecting strong growth in income from
insurance broking. Other UK fees and commissions increased by £49 million, or 4 per cent, from £1,171 million to
£1,220 million mainly due to the inclusion in 2001 of fees earned by Chartered Trust which resulted in fee income from the
Asset Finance business increasing by £45 million. There was a £26 million increase in fees from large corporate and factoring
activity; and fee income from Lloyds TSB Group's share registration operation increased by £12 million. However, unit trust
and asset management fees fell by £20 million and stockbroking income fell by £10 million, as a result of the substantial
reduction in stock market activity in the second half of the year. Fees from the retail banking operations also fell following the
withdrawal of ATM fees, which reduced income by £29 million, although this was partly offset by the inclusion of £22 million
of recharges to Goldfish Bank, Lloyds TSB Group'sjoint venture with Centricaplc.

Insurance broking commission income increased by £130 million, or 33 per cent, as a result of higher levels of creditor
insurance sales which increased income by £98 million and growth in other major product lines. There was dso a benefit of
£30 million from a one-off change in broking commission arrangements. Income from credit and debit cards increased by
£28 million, mainly as a result of higher merchant service charges and fees. However, UK current account fee income fell by
£56 million; a £28 million increase in fee income from Added Vaue accounts was more than offset by a £61 million fall in
unauthorised borrowing fees and a £40 million reduction in service charges, as part of the Group’'s programme to make its
customer proposition more competitive.

Fees and commissions payable increased by £123 million, or 26 per cent, compared to 2000 as a result of the impact of the
Chartered Trust acquisition, higher reciprocity fees and an increase in package costs relating to a number of products.

Dedling profits increased by £35 million, or 18 per cent, to £233 million, reflecting benefits from opportunities created from
managing certain exposures arising within the Group’s insurance businesses, an improved performance from the treasury
operations in London and higher foreign exchange trading income from The National Bank of New Zeaand.

Income from long-term assurance business fell by £472 million from £443 million in 2000 to a loss of £29 million in 2001.
Income from long-term assurance business in 2000 benefited from a change in the economic assumptions used to calculate the
embedded value, which increased income by £127 million, although this was partly offset by a one-off charge of £80 millionin
respect of stakeholder pensions. Excluding these items there was an underlying decrease of £425 million.

There was growth in new business, in part reflecting successful sales of Lloyds TSB Group's stakeholder pension product
and a change in the mix of new business to more profitable regular premium business, which after distribution costs increased
income by £47 million. There was a £27 million increase in the expected return from existing business reflecting the growth in
the size of the inforce book and a £30 million reduction in provisions for redress to past purchasers of pension policies as the
review nears its completion. However these factors were more than offset by a £529 million reduction in the earnings from the
investments held to support the life assurance operations, which were £259 million lower, and the capitalised value of annual
management charges, which was £270 million lower, both largely reflecting the decline in stock market values during the year.

Premium income from insurance underwriting increased by £29 million, or 7 per cent, from £399 million to £428 million.
This was due to higher home insurance sales during 2001, which increased by £53 million to £281 million reflecting the success
of the home insurance product and improved cross-selling to Lloyds TSB Group’s mortgage customers. This has more than
offset a £16 million fall in income from creditor insurance, following the outsourcing of the card protection book to Norwich
Union in 2000, and small reductionsin income from other products.

Other operating income increased to £708 million from £436 million in 2000 reflecting an increase in income from operating

lease rentals, partly as a result of the acquisition of Chartered Trust, from £151 million in 2000 to £329 million in 2001. Other
significant contributions to other operating income were the realisation of venture capital gains within LIoyds TSB Devel opment
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Capital of £57 million, earnings on the sale and restructuring of emerging market investments of £109 million and £57 million
profit on the sale and leaseback of premises.

Operating expenses

2002 2001 2000
£m £m £m
Administrative expenses
Staff:
Salariesand Profit SNAMNG. ..o s 1,758 1,776 1,644
NELONE] INSUFANCE........cuceirireeerieireressee st sesses e st sttt sesnbesaesnnns 134 140 131
PEINSIONS......coiteiireicte et b bbb 318 347 225
[ == (o LU T o T 105 69 85
L@ 101 S = o0 OO 202 221 212
2,517 2,553 2,297
Premises and equipment:
L 1= 016 = =SOSR 280 261 247
[ T 0 = [N TT o= L T 18 18 26
Repairs and MaINEENANCE.........cvuvererererereresesesese st seseen 131 115 115
131 OO 114 123 112
543 517 500
Other expenses.
Communications and external data ProCESSING........c.cerrerrerererereenierereseesesessesesesesesseees 446 483 438
AAVErtiSiNg and ProOMOLION.........ccverreriiirerreeesesessesess s 147 154 180
ProfeSSiONal TEES.......cuiiiecirerecee st 113 110 159
131 OO 448 409 319
1,154 1,156 1,096
AdMINISIr AtiVE EXPENSES.....ccvieieieieiiririeriirrresesseessesssss s 4,214 4,226 3,893
(D= 1= o =1 o OO 642 511 364
Amortisation Of QOOAWIIl ........c.cviiiiiiirirrrre e 59 39 22
Total OPEr AtiNG EXPENSES .....civrerererererererere sttt neneen 4,915 4,776 4,279
S Lol T YA = (Lo X (1) I 55.4 537 488
Efficiency ratio (adjusted) (N %6) M.........ocrveeieeereeesseseseeessseeseeessssssess s ssssssseessenes 50.3 490 479

(1) Excluding changes in economic assumptions and investment variance. (See “- Line of business information - Insurance and Investments”)

2002 compared with 2001

Total operating expenses increased by £139 million, or 3 per cent, to £4,915 million compared to £4,776 million in 2001;
acquisitions added £105 million to costsin 2002.

Administrative expenses of £4,214 million in 2002 were £12 million lower than in 2001. Staff costs reduced by £36 million
or 1 per cent. Saaries and profit sharing were £18 million lower & the impact of the annual pay review and the effect of
acquisitions during the year were more than offset by the effect of an underlying reduction of 4,191 staff (full time equivalent)
and lower levels of accruals for bonuses and profit related payments. Pension costs were £29 million lower as an increased
current service cogt, reflecting the impact of changes in the mortality assumptions made at the end of 2001, and higher costs
relating to staff taking early retirement, were more than offset by the nonrepetition of costs of £82 million incurred in 2001 in
relation to benefit improvements. Severance costs were £36 million higher at £105 million, but other staff costs were £19 million
lower, reflecting a£22 million reduction in agency staff costs.

Premises and equipment costs were £26 million, or 5 per cent, higher as a result of higher rental costs on branch and head
office premises, in part reflecting the sde and leaseback of a number of properties in 2001, and increased repairs and
mai ntenance expenditure reflecting costs incurred in advance of vacating a number of central properties. This was partly offset
by areduction in other premises and equipment costs.

Other expenses reduced by £2 million. Communications and external data processing costs were £37 million lower as a
result of reduced levels of expenditure on the development of the Lloyds TSB Group’s ecommerce and real -time banking
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systems. Other costs were £39 million higher, reflecting theimpact of acquisitions and increased chargesfromiPSL, LIoyds TSB
Group’ s clearings joint venture.

Depreciation was £131 million, or 26 per cent, higher reflecting a £95 million increase in operating lease depreciation. Of
this amount £33 million relates to the Lloyds TSB Group’s existing operations, reflecting both organic growth and the non-
repetition of a one-off benefit of £23 million recognised in 2001 in respect of certain ship leases, and £62 million relates to the
businesses acquired during 2002. The remaining increase in the charge reflects the ongoing impact of the significant investment
in computers, software and other equipment made by the LIoyds TSB Group in recent years. Goodwill amortisation increased by
£20 million, reflecting the acquisitions made in the year.

The efficiency ratio in 2002 was 55.4 per cent compared to 53.7 per cent in 2001.

2001 compared with 2000

Total operating expenses in 2001 increased by £497 million, or 12 per cent, to £4,776 million from £4,279 million in 2000.
Of this growth in costs, £145 million was due to the acquisitions of Scottish Widows and Chartered Trust and £16 million to
costsincurred in connection with the unsuccessful offer for Abbey National.

Administrative expenses in 2001 increased by £333 million, or 9 per cent, from £3893 millionto £4,226 million. Staff costs
grew by £256 million, or 11 per cent. Therewasa£132 million growth in salaries and profit sharing reflecting both the growth in
staff numbers, the effect of the annual pay review, and the increased cost of incentive payments to customer facing staff. There
was aso a£122 million increase in pension costs, reflecting additional costs of £82 million as aresult of benefit improvementsin
the Lloyds TSB Group's pension schemes, together with costs of £35 million in connection with staff taking early retirement.

Premises and equipment costs increased by £17 million, or 3 per cent, principally due to higher rental costs on branch and
head office properties and | osses on the disposal of equipment which more than offset lower IT equipment hire costs. Other costs
increased by £60 million. There was a £45 million growth in communications and external data processing costs to support the
development of LIoyds TSB Group’s e-commerce activities and real -time banking systems. Advertising and promotion expenses
were £26 million lower, largely due to the non-repetition of the costs incurred in 2000 in relation to the merging of the Scottish
Widows and Lloyds TSB brands. Professional fees were £49 million lower due to lower levels of consultancy and advi sory fees
related to efficiency programme projects, internet banking and the assimilation of Scottish Widows into the Lloyds TSB Group.
There was a £23 million increase in charges made by iPSL, Lloyds TSB Group's new clearings joint venture, and a £19 million
increase in operational losses, partly caused by ahigher incidence of credit card fraud.

Depreciation increased by £147 million, or 40 per cent. There was an increase of £95 million in the charge in respect of
operating lease assets, following a reduction of £23 million in the depreciation charge on certain ship leases, of which
£82 million was due to the acquisition of Chartered Trust. In addition, there was a £49 million increase in the depreciation charge
in respect of equipment reflecting the impact of capital expenditure, in particular on IT equipment, during 2000. Goodwill
amortisation increased by £17 million due to the amortisation of the goodwill arising on the acquisition of Chartered Trust.

The efficiency ratio in 2001 was 53.7 per cent compared to 48.8 per cent in 2000.
Chargefor bad and doubtful debts

2002 2001 2000

£m £m £m

UK Retail Banking and MOIMQagES........couvuveverrrrererersessesesesesesesesesesesesssesesesesssssssssssssssenes 563 415 332
Wholesale Markets and International Banking ..........cccovvreerneneennenseeinesensessesesessessnens 473 338 228
(O 011 I [ 010 ) (=01 (7) (6) (19)
TOLA CRAINGB. ..ttt et bbbttt ettt bbbt bbb bebanas 1,029 747 541
SPECITIC PrOVISIONS......evieerieirererie ettt bbb 965 736 547
GENEAl PIOVISIONS ....evvriiereeireseees i sessts st sessae b ssss bt se st se bt ssa st s e snsnsesesanns 64 11 (6)
QLI 47 o TR 1,029 747 541

Charge as % of average lending: % % %
D00 1= oS 0.70 054 0.45
INEEMNBLIONE .......ceeeeeeereeee et 1.28 1.10 0.80
QLI = ot 0 o OSSO 0.77 0.62 0.50

2002 compared with 2001

Thetotal charge for bad and doubtful debtsincreased by £282 million, or 38 per cent, to £1,029 million from £747 millionin
2001. In UK Retail Banking and Mortgages the provisions charge increased by £148 million, from £415 million in 2001, to

28



£563 million, as a result of asset growth in the personal loan and credit card portfolios and a lower level of recoveries and
releases, following the non-recurrence of the release of surplus provisions in 2001.

In Wholesale Markets and International Banking the provisions charge increased by £135 million, or 40 per cent, to
£473 million from £338 million in 2001. The charge in respect of corporate banking operations was £145 million higher partly as
aresult of provisions against the Group's exposure to certain large US corporate customers which totalled some £100 million
compared to £30 million in 2001. There was aso an increase in the provisions charge against the UK corporate lending portfolio,
reflecting the dowdown in activity in certain sectors of the UK economy. The charge in respect of the Lloyds TSB Group's asset
finance businesses increased by £11 million, reflecting volume growth. There was a £27 million reduction in the specific
provisions charge in Losango, the Lloyds TSB Group’s consumer finance business in Brazil, largely reflecting exchange rate
movements. The genera provision against the Lloyds TSB Group’'s exposure to Argentina was increased by £50 million,
compared to acharge of £65 million in 2001.

In Central group items there was a credit of £7 million, little changed from a credit of £6 million in 2001; these credits
represent the release of provisions following the repayment of medium-term debt in the emerging markets portfolio.

2001 compared with 2000

Thetotal charge for bad and doubtful debts increased by £206 million, or 38 per cent, to £747 million from £541 million. In
UK Retail Banking and Mortgages, the charge increased by £83 million. During 2000, UK Retail Banking had a one-off benefit
of £42 million following the full centrdisation of its arrears processing, which was not repeated in 2001. Adjusting for this,
provisionsin UK Retail Banking increased by £52 million reflecting the growth in the size of the personal loan and credit card
portfolios. Thiswas partly offset by a £32 million release of the general provision relating to the LIoyds TSB Group’'s mortgage
portfolio following a change in provisioning methodol ogy.

The provisions charge in Wholesale Markets and International Banking increased by £110 million, or 48 per cent, although
excluding the impact of the acquisition of Chartered Trust, which increased the charge by £27 million, provisons were
£83 million higher. The charge against the corporate and commercial lending portfolios increased by £53 million largely as a
result of provisions being required against a small number of corporate exposures, reflecting the slowdown in economic growth,
but also as aresult of a £30 million provision made against the Group’s loans and advances to one specific corporate customer.
There was an £18 million reduction in the provisions made against the consumer finance portfolio of Lloyds UDT reflecting
improved credit procedures. Provisions overseas increased by £49 million, largely as a result of a £55 million increase in the
genera provision, taken as ameasure of prudence, to cover ongoing credit difficultiesin Argentina. Increased provisions against
specific corporate exposures in Uruguay, Dubai and the Netherlands were, however, offset by improvements in Colombia and
New Zedand.

In Central group items these was a credit of £6 million in 2001, compared to a credit of £19 million in 2000. The higher
credit in 2000 arose following repayments of £15 million of Moroccan debt that had previously been provided for.

Taxation

The rate of tax is influenced by the geographic and business mix of profits. In the absence of special factors, Lloyds TSB
Group does not expect the tax rate to vary significantly from the average UK corporation tax rate.

2002 2001 2000
Em £m Em
UK corporation tax
Current tax on profitSfor the YEar ..o 784 769 889
Adjustments in reSPect Of PriOr YEAIS.......ccovvieeieneieeiee ettt sesesenes 12 (14) 3
796 755 892
DOUDIE tBXEL ON FEIIER «...vvvvvvvveeeessssseeeeesesessssssssssss s sssssssssssssss s ssssssssssssssnns (129) (87) (72)
667 668 820
Foreign tax
Current tax on pProfitSfOr tE YEAN........c.cevviierrce st 216 179 137
Adjustments in reSPect Of PriOr YEAIS.......ccovvieeieienieieiee ettt sesesenes (15) (17) (5)
201 162 132
CUITENE TBX CNBIGE. ...ttt ettt ettt bbbttt 868 830 952
D 1= (= = TP (106) 44 129
Associated undertakings and jOINt VENTUIES..........occeeeerrnreeinenensesisesesesseeisesessesesssessssesssens 2 1 1

QLI = ok 0 o OO 764 875 1,082
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2002 compared with 2001

The effective rate of tax in 2002 was 29.3 per cent, slightly lower than the corporate tax rate of 30 per cent, compared to an
effective rate of tax of 27.7 per centin2001. The higher effective rate of tax in 2002 islargely dueto alower level of tax relief
on payments to the Lloyds TSB qualifying share ownership trust (‘QUEST) to sdtisfy Save As You Earn options and a lower
level of gains on the disposal of properties which are sheltered by capital losses. There was aso a higher effective rate of tax in
the Lloyds TSB Group’s life and pensions businesses because of increased losses on the investment portfolio. See Note 8 to the
Consolidated Financial Statements.

2001 compared with 2000

The effective rate of tax in 2001 was 27.7 per cent compared with 28.6 per cent in 2000; the corporation tax rate for both
yearswas 30 per cent. The lower effective tax ratein 2001 islargely dueto tax relief on payments to the QUEST which reduced
the effective rate by 1.9 per cent and gains on the disposa of investments and properties sheltered by capital losses which
reduced the effective rate by 1.2 per cent; offset by the impact of different overseastax rates which increased the effective rate by

0.4 per cent.
Economic profit

In pursuit of our aim to maximise shareholder value over time, management has for the last eleven years used a system of
value based management as a framework to identify and measure value creation. Management uses economic profit as a
measure of performance because it captures both growth in investment and return. Lloyds TSB Group defines economic profit as
the earnings on the equity invested in the business less anotional charge for the cost of the equity invested in that business.

Lloyds TSB Group believes that economic profit ingtils financial discipline in determining investment decisions throughout
Lloyds TSB Group and that it enables Lloyds TSB Group to evaluate aternative strategies objectively, with a clear
understanding of the value created by each strategy, and then to select the strategy which creates the greatest value. Awards to
senior executives under Lloyds TSB Group's annua bonus arrangements are partly determined by the achievement of economic
profit targets.

Management only changes its estimates of the cost of equity to reflect significant changes in long-term interest rates and
other external market factors which are considered sustainable. The principa factor in estimating the cost of equity is sustainable
long-terminterest rates. |f long-term interest rates increase, management will consider raising its estimate of the cost of equity;
if long-term interest rates fall, management will consider reducing its estimate of the cost of equity. The principal other exterral
market factors considered are equity risk premium and Lloyds TSB Group’s share price volatility relative to the UK stock market
asawhole. Any change to the estimated cost of equity will be disclosed. For the last three years, management has used a cost of
equity of 9 per cent to reflect the shareholders' minimum required rate of return on equity invested.

The table below summarisesLloyds TSB Group's calculation of economic profit for the periods indicated.

2002 2001 2000

£m £m £m

Average sharehOlders’ EOUITY.......cocceieereieeteee ettt ettt st re st reserereranas 10,672 12,338 12,551
Profit attributable to Shar€hOIdErS.........cvvciicecec et e 1,781 2,229 2,654
IS oo o= e 7= = T (960) (1,110) (1,130)
o] 100 T o3 o (] | FH TP 821 1,119 1,524

The notional charge has been calculated by multiplying average shareholders' equity by the cost of equity.

2002 compared with 2001

Economic profit fell by £298 million or 27 per cent from £1,119 million in 2001 to £821 million in 2002. Profit attributable
to shareholders fell by £448 million (20 per cent) to £1,781 million, however the notional charge on average equity was
£150 million lower, asaresult of a14 per cent fall in average equity to £10672 million from £12,338 millionin 2001.

2001 compared with 2000

Economic profit fell by £405 million, or 27 per cent, from £1,524 million in 2000 to £1,119 million in 2001. Profit
attributable to shareholders fell by £425 million (16 per cent) to £2,229 million but there was a dightly lower notional charge on
equity resulting from a 2 per cent fall in average equity from £12,551 million to £12,338 million.



Lineof businessinformation
Summary

In order to provide a clearer representation of the underlying performance, the results of the Insurance and Investments
segment include investment earnings calculated using longer-term rates of return and annual management charges based on
unsmoothed fund values. Management separately analyse the difference between these normalised earnings and the actua return
(“the investment variance”) together with the impact of changes in the economic assumptions used in the embedded value
calculation. Theresults of the business units are set out below:

2002 2001 2000
£m £m £m

UK Retail Banking and MOMQagES.........cccvvevererirererererisesesesesesesesssssssesssssessssssssssssssssssssssnes 1,172 1,205 1,363
INSUraNCE AN INVESIMENES.......civierereririreririresere s 1,231 1,421 1,158
Wholesale Markets and International Banking ..........cccceeeeerenneenisseisssesssesesesenenes 1,005 1,209 1,035
CeNtral QroUD ITEIMIS. ...ttt et 96 185 378
3,504 4,020 3,934

Changesin eCONOMIC 8SSUMPLIONS .....c.vuieieieiiieirrrrresesesssssessssssss s ssssss s 55 - 127
[NVESIMENE VAMTAINCE.....ceceeverecerie ettt ettt bbb (952) (859) (276)
PrOfit DEFOI B TAX . ..cciitiecei e e e e b s s bbb e et st b saene e 2,607 3,161 3,785

UK Retail Banking and Mortgages

The UK retail businesses of Lloyds TSB Group provide banking and financial services to personal and small business
customers, private banking and stockbroking. Lloyds TSB Group’s UK mortgage business is conducted through Cheltenham &
Gloucester, LIoyds TSB Bank, Lloyds TSB Scotland, Scottish Widows Bank and C& G TeleDirect.

2002 2001 2000

£m £m £m
LS L g1(= == L[0T 3,340 3,102 2,951
OLNEN TNCOMIE.....cetetree ettt ee e st 1,076 1,135 1,143
TOB INCOIME ...ttt bbbt 4,416 4,237 4,004
OPErAING EXPENSES ....overiieriireseseee e sessee e sessee s sessee e sesssessssesssssessesesssessssesssssessssssssss (2,670) (2,/607) (2,401)
LIz o [T RS g L 1,746 1,630 1,693
Provisionsfor bad and doubtful EDES.........cceeeeennneee e (563) (415) (332
INCOME FrOM JOINE VENTUIES........ceceeiieceeieiresecie ettt (11) (10) 2
PrOfit DEFOr @ TAX....ccecveereriererereee e 1,172 1,205 1,363
EFfICIENCY FBHIO 1ottt bbbt 60.5% 61.5% 58.6%
Total aSSES (YEA-EN) ....coooerererirerirere st £85,868m  £77,982m  £71,292m
Total risk-weighted assets (Year-end)........cccvverrnennnse s sesesees £54,157/m  £48,220m  £44,009m

2002 compared with 2001

Profit before tax from UK Retail Banking and Mortgages decreased by £33 million, or 3 per cent, to £1,172 million,
compared with £1,205 millionin 2001.

Total income increased by £179 million, or 4 per cent, to £4,416 million. Net interest income increased by £238 million, or
8 per cent, to £3,340 million. Growth in lending and deposit balances added £266 million to net interest income, which was only
partly offset by a reduction of £28 million caused by a reduction of 4 basis points in the overall margin. Since 31 December
2001, personal loans and credit card lending increased by 15 per cent and 27 per cent respectively and, within Retail Banking,
balances on current accounts and savings and investment accounts grew by 10 per cent. Mortgage balances outstanding increased
by 10 per cent to £62,467 million representing a market share of 9.3 per cent. Gross new mortgage lending increased by 36 per
cent to £19,039 million, compared with £13,986 million a year ago. Net new lending increased to £5,889 million resulting in a
market share of net new lending of 7.5 per cent; the LIoyds TSB Group's market share of net new lending in the second half of
2002, at 8.8 per cent, was considerably better than in the first half of the year. Mortgages offer the Lloyds TSB Group the
opportunity to sell a range of additional products and, during 2002, the Lloyds TSB Group's key objective in the mortgage
business has been to achieve an appropriate bal ance between market share and profitability.

The net interest margin fell by 4 basis points, reducing net interest income by £28 million. The margin on retail lending
products was 17 basis points higher than in 2001, with improved business banking overdraft and persona loan margins. Margins
on persona overdrafts and credit card lending fell, but volume growth in these products resulted in a positive impact on the
overal lending margin, since these relatively high margin portfolios now represent a higher proportion of the retail lending
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portfolio. The retail deposit margin was 16 basis points lower asthe full impact of interest rate reductions in the second half of
2001 has not been reflected in the rate of interest paid on some savings products and the benefit of interest-free and low interest
current accounts has been reduced. The margin on mortgage lending fell by 20 basis points.

Other income decreased by £59 million, or 5 per cent, to £1,076 million. There was an improvement in income earned from
credit and debit cards, and increased income from added value current accounts, but this was offset by a higher leve of fees and
commissions payable and areduction of £57 million in profits from the sale and leaseback of premises, asthe Group’s strategy of
converting much of its branch portfolio from freehold tenure to leasehold is almost complete.

Operating expenses were £63 million, or 2 per cent, higher at £2,670 million compared to £2,607 million in 2001. Costs
associated with the Lloyds TSB Group's efficiency programme totalled £197 million compared to £151 million in 2001, an
increase of £46 million, as the Lloyds TSB Group continues to invest in initiatives to enhance Retail Banking performance and
rationalise software and systems. There were also increased costs relating to the implementation of the Lloyds TSB Group's
business banking strategy and staff costs within the Mortgages business increased as additional staff were taken on in order to
maintain customer service levels in the expanding portfolio. These increases and the effect of annual pay awards were partly
offset by reduced headcount in the branch network and lower development costs in respect of internet banking and other
initiatives. The efficiency ratio, however, improved to 60.5 per cent from 61.5 per cent in 2001.

Provisions for bad and doubtful debtswere £148 million, or 36 per cent, higher at £563 million, compared to £415 million in
2001, as aresult of volumerelated asset growth in the personal 1oan and credit card portfolios and alower level of recoveries and
releases following the nonrecurrence of the release of surplus provisions of £72 million in 2001. Excluding these provision
releases, the charge as a percentage of average lending for personal |oans and overdrafts decreased to 3.73 per cent from 3.88 per
cent in 2001, and the charge in the credit card portfolio decreased to 3.52 per cent from 3.60 per cent in 2001. Overal the arrears
position remained stable.

Lloyds TSB Group’'s share of the results of itsjoint venture operationswas aloss of £11 million, little changed from 2001.

2001 compared with 2000
The profit before tax from UK Retail Banking and Mortgagesin 2001 fell by £158 million, or 12 per cent, to £1,205 million.

Total income increased by £143 million, or 3 per cent to £4,237 million. Net interest income increased by £151 million to
£3,102 million as growth in lending and savings balances, adding £241 million to income, more than offset a 14 basis point fall
in the margin, reducing net interest income by £90 million. Compared to 2000, period end personal loan and credit card balances
increased by 18 per cent and balances on current accounts and savings and investment accounts grew by 9 per cent. Mortgage
balances al so increased; gross new mortgage lending increased by 21 per cent to £13,986 million compared with £11,518 million
in 2000, however net new lending was £3,919 million compared to £4,627 millionin 2000. Thisresultedin afal in LIoyds TSB
Group's estimated market share of net new lending from 11.3 per cent to 7.2 per cent. Mortgage balances outstanding at the end
of 2001 amounted to £56,578 million compared to £62,659 million at the end of 2000, an estimated market share of 9.5 per cent.
The net interest margin was little changed.

The net interest margin on retail lending products was 6 basis points lower, with improved margins on credit cards and
overdrafts following base rate cuts, offset by lower margins on personal loans due to a combination of a higher proportion of
lending being at concessionary rates offered to attract new business and higher average loan values which are provided at lower
interest rates. The retail deposit margin fell by 25 basis points as the lower interest rate environment reduced the benefit from
low interest rate and interest-free current accounts. The margin on mortgage lending reduced by 1 basis point.

Other income decreased by £8 million, or 1 per cent, to £1,135 million. There was a £21 million improvement in income
earned from credit and debit cards and income from added value current accounts increased by £19 million due to increased
volumes. In 2001, profits on the sale and leaseback of premises totalled £57 million reflecting Lloyds TSB Group’s ongoing
strategy, started some years ago, to sall and lease back a number of branches to create greater flexibility in the changing
environment for retail sales. Thiswas largely offset by a £76 million decrease in income following the withdrawal of ATM fees
and planned reductions in unauthorised borrowing fees; stockbroking income fell by £10 million due to lower transaction
volumes.

Operating expenses increased by £206 million, or 9 per cent, to £2,607 million compared to £2401 million in 2000. Costs
associated with the Group's efficiency programme totalled £151 million, compared to £78 million in 2000. The increase of
£73 million reflects investment in customer management and handling systems and costs related to the reassessment of software
used in the internet banking and wealth management businesses. There was an increase in staff costs reflecting the growth in
staff numbers during the year as a result of the recruitment of additional service and sales staff into the branch network and the
effect of the annua pay review. Communications costs were higher following revisions to network rental charges and the
depreciation charge increased reflecting the high levels of capital expenditure, particularly in respect of IT equipment, in 2000.
The efficiency ratio increased from 58.6 per cent in 2000 to 61.5 per cent in 2001.

Provisions for bad and doubtful debts increased by £83 million, or 25 per cent, to £415 million. During 2000 there was a
benefit of £42 million as aresult of a change in provisioning methodology following the centralisation of arrears processing. If
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this is adjusted for there was an underlying increase of £52 million in the provisions charge against persona and credit card
lending, reflecting the growthin the size of the portfolios. There was a net rel ease from the provisions held against the mortgage
portfolio of £24 million as a result of a £32 million reduction in the general provision following a change in provisioning
methodol ogy; in 2000 there was a net release of provisions of £13 million.

Lloyds TSB Group's share of the results of its joint venture operations was a loss of £10 million, due to start-up costs
incurred by Goldfish Bank.

I nsurance and | nvestments

Lloyds TSB Group’s insurance and investments activities comprise the life, pensions and unit trust businesses of Scottish
Widows and Abbey Life, general insurance underwriting and broking, and Scottish Widows Investment Partnership.

2002 2001 2000

£m £m £m

NS 10 == T 00 0 1= TSRS 74 80 88
(@101 G100 2 1,876 2,006 1,673
QL0 L= T 0 o0 0= TS 1,950 2,086 1,761
OPENAliNG EXPENSES ...ceverirerere st st st st st st st st st st st st st st s s st se s se s sttt st s sttt e (490) (491) (462)
TrAOING SUMPIUS ...ttt ettt bbbttt sttt bbbt ettt bbbttt e b et e bbb ebesnsanas 1,460 1,595 1,299
GeNEral INSUFANCE ClAIMS ..ottt et stes (229) 174) (142)
INCOME FrOM JOINE VENTUIES ... - - 1
(@< 8= AT a0 F 01 ) 1 FH T 1,231 1,421 1,158
Changesin eConOMIC aSSUMPLIONS.........cuviierieiririreeiriressesis e sessee s s sesseesssessssssssesenns 55 - 127
[NVESEMENE VAMTANCE ...c.ceei ettt sttt sttt st s e (952) (859) (276)
PrOfit DEFOr @ TAX ... iteeeeereecte bbb 334 562 1,009

2002 compared to 2001

The operating profit from Insurance and Investments, calculated as explained under - Line of business information -
Summary”, a £1,231 million, was £190 million, or 13 per cent, lower than 2001.

Net interest income was £6 million, or 8 per cent, lower at £74 million, compared to £80 million in 2001, largely reflecting
the impact of lower interest rates on the cash balances held in the general insurance business.

Other income was £130 million, or 6 per cent, lower at £1,876 million, compared to £2,006 million in 2001. Income from
the long-term assurance businesses, excluding changes in economic assumptions and investment variance, was £245 million
lower. New business income was £40 million higher, as a result of sales growth, but this was partly offset by a £28 million
increase in distribution costs. The expected return on existing business reduced by £34 million, partly reflecting the lower
average volume of inforce business caused by the fdl in the stock market in 2001, and investment earnings were £33 million
lower, as aresult of the reduction in the value of the investments supporting the long-term assurance funds. Following areview
carried out in conjunction with the Financial Services Authority into past sales made by the Abbey Life salesforce, a provision
of £165 million was established in 2002 for the estimated cost of redress due to customers. See “ Business - Customer
remediation payments - Mortgage endowment and other savings products’. In addition a further provision of £40 million was
made in respect of compensation payable to past purchasers of pension policies, compared to £70 million in 2001; thisreview is
now substantially complete. See “- Business— Customer remediation payments- Redress to past purchasers of pension policies’.
There was a reduction of £55 million in benefits from experience variances and actuarial assumption changes, largely reflecting
the implementation of revised mortality assumptions which resulted in a one-off charge of £57 million. Fee income from the unit
trust and asset management businesses fell by £569 million, reflecting the continued fdl in the level of stock markets during 2002.
This more than offset an increase in premium income from general insurance underwriting which was £58 million higher, as a
result of strong growth in home products; commissions from insurance broking were £119 million higher, with continued growth
in creditor insurance products.

Operating expenses, at £490 million, were down dlightly from £491 million in 2001. Cost reductions resulting from lower
levelsof sales and marketing activities in the unit trust and asset management operations have been largely offset by higher client
service costs and increased costs in the general insurance business, to manage the significant increase in volumes.

General insurance claims were £55 million, or 32 per cent, higher at £229 million compared to £174 million in 2001. The
increase in claims reflects the significant growth in the size of the underwritten portfolio together with higher claims due to flood
and storm damage during the early part of 2002.



2001 compared to 2000

The operating profit from Insurance and Investments in 2001, calculated as explained under “- Line of business information
- Summary” increased by £263 million, or 23 per cent, to £1,421 million from £1,158 million.

Net interest income, at £80 million, was £8 million, or 9 per cent, lower than in 2000. The reduction in incomeis primarily a
reflection of lower market interest ratesreducing the earnings on the cash deposits held by the general insurance business.

Other income was £333 million, or 20 per cent, higher a £2,006 million, compared to £1,673 million in 2000. Income from
the long-term assurance businesses, excluding changes in economic assumptions and investment variance, was £204 million
higher. New business income was £64 million, or 22 per cent, ligher at £358 million following a 41 per cent increase in
weighted sales, primarily as aresult of the inclusion of Scottish Widows for a full year, compared to only ten months in 2000;
however this was partly offset by a £25 million increase in distribution costs reflecting the growth in sales. The expected return
from existing business was £20 million higher, as a result of portfolio growth during 2001. There was a £30 million reduction in
provisions for redress to past purchasers of pension palicies (see “- Business - Customer remediation payments - Redress to past
purchasers of pension policies’) and a further £80 million benefit from the non-repetition of a one-off charge in 2000 related to
stakeholder pensions. Investment earnings were £35 million higher reflecting the inclusion of Scottish Widows for afull year.

General insurance underwriting premiums were £29 million, or 7 per cent, higher, as strong growth in home protection
products more than offset reduced creditor insurance income and generd insurance broking commissions were £130 million
higher with particular growth in creditor insurance products, following the decision to outsource the underwriting of this
portfolio in 2000. This was partly offset by a decrease in unit trust and asset management fees which fell by £20 million, as a
result of the substantial fall inthelevel of stock market activity in the second half of 2001.

Operating expenses were £29 million, or 6 per cent, higher at £491 million compared to £462 million in 2000, reflecting the

inclusion of costs in respect of Scottish Widows' nontlife businesses for a full year compared to ten months in 2000 and higher
costsin the general insurance business to support portfolio growth.

General insurance claims, at £174 million, were £32 million, or 23 per cent, higher than in 2000. The increase reflected
higher property claimsin line with rising volumes of new business, only partly offset by lower creditor insurance claims.

Area of business
2002 2001 2000
£m £m £m
Life, pensions and unit trusts:
SCOLLISN WIHOWS ...ttt 573 585 433
FaN o0 Y R (98) 175 127
475 760 560
GENENEl INSUMAINCE.......ceeeeetereeieieirereisie st bbb bbbt 754 651 574
Scottish Widows Investment Partnership..........coccevenineneee i sesessss s sesesnees 2 10 24
L@ T= = AT a0 01 ) 1 FH 1,231 1,421 1,158
Changes in eCONOMIC @SSUMPLIONS.......c.vuiiierreirerereeirire e eresessee s s sesssessesessssssssesenns 55 - 127
[NVESEMENE VAMTANCE ...c.ceeeserese sttt sttt sttt st e (952) (859) (276)
PrOfit DEFOr @ TAX ... iteeeeereecte bbb 334 562 1,009

2002 compared with 2001

The operating profit from life, pensions and unit trusts decreased by £285 million, or 38 per cent, from £760 millionin 2001
to £475 million in 2002. Operating profit at Scottish Widows was £12 million lower at £573 million, compared to £585 million
in 2001. Life and pensions new business income increased by £40 million, or 11 per cent, to £398 million, following a7 per cent
increase in weighted sales and a change in mix towards more profitable products. See “- Line of business information - Life,
pensions and unit trusts operating profit”. Income from life and pensions existing business was £38 million higher, principally
reflecting a £40 million reduction in provisions for redress to past purchasers o pension policies. See “- Business - Customer
remediation payments - Redress to past purchasers of pension policies’. Investment earnings were £27 million lower, reflecting
reduced asset values at the start of 2002, and life and pensions distribution costs rose £28 million, in line with sales. Unit trust

profits were £35 million lower reflecting lower sales and reduced management income, both as a result of adverse stock market
conditions.

Abbey Life's operating profit reduced by £273 million to a loss of £98 million in 2002. This reduction in profitability
principally reflected a £165 million provision for redress to past purchasers of endowment policies (see “- Business - Customer
remediation payments - Mortgage endowment and other savings products’), together with reduced expected return from existing
business and investment earnings as a result of lower asset levels at the start of 2002 and a reduction in benefits from experience
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variances and actuarial assumption changes, which were £73 million lower, as a number of one-off benefits in 2001 were not
repeated.

The operating profit from the general insurance businesses increased by £103 million or 16 per cent, to £754 million from
£651 million in 2001. Profit from the broking business was £126 million higher as a result of increases in commission income,
particularly in respect of creditor products, and higher levels of retrospective commissions. However, there was a £23 million
reduction in operating profits from the underwriting businessas aresult of an increase in weather related claims following floods
and storms early in 2002 and increased distribution and administration expenses, as a result of higher transaction volumes. See
“- Line of businessinformation - General Insurance”.

Operating profit from Scottish Widows Investment Partnership (“SWIP") was £2 million, compared to £10 million in 2001,
the reduction in profitability being driven primarily by lower stock market levels and significant investment in new infrastructure
to support future business growth. At the end of the year SWIP had some £70,000 million of funds under management compared
to £78,000 million at the end of 2001; the decline reflects the continued fall in stock market levels.

2001 compared with 2000

The operating profit from Lloyds TSB Group's life, pensions and unit trusts businesses increased by £200 million, or 36 per
cent, to £760 million. Operating profit from Scottish Widows was £152 million higher at £5685 million, principally reflecting the
inclusion of the acquired Scottish Widows business for a full year, compared with only ten months in 2000, together with the
non-repetition of a one-off charge of £80 million made in 2000 in respect of stakeholder pensions. The market for medium and
long-term investments was adversely affected in the second half of 2001, as a consequence of the events of September 11 and the
genera declinein global stock markets. However, weighted sales (regular premiums plus one-tenth single premiums) increased
by 12 per cent helped by theinclusion of Scottish Widows for the full twelve months. See “- Line of businessinformation - Life,
pensions and unit trusts operating profit”. Operating profit from Abbey Life, at £175 million, was £48 million higher than in
2000. Thisincrease in profits reflects a £28 million lower charge for provisions for redress to past purchasers of pension policies
and increased benefits from experience variances and actuarial assumption changes, only partly offset by a reduction in the
expected return from existing business and investment earnings as the closed business beginsto run down.

The operating profit from genera insurance operations increased by £77 million, or 13 per cent, to £651 million. There was
continued growth in sales of card and loan protection products which resulted in an £86 million improvement in profits from
broking activities, although there was a £9 million reduction in profits from the underwriting business following a 23 per cent
increase in claims expense due to higher property claims. See*“- Line of businessinformation - General Insurance”.

During 2001 Scottish Widows Investment Management and Hill Samuel Asset Management were fully integrated into
Scottish Widows Investment Partnership (‘SWIP'). A complete overhaul of the management structure has also been undertaken,
together with a fundamental review of investment philosophy, processes and systems. The operating profit from SWIP in 2001
was £10 million compared to £24 million in 2000, the reduction in profitability being partly driven by lower stock market levels.
At the end of 2001 SWIP had some £78,000 million of funds under management compared to some £87,000 million at
31 December 2000. The decline has been primarily caused by the lower stock market levels experienced in 2001.

Changes in economic assumptions

Lloyds TSB Group accounts for the value of the shareholder’s interest in the long-term assurance business using the
embedded value basis of accounting. The embedded value comprisesthe net tangible assets of the life assurance subsidiaries and
the present value of the in-force business. The present value of the inforce business is calculated by projecting future surpluses
and other net cash flows attributable to the shareholder and discounting the result at a rate which reflects the shareholder’s
overall risk premium.

When projecting future surpluses and other net cash flows Lloyds TSB Group makes a series of assumptions about long-
term economic conditions. In the past these assumptions were anly updated infrequently for changes that were considered
sustainable. In order to achieve greater comparability with other listed insurers in the UK, in 2002 the Lloyds TSB Group
changed its practice and in future will revisethese assumptions at each reporting date.

The economic assumptions have been revised at 31 December 2002 asfollows:

2002 2001

% %

Risk-adjusted discount rate (NEL OF TAX) .....cvvriririiiinirssrssessss s 7.35 8.50
RELUrN 0N EQUILIES (GIOSS OF T8X) ...vveerreeereririerieiresesseeisesesses st sessts s sses s ssssts st s sessssssssesnsssessssnnns 7.10 8.00
Return on fixed interest SECUrities (GroSS O taX).......cvurerrrirnerin s sesesses st ssssssssesenns 4,50 5.25
EXPENSES INFIALION. ....cvivieeieiciciciricici s 3.30 3.00

The revised assumptions have resulted in anet credit to the profit and loss account in 2002 of £55 million.



The economic assumptions were last reviewed following the acquisition of Scottish Widows in March 2000 to ensure that
they remained appropriate for the enlarged life and pensions business. As a result of this review changes were made to the
assumptions used by Abbey Life and the bancassurance business of LIoyds TSB in order to make the assumptions used by these
businesses consistent with those used by Scottish Widows. The risk adjusted discount rate was reduced from 10.00 per cent to
8.50 per cent and the assumed gross return on equities was reduced from 8.50 per cent to 8.00 per cent leading to a credit of
£127 million being recognised in the profit and loss account in 2000.

Investment variance

In accordance with generally accepted accounting practice in the UK, it is LIoyds TSB Group's accounting policy to carry
the investments comprising the reserves held by its life companies at market value. The reserves held to support the with-profits
business of Scottish Widows are substantial and changes in market values will result in significant volatility in the Group’s
embedded value earnings, which are beyond the control of management. Consequently, in order to provide a clearer
representation of the underlying performance, the results of the life and pensions business are separately analysed to show an
operating profit including investment earnings calculated using longer-term investment rates of return, and annual management
charges based on unsmoothed fund vaues. The investment variance represents the difference between the actua investment
return in the year on investments backing shareholder funds and the expected return based upon the economic assumptions made
at the beginning of the year, and the effect of these fluctuations on the value of inforce business. The effects of other changesin
economic circumstances beyond the control of management are a so reflected in the investment variance. A similar approach has
been adopted for LIoyds TSB Group’s general insurance business.

In 2002, there was a negative investment variance of £952 million (2001: £859 million; 2000: £276 million) reflecting in
particular the poor performance of the UK stock market, where the FTSE All-Share index fell by 24 per cent.

Life, pensionsand unit trusts operating profit

The operating profit of the life, pensions and unit trust businesses is analysed in the following table. The basis of this
analysisisasfollows:

Thelife and pensionsresults are split into four elements:

New business: this represents the value recognised at the end of each financial year from the new business written
during that year after taking into account the cost of establishing technical provisions and reserves. This is shown
before the significant costs of acquiring that new business, which are shown separately as “Distribution costs”.

Existing business: this comprises the following elements:

- the expected return arising from the unwinding of the discount applied to the expected cash flows at the beginning
of ayear;

- experience variances caused by differences between the actua experience during the year and the expected
experience;

- theeffects of changesin assumptions, other than economic assumptions, and other items; and

- provisions for redress to past purchasers of pension and endowment policies and, in 2000, a stakeholder pension
related charge.

Investment earnings: this represents the expected investment return on both the net tangible assets and the value of the
shareholder’ sinterest in the long-term business account, based upon the economic assumptions made at the beginning of
the year.

Distribution costs: the costs of acquiring the new business generated in the year. These comprise the cost of selling
products through Lloyds TSB Bank’s branch network, the commissions paid to independent financial advisors and the
costs of other direct sales channels.

Unit trust income is shown before the acquisition costs of new business which are separately disclosed.



2002 2001 2000

£m £m £m

NEW DUSINESS......coe ittt 398 358 294

Existing business:

= EXPECLE FELUM ... 273 307 287

= EXPENTENCE VAITBNCES......ceereteeseeeteisesesseetsesessss s sessss s ssse b ssss b se st ssesssssesssesssess D 37 36

- assumption changes and Other ItEMS.........ccovviirrrirr e 78 95 96

- provisions for redress to past purchasers of pension PoliCiES.........ocvvevrereerirrereenenns (40) (70) (100)

- provisionfor redressto past purchasers of endowment poliCies........ccouvvreririririneenns (165) - -

- stakeholder pension related Charge ... e - - (80)
145 369 239

[NVESIMENE BAININGS ....vverieceetrereeee it ssss b se bbb ss st s ssbesesnnns 214 247 212
Lifeand pensions distribUtion COSES.......uunnnnnnnnnne s (283) (255) (230)
474 719 515

UNIT EPUSES ..ottt 20 141 156
UnNit trust distriDULION COSES......cueuieriereeiririienis s sesses s ssesessenes (89) (100) (111)
1 41 45

Operating profit of life, pensionsand UNit trUSES........cccceovvnrnnnne e 475 760 560
Changesin eConOMIC aSSUMPLIONS .......c.ceuviriieeirireneerie et sessee s ssesesseees 55 - 127
[NVESEMENE VAITANCE. ....veveveiereieteieieieieteiete ettt ettt bbb bbbt bbbt bebesebebebesesesesesesesases (892) (813) (249)
(0SS Lo L 1= (0] = = (362 (53) 438

The table below shows the level of new business premium income and unit trust sales. Management monitor these figures
because they provide an indication of both the rate of growth and the profitability of the business.

2002 2001 2000
£m £m £m

New business premium incomeand unit trust sales:
REGUIBE PIrEMIUMS......cieceeiireseeeie sttt ettt 286.3 282.0 156.9
SINGIE PIEMIUIIS ....vvveteieteieieieteie et sere et s es bt bebebe bbbt ebebebebebebebebebebebebebebebebesesebesesesasasas 3,089.0 2,741.0 2,376.1
Unit trustS- regular PremMilMS........connnenenese s s s 715 65.0 91.0
s 1010 (1 o= 1410 02 1,009.5 1,335.5 1,902.3
LIz U T B 0 £ TR 1,081.0 1,400.5 1,993.3

Weighted sdles is a UK insurance industry standard which measures the new business volumes; the weighting is made
towards regular premium policies to reflect the long-term nature of these contracts. There are three main distribution channels
for the sale of Lloyds TSB Group's life, pension and unit trust products and the table below shows the relative importance of
each.

2002 2001 2000
£m £m £m

Weighted sales (regular + 1/10 single) by distribution channel:
BranCh NEEWOIK. ...ttt 350.6 376.2 3533
Independent fiNaNCial AOVISOIS........cuu i 3485 279.8 254.9
DITECL ...ttt 68.5 98.7 67.6
767.6 754.7 675.8

2002 compared with 2001

The operating profit, calculated as explained under “- Line of business information - Summary” of the life, pensions and unit
trust businessesin 2002 was £475 million, compared to £760 million in 2001, a decrease of £285 million, or 38 per cent.

New business income from the life and pensions businesses was £40 million, or 11 per cent, higher at £398 million. This
11 per cent increase in profits reflects a 7 per cent increase in weighted sales from life and pensions products, and an improved
performance in the more profitable life products. The life and pensions new business margin, defined as new business income
less distribution costs divided by weighted sales, improved to 19.3 per cent from 18.5 per cent in 2001. The improvement largely
arose from an improved product mix, as aresult of the growth in sales of higher margin term assurance and regular premium life
products. Distribution costs increased by £28 million, or 11 per cent, to £283 million from £255 million partly due to the growth
in weighted sales but also because of theincreasing proportion of sales made through independent financial advisors.

Regular premium sales, at £286.3 million, were £4.3 million, or 2 per cent, higher than 2001. Regular premium mortgage-
related product sales, providing life cover on repayment mortgages, were £10.3 million higher as a result of the buoyant housing
market in the UK and successful cross-selling to mortgage customers in the branch network. Sales of non-mortgage related life
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products were aso higher reflecting strong sales of term assurance products following a number of salesinitiatives in the branch
network. These increases, however, were partly offset by a £20.1 million reduction in sales of regular premium pension
products. Sales of the stakeholder pension product have been strong since the launch in April 2001, as the lower charges on this
product continue to make it attractive; however this growth has been more than offset by reduced sales of the older pension
products, reflecting the less attractive charging structures and adverse stock market conditions.

Single premium sales were £348.0 million, or 13 per cent, higher at £3,089.0 million, compared to £2,741.0 millionin 2001.
Sdles of single premium life products were £152.4 million lower, reflecting reduced sales of investment bond products which
have been affected by low stock market levels and adverse press comment. Annuity sales, however, were £158.4 million higher;
Scottish Widows have improved their position in the annuity market by maintaining rates, in the face of competitor reductions,
and through the launch of a number of new products. Single premium pension salesincreased by £342.0 million, benefiting from
anincreasein Department of Social Security rebates.

Overall sales of unit trust products were £319.5 million lower. There was a large fdl in sales of equity-based Individual
Savi ngs Accounts, as aresult of the continuing volatility in global stock markets throughout 2002.

Weighted sales of life and pensions and unit trust products were £767.6 million compared to £754.7 million in 2001. By
distribution channel, weighted sales through the branch network have fallen by 7 per cent, with decreases in sales of life and
pension products, particularly investment bond products which have been affected by low stock market levels and adverse press
comment, and lower unit trust sales as a result of the depressed market conditions. Weighted sales by independent financia
advisors increased by 25 per cent as aresult of the strong sales of single premium stakeholder pensions and annuities products.
Direct salesare down 31 per cent, partly aresult of market conditions; in particular volumes of pension and annuity product sales
have fallen with customers preferring to purchase these products from independent financial advisors.

Existing business earnings fell by 61 per cent to £145 million, from £369 million in 2001. The expected return from existing
business was £34 million lower at £273 million. This item reflects the unwinding of the long-term discount rate applied to the
expected cash flows from inforce business and the reduction reflects the lower value of inforce business at the beginning of
2002, caused by the effect of lower stock markets on annual management charges.

It is standard practice for life companies to regularly review the underlying assumptions that support the embedded value
calculations, taking into account latest experience in respect of lapse rates, expense inflation, investment mix, mortality rates and
other items. In 2002, there was a reduction of £55 million in benefits from experience variances and actuaria assumption
changes, largely reflecting the implementation of revised actuarial mortality assumptions. There was a £30 million reduction in
provisions for redress to past purchasers of pension policies, athough this was more than offset by a £165 million provision for
possible redress to past purchasers of endowment policies. These items are discussed further under ‘Business - Customer
remediation payments - Redress to past purchasers of pension policies’ and “Business - Customer remediation payments -
Mortgage endowment and other savings products”’.

Life and pensions investment earnings, a £214 million, were £33 million, or 13 per cent, lower than in 2001. This fall
reflected the lower asset level at the start of 2002, following poor sock market performance in the latter part of 2001.

Unit trust profitsin 2002, at £1 million, were down significantly from £41 million in 2001. Income in the unit trusts business
is derived from bath initial charges at the point of sale and annual management fees, the latter being calculated as a percentage of
funds managed. During 2002, unit trust income, before distribution costs, reduced by 36 per cent compared to 2001. This
reduction reflects afall in income from initial charges, following a13 per cent fall in weighted sales, and a £32 million decrease
in annua management fee income, as global stock market conditions have reduced the value of the funds managed. Unit trust
distribution costs have fallen in line with the reduced sales.

2001 compared with 2000

The operating profit in 2001 calculated as explained under “- Line of businessinformation - Summary”, of thelife, pensions
and unit trust businesses increased by £200 million, or 36 per cent, to £760 million from £560 million.

New business income from the life and pensions businesses increased in 2001 by £64 million or 22 per cent, from
£294 million to £358 million following a 41 per cent increase in weighted sales, primarily as a result of the inclusion of Scottish
Widows for a full year, compared with only ten months in 2000. During the year, the life and pensions new business margin,
defined as new businessincome less distribution costs divided by weighted sales, increased to 18.5 per cent from 16.2 per cent in
2000. Thisimprovement was largely aresult of cost efficiencies driven by process enhancements, which limited the increase in
distribution coststo 11 per cent, together with an improved product mix.

The growth in the weighted sales of life and pensions products was mainly due to an 80 per cent increase in the sales of
regular premium products from £156.9 million to £282.0 million. The inclusion of Scottish Widows for the full year compared
to only ten months in 2000 added £17.1 million with the remainder of the growth largely due to the launch of stakeholder
pension products in April 2001. During 2001, Scottish Widows became the nominated stakeholder pensions provider for a
number of associations and employers which gave access to more than 46,000 employers at 31 December 2001. By the end of
2001, over 20,000 employers had already nominated Scottish Widows as their stakeholder pensions provider resulting in
837,000 employees being offered stakeholder pensions. In 2001, weighted sales of stakeholder pension products totalled
£76 million, amarket share of 15 per cent based upon management estimates.



Sdles of single premium life and pensions products increased by £364.9 million, or 15 per cent, to £2,741.0 million. The
inclusion of Scottish Widows for afull year accounted for £174.3 million of thisincrease, the remainder of the growth being due
to higher sales of the Scottish Widows with-profits bond through the branch network distribution channel.  With-profits bonds
comprise alump-sum investment into a with-profits fund of alife insurance company. With-profit bonds are designed to be low
risk investments which produce growth and alow the investor to take out money when needed. The overdl return on the
investment varies based on the annual bonuses declared by the life insurance company each year, which in turn will depend upon
the performance of its investments. During a period of considerable volatility on the world' s stock markets, customers regarded
this as a safer investment than unit trusts and Individual Savings Accounts (ISAS).

Existing business earnings increased by 54 per cent from £239 million to £369 million. The expected return from existing
business increased by £20 million, or 7 per cent, to £307 million. This reflects the unwinding of the long-term discount rate
applied to the expected cash flows from the portfolio of inforce business; the increase reflects the growth in the size of the
portfolio. In 2001, changes in actuarial assumptions, together with the planned harmonisation of actuarial models between
Scottish Widows and other Lloyds TSB Group companies, resulted in a benefit of £95 million, compared to a benefit of
£96 million in 2000.

As explained under “Business - Customer remediation payments - Redressto past purchasers of pension policies’ there was
apension provision of £70 millionin 2001, compared to £100 million in 2000.

There was also a stakeholder pension related charge of £80 million in 2000. During 1999, the UK government had
announced changes intended to encourage more of the population to provide retirement income for themselves through increased
rates of private savings. One of these initiatives was the introduction of stakeholder pensions with effect from April 2001.
Stakeholder pensions are intended to provide a source of low cost retirement savings for individuals earning enough to be able to
afford to make contributions towards a pension but not currently doing so. A key feature of these products is that charges are
transparent and limited to 1 per cent per annum, which was significantly lower than historic charging rates on other personal
pension products. In common with other pension providersin the UK, Scottish Widows introduced a stakeholder pension product
in April 2001. In anticipation of this, in order not to disadvantage existing pensions customers, Lloyds TSB Group decided
during 2000 to reduce charges made on certain existing policies. This had the effect of reducing the projected cash flows in
Lloyds TSB Group's embedded value calculation, resulting in the charge to the profit and loss account.

Investment earnings in 2001, before taking into account investment variance, increased by £35 million, or 17 per cent, dueto
theinclusion of Scottish Widows for the full year and the growth in the size of the investment portfolio supporting the business.

Profits from the unit trust business fell by £4 million, to £41 million. Continued customer focus upon the Scottish Widows
with-profits bond and uncertainty created by global stock market volatility resulted in a 29 per cent fal in weighted sales.
However, this was only partly reflected in the decline in profitability of the business because of the income earned from fees
charged for managing customers' fundsinvested in earlier years.

General Insurance

The following table shows premium income from underwriting and commission income from insurance broking.

2002 2001 2000
£m £m £m
Premium income from underwriting
CIOOITON. ...ttt b bbb 107 110 126
HOMIE e 350 281 228
HEAITNL. ... 44 45 50
REINSUFNCE PIrEMIUIMS ....c.ciiirerisirese sttt st sttt s s (15) (8) (5)
486 428 399
Commissionsfrom insurance broking
CIOOITON. ...ttt b bbb 426 323 225
HOMIE e 44 41 34
HEBITNL. ... s 17 22 19
L@ 1 07 oS TSP TTO ST 160 142 120
647 528 398
OPEr ALING PrOfil.ccucicieriieieieeeieeeee ettt ettt ettt bebererenas 754 651 574
INVESEMENT VBITBNCE. ...veveveieieieteieieie ettt sttt ettt bbbt b bt beseresenas (60) (46) (27)
[0 L o1 (o= - O 694 605 547

2002 compared with 2001

The operating profit, calculated as explained under “- Line of business information - Summary”, from general insurance was
£754 million in 2002, up £103 million or 16 per cent from £651 million in 2001. This comprised a profit of £185 million from
genera insurance underwriting and £569 million from broking activities.
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The operating profit of the underwriting business, at £185 million, was down £23 million, or 11 per cent, from £208 million
in 2001. Premium income increased by £58 million, or 14 per cent, to £486 million, principally driven by a £69 million increase
in income from home protection products reflecting the strength of the housing market in the UK and success in cross-selling
home insurance products to mortgage customers. Creditor insurance premiums were £3 million lower, due to the continuing
impact of the outsourcing of the card protection book in 2000. Reinsurance premiums payable have increased by £7 million to
£15 million, following a decision to mitigate the risks on policies with large sums assured.

Operating expensesincreased in line with sales, as more staff were taken on to deal with the increased business volumes, and
commissions expense increased by £19 million as aresult of increased sales volumes and, in particular, higher levels of affinity
sales.

Claims were £55 million, or 32 per cent, higher at £229 million compared to £174 million in 2001. The overall claimsratio
a 45.7 per cent was higher than in 2001 (39.9 per cent) largely as a result of increased property claims, due to a 26 per cent
growth in the home underwritten portfolio, and higher weather and flood related insurance claims.

The operating profit of the general insurance broking business, at £569 million, was £126 million, or 28 per cent, higher than
£443 million in 2001, principaly reflecting a £119 million increase in broking commission income to £647 million in 2002.
Creditor insurance commissions were £103 million higher at £426 million reflecting improved penetration into the LIoyds TSB
Group's persona credit portfolios, coupled with the benefit of higher volumes of personal loans and credit card outstandings.
There has aso been a benefit from the Lloyds TSB Group’s continuing shift towards broking more general insurance business.
Other commission income was £18 million higher as increased commissions on motor and other smaller products, together with
increased levels of retrospective commissions on a number of products, more than offset the impact of the non-repetition of a
one-off benefit of £30 millionin 2001 which resulted from a change in broking arrangements.

2001 compared with 2000

The operating profit, calculated as explained under “ Line of business information - Summary”, from general insurance
operations, comprising both underwriting and broking activities, rose by £77 million, or 13 per cent, to £651 million in 2001.

The operating profit of the underwriting business fell in 2001 by £9 million, or 4 per cent, to £208 million. Premium income
increased by £29 million, or 7 per cent, due to a £63 million increase in premium income from home insurance partly due to the
successful cross-selling of this product by Cheltenham & Gloucester to its mortgage customers. This more than offset a decline
of £16 million in income from creditor insurance caused by the transfer of the card protection book to Norwich Union in the
second half of 2000. Premiums from health insurance fell by £5 million and reinsurance premiumsincreased by £3 million.

Genera insurance claims increased by £32 million or 23 per cent to £174 million. The claims ratio was 39.9 per cent
compared to 35.1 per cent in 2000, reflecting higher property claims.

The operating profit of the broking business increased by £86 million or 24 per cent to £443 million due to an increase in
commission income of £130 million. Creditor insurance sales increased by £98 million as a result of the growth in Lloyds TSB
Group's persond lending and credit card portfolios and the success of the branch network in selling related income protection
products. In addition, there was a £22 million increase in other commissions as a benefit of £30 million resulting from a one-off
change in broking arrangements more than offset afdl in the level of retrospective commissions. There was afal in investment
earnings reflecting the lower interest rate environment and costs increased by £30 million to support the higher business
volumes.



Wholesale Markets and I nternational Banking

Lloyds TSB Group's Wholesale Markets and International Banking business comprises banking, treasury, large value lease
finance, long-term agricultura finance, share registration, venture capital, factoring and invoice discounting, and other related
services for mgjor UK and multinational companies, banks and financial institutions, and medium-sized UK businesses, and
other forms of asset finance. It also includes banking and financia services overseas in four main areas (the Americas, New
Zedland, Europe, and Offshore Banking).

2002 2001 2000
£m £m £m
NEL INEEIESE INCOME ..ot 1,903 1,845 1,642
(@191 S 151070 121 1,349 1,208 998
Q0 = N1 21001 3,252 3,053 2,640
OPEraliNg EXPENSES .....veeerereresesesesesesesesesesesesesesesesesesesesssesesesssesesssssssessssssssssssnsnes (1,717) (1,523) (1,363)
QLI 0100 =T g o L1 1,535 1,530 1,277
Provisions for bad and doubtful debts..........c.ccovvnrnrnreinre s (473) (338) (228)
Amounts written off fixed asset INVESIMENES........covvvvrnnnnr e (57) (22) (14)
1,005 1,170 1,035
Profit on sale of Lloyds TSB Asset Management SA. .....cccovvevnnecesinenenenns - 39 -
Profit DEfOr @ TAX....iiiiiiiecicece e e s e 1,005 1,209 1,035
EFffICIENCY FaIO ...veveveieieieieieieie ettt serenas 52.8% 49.9% 51.6%
Total assets (PErTOGFENM) .....ccvieieiiirrrrcrrr e £110,845m £100,777m £85,243m
Total risk-weighted assets (Period-end) ........ocevrrennneenenere s £67,156m £58,634m £48,161m

2002 compared with 2001

The profit before tax of Wholesale Markets and International Banking decreased by £204 million, or 17 per cent, to
£1,005 million in 2002 from £1,209 million in 2001. The acquisition during the year of First National Vehicle Holdings, Abbey
National Vehicle Finance and the Dutton-Forshaw Group had a significant impact on the trends in income and expenses within
Wholesale Markets and International Banking. In 2002 these acquisitions contributed £101 million of income, and £102 million
of operating expenses, including goodwill amortisation of £3 million, resulting in aloss before tax of £1 million.

Totd income increased by £199 million, or 7 per cent, to £3,252 million. Excluding the impact of acquisitions, total income
was £98 million, or 3 per cent, higher. Net interest income was £58 million higher at £1,903 million. Growth in interest-earning
assets more than offset a 25 basis point reduction in the net interest margin and the effect of adverse exchange rate movements,
which reduced net interest income by £116 million.

Total assets were £10,068 million, or 10 per cent, higher at £110,845 million. Of this increase, some £4,700 million resulted
from a growth in debt securities within Wholesale Markets, reflecting an increase in the Lloyds TSB Group's portfolio of asset
backed securities, most of which are triple A rated. The portfolio alows the Lloyds TSB Group to provide a securitised asset
funding service for its corporate clients (see “- Operating and Financia Review and Prospects - Liquidity and Capital
Resources’), and to participate in structured deals with alimited number of global financia institutions. The high level of growth
inthe portfolio largely reflects the devel opment of the LIoyds TSB Group’ s capability in this market and, having now achieved a
meaningful presence, it is not intended that recent rates of portfolio growth will continue into 2003 and beyond. Customer
lending balances increased by some £2,600 million with growth in lending to large corporates and asset finance balances as these
businesses have sought to grow their balance sheets. There was an increase in interbank lending of some £2,400 million mainly
as a result of deposits made by the Lloyds TSB Group's Treasury department in London as part of its liquidity management
activities. Within International Banking, total assets increased by £372 million as strong growth in New Zealand, where total
assets increased by £2,370 million in sterling terms, was largely offset by reductions in the Lloyds TSB Group’s exposure to
Brazil and Argentina.

Other income increased by £141 million, or 12 per cent, to £1,349 million. Operating lease rentals were £111 million higher;
of this growth £83 million was due to the acquisitions made during the year, with the balance due to organic growth in the LIoyds
UDT and Lloyds TSB Leasing portfolios. A higher level of insurance commissionincome within the asset finance business and a
£20 million increase in corporate banking and factoring fees were offset by a £35 million reduction in the realisations of venture
capital gains. Fee incomein the company registration business was £6 million lower, as the exceptionally high levels of company
transactions in 2001 were not repeated. Overseas, other income increased by £29 million mainly as aresult of profits on the sale
and leaseback of premisestotalling £32 million.

Operating expenses increased by £194 million, or 13 per cent, to £1,717 million. Excluding the effect of acquisitions made
during the year, the underlying increase was £92 million. Of this increase £33 million was due to increased operating lease
depreciation as aresult of organic growth in the LIoyds UDT and Lloyds TSB Leasing portfolios and the non-repetition of aone-
off benefit of £23 million recognised in 2001 in respect of certain ship leases. There was increased investment spend in corporate
and commercial banking activities to support business growth and increased staff and other costs in the UK asset finance

4



businesses. Overseas, costs were little changed as increases in New Zedland, to support recent business growth, and the effect of
annual pay awards and increased pension costs, were offset by favourable exchange movements.

Provisions for bad and doubtful debts were £135 million, or 40 per cent, higher at £473 million compared to £338 millionin
2001. The chargein respect of corporate banking operations was £145 million higher following a charge of some £100 millionin
respect of certain large US corporates, caused by accounting and operational irregularities, and an increased charge from the UK
corporate lending portfolio reflecting the dowdown in activity in certain sectors of the UK economy. The charge in respect of the
asset finance businesses increased by £11 million as a result of volume growth. Within International Banking, the charge was
£21 million lower as a result of lower specific provisions in Losango, the Lloyds TSB Group’s consumer finance business in
Brazil, largely reflecting exchange rate movements. There was agenera provision charge of £50 million in relation to the Lloyds
TSB Group’s exposure to Argentina, compared to£55 million in 2001.

Amounts written off fixed asset investments were £35 million higher at £57 million. There was a £21 million charge
following operating irregularities on one securitisation issue and a £21 million increase in the charge in respect of the Lloyds
TSB Group's development capital business, following the significant growth in the portfolio over recent years. These increases
were partly offset by the nonrepetition of a charge of £7 million incurred in 2001, in respect of Argentine government debt
instruments held within International Banking.

2001 compared with 2000

The profit before tax from Wholesale Markets and International Banking in 2001 increased by £174 million, or 17 per cent,
to £1,209 million from £1,035 millionin 2000. In 2001, theimpact of Chartered Trust was a profit of £19 million compared to a
lossof £20 million, after restructuring costs, during the four months of ownership in 2000.

Total income increased by £413 million, or 16 per cent, from £2640 million to £3053 million. Net interest income
increased by £203 million to £1,845 million; the inclusion of Chartered Trust for a full year accounted for £85 million of this
increase, after funding costs, giving an underlying growth of £118 million, or 7 per cent. This increase resulted primarily from
positive interest rate management and asset growth.

Period end assets increased by £15,534 million, or 18 per cent, to £100,777 million. Of this increase, over £9,000 million
resulted from a growth in debt securities reflecting an increase in Lloyds TSB Group's asset backed and other investment grade
securities, many of which weretriple A rated. A high percentage of these assets, which are very liquid and marketable, have low
capital weightings and represented a profitable deployment of LIoyds TSB Group’s capital at atime when marginsin this area
were improving. Period end lending to corporate and commercial customers increased by some £3,900 million as aresult of a
significant growth in term and money market lending and short-term lending to specialist investment funds and UK and US
insurance companies. Within International Banking, period end assets grew by £2559 million primarily as aresult of corporate
and consumer lending growth in New Zealand and Brazil.

The net interest margin was little changed. The benefits of positive interest rate management in the treasury operationsin
the UK and improved margins in New Zealand more than offset lower margins earned on corporate and commercial lending
balances due to competitive pressures and reductions in the margin in Brazil. Adverse exchange rate movements, mainly in
Brazil, reduced net interest income by £59 million.

Other income increased by £210 million, or 21 per cent; the inclusion of Chartered Trust for a full year accounted for
£126 million of this increase giving an underlying growth of £84 million, or 9 per cent. There was a £54 million increase in
operating lease rentals from Lloyds UDT and Lloyds TSB Leasing as a result of growth in the portfolio and a £26 million
increase in fees from large corporate activity, factoring and following the completion of a number of high quality structured
finance transactions. Income from share registration activities increased by £12 million and dealing profits from the treasury
operations improved, benefiting from opportunities created from certain exposures arising within LIoyds TSB Group's insurance
businesses.

Overseas, other income decreased by £32 million as an increase in fee income in New Zealand of £10 million was more than
offset by adverse exchange rate movements of £24 million and a reduction of £19 million in fee income from Lloyds TSB
Group’ s overseas wealth management businesses, reflecting lower stock market values.

Operating expenses increased by £160 million, or 12 per cent; the inclusion of Chartered Trust for a full year added
£145 million of costs giving an underlying increase of £15 million. Operating lease depreciation within Lloyds UDT and Lloyds
TSB Leasing increased by £13 million, despite a £23 million reduction in the depreciation charge on certain ship leases.
Oversess, increased operating costs in New Zealand of £13 million and Brazil of £12 million, to support higher business
volumes, were more than offset by a £46 million benefit from exchange rate movements.

Provisions for bad and doubtful debts increased by £110 million, or 48 per cent; the inclusion of Chartered Trust for a full

year resulted in an increase of £27 million giving an underlying growth of £83 million. The growth in the charge was mainly
attributable to a £55 million increase in the general provision following economic difficultiesin Argentina.
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The charge for provisions for bad and doubtful debts relating to the corporate and commercial lending portfolios increased
by £53 million largely as a result of new provisions required against a small number of corporate exposures. There was an
£18 million reduction in the charge against the consumer finance portfolio of Lloyds UDT due to improved credit control
procedures.

Amounts written off fixed asset investments increased by £8 million, or 57 per cent, following a provision of £7 million
against the carrying value of certain Argentine government debt.

In October 2001, Lloyds TSB Group sold its Brazilian fund management and private banking business, including its
subsidiary, Lloyds TSB Asset Management S.A. to Banco ltall S.A. The net asset value of the business sold was less than
£2 million and assets under management were approximately US$2,000 million. The sale of this business did not affect Lloyds
TSB Group'’ s other Brazilian businesses.

Central group items

Included within Central group items are the costs of Lloyds TSB Group support functions, the accrual for the annual
payment to the Lloyds TSB Foundations, other finance income arising on the Lloyds TSB Group’s post-retirement defined
benefit schemes together with the cost of any benefit augmentations in those schemes, the net earnings on that part of Lloyds
TSB Group's capital base which is not required to support the operations of the business units together with earnings on the
emerging markets debt investment portfolio, and other items of income and expenditure managed centrally.

2002 2001 2000

£m £m £m

Accrud for payment to LIoyds TSB FOUNAALIONS ..........ccovereeinireneerinneneeee s (33) (36) (34)
Other fINANCE INCOIME.......cucuiriiecte st 165 307 424
Pension scheme benefit augmMEeNntationS..........cccvvrninnsieinnese s - (82) -
Earnings on surplus capital and the emerging markets debt investment portfalio............... 2 63 22
Abbey National Offer COSES......viirrrrrrrr e s - (16) -
Central costs and other UnallOCatEd ITEIMS.........covreeirrerierrrrere e seeees (38) (51) (34)
L0 L o1 (o= - TSR 96 185 378

2002 compared with 2001

The four independent Lloyds TSB Foundations support registered charities throughout the UK that enable people,
particularly disabled and disadvantaged people, to play afuller role in society. The Foundations receive one per cent of Lloyds
TSB Group’s pretax profit averaged over three years instead of the dividend on their shareholdings. See Note 40 to the
Consolidated Financial Statements. The reduction in the charge in 2002 reflected thefall in Lloyds TSB Group profits.

Other finance incomeat £165 million was £142 million, or 46 per cent, lower than in 2001, as aresult of areduced expected
return on the pension scheme assets following the fall in their value during 2001, together with an increased charge in respect of
the unwinding of the discount on the scheme liabilities. Costs of £82 million in 2001 in respect of benefit augmentations in the
Lloyds TSB Group's main pension schemes were not repeated in 2002.

Earnings on surplus capital and the emerging markets debt investment portfolio were £61 million lower due to increased
interest expense following issues of subordinated debt during 2002 and a reduction in the level of surplus capital because of
dividend payments and increased investment in the business units. Benefits realised in 2001 of £30 million from changes in
interest rate hedging arrangements were not repeated.

2001 compared with 2000

The increased accrua for the payment to the Lloyds TSB Foundations in 2001 reflected continued growth in the average
profitability of the Lloyds TSB Group. Thereduction in other finance income reflected alower level of assets held in the Group’'s
defined benefit pension schemes at the start of 2001, coupled with lower expectations for market returns during that year. In
2001, costs of £82 million were incurred in augmenting certain benefits available from the Group’s defined benefit pension
schemes. Earnings on surplus capital and the emerging markets debt investment portfolio were £41 million better than in 2000.
A full year's funding cost of the consideration for the acquisition of Scottish Widows, compared to ten months in 2000, was
more than offset by the gradual build-up of surplus capital and some £30 million of benefits to Lloyds TSB Group capital from
changesin interest rate hedging arrangements.

During 2001, Lloyds TSB Group incurred costs of £16 million in connection with the proposed acquisition of Abbey
National prior to the announcement by the Secretary of State for Trade and Industry that Lloyds TSB Group would not be
permitted to proceed with an offer.

Future accounting developments

Information concerning future accounting developmentsis provided in Note 48 to the Consolidated Financial Statements.
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UK GAAP compared with USGAAP

Under US GAAP, Lloyds TSB Group’s net income for the year ended 31 December 2002 was £1,751 million (2001:
£1,632 million) compared to £1,781 million (2001: £2,229 million) under UK GAAP. Reconciliations between the UK GAAP
and US GAAP figures, together with detailed explanations of the accounting differences, are included in Note 48 to the
Consolidated Financial Statements. Following areview of the LIoyds TSB Group’s accounting treatment for derivatives held for
risk management purposes, the US GAAP figures for 2001 and 2000 have been restated to reflect a revised interpretation of the
accounting requirements. The effects of the restatement are set out on page F-67.

The most significant areas of difference between UK GAAP and US GAAP which affect net income are asfollows:

Insurance accounting. Under UK GAAP applicable to banking groups, life assurance activities are accounted for using the
embedded value basi s of accounting which requires the recognition of the discounted value of the projected future net cash flows
attributable to the shareholder at the point of sale. UK GAAP therefore results in a substantial proportion of the net profit
accruing on a portfolio of life assurance polices being recognised at their inception. Under US GAAP income is recognised in
the profit and loss account in the period in which it is earned and expenses in the period in which they are incurred. This results
in amore even recognition of profit over thelife of the related policies.

Goodwill and intangible assets. Under US GAAP, following the full implementation of SFAS No. 142 in 2002, goodwill is
no longer amortised through the profit and loss account. Goodwill continues to be amortised under UK GAAP, however the
charge in the Lloyds TSB Group's profit and loss account is relatively small since the directors have decided that it is not
gppropriate to amortise the goodwill that arose on the acquisition of Scottish Widowsin 2000. In 2001 and earlier years, prior to
the full implementation of SFAS No. 142, the US GAAP amortisation charge was significantly higher than under UK GAAP,
since US GAAP then required the amortisation of the Scottish Widows goodwill balance and of the goodwill arising, under US
GAAP, from the business combination of Lloyds Bank Plc and TSB Group plc in 1995. Under UK GAAP the combination of
Lloyds Bank Plc and TSB Group plc was accounted for as amerger.

However, US GAAP net income is lower due to an amortisation charge in respect of customer related intangibles, the
intangible assets representing the value of customer relationships associated with acquisitions, which are separately established
under US GAAP.

Derivative instruments held for risk management purposes. Under UK GAAP, derivatives held for risk management
purposes are accounted for on an accruals basis, in line with the underlying instruments being hedged. Under US GAAP,
because Lloyds TSB Group has elected not to satisfy the more onerous hedging criteria of SFAS No. 133 ‘Accounting for
Derivative Instruments and for Hedging Activities' in respect of derivative contracts, these instruments are treated as trading,
with the unrealised mark-to-market gains and losses taken to income as they arise and the resulting assets or liahilities recorded
on the balance sheet. As Lloyds TSB Group will continue to hold a significant number of derivatives which are hedge accounted
under UK GAAP this means that net income and shareholders’ equity under US GAAP will be subject to increased volatility.



Average balance sheet and net interest income

The following average balance sheet excludes the long-term assurance business assets and liabilities attributable to
policyholders. The interest yields and costs for foreign office assets and liabilities are affected by Lloyds TSB Group's
operations in Latin America. The countries in which Lloyds TSB Group operates are periodicdly subject to comparatively high
rates of interest, which in certain instances in the tables below has had the effect of producing unusually high yields and costs.

2002 2001 2000
Average Interest Average Interest Average Interest
balance income Yield balance income Yield balance income Yield
£m £m % £m £m % £m £m %
Assets
Treasury bills and other eligible bills
Domestic OffiCES...ucvieiiieciiieeeee e 2,608 85 3.26 1,858 91 4,90 836 48 .74
Foreign offiCeS....ccovvveiiieiie e 906 211 23.29 1,641 423 25.78 1,224 265 21.65
Loans and advances to banks
Domestic OffiCES...uvvieeiiiciiieieeeeeereee. 11,839 470 397 12,086 692 573 13,3834 828 6.19
Foreign offiCeS.......ccovevveveeiiciecr e, 2,275 129 5.67 2,308 153 6.63 2,332 180 772
L oans and advances to customers
Domestic OffiCeS.....ccvvveeiiieee e 98,725 6,246 6.33 89,802 6,876 766 80,231 6,815 8.49
Foreign offiCeS....ccovvveniieiie e 17,695 1,761 9.95 15316 1,532 10.00 14,009 1,393 9.94
Debt securities
Domestic OffiCES.....ccvvvveeicieee e 8,661 347 4,01 4,394 230 523 3,882 252 6.49
Foreign offiCeS......ccoovveieiiiieiieciee 6,022 220 3.65 4,397 300 6.82 2,827 271 9.59
Lease and hire purchase receivables
Domestic OffiCeS.....cccvvveeiiieee e 13,069 1,078 825 13104 1,061 810 12,241 984 8.04
Foreign offiCeS......ccoovveieiiiieiiecicee 18 2 11.11 39 6 15.38 56 18 3214
Tota interest-earning assets of banking
DOOK......ccciieeiiee e 161,818 10,549 6.52 144,945 11,364 784 131,022 11,054 8.44
Total interest-earning assets of
trading DOOK ........cevveeeieieee e 15,518 602 388 12252 544 444 10,189 511 5.02
Total interest-earning assets................... 177,336 11,151 6.29 157,197 11,908 758 141,211 11,565 8.19
Provisions for bad and doubtful debts... (1,623) (1,489) (1,531)
Non-interest earning assets
DoOmestiC OffiCES ....uvvvvreeeeeiiiiiiiaaee 19,941 20,653 19,389
Foreign officeS.....cccvvvniiiiiienicen e 2,822 2,255 2,121

Total average assets and interest income
................................................................ 198,476 11,151 562 178,616 11,908 6.67 161,190 11,565 717

Per centage of assets applicable to

foreign activities (in %) .......ccccoevvevnenen. 14.8 14.3 13.8
2002 2001 2000
Average Average Average
interest Net Net interest Net Net  interest Net Net
earning  interest interest earning interest interest earning interest interest
assets income  margin assets income margin assets income margin
£m £m % £m £m % £m £m %

Average interest-earning assets and net
interest income:

Banking business............ccoooviininininienn 161,818 5171 320 144,945 4,922 340 131,022 4,587 3.50
Trading busineSS.......cccoovvieiiieiee, 15,518 - - 12,252 - - 10,189 - -
Net yield on interest-earning assets........... 177,336 5,171 292 157,197 4,922 313 141,211 4,587 3.25




Liabilitiesand shareholders’ equity
Deposits by banks

Domestic OffiCes.......ccevvuverieeiiieiiienennnn

Foreign offices.......cooveiiiiiiiieiie
Liabilities to banks under sale and repurchase

agreements

Domestic offices.

Foreign offiCeS.......coovvivieniiiericce,
Customer accounts

Domestic OffiCes.......ccevvuviiiieiiieiiieninnnn

Foreign offiCeS.......covvviiieniiieciee,
Liabilities to customers under sale and

repurchase agreements

Domestic OffiCeS........ceeveeineniiieiiieinen

Foreign offiCeS......ccooveieiiiieiiecice
Debt securitiesin issue

Domestic OffiCeS........eeveeineniiieiiieines

Foreign offiCeS.......cocvviiieniiieiiccn,
Subordinated liabilities

Domestic OffiCeS........ceereeireriiieiiieieen

Foreign offices......ccovvnvriniineenece
Total interest-bearing liabilities of

banking BOOK........ccoevvirieiieesireeeeie
Tota interest-bearing liabilities of

trading booK .......cccovvvevieeninei e
Total interest-bearing liahilities.................
Inter est-free liabilities
Minority interests and shareholders' funds

Domestic OffiCeS......ccveviviiiriiieciieienn

Foreign offiCeS......coocvveieeiiieieecicee
Non-interest bearing customer accounts

Domestic OffiCeS........cceveeineriiieiiieinen

Foreign offiCeS......ccoovveieiiiieiieiecee
Other interest-free ligbilities

Domestic offices.

Foreign offices............

Total liabilities........ccocoveviriiiiiiei

Per centage of liabilities applicable to
foreign activities (in %) ........ccccovvveneenen.

Net interest margin for the banking book

DOMIESEIC Of fICES... ettt et e et ee e et et e e e st e st e ss e st essessessessessessessessessassessessassessessessessassessensessaseen

L0 =T T 1) =TT

Lo 0 o 10 o ST TTTT

2002 2001 2000
Average Interest Average Interest Average Interest
balance  expense Cost  balance  expense Cost  balance  expense Cost
£m £m % £m £m % £m £m %
12,587 322 2.56 13,452 658 4.89 9,057 490 541
4,234 137 3.24 3,949 288 7.29 3,506 247 7.05
2,799 80 2.86 1,547 74 478 2,022 113 5.59
457 77 16.85 671 110 16.39 300 68 22.67
82,009 2,240 2.73 72,633 2,724 375 72,071 3,232 4.48
11,265 993 8.81 10,877 924 849 10,326 801 7.76
2,898 135 4.66 1,552 73 4.70 551 35 6.35
140 4 2.86 128 4 313 127 4 315
14,750 498 3.38 12,716 713 5.61 8,136 620 7.62
7,953 355 4.46 6,052 359 5.93 4,707 366 7.78
10,921 526 4.82 9,333 506 542 7,383 481 6.51
190 11 5.79 158 9 570 162 10 6.17
150,203 5,378 3.58 133,068 6,442 484 118,348 6,467 5.46
15,518 602 3.88 12,252 544 4.44 10,189 511 5.02
165,721 5,980 3.61 145320 6,986 481 128,537 6,978 543
8,522 10,609 11,115
2,801 2,225 1,930
5,985 6,182 6,058
789 595 635
13,118 12,721 12,430
1,540 964 485
198,476 5,980 3.01 178,616 6,986 391 161,190 6,978 4.33
14.2 141 137
2002 2001 2000
% % %
3.28 347 3.58
277 3.04 3.09
3.20 3.40 3.50

Loans and advances to banks and customers include non-performing loans. Interest receivable on such loans has been
included to the extent to which either cash payments have been received, in accordance with Lloyds TSB Group’s policy on

income recognition.

Approximately 85 per cent of the value of the balances are calculated on a daily basis with balances held by Lloyds TSB
Group's leasing and asset finance businesses averaged on a monthly basis. Management believes that the interest rate trends are
substantially the same asthey would be if all balances were averaged on the same basis.



Changesin net interest income- volumeand rate analysis

The following table allocates changes in net interest income between volume and rate for 2002 compared with 2001 and for
2001 compared with 2000. Where variances have arisen from both changes in volume and rate these are allocated to volume.

2002 compar ed with 2001 2001 compared with 2000
I ncrease/(decr ease) Increase/(decrease)
Total Total
change Volume Rate change Volume Rate
£m £m £m £m £m £m
I nterest receivable and similar income
Treasury billsand other eligible bills
DOmestic OffiCeS......courrrririrrreneerrereeees (6) 24 (30) 43 50 (7
Foreign offiCeS......ccuvnnnnenneee e (212) (171) (41) 158 107 51
Loans and advances to banks
Domestic OffiCeS......cvrurrirrrecireereeieene (222 (10) (212 (136) (74) (62)
Foreign OffiCeS......overrnererresce e (24) 2 (22 27) 2 (25)
Loans and advances to customers
DomestiC OffiCES.....cvvrrreeeeeeieieeeeeieieinas (630) 565 (1,195) 61 733 (672)
Foreign OffiCeS......overrnrernesce s 229 237 (8 139 131 8
Debt securities
DOmestic OffiCES......ccovevrenirierreneeer s 117 171 (54) (22 27 (49)
Foreign offiCeS......cccivnennnnneeeeee s (80) 59 (139) 29 107 (78)
Lease and hire purchase receivables
DOmestiC Of fiCES......ouvererrererierreee s 17 (3 20 77 70 7
Foreign offiCeS......ccuvnnnneneeeeeeeeieieinas (4 (2) (2 (12) (3) (9)
Total banking book interest receivable
and Similar iNCOME ......coveveerrenreiereseeeeeene (815) 868 (1,683) 310 1,146 (836)
Total trading book interest receivable
and Similar iNCOME ..o 58 127 (69) 33 92 (59)
Total interest receivableand similar
INCOME.....cvereeieeteteee ettt be s s (757) 995 (1,752) 343 1,238 (895)
Interest payable
Deposits by banks
DOmestic OffiCeS......ccouevrririerreseeerereeees (336) (22) (314) 168 215 (47)
Foreign offiCeS......ccuvnennnnneee s (151) 9 (160) 41 32 9
Liabilitiesto banks under sale and
repurchase agreements
DOmestic OffiCeS......couerrererierrenceereseees 6 36 (30) (39 (23) (16)
Foreign OffiCeS......overrnrernesce s (33) (36) 3 42 61 (19)
Customer accounts
DOmestic OffiCeS......ccovrvrnrierreseie e (484) 256 (740) (508) 21 (529)
Foreign offiCeS......cccvnnnnenneeeeeeeieieinas 69 34 35 123 47 76
Liabilitiesto customers under saleand
repurchase agreements
DomestiC OffiCES.....cvveiniereeieieieieieeeieieinas 62 63 Q) 38 47 9)
Foreign OffiCeS......overrnrernesce s - - - - - -
Debt securitiesin issue
DOmestic OffiCeS......courrrririrrreneerrereeees (215) 69 (284) 93 257 (164)
Foreign offiCeS......ccuvnennnnneee s 4 85 (89) (7 80 (87)
Subordinated liabilities
DOmestic OffiCeS......ccouevrririerreseeerereeees 20 76 (56) 25 106 (81)
Foreign offiCeS......ccuvnennnnneee s 2 2 - (1) - (1)
Total banking book interest payable................ (1,064) 572 (1,636) (25) 843 (868)
Total trading book interest payable.................. 58 127 (69) 33 92 (59)
Total interest payable.......ccocovvvvvvrrnenenn, (1,006) 699 (1,705) 8 935 (927)
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Enterprisewiderisk management

Lloyds TSB Group has adopted an enterprise-wide framework for the identification, assessment and management of risk,
designed to meet its customers' needs and maximise shareholder value by aligning risk management with the corporate strategy;
assessing the impact of emerging risks from new technologies or markets, and developing risk tolerances and mitigating
strategies.

Enterprise-wide risk management (“EWRM?”) is founded on four principal concepts. strong risk governance; empowerment;
competitive advantage; and common risk language.

Strong Common
Risk Governance Risk Language

NS

Current and
Emerging
Risks

N

Empowerment B

Competitive
Advantage

Strong risk governance

The risk governance structure is designed to create a risk-aware culture in which the nature and size of risks are well
understood, and business decisions strike a balance between risk and reward which is consistent with the Lloyds TSB Group’s
risk appetite, whilst maximising shareholder value. The governance structureis based on the following elements:

The Board is responsible for determining the long-term strategy of the business, the markets in which the Lloyds TSB Group
will operate and the level of risk acceptable to the Lloyds TSB Group in each area of its business.

The Group Executive Committee is responsible to the Group Chief Executive for the development and implementation of
strategy, operational plans, policies and budgets. It monitors operating and financial performance, assesses and controls risk, and
prioritises and allocates resources.

The Group Risk Committee is responsible to the Group Executive Committee for protecting shareholder vaue through
assessment and control of the high level risks assumed by the Lloyds TSB Group; approving the Lloyds TSB Group’s high level
policies; ensuring that the necessary culture, practices and systems are in place to enable the Lloyds TSB Group to mest its
internal and external obligations; and reviewing the allocation and deployment of capital at risk, taking into account the Lloyds
TSB Group’ srisk appetite.

The Director of Group Risk Management is responsible for the implementation of risk policy and the provison of
independent assurance to the Audit Committee and Board, who receive regular reports on risk issues prepared by Group Risk
Management. The Director of Group Risk Management reports to the Group Chief Executive and has access to the Chairman and
members of senior management; heis a'so amember of the Group Risk Committee.

The diagram below sets out the existing risk governance structure, but during 2003 the Lloyds TSB Group is carrying out a

wide-ranging review aimed at further improving the risk governance framework which islikely to lead to changes before the end
of the year.

Board

Audit Group Chief Chairman’s
Committee Executive Committee
External
Auditors
Group Risk Group Risk Group
Management Committee Executive ALCO
Committee

Regulators

Business
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Empower ment

The directors of the Lloyds TSB Group's business units have primary responsibility for measuring, monitoring and
controlling risks within their areas of accountability. They are empowered to establish control frameworks for their businesses
that are consistent with the LIoyds TSB Group’s high level policies and within parameters set by Group Risk Management.

Competitive Advantage

The EWRM model strengthens the Lloyds TSB Group's ability to identify and assess risks; aggregate risks and define the
corporate risk appetite; develop solutions for reducing or transferring risk, where appropriate; and exploit risks to gain
competitive advantage, thereby increasing shareholder value.

Common Risk Language

The Lloyds TSB Group has adopted arisk language in which al risks are classified by one or more of the following 11 Risk
Drivers:

Governance, People and Organisation
Strategy Product and Service

Credit Financia
Market Customer Treatment
Insurance Legal and Regulatory
Operational Change Management

The Lloyds TSB Group's high level policy and reporting to the Group Risk Committee, Audit Committee and Board have
been digned to the Risk Drivers. Roll-out of the risk language to the business has commenced and will be completed during
2003, ensuring a consistent approach to classifying and describing risks.

Governance, People and Organisation
Definition

The risk of loss from poor corporate governance at Group and business unit level, sub-optimal organisational structuring, or
failure to recruit, manage and retain appropriate skilled staff to achieve business objectives.

Lloyds TSB Group Policy Manual

The Lloyds TSB Group's policy for managing Governance, People and Organisation risk is set out in the Lloyds TSB Group
Policy Manual, which is approved by the Group Risk Committee. The salient elements of the policy are summarised below.

Governance and Organisation

The Lloyds TSB Group’ s governance and organisation policy isto:

- Organise itself into three principal business units (UK Retail Banking and Mortgages, Wholesale and International
Banking, and Insurance and Investments) with centralised IT and operational support. These units are run in a manner
consistent with strategic direction from the Board, tight financial and operating controls and the prudent management of
risk.

- Develop and maintain astrong risk management and control culture across all businesses.

- Follow industry best practice on corporate governance, and conduct business with integrity, due skill, care and
diligence.

Management of Risks

The Lloyds TSB Group sets high standards for the conduct of its business and values its reputation. Responsibility for
establishing an effective organisational structure is vested in Group and business unit management. Sound internal risk
management practices are promoted through business unit directors who are responsible for identifying, measuring, monitoring
and controlling the risks within their specific areas of accountability.

49



The Lloyds TSB Group seeks to identify and classify risks in atimely manner. The likelihood of risks crystallising and the
significance of the consequent impact on the business, the Lloyds TSB Group and its customers are evaluated. The Lloyds TSB
Group’'s business control environment ensures effective and efficient operational management; reliability, integrity and
consistency of financial and other reporting; and compliance wi th governing laws and regulations. Business unit directors ensure
that material risks are reported to the relevant Group Executive Director and to Group Risk Management.

I nfor mation and Communication

It isthe Lloyds TSB Group'’s policy for the Board and senior management at both Group and business unit level to receive
relevant, reliable and timely management information in line with business objectives to ensure that activities are appropriately
controlled, key risks are identified and monitored, decisions are implemented and regulatory obligations are met.

Audit Responsibilities and Rights

Group Audit independently reviews adherence to the policies and processes that make up the control environment,
disseminating best practices throughout the Lloyds TSB Group in the course of its monitoring and corrective action activities.
The Group Audit Director meets regularly with the Group Chief Executive and periodically with the Audit Committee.

People

The Lloyds TSB Group’s approach to people management is to employ skilled, committed staff, working as a team for the
benefit of customers and shareholders, who are given the opportunity to fulfil their potential; employ the highest ethical
standards of behaviour and best practice management principles; and recruit on the basis of ability and competence.

Sandards of Behaviour

The Lloyds TSB Group seeks to ensure that its employees act with integrity and seek to deliver high levels of customer
service. It promotes a working environment free from discrimination, harassment, bullying or victimisation of any kind.
Employees are encouraged and expected to a ert management to suspected misconduct, fraud or other serious malpractice.

Performance and Reward Management
The Lloyds TSB Group seeks to:

- Ensure that al employees understand their role, the purpose of the role and where it fits into the wider team and
organisational context.

- Manage and measure employees performance and contribution to collective goals.

- Recognise the contribution of individuals in the context of the pay market and the performance of the business in which
they work, and reward appropriately.

Training and Devel opment
The Lloyds TSB Group believes that:
- Long term success depends on the quality and skills of its staff.

- It hasajoint responsibility with employees for their personal and career development to improve current performance
and to enhance future prospects.

Strategy Risk
Definition
The risk arising from the adoption of the Lloyds TSB Group's agreed strategy and its implementation at corporate or
business unit level.
Processes
The Lloyds TSB Group’s governing objective isto maximise value for its shareholders by:
- Beingfirst choicefor its customers.

- Being aleader in its chosen markets.

- Driving down day-to-day coststo facilitate investment.

The risks arising from the adoption of the Lloyds TSB Group’s strategy at corporate and business unit level are managed by
anumber of processes.

A common approach is applied across the Lloyds TSB Group to assess the creation of shareholder value. This is measured
by economic profit (the profit attributable to shareholders, less a notional charge for the equity invested in the business). The
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focus on economic profit allows the LIoyds TSB Group to compare the returns being made on capital employed in each business.
The use of risk-based economic capital and regulatory capital is closely monitored at business unit and Group level. The Lloyds
TSB Group’s economic capital model covers credit, market, insurance, business and operational risks.

A rigorous annual strategic planning process is conducted at Group and business unit level and includes a quantitative and
qualitative assessment of therisksin theLloyds TSB Group plan.

The Lloyds TSB Group's strategy and those of its constituent business units are reviewed and approved by the Board.
Regular reports are provided to the Group Executive Committee and the Board on the progress of the Group's key strategies and
plans.

Revenue and capital investment decisions require additional formal assessment and approval. Formal risk assessment is
conducted as part of the financial approval process.

Company mergers and acquisitions require specific approval by the Board. In addition to the standard due diligence
conducted during a merger or acquisition, Group Risk Management conducts an independent risk assessment of the target
company and its proposed integration into the Lloyds TSB Group.

Credit Risk
Definition

The risk of loss arising from counterparty default subsequent to the provision of credit facilities (both on and off-balance
sheet).

Measurement

The Lloyds TSB Group has dedicated standards, policies and procedures to control and monitor credit and related risks.
Examples of the way in which such risks are measured include:

Group Rating System — all business units are required to operate an authorised rating system that complies with the Lloyds
TSB Group's standard methodology. The Lloyds TSB Group uses a‘Master Scal€’ rating structure with ratings corresponding to
arange of probability of future defaullt.

Portfolio Analysis — in conjunction with Group Risk Management, business unitsidentify and define portfolios of credit and
related risk exposures and the key benchmarks, behaviours and characteristics by which those portfolios are managed in terms of
credit risk exposure. This entails the production and analysis of regular portfolio monitoring reports for review by Group Risk
Management.

To further enhance the ability to measure and predict future risk, the LIoyds TSB Group continues to develop new policies
and risk management systems.

Limits

A number of tools, including Group-level credit policy where appropriate, are used to control the Lloyds TSB Group’s
exposure to undue levels of credit risk:

Counterparty Limits — exposure to individual counterparties, groups of counterparties or customer risk segments is
controlled through atiered hierarchy of delegated sanctioning authorities. Approval requirements for each decision are based on
the transaction amount, the customer’ s aggregate facilities, credit risk ratings and the nature and term of the risk. Regular reports
on significant credit exposures are provided to the Group Executive Committee and Board.

Bank Exposures — an in-house proprietary rating system is used to approve bank facilities, which are sanctioned on a Group-
wide basis.

Cross-border Exposures — Country limits are authorised and managed by a dedicated unit, using an in-house rating system,
which takes into account economic and political factors.

Concentration Risk — formulation of concentration limits on aertain industries and sectors. Group Risk Management sets
Sector Capsthat reflect risk appetite, and monitors exposures to prevent excessive concentration of risk.

Credit Risk Arising from the Use of Derivatives — Note 45a on page F-53 shows the total notional principa amount of
interest rate, exchange rate and equity contracts outstanding at 31 December 2002. The notional principal amount does not,
however, represent the Lloyds TSB Group's real exposure to credit risk, which is limited to the current cost of replacing
contracts with a positive value to the L1oyds TSB Group, should the counterparty default. This replacement cost is also shownin
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Note 45a To reduce credit risk the Lloyds TSB Group uses a variety of credit enhancement techniques such as netting and
collateralisation, where security is provided against the exposure.

Credit Derivatives — these are a method of transferring credit risk from one counterparty to another and of managing
exposure to selected counterparties. Credit derivatives include credit swaps, credit spread options and credit linked notes. Lloyds
TSB Group has limited exposure to such instruments.

Processes

The processes by which Group Risk Management discharges its responsibilities in respect of credit risk include the
following:

Formulation of high-level credit policies designed to ensure a balanced and managed approach to the identification and
mitigation of credit risk.

Provision of lending guidelines. These define the responsibilities for lending officers and provide a disciplined and
focused benchmark for credit decisions.

Group Risk Management has direct involvement in the sanctioning of counterparty limits over defined thresholds and
also notes decisions made within business unit and divisiona credit functions to ensure gpropriate oversight. Such
activities assist not only in the management of the overall portfolio but aso provide essentia input to the devel opment
and maintenance of robust credit policies.

Sector Caps, encompassing both industry sectors and specific product types are established by Group Risk Management
to communicate Lloyds TSB Group’srisk appetite for specific types of business, primarily in the non-retail markets.

Establishment and maintenance of the Lloyds TSB Group's large exposure and provisioning policies, in accordance
with regulatory reporting requirements.

Monitoring of scorecards. The Lloyds TSB Group utilises statistically-based decisioning techniques (primarily credit
scoring and performance scoring) for its principal consumer lending portfolios. Group Risk Management reviews and
monitors new and material changes to scorecards.

Maintenance of a facilities database. Group Risk Management operates a centralised database of large corporate,
sovereign and bank facilities designed to ensure a consistent aggregation policy is maintained throughout the Lloyds
TSB Group.

Monitoring and controlling residual value risk exposure. The Lloyds TSB Group's appetite for such exposure is
communicated to the business by a series of time referenced Sector Caps, ensuring an acceptable distribution of future
risk.

Communication and provision of general guidance on all credit-related risk issues, including regulatory changes and
environmental risk policy, to promote consistent and best practice throughout the LIoyds TSB Group.

Day-to-day credit management and asset quality within each business unit is primarily the responsibility of the relevant
business unit director. Such responsibility isfulfilled by:

Each business unit having in place established credit processes which are consistent with the corresponding Lloyds TSB
Group policies.

Authority to delegate lending authorities within business units resting with officers holding divisional delegated lending
authority. All material authorities are advised to Group Risk Management.

Specialist units established within Lloyds TSB Group businesses to provide, for example: intensive management and
control; security perfection, maintenance and retention; expertise in documentation for lending and associated products;
sector-specific expertise; and legal services applicable to the particular market place and product range offered by the
business unit.
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L oan portfolio

Analysis of loans and advancesto customers and banks

Thefollowing table analyses |oans to banks and customers by geographical areaand type of loan at 31 December for each of
the five yearslisted.

2002 2001 2000 1999 1998
£m £m £m £m £m
Domestic:
Loans and advancesto banks..........ccoeveeeevevrereeeveriereeeeseerenenns 15,291 12,737 13,165 14,341 15,905
L oans and advances to customers.
MOMTQBOES......cveverererererere ettt ettt ettt bbb s b reresererenas 62,467 56,578 52,659 47,451 44,660
Other persona 1ending........ccccuvviriienrnnesseeeeseseseens 14,931 12,784 11,138 10,092 9,570
Agriculture, forestry and fishing ........cocovvvnnnnnnnnineneen, 2,076 2,074 2,026 2,183 2,052
MaNUFACEUNNG. ....cveveveveieieieiciee ettt rerssesesesesesenes 3,373 3,321 3,357 3,262 2,987
CONSITUCTION..... ettt bbb b s srene s 1,482 1,309 1,016 754 671
Transport, distribution and hotels.........ccoovevvvenencicncncececee, 4,696 4,440 3,836 3,540 3,308
Financial, business and other ServiCes.........ocoeeveveeiveeeieenens 8,352 8,736 9,295 6,614 5,029
Property COMPAaNIi€S........cccueieieieierereiereiereereererereressseresesesesens 4,008 2,907 2,470 2,303 2,304
LEase fiNANCING......cceeierererereeree ettt rererererenas 7,285 7,552 8,070 8,369 8,165
HIr€ PUIChESE........coeveiciciee e 5,990 5,345 5172 3,674 3,701
[ 1 = S 3,397 2,992 2,526 2,127 1,921
Total dOMESLICIANS........ccovveveeieerereteeese et 133,348 120,775 114,730 104,710 100,273
Foreign:
Loans and advancesto Danks..........cccoveeeeveisiceesesecesees s 2,239 2,489 2,131 2,628 2,606
L oans and advances to customers:
MOITAGES......citieriirerri et 4,763 3,467 3,490 3,558 3,187
Other persona 1ending.........ccoceeeennneeeneeeeeeeerenenns 1,098 1,672 1,602 1,784 1,832
Agriculture, forestry and fishing .........cccceeeeeeeeeereenenas 2,220 1,708 1,528 1,606 1,703
V= 0101 2= ol (01 o 1RO 1,608 2,004 1,730 945 976
CONSITUCLTION......veviieeeireecteeere e 328 304 190 158 155
Transport, distribution and hotels..........ccoeeevvineccncccece, 2,459 2,570 2,166 1,638 1,082
Financial, business and other services........oecvvveiveniienns 3,196 2,631 2,174 2,553 2,542
Property COMPani€s...........oeevnreenrensesesneseeeesesesesseesnens 1117 896 637 470 428
Lease fiNaNCING......cccvvrrrrrirrrreese e 15 33 53 79 136
HITE PUICNESE.......ceevierererirercrrrire e - - - - 19
(1 0= 1,436 1,148 807 581 374
Total foreign l0ans..........ccoevveveveveveeesesesesee s 20,479 18,922 16,508 16,000 15,040
L0 =T [ T= g S 153,827 139,697 131,238 120,710 115,313
Lessprovision for 10an [0SSES........cverenieeenieeeieeieieienenns (1,767) (1,468) (1,426) (1,414) (1,462)
Lessinterest held in SUSPENSE.......ccvevrieinininiereieieieieieeiereieeenns (57) (70) (90) (100) (145)
Total loans and advances net of provisions and
interest held iN SUSPENSE.........cccovvvverivereseeese et 152,003 138,159 129,722 119,196 113,706
2002 2001 2000 1999 1998
£m £m £m £m £m
Analysisof foreign loans by region:
L oans and advances to customers.
NS YT A= =g o T 10,447 8,435 7,368 7,659 7,310
Latin AMENICA.....c.ci et ebssrene s 1,591 2,347 2,222 1,761 2,120
Rest of theWOorld ... 6,202 5,651 4,787 3,952 3,004
18,240 16,433 14,377 13,372 12,434
L oans and advances to banks:
NEW Zealand ..o s 622 534 357 467 375
Latin AMEIICA......civiciieectisece et ebsseene s 52 209 105 190 148
Rest Of theWOrId ..o 1,565 1,746 1,669 1,971 2,083
2,239 2,489 2,131 2,628 2,606
Total foreign [0ans.........coovvnnnnsnsnss s 20,479 18,922 16,508 16,000 15,040

The classification of lending as domestic or foreign is based on the location of the office recording the transaction, except for
certain lending of the international business booked in London.
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Summary of loan loss experience

The following table analyses the movementsin the allowance for loan losses for each of the five yearslisted.

Balance at beginning of period

[DT0]010 1< ([ oS
[0 =T o
Total balance at beginning of period......
Exchange and other adjustments............

Advances written off:
Domestic:
L oans and advances to customers:

MOITQagES......c.ovverererrrrere e
Other personal lending..........cccvveveenenenas
Agriculture, forestry and fishing .............
ManUFaCtUNNG.......ceverereeieieieieieieieieieieneens
CONSEIUCETI 0N,
Transport, distribution and hotels...........
Financial, business and other services....
Property COMpanies.........cuovvveenenenennens
Lease finanCing.........oeevenereevereneenennnens

(010 = o o ST

Recoveries of advanceswritten off:
Domestic:
Loans and advances to customers;

MOITQagES......c.ovvereererrrere e
Other personal lending..........cccovevernenenas
Agriculture, forestry and fishing.............
ManUfaCturiNg........ooeveeerrenereenereneeneeenens
CONSLIUCHTION....cveererrerer s
Transport, distribution and hotels...........
Financial, business and other services....
Property COMpanies.........cuovvveeenenenenens
Lease finanCing.........oeeveveceenereneeneennens

[0 1= [0 o [

2002 2001 2000 1999 1998
£m £m £m £m £m
1,162 1,129 1,134 1,126 1,252
306 297 280 336 519
1,468 1,426 1,414 1,462 1,771
(55) (14) 51 (49) (30)
(21) (23) (35) (30) (38)
(530) (438) (399) (364) (279)
@) ©) (12) (14) ©)
(25) (18) (13) (33) (33)
(17) 8 ) (10) (6)
(27) (34) (27) (46) (108)
(53) (44) (28) (40) (34)
(29 (21) (17 (24) (45)
(17 (11) (12 (14) (30)
(74) (86) (69) (29) ©)
@) C) - (6) -
(787) (701) (621) (610) (587)
(91) (184) (124) (134) (372)
(878) (885) (745) (744) (959)
5 17 12 11 9

81 80 63 60 27

3 4 2 2 4

17 5 6 11 14

3 2 2 1 2

12 10 11 7 15
13 11 10 6 10
10 6 5 7 20

3 4 5 5 3

17 23 24 10 7

1 3 - 1 -
165 165 140 121 111
38 29 25 9 14
203 194 165 130 125




Net advanceswritten off:

[0 = o 1S
Total net advanceswritten off .........occecvveeiivci s,

Provision for loan losses char ged against income
for theyear

Domestic:

Loans and advances to customers:

MOIQAGES. ... ..o s
Other persond 1ending ...
Agriculture, forestry and fishing.........cooceeevneenneneneennen,
Y = a0 = ok T o T
CONSITUCTION. ..ottt
Transport, distribution and hotels..........cccoevrninininininininenn,
Financial, business and other Services........ccovnennenenenns
Property COMPanies.........cooveerrerreenerensesieresessesssesesssseesnens
Lease fiNanCiNg......coovvvvvrrrrsss s
HIT@ PUIChESE ...t
Other SPeCifiC ProViSIONS......ccvvirriiiieeeeeeesessesseens
GeNeral ProVISIONS.......cvereiererireseree sttt sssseesens
Total dOMESLIC....cvcverereerrereeieee e

Total provision for loan losses char ged

against incomefor theyear ...,

Balance at end of period

DIOMESLIC...veveivieei et et et et se et et st st st s e st e s e st e sre st e sresresressesrennens

Ratio of net write-offsduring the period to aver age loans
outstanding duringtheperiod.........ccovneinnnnnnenenenns

2002 2001 2000 1999 1998
£m £m £m £m £m
(622) (536) (481) (489) (476)
(53) (155) (99) (125) (358)
(675) (691) (580) (614) (834)
(5) 2 4 9 34
489 403 323 379 201

- 3 (6) 4 31

31 40 21 28 20
14 2 1 5 8
28 28 3 23 7
107 39 12 16 40
(@) 4 8 4 (19)

3 5 8 14 8

82 67 52 31 26
38 23 15 (5) 14
14 (42) U - )
800 570 426 500 363
229 177 115 115 192
1,029 747 541 615 555
1,344 1,162 1,129 1,134 1,126
423 306 297 280 336
1,767 1,468 1,426 1,414 1,462
0.5% 0.6% 0.5% 0.6% 0.9%



Thefollowing table analyses the coverage of the allowance for loan losses by category of loans.

2002 2001 2000 1999 1998
Per centage Percentage Percentage Percentage Percentage
of loansin of loansin of loansin of loansin of loansin
each each each each each
category to category to category to category to category to
Allowance total loans Allowance total loans Allowance total loans Allowance total loans Allowance  total loans
£m % £m % £m % £m % £m %
Balance at
period end
applicableto:
Domestic:
Loansand
advancesto
banks............ - 9.9 - 9.1 - 10.0 - 119 - 138
Loansand
advancesto
customers.
Mortgages.... 25 40.7 ) 405 48 401 75 393 85 387
Other personal
lending......... 447 9.7 407 9.2 362 8.5 358 8.4 283 8.3
Agriculture,
forestry and
fishing.......... 10 13 9 15 1 15 27 18 43 1.8
Manufacturing 121 2.2 98 2.4 71 2.6 57 2.7 51 2.6
Construction. 7 1.0 7 0.9 15 0.8 21 0.6 25 0.6
Transport,
distribution
and hotéls...... 67 31 54 3.2 50 29 63 29 79 29
Financial,
business and
other services 136 5.4 65 6.3 59 7.1 55 43
Property
Companies 8 2.6 18 2.1 29 1.9 1.9 2.0
Lease
financing...... 7 47 18 5.4 20 6.2 16 6.9 11 7.1
Hire purchase 123 39 9% 3.8 A 39 49 3.0 37 3.2
Other............ 65 2.2 30 2.1 15 1.9 9 1.8 18 1.7
Total domestic 1,016 86.7 848 86.5 774 87.4 773 86.7 761 87.0
Foreign............. 318 13.3 251 135 295 12,6 280 133 336 130
General
provision.......... 433 - 369 - 357 - 361 - 365 -
Total balance
at period end 1,767 100.0 1,468 100.0 1,426 100.0 1,414 100.0 1,462 100.0




Risk elementsin theloan portfolio

Non-accrual, past due and restructured loans

The following discussion consists of an analysis of credit risk elements by categories which reflect US lending and
accounting practices. These differ from those employed in the UK. In particular:

Suspended interest and non-performing lending

In accordance with the UK British Bankers' Association Statement of Recommended Practice on Advances, Lloyds TSB
Group continues to accrue interest, where appropriate, on doubtful debts when there is a realistic prospect of recovery. This
accrued interest is charged to the customer’s account but it is not applied to income; it is placed on a suspense account and only
taken to income if there ceases to be significant doubt about its being paid. Loans are transferred to non-accrual status where the
operation of the customer’s account has ceased. The lending is managed by specialist recovery departments and is written down
to its estimated redlisable value. Interest is not added to the lending or placed on a suspense account as its recovery is considered
unlikely; it isonly taken to incomeif it isreceived.

In the US, it isthe normal practice to stop accruing interest when payments are 90 days or more past due or when recovery
of both principal and interest is doubtful. When the loans are transferred to nonraccrual status, accrued interest is reversed from
income and no further interest is recognised until it becomes probable that the principal and interest will be repaid in full. Loans

on which interest has been accrued but suspended would be included in risk eements as loans accounted for on a non-accrual
basis.

In addition, in the US non-performing loans and advances are typicaly written off more quickly than in the UK.

Consequently a UK bank may appear to have a higher level of non-performing loans and advances than a comparable US bank
although the reported income islikely to be similar in both the US and the UK.

Troubled debt restructurings

In the US, loans whose terms have been modified due to problems with the borrower are required to be separately disclosed.
If the new terms were in line with market conditions at the time of the restructuring and the restructured loan remains current as
to repayment of principal and interest then the disclosure can be discontinued at the end of the first year.

There are no similar disclosure requirementsin the UK.

Potential problemloans

Potential problem loans are loans where known information about possible credit problems causes management to have
concern as to the borrowers' ability to comply with the present loan repayment terms. Interest continues to be accrued to the
profit and loss account until, in the opinion of management, its ultimate recoverability becomes doubtful.

Assets acquired in exchange for advances

In most circumstances in the US, title to property securing residential real estate transfers to the lender upon foreclosure.
The loan is written off and the property acquired in thisway is reported in a separate balance sheet category with any recoveries
recorded as an offset to the provision for loan losses recorded in the period. Upon sale of the acquired property, gains or losses
arerecorded in the income statement as again or |oss on acquired property.

In the UK, athough a bank is entitled to enforce afirst charge on a property held as security, it typically does so only to the
extent of enforcing its power of sale. In accordance with UK GAAP and industry practice, Lloyds TSB Group takes control of a
property held as collateral on aloan at repossession but title does not transfer to it. Loans subject to repossession continue to be
reported as loans in the balance sheet athough the accrua of interest is suspended. Any gains or losses on sale of the acquired
property are recorded within the provision for loan |osses during the reporting period.

The difference in practices has no effect on net income reported in the UK compared to that reported in the US but it does

result in adifferencein classification of losses and recoveriesin the income statement. It also hasthe effect of causing UK banks
to report an increased level of non-performing loans compared with US banks.
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The following table analyses risk elementsin the loan portfolio as at 31 December for the last five years:

2002 2001 2000 1999 1998
£m £m £m £m £m
L oans accounted for on a non-accrual basis:
DOMESLIC OffICES ....evreeeeceerereeee e 421 278 223 209 287
FOreign OffiCES ..o e 241 101 181 139 130
Total NONFacCrual 0aNS.......ccecvererere e 662 379 404 348 417
Accruing loanson which:
- interest isbeing placed in suspense:
DOMESLIC OffiCES ... 553 637 617 502 479
FOreign OffiCES ... 199 206 238 217 292
Total suspended iNterest 10anS.........covvvreeerneeeneneneneseens 752 843 855 719 771
- interest isstill being accrued and taken to profit,
and against which specific provisions have been made:
DOMESLIC OffICES ...t e 1,217 1,265 1,713 1,924 2,056
FOreign OffiCES ..o e 66 75 101 74 75
Total accruing loans against which specific provisions
have been Made........covrernirer s 1,283 1,340 1,814 1,998 2,131
- interest isstill being accr ued and taken to profit,
thelending iscontractually past due 90 days or
moreasto principal or interest, but against which
no provisions have been made;
DOMESLIC OffICES ...vverececierrerie e 776 693 520 506 313
FOreign OffiCES ..o 34 37 33 15 -
Total accruing loans against which no provisions
havebeen made.........ccvvevici e 810 730 553 521 313
Troubled debt restructurings:
DOMESLIC OffICES ...uveeeeeeeirereeie e 1 1 2 10 1
FOreign OffiCES ..o e 2 9 12 10 1
Total troubled debt restructurings.........ocoveevveneernrenesenenenns 3 10 14 20 2
Total non-performinglending:
DOMESLIC OffICES ...t 2,968 2,874 3,075 3,151 3,136
FOreign OffiCES ...ovvvivi e 542 428 565 455 498
Total non-performing 1ending........ccovvvvvvvvrvnsssssses 3,510 3,302 3,640 3,606 3,634




Interest forgone on non-performing lending

The table below summarises the interest forgone on loans accounted for on a nonraccrual basis and troubled debt
restructurings:

2002
£m
Domestic lending:
Interest income that would have been recognised under original contract terms.........ccccovveveeeenenesenenen. 30
Interest inCOME INCIUAEA IN PrOfiL.......cciiiririiiirrrrrr e 25
T 1= = 8 o]0 0T T S
Foreign lending:
Interest income that would have been recognised under original contract terms..........cccoeeeeenereneenenenenns 17
Interest iNCOME INCIUAEA 1N PrOfit.......cceiiiierrecer bbb 6
INEIESE FOFGOME. ..v.vvveeveeeeeeeeeessseseeesseees e ssssssss s sssssss s ssssss s sssssss s sssses s ssssssssssesessssssens 11

Potential problemloans

In addition to the nonperforming lending disclosed above, lendings which were current as to payment of interest and
principa but where concerns existed about the ability of the borrowers to comply with loan repayment terms in the near future
were asfollows:

2002 2001 2000 1999 1998
£m £m £m £m £m
Potential problem lending.........cccocovvvevenenceenincneccene, 1,734 1,423 1,142 936 958

The figures shown for potential problem lending are not indicative of the losses that might arise should the credit quality of
thislending deteriorate since they do not take into account security held.

Crosshborder outstandings

The business of Lloyds TSB Group involves significant exposures in norHlocal currencies. These cross border outstandings
comprise loans (including accrued interest), acceptances, interest-bearing deposits with other banks, other interest-bearing
investments and any other monetary assets which are denominated in non-local currency. The following tables analyse, by type
of borrower, foreign outstandings which individually represent in excess of 1 per cent of LIoyds TSB Group’ stotal assets.

Banksand
Governments other Commercial,
and official financial industrial and
Total institutions institutions other
% of assets £m £m £m £m
Asat 31 December 2002
GEIMANY....ciieirieereereseee e 31 6,511 57 5,624 830
United States of AMEiCa.......covvveeererereene. 1.8 3,655 207 1,274 2,174
[EAIY oo 15 3,013 1,912 909 192
FranCe.....ooi e 1.0 2,075 99 1,187 789
Asat 31 December 2001
GEMANY ..ot 20 3,756 59 2,920 777
United States of AMErica.......ocoovvvereveeseenen. 1.8 3,403 151 1,290 1,962
[TAY oo 1.7 3,170 1,834 1,052 284
Asat 31 December 2000
GEMANY ..ot 1.6 2,659 171 2,222 266
United States of AMEICa.......coovveeeeesereenne. 14 2,290 90 907 1,293

As a 31 December 2002, Germany had commitments of £1,511 million, United States of America had commitments of
£1,783 million, Italy had commitments of £129 million and France had commitments of £424 million.

As at 31 December 2002, the countries with cross border outstandings of between 0.75 per cent and 1 per cent of assets,
amounting to £5,080 million in total were Japan, the Netherlands and Belgium.



As at 31 December 2001, the countries with cross border outstandings of between 0.75 per cent and 1 per cent of assets,
amounting to £3,504 million in total were Japan and the Netherlands. As at 31 December 2000 the countries with cross border
outstandings of between 0.75 per cent and 1 per cent of assets, amounting to £4,529 million in total were France, Italy and Japan.

Market Risk
Definition

Market risk is the risk of loss arising from unexpected changes in financial prices, including interest rates, exchange rates,
bond and equity prices.

Market risk arises in all areas of Lloyds TSB Group's activities and is managed by a variety of different techniques. The
Lloyds TSB Group’s banking activities expose it to the risk of adverse movements in interest rates or exchange rates, with little
or no exposure to equity or commodity risk; thisis covered in detail in this section. TheLloyds TSB Group's insurance activities
also exposeit to market risk (see “Insurance Risk” below).

Measurement

Measurement techniques — a variety of techniques are used to quantify the market risk arising from the Group’ s banking and
trading activities. These reflect the nature of the business activity, and include simple interest rate gapping, open exchange
positions, sensitivity analysis and Value a Risk. Stress testing and scenario analysis are also used in certain portfolios, and at
Group level, to simulate extreme conditions to supplement these core measures.

Trading Value at Risk (“VaR’) - VaR can be calculated using a number of different methodologies and at different
confidence intervals. Lloyds TSB Group utilises more than one methodology for comparative purposes, thus avoiding undue
reliance on asingle measure.

The predominant measure within Lloyds TSB Group is the variance/covariance ('VcV”) methodology. Based on the
commonly used 95 per cent confidence level, assuming positions are held overnight and using observation periods of the
preceding three years, the value at risk based on Lloyds TSB Group’ s global trading was as detailed in the table bel ow.

The following table shows closing, average, maximum and minimum VaR for the years ended 31 December 2002 and 2001.

31 December 2002 31 December 2001
Closing Average Maximum  Minimum Closing Average Maximum  Minimum
£m £m £m £m £m £m £m £m
Interest Rate RisK.......c.ccevveennee. 0.5 0.7 15 0.4 0.6 0.6 0.9 0.4
Foreign Exchange Risk................ 0.5 0.5 0.9 0.3 1.0 0.6 1.0 0.3
EQUItY RISK....ccviviviririiieiinens 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0
Total VaR ....c.ccveeviieiiecie e, 1.0 1.2 21 0.9 16 12 16 0.8

The risk of loss measured by the VaR model is the potentia lossin earnings. The total and average trading VaR does not
assume any diversification benefit across the three risk types. The maximum and minimum VaR reported for each risk category
did not necessarily occur on the same day as the maximum and minimum VaR reported as awhole.

There are some limitations to the V¢V methodology which are covered below:

- The model assumes that changes in the underlying asset returns can be modelled by a norma distribution. This
assumption is an approximation of reality that may not reflect all circumstances.

- Theuse of aconfidence limit does not convey any information about potential losses on occasions when the confidence
limit is exceeded. In times of extreme market movements actual losses may be severa times greater than the VaR
number. Stresstesting is used to supplement VaR to estimate the impact of extreme events.

- Any mode that forecasts the future based on historic datais implicitly assuming that the conditions that generated the
data will remain true in the future. Stress testing and using more than one VaR methodology for some loca markets
form part of the wider market risk framework.

- Periods of severe market illiquidity, both in terms of the extent of the illiquidity and the time that it lasts, would mean
that it may not be possible to hedge, or close, al positionsin the timescales assumed in the VaR model.

- VaRiscaculated at the close of business each day, which excludes the profit and lossimpact of intraday trading.

- The variance/covariance approach to VaR is not well suited to options positions. As a result these positions are
controlled by additional sensitivity limits.



In summary, athough VaR is an important component of LIoyds TSB Group’s approach to managing trading market risk, it
is supplemented by position and sensitivity limits and stress testing.

Interest rate exposures - comprise those originating in treasury trading activities and structural interest rate exposures, which
arise from the commercial and retail banking activities of Lloyds TSB Group.

Trading interest rate risk - the VaR relating to interest rate trading positions is set out in “- Market Risk - Measurement -
Trading Value at Risk (“VaR")".

Sructural interest rate risk - in Lloyds TSB Group's retail portfolios, including mortgages, and in Lloyds TSB Group’s
capital funds, arises from the different repricing characteristics of Lloyds TSB Group’s banking assets and liabilities and is
managed by the Group Balance Sheet Management department under the direction of the Asset and Liability Committee
(HALC ”).

Liabilities arising in the cour se of business from LIoyds TSB Group’sretail banking businessfall into two broad categories:

- those which are insensitive to interest rate movements, non-interest bearing liabilities such as shareholders’ funds and
interest-free or very low interest current account deposits; and

- those which are sensitive to interest rate movements, primarily savings deposits bearing interest rates which are varied
at Lloyds TSB Group's discretion (“managed rate liabilities’) but which for competitive reasons generaly reflect
changesin the Bank of England’ s base rate.

Thereis arelatively small volume of naturally arising banking liabilities whose interest rate is contractually fixed typically
for periods of up to two years.

Most banking assets, with the exception of such norrinterest earning items as premises, are sensitive to interest rate
movements. There is alarge volume of managed rate assets such as variable rate mortgage loans, and these may be considered
as a natura offset to managed rate ligbilities. However many assets, such as persond loans and fixed rate mortgages, bear
interest which is contractually fixed for periods of up to five years or longer.

Interest rate risk arises from the mismatch between interest rate insensitive liabilities and interest rate sensitive assets, and
between the differing contractual periods for which interest rates are fixed on interest rate sensitive assets and liabilities. Group
Balance Sheet Management department managesthisrisk centrally by:

- offsetting against each other any matching interest rate sensitive assets and liabilities;

- acquiring new financial assets and liabilities as matching hedges against net balances of mismatched interest rate
sensitive banking liabilities and assets, respectively; and

- acquiring new financid assets with interest rates contractually fixed for arange of periods up to five years as hedges for
net balances of interest rate insensitive liabilities.

The financia assets and ligbilities referred to above are acquired by way of interna transactions between Group Balance
Sheet Management and the Lloyds TSB Group’s Treasury department in London, typically in the form of interest rate swaps and
loans or deposits.

Structural interest rate risk can also arise from the wholesale banking books in the UK, where it is managed by the Lloyds
TSB Group's Treasury department in London, and internationally, where it is managed by an authorised local treasury operation
in each overseas centre. The levels of exposure within these books are controlled and monitored within approved limits locally
and centrally by Group Risk Management. Group Risk Management issues the limits to the international business units on
interest rate gaps or, where more appropriate, VaR.

Lloyds TSB Group’'s non-trading exposure is summarised in the form of an interest rate repricing table, as set out in
Note 45bto the Consolidated Financial Statements. Items are alocated to time bands by reference to the earlier of the next
contractual interest rate repricing date and the maturity date. However, the table does not take into account the effect of interest
rate options used by LIoyds TSB Group to hedge its exposure.

The simulation models used by Lloyds TSB Group include assumptions about the rel ationships between customer behaviour
and the level of interest rates; the anticipated level of future business is also taken into account. The accuracy of these
assumptions will impact the efficiency of hedging transactions. The assumptions are regularly updated and the projected
exposure is actively managed in accordance with Lloyds TSB Group's Asset and Liability Committee policy.

It is estimated that a hypothetical immediate and sustained 100 basis point increase in interest rates on 1 January 2003 would
decrease net interest income by £37.9 million for the 12 months to 31 December 2003, while a hypothetical immediate and
sustained 100 basis point decrease in interest rates would increase net interest income by £30.3 million.
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Europe &

North Asia& Latin Middle Total Total
UK America Australasia America East 2003 2002
£m £m £m £m £m £m £m
Change in net interest income from a +100 basis point
Shift inyield CUNVES ..o 12 (20.8) (09) (11) (16.3) (37.9) (1029)
Change in net interest income from a -100 basis point
Shift in yield CUNVES ... (8.8) 20.8 09 11 16.3 30.3 857

The analysis above s subject to certain simplifying assumptions including, but not limited to, the following:
- dl rates of all maturities worldwide move simultaneously by the same amount;
- dl positionsin the wholesale books run to maturity; and

- thereisno management action in response to movementsin interest rates.

In practice, positions in both the retail and wholesale books are actively managed and actual impact on net interest income
may be different than the model.

Foreign exchange risk — exposures comprise those originating in treasury trading activities and structura foreign exchange
exposures, which arise from investment in LIoyds TSB Group's overseas operations.

Trading foreign exchange - the corporate and retail businesses incur foreign exchange risk in the course of providing
services to their customers. These risks reside in the authorised trading centres who are allocated exposure limits by Group Risk
Management. The limits are monitored daily by the local centres and reported to Group Risk Management. Group Risk
Management calculates the associated VaR as shown in the table in - Market Risk - Measurement - Trading Value at Risk
(“VaR")".

Sructural foreign exchange — risk arises from Lloyds TSB Group's investments in its overseas operations. Lloyds TSB
Group'’s structural foreign currency exposure is represented by the net asset value of the holding company’s foreign currency
exchange equity and subordinated debt investments in its subsidiaries and branches. Gains or losses on structural foreign
currency exposures are taken to retained earnings.

The structura position is managed by Lloyds TSB Group Capita Funds having regard to the currency composition of
Lloyds TSB Group's risk-weighted assets and reported to the Asset and Liability Committee on a monthly basis. The objective
isto limit the effect of the exchange rate movements on the published risk asset ratio.

Lloyds TSB Group's structural position at 31 December 2002 is set out in Note 45d to the Consolidated Financial
Statements. The position implies that at 31 December 2002 a hypothetical increase of 10 per cent in the value of sterling against
all other currencies would have led to a £201 million reduction in reserves, and vice versa. On this basis, there would have been
no material impact on Lloyds TSB Group’ srisk asset ratios.

Equity exposure - a small number of Lloyds TSB Group's authorised centres can incur equity risk in dealings with their
retail and commercial customers. Limits on these equity exposures are controlled and monitored by Group Risk Management.
Group Risk Management calculates VaR on these equities positions as set out in the trading VaR table in = Market Risk -
Measurement - Trading Vdue a Risk (“VaR")".

Limits
Market Risk Limits — limits to control market risk in respect of trading positions, UK wholesale banking and overseas

centres are set by Group Risk Management up to atotal authorised by the LIoyds TSB Group Board. A combination of position
and sensitivity limitsis used, depending on the nature of the business activity.

Retail Portfolios— limits to control interest rate risk within the LIoyds TSB Group's UK retail portfolios are set out in the
policy for Group Balance Sheet Management (‘GBSM”), which is established by the ALCO and ratified by the Lloyds TSB
Group Board. The policy is to optimise the stability of future net interest income, and this is achieved by entering into hedging
transactions using interest rate swaps and other financial instruments. Both short and long-term interest rate parameters are
applied to management of the balance sheet. Overseas operations are managed within limits authorised by Group Risk
Management, in addition to which some centres have adopted benchmark profiles for investment of interest rate insensitive
liabilities as approved by Group Risk Management.

Processes
Trading Activities — trading is restricted to a number of specialist centres, authorised by Group Risk Management, the most
important centre being the Lloyds TSB Group’s principal Treasury department in London. The level of exposure is strictly

controlled and monitored within approved limits locally and centrally by Group Risk Management. Most of the Lloyds TSB
Group's trading activity is undertaken to meet the requirements of customers for foreign exchange and interest rate products.
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However, some interest rate and exchange rate positions are taken out using derivatives (forward foreign exchange contracts,
interest rate swaps and forward rate agreements) and on-balance sheet instruments (mainly debt securities), with the objective
of earning a profit from favourable movements in market rates. Accordingly, these transactions are reflected in the accounts at
their fair value and gains and losses shown in the profit and loss account as dealing profits.

Wholesale Banking — market risk in the wholesale banking books is managed in the UK by the Lloyds TSB Group's
Treasury unit in London, and internationally by an authorised local treasury operation in each overseas centre. The levels of
exposure within these books are controlled and monitored within approved limits, both locally and aso centrally by Group Risk
Management. Active management of the book is necessary to meet customer requirements and changing market circumstances.

Retail Portfolios and Capital Funds — market risk in the Lloyds TSB Group's retail portfolios and in the Lloyds TSB
Group's capital funds arises from the different repricing characteristics of the Group’s banking assets and liabilities and is
managed by Group Balance Sheet Management. The simulation models used by Group Balance Sheet Management include
assumptions about the relationships between customer behaviour and the level of interest rates; the anticipated level of future
business is also taken into account. The accuracy of these assumptions will impact the efficiency of hedging transactions. The
assumptions are regularly updated and the projected exposure is actively managed in accordance with the palicy.

Derivatives — these are used to meet customers’ financial needs; as part of the Lloyds TSB Group’s trading activities; and to
reduce the Lloyds TSB Group’'s own exposure to fluctuations in interest and exchange rates. The principal derivatives used by
the Lloyds TSB Group are interest rate contracts (including interest rate swaps, forward rate agreements and options) and
exchange rate contracts (including forward foreign exchange contracts, currency swaps and options). Particular attention is paid
to the liquidity of the markets and products in which the Lloyds TSB Group trades to ensure that there are no undue
concentrations of activity and risk.

Insurance Risk
Definition

The risk of loss arising from the sensitivity of profits to movements in claims experience and expectation; movements in the
market value of invested assets which are not matched by similar movements in the value of insurance liabilities; the presence of
options and guarantees in insurance products; and changes in the legal, regulatory and fiscal environment as applicable to the
insurance businesses.

Measurement

Financial risks are measured through deterministic studies of the impact of different insurance and investment market
scenarios on the future free assets of the business as well as some stochastic modelling.

The composition, and value, of both the non-participating fund and the Genera Insurance portfolio are reported to Group
Risk Management on amonthly basisand aVaR iscaculated. Stresstesting is aso used to supplement the VaR models.

The risk of loss measured by the VaR model is the potential loss in earnings over a given time horizon. The VaR
methodology used is a variance/covariance (“VcV”) approach which is the same in all respects to that used for the traded risk in
the banking book, except that in the case of equity risk, the model maps the portfolio composition onto a series of appropriate
indices by region and sector. The figures quoted below are the sum of the two portfolios with no alowance for diversification
between portfolios or asset classes and represents the potential 1oss in earnings.

The following table shows closing, average, maximum and minimum VaR for the years ended 31 December 2002 and 2001.

31 December 2002 31 December 2001
Closing Average Maximum  Minimum Closing Average  Maximum  Minimum
£m £m £m £m £m £m £m £m
Interest Rate RisK.........ccceveuennen. 3.1 3.2 3.7 2.8 33 3.7 41 3.3
Foreign Exchange Risk................ 1.0 14 18 1.0 21 22 24 20
Equity RISK.....cooouiiiiiiniiceen 17.4 19.9 22.6 174 222 24.2 28.4 21.3
Total VaR ....c.ccveevciesiiecie e 215 24.5 28.1 215 276 30.1 34.1 275

Processes

Insurance risks are both retained and reinsured with external underwriters. The retained risk level is carefully controlled and
monitored, with close attention being paid to the analysis of underwriting experience, product desgn, policy wordings, adegquacy
of reserves, solvency management and regulatory requirements.

Genera insurance exposure to accumulations of risk and possible catastrophes is mitigated by reinsurance arrangements
which are broadly spread over different reinsurers. Detailed modeling, including that of the probable maximum loss under
various catastrophe scenarios, supports the choice of reinsurance arrangements. Appropriate reinsurance arrangements also apply
within the life and pensions businesses.



Investment strategy is determined by the term and nature of the underwriting liabilities, and asset/liability matching positions
are actively monitored. The aim is to invest in assets such that the cash flows on the investments will match those on the
projected future liabilities. Actuarial tools are used to project and match the cash flows. It is not possible to eliminate risk
completely as the timing of mortality is uncertain, and bonds are not available at al of the required maturities. As a result the
cash flows cannot be precisely matched and so sensitivity tests are used to test the extent of the mismatch.

Investment strategy for surplus assets held in excess of liabilities takes account of the regulatory and internal business
requirements for capital to be held to support the business now and in the future. Surplus assets are held primarily in two
portfolios: the surplus in the Scottish Widows non-participating fund and an investment portfolio within the General Insurance
business.

The surplus in the long-term non-participating fund of Scottish Widows plc exists to provide the long-term funds with
liquidity and working capital. The surplus also forms a capita reserve to support the investments managed on behaf of the with-
profits policies which were transferred from Scottish Widows Fund and Life Assurance Society. With-profits business involves
guaranteed benefits; in extreme market conditions the surplus could be called upon to support with-profits benefits. As a
consequence it is appropriate to invest this fund in a mixture of equities, investment properties, and fixed interest investments
that is related to the With-Profits Fund. This investment policy maintains the value of the reserve as a proportion of the
underlying With-Profits Fund. The existence and investment mix of the surplus in the non-participating fund can therefore be
considered as structural rather than as a traded portfolio. Under UK GAAP the portfolio is shown at market value and gains and
losses are recognised in the profit and loss account.

The Genera Insurance portfolio is invested in a mixture of assets: cash, bonds and equities. The size of the equity
component allowed and the investment policy are approved by Group Risk Management.

Equity derivatives are used by the Lloyds TSB Group to match equivalent liabilities arising from some of its retail products.
Derivatives may aso be used for efficient portfolio management purposes in client funds where such activity is in accordance
with approved policy and the customer mandate.

With-profits life and pensions business involves guaranteed benefits that create a contingent market risk to the Lloyds TSB
Group. Accordingly, in extreme investment market conditions the surplus assets in the life and pensions business could be called
upon to support with-profits benefits. Options and guarantees are only incorporated in new insurance products after careful
consideration of the risk management issues that they present. This occurs as part of the new product approva process (see
“Product and Service Risk” below).

Operational Risk
Definition

The risk of loss resulting from inadequate or failed internal processes, people and systems, or from external events. For
internal purposes, reputational impact is also included.

Processes

Business units have primary responsibility for identifying and managing their operationa risks. They employ interna
control techniques to reduce their likelihood or impact to tolerable levels within the Lloyds TSB Group's risk appetite. Where
appropriate, risk is mitigated by way of insurance.

Group Risk Management’ sresponsibilitiesin relation to operational risk include:

- Defining high-level operational risk policiesto ensure acomprehensive and consistent approach to the identification and
management of operational risk.

- Implementation of a standard methodology to ensure consistency in the identification, assessment and management of
operational risk.

- Communication and provision of general guidance on operational risk related issues, including regulatory changes and
developments in the measurement and management of operational risk, to promote best practice throughout the Lloyds
TSB Group.

- Continuous review and improvement of all aspects of operational risk management to reflect devel opments in industry
best practice and regulatory requirements.

- Approval from arisk perspective of al new products launched throughout the LIoyds TSB Group, to ensure their risks
are understood by the business and managed appropriately (see* Product and Service Risk” below).

- ldentification o risk through formal risk reviews, covering specific risks, activities, business sectors or products, and
ensuring that prompt and pre-emptive action is taken to address any actual or perceived risks that may emerge, whether
specific to the LIoyds TSB Group or to the industry generally.

64



Product and Service Risk
Definition

The risk of loss arising from the inherent characteristics, management or distribution of products or services, or from failure
to meet or exceed customer expectations and competitor offerings.

Processes

For the Lloyds TSB Group to achieve its strategic aims of leadership in chosen markets and being first choice for customers,
product life cycles must be effectively managed and new products devel oped to meet customer needs.

Business units are responsible for maintaining a range of products which meets the needs of customers and the business
strategy; managing and controlling product risks; and compliance with applicable regulations.

Product Planning and Development — business units have formal processes for reviewing the range of their product
portfolios and subjecting all product development to rigorous assessment. They are also responsible for ensuring compliance
with all relevant regulatory and legidlative requirements.

Product Pricing — business units have pricing objectives consistent with Lloyds TSB Group strategy.

Product Promotion, Distribution and Sales — business units have a defined channel distribution strategy for products,
consistent with the LIoyds TSB Group’ s distribution strategy. Business units launching new products are responsible for ensuring
that proposed sales activity within delivery channelsis compliant with regulatory requirements.

All advertising and marketing material is required to comply with the Lloyds TSB Group's governing policy on Business
Conduct. Any statement of fact should be substantiated through documentary evidence; any comparison should be presented in a
fair and balanced way; and any reference to past performance should clearly state the basis of messurement.

Business units are required, prior to publication of any sales material, to seek confirmation that it complies with the
regulatory and legal requirements of the jurisdiction in which the product is offered and marketed. Terms and conditions (to
include mandates, agreements and other documentation) are approved by legal advisors and reviewed periodicaly.

New Product Approval — the Lloyds TSB Group defines a New Product as a new or amended product that introduces a
significantly different risk profile at Group or business unit level. In line with defined policy, business units provide Group Risk
Management with details of New Products at an early stage of product or service development to ensure compliance with the
Lloyds TSB Group's risk appetite and strategy.

Where appropriate, technical advice/approval is sought from specidist functions. Only products carrying the approval of
Group Risk Management and the business unitsinvolved in their manufacture/delivery are offered to customers.

Product Performance — business units establish and monitor performance standards for al marketed products across a range
of indicators, e.g. sales volumes, customer service, risk profile. Significant deviations from these standards are investigated and
appropriate action taken.

Financial Risk
Definition

Therisk of financial failure arising from lack of capital or liquidity, poor management or poor quality/volatile earnings.
Measurement

The internationa standard for measuring capital adequacy is the risk asset ratio, which relates to on- and off-balance sheet
exposures weighted according to broad categories of risk. The Group's capital ratios, calculated in line with the requirements of
the Financial Services Authority (“FSA"), are set out in detail on page 70.

Liquidity Policy — a policy isin place which requires a common methodology to measuring liquidity across the Lloyds TSB
Group. The methodology derives a liquidity ratio calculated by taking the sum of liquid assets, five-day wholesale inflows and
back-up lines, and then dividing this by the sum of five-day wholesale outflows and a percentage of retail maturities and
contingent claims drawable over the next five days.

Accounting Policies — the Lloyds TSB Group seeks to use appropriate accounting policies, consistently applied and
supported by reasonable and prudent judgements and estimates.



Limits

The Lloyds TSB Group and its regulated subsidiary banks have been allocated an Individual Capital Ratio by the Financid
Services Authority, and the Board has agreed aformal buffer to be maintained in addition to the Individual Capital Ratio. Actual
or prospective breaches of the forma buffer must be notified to the Financia Services Authority, together with proposed
remedial action; no such natifications have been made during 2002. Informally, a further buffer is maintained. In addition, the
Board has agreed a maximum limit of the proportion of debt instruments in the capital base. Risk-weighted assets are monitored
by business unit, while capital is controlled centrally.

The liquidity policy requires all authorised local treasury operations to maintain a liquidity ratio of over 100 per cent, in
addition to ensuring compliance with local regulatory requirements.

Processes

Capita ratios are a key factor in the Lloyds TSB Group’s budgeting and planning processes, and updates of expected ratios
are prepared regularly during the year. Capita raised takes account of expected growth and currency of risk assets, and aso
allowsfor the sensitivity of the LIoyds TSB Group's capital to movementsin equity markets.

Each reporting entity within the Lloyds TSB Group has a finance function which is responsible for the production of
financial, management and regulatory information. It is the responsibility of Group Finance to produce consolidated information
for useinternally and to meet external regulatory and statutory reporting requirements.

In conjunction with directives laid down by Group Finance, business units or reporting entities:

- Have formal month-end and quarter-end procedures in place for preparation of management and financial accounts
respectively.

- Review and formally approve management accounts at a determined level of detail, ensuring consistency with financia
accounts.

- Prepareforecasts and detailed annual budgets that are subject to formal review and approval.

- Implement measures to monitor performance at local level to identify significant fluctuations or unusua activity.

It is the responsibility of local line management to ensure that the liquidity policy is met, and the sources and maturities of
assets and liabilities are continually managed and appropriately diversified to avoid any undue concentration as market
conditions evolve. Compliance is monitored by regular liquidity returnsto Group Risk Management.

Customer Treatment Risk
Definition
Therisk of financial loss or reputational damage arising from inappropriate or poor customer treatment.

Measurement

Service improvements are monitored by customer satisfaction surveys. The results of the research are fed into the Lloyds
TSB Group's CARE Index, which measures ongoing performance against five principal objectives. customer understanding;
accessibility; responsibility; expertise; and overall service quality improvement.

Processes

Trends across al the CARE Index categories are monitored and fed into a programme of continuous customer service
improvement. Lloyds TSB Group aso provides its staff with clear Financia Services Authority compliant guidelines and
processes for dealing with customer complaints.

Legal and Regulatory Risk
Definition

The risk of financial loss or reputational damage arising from failing to comply with the laws, regulations or codes
applicable to thefinancial servicesindustry.

Processes

The Lloyds TSB Group's business is regulated overall by the Financia Services Authority, and additionaly by loca
regulatorsin offshore and overseas jurisdictions.



Each business has a nominated individual with ‘Compliance Oversight’ responsibility under Financial Services Authority
rules. The role of such individuals is to ensure that management have in place within the business a control structure which
creates awareness of the rules and regulations to which the Lloyds TSB Group is subject, and to monitor and report on adherence
to these rules and regulations.

Group Compliance — all compliance personnel aso have a reporting line to Group Compliance, which sets compliance
standards across the Lloyds TSB Group and provides independent reporting and assessment to the Board and business unit
directors.

Financial Crime — Group Compliance includes a dedicated unit, led by the Group Financia Crime Director, which is
responsible for ensuring that the Lloyds TSB Group has effective processes in place to identify and report on suspicious
transactions and customersin support of the world-wide fight against financial crime.

The Group Compliance Director has access to the Chairman, Group Chief Executive and members of senior management.
Change M anagement Risk
Definition

The risk of financia loss or reputational damage arising from programmes or projects failing to deliver to requirements,
budget or timescale; or failing to implement change effectively.

Processes

To deliver the Lloyds TSB Group's strategic aims, change must be managed in an effective, risk-aware and appropriately
controlled manner throughout the organisation. The Lloyds TSB Group’s Change Management Standards provide consistency of
approach across the Lloyds TSB Group's project portfolio. In particular, the following control processes arein place:

- The Lloyds TSB Group’s approach to change management is regularly benchmarked against other organisations around
theworld.

- A specidist Group Project Services function provides a pool of experienced, professional project managers to be
deployed on major projects across the LIoyds TSB Group.

- An Investment Committee oversees the Lloyds TSB Group's investment in projects, and is constituted as a sub-
committee of the Group Executive Committee.

- Changes that significantly impact customers or staff are managed as part of an overal change plan managed by the
Change Implementation Review Committee (“CIRC”). The CIRC ensures that the aggregate impact of the
implementation of change on customers, staff and systems is understood, managed and controlled.

- A six-monthly update on the Lloyds TSB Group’ s aggregate change plan is provided to the Board.
Liquidity and Capital Resour ces

Liquidity risk is defined as the risk of aloss arising from Lloyds TSB Group’s inahility to meet its financia obligations as
they fall due. These obligations include the repayment of deposits on demand or at their contractual maturity; the repayment of
loan capital and other borrowings as they mature; the payment of insurance policy benefits, claims and surrenders; the payment
of lease obligations as they become due; the payment of operating expenses and taxation; the payment of dividends to
shareholders; the ability to fund new and existing loan commitments; and the ability to take advantage of new business
opportunities, Lloyds TSB Group complies with the Financial Services Authority’s liquidity requirements, with similar liquidity
policies in place across al trading centres worldwide. Compliance is monitored by regular liquidity returns to Group Risk
Management.

The principal sources of liquidity for LIoyds TSB Group plc are dividends received from its only directly owned subsidiary
company, Lloyds TSB Bank and loans from this and other Lloyds TSB Group companies. The ability of Lloyds TSB Bank to
pay dividends, or for LIoyds TSB Bank or other LIoyds TSB Group companies to make loansto Lloyds TSB Group plc, depends
on a number of factors, including their own regulatory capital requirements, distributable reserves and financial performance.
For additional information see “Dividends’.

Lloyds TSB Group plc is aso able to raise funds by issuing loan capital or equity, athough in practice LIoyds TSB Group
plc has never issued equity for this purpose and the majority of Lloyds TSB Group’sloan capital has been issued by Lloyds TSB
Bank. Asat 31 December 2002, Lloyds TSB Group plc had £1,370 million of subordinated debt in issuance following the issue
of £958 million of loan capital during the year, compared with £10,168 million for the consolidated L1oyds TSB Group. The cost
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and availahility of subordinated debt finance are influenced by credit ratings. A reduction in these ratings could increase the cost
and could reduce market access. At 31 December 2002, the credit ratings of L1oyds TSB Bank were asfollows:

Senior debt
IVIOOTY’ S..vuvviteieteteteieteie ettt bbbttt et bbbt ettt bbbttt bbb e b b e b b e b e b e b e b e b b e b e b e b e b e b e bbb e b e b e b e b e b e b ek e b e b e b e b e b et e b et e bebebebebebebebebatas Aaa
SEANTAITT & POOI Sttt ettt et et st ste et e srestesresressesresseaseaseasessesseaseaseaseaseasessease et esse et easesseasessessensensensensensensensensenes AA
[T (o] TSRO AA+

The credit ratings of Lloyds TSB Group plc were one notch lower. The ratings outlook from Moody’s and Fitch for Lloyds
TSB Bank is stable. The Standard & Poor's rating outlook is negative. These credit ratings are not a recommendation to buy,
hold or sall any security; and each rating should be evaluated independently of every other rating.

A significant part of the liquidity of Lloyds TSB Group’s banking businesses arises from their ability to generate customer
deposits. A substantial proportion of the customer deposit base is made up of current and savings accounts which, although
repayable on demand, have traditionally provided a stable source of funding. During 2002, amounts deposited by customers
increased by £7,218 million from £109,116 million a 31 December 2001 to £116,334 million at 31 December 2002. These
customer deposits are supplemented by the issue of subordinated loan capital and wholesale funding sources in the capital
markets, as well as from direct customer contracts. Wholesale funding sources include deposits taken on the inter-bank market,
certificates of deposit, sale and repurchase agreements, a Euro Medium Term Note programme, of which £2,364 million had
been utilised for senior funding a 31 December 2002, and a US$5,000 million commercia paper programme, of which
US$2,846 million had been utilised at 31 December 2002.

The ability to sell assets quickly is aso animportant source of liquidity for Lloyds TSB Group's banking businesses. Lloyds
TSB Group holds sizeable balances of marketable Treasury and other eligible bills and debt securities which could be disposed
of to provide additional funding should the need arise.

Lloyds TSB Group makes limited use of asset securitisation arrangements to provide alternative funding sources. Prior to its
acquisition by Lloyds TSB Group, Black Horse Limited (formerly Chartered Trust plc) disposed of its interest in a portfolio of
motor vehicles and caravan instalment credit agreements to a special purpose vehicle (“SPV”). Black Horse Limited has no
interest in the share capital of this SPV, although it acts as credit manager for the administration of the portfolio and receives a
feefor thisservice. Black Horse Limited has no obligation to the holders of the floating rate notes issued by this SPV to fund the
original purchase of the portfalio, or to any other creditors of this SPV. At 31 December 2002, this SPV held £24 million of
receivables which are included in Lloyds TSB Group’'s consolidated balance sheet using a linked presentation; further
information is given in Note13 to the Consolidated Financial Statements.

The following table sets out the amounts and maturities of LIoyds TSB Group's contractual cash obligations at 31 December
2002:

Within one Onetothree Threeto Over five
year years fiveyears years Total
£m £m £m £m £m
Long-term debt — dated.........ccovvvrvvrrrrrrrn 67 505 548 3,552 4,672
FiNANCE IEASES......eeveeeeeee ettt ere e e 1 - - - 1
Operating [€a8SES........cvvrrieirreeessese s 230 388 362 290 1,270
TOLAl ettt sttt ee e 298 893 910 3,842 5,943

At 31 December 2002, LIoyds TSB Group aso had £5,496 million of undated long-term debt outstanding.

The following table sets out the amounts and maturities of Lloyds TSB Group’'s other commerciad commitments at
31 December 2002. These commitments are not included in LIoyds TSB Group’ s consolidated balance sheet.

Withinone Onetothree Threeto Over five

year years fiveyears years Total

£m £m £m £m £m

ACCEPLANCES......ccertierri it 1,879 - - - 1,879
GUAIANEEES.......coe ettt st resresre s 5,240 178 45 464 5,927
Other contingent liabilities.........cccocovevevevercienenercenen, 2,277 149 9 105 2,540
Total contingent liabilities........coovvvenineninenenininenen, 9,396 327 54 569 10,346
Lending COmmitmeNtS........ccovverrerrervereseseresesesenenes 48,106 8,847 4,983 1,853 63,789
Other COMMITMENES.......coveveieeieeereee et 548 32 5 130 715
Total COMMITMENES......cccciveerirei e 48,654 8,879 4,988 1,983 64,504
Total contingentsand commitments..................... 58,050 9,206 5,042 2,552 74,850

Loan commitments are agreements to lend to customers in accordance with contractual provisions; these are either for a
specified period or, as in the case of credit cards, represent a revolving credit facility which can be drawn down at any time,
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provided that the agreement has not been terminated. The total amounts of unused commitments do not necessarily represent
future cash requirements, in that commitments often expire without being drawn upon.

Lloyds TSB Group’s banking businesses are also exposed to liquidity risk through the provision of securitisation facilities to
certain corporate customers. At 31 December 2002 Lloyds TSB Group acted as sponsor to two off-balance sheet entities,
Monument and Obdlisk, which are wholly owned by independent trusts and administered by third parties. These off-balance
sheet entities purchase receivables from customers funded by secured lending from third parties, which in turn issue asset-backed
commercia paper to investors. Lloyds TSB Group does not sell its own receivables to these entities, and the assets and
obligations of Monument and Obelisk are not included in Lloyds TSB Group's consolidated balance sheet. However, Lloyds
TSB Group provides short-term asset-backed commercial paper liquidity support facilities on commercial terms to the issuers of
the commercial paper, for use in the event of amarket disturbance should they be unable to roll-over maturing commercia paper
or obtain aternative sources of funding.

During 2002, fee income earned by Lloyds TSB Group in relation to the Monument and Obelisk transactions totalled
approximately £3 million. At 31 December 2002, Monument and Obelisk held assets of approximately £840 million, primarily
loans and investments. The assets are generally of investment grade quaity and are typically secured. Based upon the
commitments of Monument and Obelisk to their customers as at 31 December 2002, Lloyds TSB Group provided asset-backed
commercial paper liquidity support facilities of £910 million.

On 15 January 2003, Lloyds TSB Group entered into a new asset-backed commercia paper conduit structure. The conduit
structure is divided into three subgroups of companies:

@ the issuer companies, Cancara Asset Securitisation Limited and Cancara Asset Securitisation LLC, which issue the
commercial paper and are bankruptcy remote special purpose limited liability companies, each wholly owned by an

independent charitabletrust;

(b) the purchasing companies, Dragon Securities Nos. 1, 2 and 3 Limited, which purchase the customers’ receivables
and are bankruptcy remote special purpose vehicles, each wholly owned by one or more independent charitable
trusts, and

(© an investment purchasing company, Dragon Securities No. 4 Limited, which purchases asset-backed securitiesfrom

Lloyds TSB Group. As Lloyds TSB Group acts as investment advisor to the investment purchasing company and
receives a performance related fee, the company will be consolidated by Lloyds TSB Group under the provisions of
Financia Reporting Standard 5.

Lloyds TSB Group does not sell its own assets to the other purchasing companies or issuer companies nor does it, or any of
its subsidiaries or affiliates, have an affiliation through ownership control a otherwise to these companies. However, Lloyds
TSB Group does provide liquidity facilities to the issuer, purchasing and investment purchasing companies to fund short-term
cash deficits that may arise through timing differences between cash receipts from the receivables and cash payments to the
holders of the commercia paper. In the futureit isintended that all of the business currently recorded in Monument and much of
the business recorded in Obelisk will be transferred to the conduit structure. The Monument facility will then close.

Within Lloyds TSB Group's insurance and investments businesses, the principal sources of liquidity are premiums received
from policyholders, charges levied upon policyholders, investment income and the proceeds from the sale and maturity of
investments. The investment poalicies followed by Lloyds TSB Group's life assurance companies take account of anticipated
cash flow requirements by matching the cash inflows with projected liabilities. Any liquidity requirements in excess of those
anticipated are met from additional funds held to provide solvency margin cover; these include significant short-term cash
deposits. As at 31 December 2002, these funds amounted to £2,211 million, representing an excess of £1,228 million over the
required minimum solvency margin.

Based upon the levels of resources within the banking and insurance and investments businesses and the ability of Lloyds
TSB Group to access the wholesale money markets or issue debt securities should the need arise, Lloyds TSB Group believes
that its overal liquidity is sufficient to meet current obligations to customers, policyholders and debt holders, support
expectations for future changes in asset and liability levels and carry onnormal operations.

Because the principal business of Lloyds TSB Group is banking, it is able to raise substantial amounts of cash in the
wholesale money markets to provide funds for acquisitions, should the need arise. In deciding whether LIoyds TSB Group has
sufficient resources to be able to make an acquisition the key factor is not the availability of cash, but the ability of Lloyds TSB
Group, and the authorised ingtitutions within Lloyds TSB Group, to continue to meet the capital adequacy requirements of the
regulatory authorities, see “Capital ratios’ below.
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Capital resources

Thetotal capital resources of LIoyds TSB Group are set out below:

31 December 31 December 31 December

2002 2001 2000

£m £m £m
Minority interests (equity and NOMFEQUILY).......ouveerrerererirrerireesesesee s esesennees 731 546 552
Called-up Share Capital ..........ccvvrrriirirnreeeessse e 1,416 1,411 1,396
Share Premium ACCOUNL .........cveeieieceereeesesesesssssesesssess s 1,093 959 595
MEIGES TESEIVE ...t 343 343 343
Profit and 0SS @CCOUNL...........cceiiierieecse et pe s 5,120 7,643 9,567
Shareholders’ fuNdS (EQUITY) ......cvevreiiiiiireerreseess s 7,972 10,356 11,901
8,703 10,902 12,453
Undated 10an Capital ..........covvrrrrnrrrsrrssesse s 5,496 4,102 3,391
Dated 10an Capital ..........ccovvevevereriiessr s 4,672 4,006 4119
Total CAPItAl FTESOUICES........ccceceeieeeeeeee sttt sttt sttt sttt 18,871 19,010 19,963

Lloyds TSB Group'stotal capital resources decreased by £139 million during 2002.

Shareholders’ funds decreased by £2,384 million, due to the actuarial losses of £2,331 million relating to the Group’s post-
retirement benefit schemes, largely caused by the significant reduction in equity market values, which have been recognised in
the Lloyds TSB Group's reserves. Loan capital increased by £2,060 million, due to the issue of additional subordinated loan
capital to support the expansion of LIoyds TSB Group’ s balance shest.

Capital ratios

The international standard for measuring capital adequacy is the risk asset ratio, which relates regulatory capital to balance
sheet assets and of f-balance sheet exposures weighted according to broad categories of risk.

Lloyds TSB Group's regulatory capital is divided into tiers defined by the European Community Own Funds Directive as
implemented in the UK by the FSA’s Interim Prudential Sourcebook for Banks. Tier 1 comprises mainly shareholders' funds,
tier 1 capital instruments and minority interests, after deducting goodwill and intangible assets. Tier 2 comprises general loan
loss provisions, and qualifying subordinated |oan capital, with restrictions on the amount of general provisions and loan capital
which may be included. The amount of qualifying tier 2 capital cannot exceed that of tier 1 capital. Tota capita is reduced by
deducting investments in subsidiaries and associates which are not consolidated for regulatory purposes and investments in the
capital of other credit/financid institutions. In the case of Lloyds TSB Group, this means that the net assets of its life assurance
and general insurance businesses are deducted from Lloyds TSB Group's regulatory capital.

Banking operations are categorised as either banking book or trading book (broadly, activities which are accounted for on a
mark-to-market basis). Risk-weighted assets are determined according to a broad categorisation of the nature of each asset or
exposure and counterparty and, for the trading book, by taking into account market-related risks.

31 December 31 December 31 December

2002 2001 2000

£m £m £m

(@5 101 N 1= T 9,490 8,408 7,446
BB 2 ettt bbb 8,846 7,831 7,446

18,336 16,239 14,892

SUPENVISOTY JEAUCLIONS ......evericerieiireicie ettt (6,588) (6,752) (6,809)
Total regulatory CapItal.........covvveverrer s 11,748 9,487 8,083
Total risk-WeIGhtEd @SSELS.......ccvriieeirirreerie et 122,411 107,861 93,211
Post-tax return on average risk-weighted aSSetS........ovvvvnnnennnnesesenesesese s 1.61% 2.26% 3.07%
Risk asset ratios: total Capital........cocovvirrerininennenrse s 9.6% 8.8% 8.7%
= 0 TSRS 7.8% 7.8% 8.0%

At 31 December 2002, the risk asset ratios were 9.6 per cent for total capital and 7.8 per cent for tier 1 capital. The 7.8 per
cent tier 1 capital ratio appears higher than would perhaps be expected for Lloyds TSB Group. This reflects the higher level of
supervisory deductions resulting from Lloyds TSB Group's significantly increased investment in its life assurance operations as a

result of the acquisition of Scottish Widows.
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There are strict limits imposed by the regulatory authorities as to the proportion of Lloyds TSB Group's regulatory capital
base that can be made up of subordinated debt and preferred securities. Lloyds TSB Group's capacity to raise new debt capital
for regulatory purposes increases as profits are retained; at 31 December 2002, Lloyds TSB Group had capacity to raise
approximately £50 million of tier 2 debt capitd, compared to approximately £600 million at 31 December 2001. This small
increase reflects the combined effects of retained profits, which were adversely affected by losses on the investments supporting
the long-term assurance business, the issuance of tier 1 and tier 2 securities, and exchange rate movements. The unpredictable
nature of movements in the value of the investments supporting the long-term assurance funds could cause the amount of
qualifying tier 2 capital to be restricted because of falling tier 1 resources. The Lloyds TSB Group seeks to ensure that even in
the event of such restrictions, that total capital ratio will remain adequate.

During 2002, total capital for regulatory purposes increased by £2,261 million to £11,748 million. Tier 1 capita increased
by £1,082 million, mainly from the issue of new tier 1 capital instruments. Tier 2 capital increased by £1,015 million and
supervisory deductions decreased by £164 million, as a result of a decrease in the Lloyds TSB Group’'s embedded value to
£6,228 million, from £6,366 million in December 2001.

Risk-weighted assets increased to £122,411 million at 31 December 2002 and the post-tax return on average risk-weighted
assetswas 1.61 per cent.

The free asset ratio is a common measure of financid strength in the UK for long-term businesses. It is the ratio of assets
less liabilities (ncluding actuarial reserves but before the required regulatory minimum solvency margin) expressed as a
percentage of the liagbilities. It is derived from annua insurance returns which were completed in March 2003. At
31 December 2002 the free asset ratio for Scottish Widows plc was 12.2 per cent, compared with 11.5 per cent at 31 December
2001. This free asset ratio included some £400 million allowance for future profits (December 2001: nil). After adjusting for the
inclusion of the required regulatory minimum solvency margin within liabilities, the Scottish Widows plc ratio was 8.0 per cent
at 31 December 2002. In common with its peers, Scottish Widows plc is required to maintain adequate solvency, as determined
by the FSA’s Interim Prudential Sourcebook for Insurers. One of the factors influencing solvency is the level of equity markets:
the FTSE 100 index could fall below 3,000 (compared with 4,048 at 31 May 2003) before the Lloyds TSB Group would need to
inject capital into its life operations. At this level the Lloyds TSB Group may need to inject up to £300 million to support
business growth.

Corporate Social Responsibility

Lloyds TSB Group adopts a responsible attitude to Social, Environmental and Ethical (‘SEE”) issues, and publishes a
separate document on its role in the community, its code of business conduct and its environmental performance.

The Group has a dedicated Environmental Risk unit which is responsible for the development of environmenta policies and
procedures, and provides practical advice and guidance on environmental issues to business units. During the year, the Lloyds
TSB Group has reviewed its SEE performance and is of the opinion that it already complies with the majority of the guidelines
published by the Association of British Insurersin 2001. The LlIoyds TSB Group continues to develop its policies and procedures
and will monitor its performance more rigorously in 2003.

71



I nvestment portfolio
Investment securities and other securities

The following table sets out the book value and valuation of Lloyds TSB Group's investment securities and other securities
at 31 December for each of the three yearsindicated.

2002 2001 2000
Book Book Book
value Valuation value Vauation value Valuation
£m £m £m £m £m £m
I nvestment securities™
Bank and building society certificates of
EPOSIT. ... 3,147 3,148 4,670 4,677 3,034 3,034
Corporate debt SECUNtieS......ovvvvvverererenenerinenenns 1,495 1,496 613 616 465 466
Mortgage backed securities..........ccoevveneerennnen. 893 892 521 527 18 18
Other asset backed SeCUrities.........ovvnerereene. 2,817 2,820 1,193 1,198 162 163
Other debt SECUNtIES.....c.cvvvveceeerrevcee s 1,369 1,367 1,211 1,209 619 618
Securities of the US Treasury and
US government agenCi€sS.......ocoeeuerererererereranas 1,740 1,736 1,148 1,147 379 378
Other government SECUrities..........coevvveereevnne. 400 405 1,633 1,829 1,717 2,136
Other public sector SeCUrities.......oovvrirerinenen. 1 1 - - 1 1
EqUity Shares......ccoovveeevnence e 38 67 38 66 41 102
11,900 11,932 11,027 11,269 6,436 6,916
Other securities
UK government SECUFtieS........ccuvevvrevrennnnns - - 31 31 893 893
Securities of the US Treasury and US
government ageNCIi€S......cvuveerrerereereeererennenns 40 40 - - 16 16
Other government SECUNties.........oovvvrerererenennns 5,995 5,995 4,072 4,072 2,151 2,151
Other public Sector SECUrities.......cccvvereerenenn. 112 112 151 151 131 131
Bank and building society certificates of
EPOSIT. .. 340 340 234 234 105 105
Corporate debt SECUrties.......cccovvereereerereereenen. . 7,842 7,842 7,102 7,102 4,671 4,671
Mortgage backed SeCUrities.........ccovvvvriririninnnn. 1,838 1,838 1,04 1,054 242 242
Other asset backed SeCUrities........ooveevveeervinene, 1,191 1,191 592 592 - -
Other debt SECUNtIES.....cccovvevererererereseresesereeene 94 94 - - 1 1
EqUity Shares......cooovvvevvenccerseeee e 168 168 187 187 206 206
17,620 17,620 13,423 13,423 8,416 8,416

(1) Investment securities are those intended for use on a continuing basis in the activities of Lloyds TSB Group and not for dealing
purposes. Investment securities held by Lloyds TSB Group’s insurance businesses are not included.
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Maturities and weighted averageyiel dsof debt securities

The weighted average yield for each range of maturitiesis calculated by dividing the annualised interest income prevailing at

31 December 2002 by the book value of securities held at that date.

Maturing within

Maturing after
one but within five

Maturing after
five but within ten

Maturing after ten

one year years years years
Amount Yield Amount Yield Amount Yield Amount Yield
£m % £m % £m % £m %
Investment securities
Bank and building society certificates of deposit. 3,112 3.7 35 3.8 - - - _
Corporate debt SECUNtieS........cccvvereeeririieeiieene 59 4.2 973 5.2 409 21 54 33
Mortgage backed securities..........cccoceeeveienennee. - - 588 4.4 305 4.9 - _
Other asset backed SECUFties...........cccvevveeeeennne. 48 24 1,974 3.6 767 3.6 28 292
Other debt SECUNtIES.......uvvveieae 215 1.8 696 31 458 4.2 - -
Securities of the US Treasury and US
QOVENMENE AQENCIES.......vevevereerereereeereerere e 6 3.9 370 21 1,313 2.2 51 2.2
Other government SECUNties..........cceeveeireeiieeene 349 4.1 20 2.4 31 32 _
Other public sector securities.........ccccvevveiinnene - - 1 114 - - - -
Total book ValUE ......c.ccccveviriiiiinsnse e 3,789 3.6 4,657 3.9 3,283 31 133 2.7

Maturing within

Maturing after
one but within five

Maturing after
five but within ten

Maturing after ten

one year years years years
Amount Yield Amount Yield Amount Yield Amount Yield
£m % £m % £m % £m %
Other securities
Securities of the US Treasury and US
goOVErNMENt aQENCIES.......vvervreriereieeeeeeseeeneeans - _ _ - 40 39 - _
Other government SECUNties. ..........ccocvvvrerenene 715 4.0 2,376 3.6 2,238 4.2 666 7.9
Other public Sector SeCUrities..........ccvverveneennn. - - 77 31 35 4.1 - -
Bank and building society certificates of deposit 326 6.6 14 225 - - - _
Corporate debt SECUNtIES..........ovevevererererererernane, 1,513 26 5,501 31 828 39 - -
Mortgage backed SECUrities............cocoeevevevennnne. 50 39 568 3.3 1,177 37 43 47
Other asset backed securities........coceeeevevvnnnnnnne. - - 684 34 428 3.8 79 45
Other debt SECUNLIES .......eeveeeeeeeeeeeeee e 18 15.8 76 17.6 - - - -
Total book value .........coceevvvcviveiieeeeccivieeeeeen, 2,622 3.6 9,296 34 4,746 4.0 788 7.5

Maturity analysis and interest rate sensitivity of loans and advancesto customers and banks as at 31 December 2002

The following table analyses the maturity profile and interest rate sensitivity of loans by type on a contractual repayment
basis as at 31 December 2002. All amounts are before deduction of provisions and interest in suspense. Demand loans are
included in the “maturing in one year or less’ category.

Maturing after
one year but

Maturingin not more than Maturing after
oneyear or less five years five years Total
£m £m £m £m
Domestic:
Loans and advancesto banks ..o 13,715 1,245 331 15,291
Loans and advances to customers:
MOMTQBOES. ....eeeeieeie ettt e e 1,620 8,150 52,697 62,467
Other persona 1ending.............ccoovvvviniinininininen 9,151 5,660 120 14,931
Financial, business and other Services..........ccoveeveveeeenes 4,070 2,242 2,040 8,352
Lease fiNanCiNg ........cccouivririiininesisesie e 521 1,667 5,097 7,285
Hire purchase...........ccoovvviiiiiii e 2,804 3,105 81 5,990
OhEr'S...ceee e 9,314 4811 4,907 19,032
Total dOMESLIC I0ANS. .....vveveeeeeeeeeeee e et et eee e eeeeeee s 41,195 26,880 65,273 133,348
Total foreign l0ans.........cccvveiiierii e 8,600 5,457 6,422 20,479
Total [0ANS.....ciccieeieecee et 49,795 32,337 71,695 153,827
Of which:
FiXed INtEreSt rat.....ccvvveeicrieeecciiee ettt e 31,821 15,385 26,592 73,798
Variable iNtErest rate .......cccveeveeceeeeiee e 17,974 16,952 45,103 80,029
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Deposits

The followi ng table shows the details of LIoyds TSB Group's average customer depositsin each of the past three years.

2002 2001 2000
Average Average Average Average Average Average
balance rate balance rate balance rate
£m % £m % £m %
Depositsin domestic offices
Non interest bearing demand deposits.... 5,985 - 6,182 - 6,058 -
Interest bearing demand deposits............ 19,150 0.49 18,034 0.73 17,836 1.36
Savings deposits........oovreeirrenreneenenennenns 43,585 3.14 38,743 4.49 34,468 5.26
TiMe depoSitS.....ccvcnninisinsiiis 19,274 4.04 15,856 5.39 19,767 5.95
Total domestic office deposits............. 87,994 255 78,815 3.46 78,129 4.14
Depositsin foreign offices
Non interest bearing demand deposits.... 789 - 595 - 635 -
Interest bearing demand deposits............ 1,410 156 991 2.93 793 4,04
SaVviNgS dePOSItS......covvvrererererererererenesesenens 2,049 5.08 1,842 5.16 1,901 458
TiME dePOSItS...ccvevererereieieiereieie e 7,806 11.11 8,044 9.95 7,632 8.9
Total foreign office deposits................. 12,054 8.24 11,472 8.05 10,961 7.31
Total average deposits........ccoceerererennas 100,048 3.23 90,287 4.04 89,090 453

Certificates of deposit and other time deposits

The following table gives details of Lloyds TSB Group's certificates of deposit issued and other time deposits as at
31 December 2002 individually in excess of US $100,000 (or equivalent in another currency) by time remaining to maturity.

Over 3 Over 6
months but months but
3 monthsor within 6 within 12 Over 12
less months months months Total
£m £m £m £m £m
Domestic
Certificates of depoSit.......cccovvvevvvvverrinenn, 10,749 3,090 1,555 15 15,409
TiME dEPOSILS...cuvierrrrrrrrrreeee e 24,898 1,404 593 2,373 29,268
35,647 4,494 2,148 2,388 44,677
Foreign
Certificates of deposit and other time
(0[S o0 1S ] £ 10,672 1,574 429 778 13,453
TOtAl oo 46,319 6,068 2,577 3,166 58,130

Short-term borrowings

Short-term borrowings are included within the balance sheet captions “ Deposits by banks’, “ Customer accounts’ and “Debt
securities in issue” and are not identified separately on the balance sheet. The short-term borrowings of Lloyds TSB Group
consist of overdrafts from banks, securities sold under agreements to repurchase, certificates of deposit issued, commercial paper
and promissory notes issued and other marketable paper. Securities sold under agreements to repurchase and certificates of
deposit issued are the only significant short-term borrowings of Lloyds TSB Group.
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The following table gives details of the significant short-term borrowings of Lloyds TSB Group for each of the past three

years.

Liabilitiesin respect of securitiessold under repurchase agreements

Balance at the period end.......

Average balance for the PEIO..........oovvrvrrrrsr s
Maximum balance during the PEriOd. ...
Average interest rate during the PEMOQ.........ovrerrrreennenre s

Interest rate at the period end

Certificates of deposit issued

Balance at the period end.......

Average balance for the PEriod..........ocvenncnirce e
Maximum balance during the Period............c s
Average interest rate during the PEMOQ.........ovrrrnriennene s

Interest rate at the period end

%

2002 2001 2000
£m £m £m
6,157 5,516 4,030
6,294 3,898 3,000
9,697 5516 6,158
4.7% 6.7% 7.3%
4.6% 6.1% 6.4%
21,246 17,060 12,052
22,040 14,643 11,910
26,199 18,160 13,645
3.2% 5.0% 6.3%
3.2% 3.7% 6.3%



MANAGEMENT AND EMPLOYEES

Directorsand senior management

Lloyds TSB Group plc is led and controlled by a board comprising executive and non-executive directors with wide
experience. The appointment of directors is considered by the board and, following the provisions in the articles of association,
they must retire by rotation, and may stand for re-election by the shareholders, at least every three years. Executive directors
normally retire at age 60 as required by their service agreements. Independent non-executive directors are appointed for a
specified term, not exceeding five years, which may be renewed.

The board meets nine times a year and a programme is prepared and agreed each year, which ensures that the directors are
able regularly to review corporate strategy and the operations and results of the business units in the LIoyds TSB Group and to
discharge their other duties. The roles of the chairmen, the group chief executive and the board and its governance arrangements
arereviewed annually.

The board has a chairman’s committee, comprising the chairman, the deputy chairman, the group chief executive and his
deputy. The chairman’s committee meets to discuss current issues and strategy, examine and test proposals and prepare for
board meetings. It also has specific powers delegated to it by the board. The board aso has audit, nomination and remuneration
committees which comply with the code annexed to the UK Listing Authority’ slisting rules.

The chairman, the group chief executive and the group finance director have meetings with representatives of ingtitutiona
shareholders and all shareholders are encouraged to participate in LIoyds TSB Group’s annual general meeting.

Board of directors
Biographical details of the board of directors are given below.

Maarten A van den Bergh ¢
Chairman

Joined Lloyds TSB Group in 2000 as deputy chairman and was appointed chairman in 2001. Joined the Royal Dutch/Shell
Group of companiesin 1968 and after a number of senior and general management appointments in that group, became group
managing director in 1992. Appointed president of Royal Dutch Petroleum Company and vice chairman of the committee of
managing directors of the Royal Dutch/Shell Group in 1998 and continued in these roles until 2000. A non-executive director of
Royal Dutch Petroleum Company, BT Group and British Airways. Elected by the shareholders to the board in April 2001.
Aged61.

David P Pritchard
Deputy Chairman

Joined TSB Group in 1995 as group treasurer. Seconded to the Securities and Investments Board as head of supervision &
standards, markets & exchanges, from 1996 to 1998. Appointed to the board in 1998, as group executive director, Wholesale and
International Banking. Retired from executive duties in 2003, when he was appointed deputy chairman. Held senior and general
management appointments with Citicorp from 1978 to 1986 and Royal Bank of Canada from 1986 to 1995. A nor-executive
director of the London Clearing House. Most recently re-elected by the shareholdersto the board in April 2001. Aged 58.

Executivedirectors

J Eric Daniels
Group Chief Executive

Joined the board in 2001 as group executive director, UK Retail Banking before his appointment as group chief executive in
2003. Served with Citibank from 1975 and held a number of senior and general management appointments in the USA, South
America and Europe before becoming chief operating officer of Citibank Consumer Bank in 1998. Following the
Citibank/Travelers merger in 1998, he was chairman and chief executive officer of Travelers Life and Annuity until 2000.
Chairman and chief executive officer of Zona Financiera from 2000 to 2001. Elected by the shareholders to the board in April
2002. Aged 51.

Michael E Fairey
Deputy Group Chief Executive

Joined TSB Group in 1991 and held a number of senior and general management appointments before being appointed to the
board in 1997 and deputy group chief executivein 1998. Joined Barclays Bank in 1967 and held a number of senior and generd
management appointments, including managing director of Barclays Direct Lending Services from 1990 to 1991. Most recently
re-elected by the shareholders to the board in April 2002. Aged 55.
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Michael D Ross CBE
Deputy Group Chief Executive

Joined the board in 2000. Joined Scottish Widows in 1964 and following a number of senior and general management
appointments became group chief executive of that company in 1991. Chairman of the Association of British Insurers. Most
recently re-elected by the shareholdersto the board in April 2003. Aged 56.

Peter G E Ayliffe
Group Executive Director, UK Retail Banking

Joined the board in 2003, having held a number of senior and general management appointments in the Lloyds TSB Group
since 1985. Appointed Managing Director, Personal Banking in 2000. Served with National Westminster Bank from 1974 to
1985. Aged 50.

Philip R Hampton

Group Finance Director

Joined the board in 2002. Previously, finance director of BT Group from 2000 to 2002, BG Group from 1996 to 2000 and
British Steel from 1990 to 1996. Before that, he worked for Coopers & Lybrand from 1975 to 1980 and Lazard Brothers from
1981 to 1990. A norrexecutive director of RMC Group. Elected by the shareholdersto the board in April 2003. Aged 49.

ArchieG Kane
Group Executive Director, IT and Operations

Joined TSB Commercia Holdings in 1986 and held a number of senior and general management appointments in Lloyds
TSB Group before being appointed to the board in 2000. After some 10 years in the accountancy profession, joined General
Telephone & Electronics Corporation in 1980, serving as finance director in the UK from 1983 to 1985. Chairman of the council
of the Association for Payment Clearing Services. Most recently re-elected by the shareholders to the board in April 2003.
Aged51.

Steve C Targett
Group Executive Director, Whol esaleand | nter national Banking

Joined the board in 2003. Served with National Australia Bank from 1997, where he held a number of senior and generd
management appointments in Australia and the UK before becoming chief executive officer, Europe, in 2002. Previoudy held a
number of senior and general management appointments in Cargill, a commodity trading group, from 1980 to 1988, State Bank
of South Australia from 1988 to 1991 and ANZ Bank from 1991 to 1997. His early career, between 1972 and 1980, was spent
with National Australia Bank. Elected by the shareholders to the board in April 2003. Aged 48.

Non-executive directors
Wolfgang C G Berndt ** t

Joined the board in 2003. Joined Procter and Gamble in 1967 and held a number of senior and general management
gppointments in Europe and North America, before retiring in 2001. A non-executive director of Cadbury Schweppes and
GfK AG. Chairman of the Institute for the Future. Aged 60.

Ewan Brown CBE FRSE * **
Chairman of LIoyds TSB Scotland

A director since 1999. A non-executive director of Lloyds TSB Scotland since 1997. Executive director of Noble Grossart
since 1971. Chairman of Transport Initiatives Edinburgh. A non-executive director of John Wood Group and Stagecoach
Holdings. Most recently re-elected by the shareholders to the board in April 2001. Aged 61.

Gavin J N Gemmell CBE = *
Chairman of Scottish Widows

Joined the board in 2002. A nornexecutive director of Scottish Widows, having been appointed to the board of that company
before it became a member of the LIoyds TSB Group. Retired as senior partner of Baillie Gifford in 2001, after 37 years with
that firm. A non-executive director of Archangel Informal Investment. Chairman of the court of Heriot-Watt University. Elected
by the shareholdersto the board in April 2002. Aged 61.

Christopher S Gibson-Smith

A director since 1999. Chairman of National Air Traffic Services and to be Chairman of the London Stock Exchange from
July 2003. Joined BP in 1970, serving as managing director from 1997 to 2001, having held senior and general management
appointmentsin the UK, USA, Canada and Europe. A non-executive director of The British Land Company. Most recently re-
elected by the shareholdersto the board in April 2002. Aged57.
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DeAnne SJuliusCBE =t §

Joined the board in 2001. Held a number of senior appointments in the UK and USA with the World Bank, Roya
Dutch/Shell Group and British Airways, before membership of the Bank of England Monetary Policy Committee from 1997 to
2001. Chaired HM Treasury’s banking services consumer codes review group in 2000/1. To be chairman of the Royal Ingtitute
of International Affairs from July 2003. A nonexecutive director of the Bank of England, BP, Serco Group and Roche Holdings
SA. Elected by the shareholders tothe board in April 2002. Aged 54.

Angela A Knight » *

Joined the board in 2003. Deputy chairman of Scottish Widows, having been appointed to the board of that company before
it became a member of the Lloyds TSB Group. A member of parliament from 1992 to 1997 and Economic Secretary to the
Treasury from 1995 to 1997. Chief Executive of the Association of Private Client Investment Managers and Stockbrokers. A
non-executive director of LogicaCMG, South East Water and the Port of London Authority. Aged 52.

Sir Tom McKillop A 3

A director since 1999. Joined ICl in 1969 and held a number of senior and general management appointments before the
demerger in 1993, when Zenecawas created. Chief executive of Zeneca Pharmaceuticals from 1994 to 1999 and chief executive
of AstraZeneca from 1999. Pro-chancellor of Leicester University. Most recently re-elected by the shareholders to the board in
April 2002. Aged 60.

The Earl of SelborneKBE FRS* * §

A director since 1995, having been a director of Lloyds Bank since 1994. Managing director of The Blackmoor Estate, his
family business. Chancellor of Southampton University since 1996. President of the Royal Geographical Society from 1997 to
2000. Most recently re-elected by the shareholdersto the board in April 2002. Aged 63.

* Member of the audit committee

**  Chairman of the audit committee
Member of the remuneration committee
Chairman of the remuneration committee
Member of the nomination committee

Chairman of the nomination committee

T ¢ w g +

Independent director
A Senior independent director
Compensation

Directors' remuneration

The remuneration committee makes recommendations to the board on the framework of executive directors' remuneration
and its cost, and determines, on the board’ s behalf, specific remuneration packages for each of the chairman, the deputy chairman
and the executive directors. Additionally, al the nonexecutive directors receive the minutes of remuneration committee
meetings and have the opportunity to comment and have their views taken into account before the committee’s decisions are
implemented. See also “- Board practices - Remuneration committeg”.

Executive directors' remuneration policy

Lloyds TSB Group aims to ensure that the executive directors remuneration arrangements, in line with the Lloyds TSB
Group’'s overall practice on pay and benefits, 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
independent sources, on the remuneration for comparable positions in a wide range of FTSE 100 companies. The strategy for
executive directors' pay isfor basic salaries to reflect the relevant market median; for benefits such as a company car, medica
insurance and pension to reflect market practice; and for total direct compensation (basic salary, annual incentives and the value
of long-term incentives) to be at the upper quartile of the market place, provided that performance justifies the amount. This
strategy is consistent with the Lloyds TSB Group’s belief that performance should determine a significant proportion of the total
remuneration package for executive directors. There are no plans to change the strategy.

The fees of the non-executive directors are agreed by the board within a total amount determined by the shareholders. They
are designed to recognise the significant responsibilities of directors and to attract individuas with the necessary experience and
ability to make an important contribution to the LIoyds TSB Group’s affairs. The fees, which are neither performance related nor
pensionable, are comparable with those paid by other companies.
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Reward package. Each year, with the help of externa management consultants, the total remuneration package of the
directors is reviewed, and in 2002 The Hay Group Management Limited were commissioned by the remuneration committee to
conduct the review. The current package for executive directors comprises the following elements:

Basic salary. The am is to ensure that salaries are competitively set in relation to similar jobs in a wide range of
FTSE 100 companies.

Current salaries for the chairman, deputy chairman and executive directors, following the most recent salary review are:

Mr Ayliffe £375,000
Mr Daniels £700,000
Mr Fairey £498,000
Mr Hampton £483,000
Mr Kane £397,500
Mr Pritchard £233,520
Mr Ross £443,000
Mr Targett £450,000
Mr van den Bergh £422,500

Annual incentive. The annual incentive scheme is designed to reflect specific goals linked to the performance of the
business. In 2002, the group chief executive had a maximum incentive opportunity egqua to 100 per cent of his salary as did
Mr Daniels, whose bonus opportunity and payment for 2002 were agreed as part of his recruitment package. Each of the other
executive directors could earn an incentive equal to 75 per cent of their salary. The awards were based on Lloyds TSB Group
performance and the attainment of predetermined targets relating to total income, profit before tax and economic profit. Each
received an award equal to 4.7 per cent of salary based on achievement against the income target, which was met in part. No
bonus has been earned for the other targets.

In 2003, al the executive directors will have a maximum incentive opportunity equal to 100 per cent of their salaries.
Awards will be based on Lloyds TSB Group performance, with predetermined targets relating to profit before tax and economic
profit. 75 per cent of the award will be payable on achievement of profit before tax and economic profit relating to the Lloyds
TSB Group's stretching budget for 2003 and the remuneration committee has set a higher target for the maximum award. The
threshold performance levels, below which no bonus wi Il be payable, have also been set by the remuneration committee at higher
figures than those achieved in 2002.

The remuneration committee reviewed the attainment of targets in 2002 and agreed the incentive payments, and the auditors
confirmed the calculations. These payments are not pensionable.

Mediumterm incentive plan. In April 2000, shareholders approved the introduction of a medium-term incentive plan which
gave the executive directors serving at that time the opportunity of an award, deferred until after the end of 2002, which was the
subject of two performance targets, based on the efficiency ratio and return on equity. For the group chief executive, the
maximum potential award was equal to 50 per cent of aggregate basic salary for the years 2000 to 2002 and for other executive
directors, the maximum potential award was equal to 25 per cent of aggregate basic salary for those three years.

The two minimum performance targets were areduction in LIoyds TSB Group's efficiency ratio to 37 per cent by the end of
2002 and a return on equity of 28 per cent by the end of 2002. No payment was to be made under the plan unless both these
minimum targets were met. The performance targets were not met by the end of 2002 and, accordingly, the plan ended without
any payments being made.

Executive share option schemes. All executive share options granted since March 1996 have been subject to performance
conditions. Performance conditions are set when the grant of options is made and the options cannot normaly be exercised
unless the conditions have been met. To meet the performance conditions applied to options granted since August 2001, Lloyds
TSB Group plc’sranking, based on total shareholder return (cal culated by reference to both dividends and growth in share price)
over the relevant (three year) period, within the comparator group, must be at least ninth. Hoare Govett independently provides
the information on total shareholder return and Lloyds TSB Group plc’s ranking and the auditors are aso involved before the
remuneration committee confirms whether the conditions have been met.

In 2002, options were granted to executive directors and senior executives within the scheme limits. These limits relate to
the number of shares under option and the price payable on exercise. The maximum limit for the grant of options to an executive
director in any one year is equal to one and a haf times annual basic salary multiplied by a performance multiplier of
3.5 (athough in exceptional circumstances, for example on the recruitment of a new executive, that could be increased to four
times annual basic salary multiplied by 3.5).
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Thefull grant of options for executive directors will only become exercisable if LIoyds TSB Group plc is ranked first within
the comparator group.

The following table illustrates the percentage of the grant which would be exercisable depending on the ranking within the
comparator group.

At the end of 2002 Lloyds TSB Group plc was ranked:
6" after two years of the performance period for options grantedin 2001; and
11" after one year of the performance period for options granted in 2002.

Option awards have been made to the executive directors in February 2003 and were subject to the same scheme limits and
performance conditions as outlined above.

Ranking position within % of option which may be
comparator group exercised
100

86

71

57

43

29

23

17

14

10 or below Nil — options not exercisable

© 00 N O o~ WDN P

The current constituents of the comparator group are:

Abbey Nationd ABN Amro Alliance and Leicester
Aviva Barclays Citigroup

Fortis HBOS HSBC Holdings

ING Legal and Genera National Australia Bank
Prudential Roya Bank of Scotland Royd & Sun Alliance
Standard Chartered

In addition, share options have been granted in previous years in accordance with the relevant scheme rules and market
practice at that time. The table on page 86 includes options granted under these previous schemes.

Options granted Performance conditions
Prior to March 1996 None

March 1996 — August 1999 That Lloyds TSB Group plc's ranking based on shareholder return (caculated by
reference to both dividends and growth in share price) over the relevant period should be
in the top fifty companies of the FTSE 100 and that there must have been growth in
earnings per share which is equal to the aggregate percentage change in the Retail Price
Index plustwo percentage points for each complete year of the relevant period.

March 2000 — March 2001 Asfor March 1996 — August 1999 except that there must have been growth in the earnings
per share equal to the change in the Retail Price Index plus three percentage points for
each complete year of therelevant period.

The remuneration committee chose the relevant performance condition, where applicable, because it was felt to be
challenging, aligned to shareholder interests and appropriate at the time.
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At the annual genera meeting in April 2003, the shareholders approved an amendment to the rules of the executive share
option schemes. Under the previous rules, a share option could not be granted to any person who, at the date of grant, was within
2 years of retirement. The rules of the schemeswere amended to allow share options to be granted to executives up to six months
beforeretirement.

Since the introduction of the new performance condition in 2001, the exercise of options after retirement would still require
the condition to be satisfied over the original performance period. Also, if the optionholder retired within 3 years of the date of
the grant, the number of shares which could be acquired on exercise would be reduced according to the length of time the
optionhol der was employed between the date of grant and the date of retirement.

Share retention plan and Lloyds TSB Group plc Share Plan 2003. Two further share plans have been established as part of
the recent recruitment of executive directors to the Lloyds TSB Group. During 2001, the share retention plan was adopted,
specifically to facilitate the recruitment of Mr Daniels, who was based in the USA, as part of the remuneration package
considered necessary to attract him to the UK. Mr Danielsisthe only participant in the plan and he became eligible to participate
in it when he joined Lloyds TSB Group plc on 1 November 2001. On 2 November 2001, an option was granted to Mr Daniels
under the plan to acquire 216,763 ordinary sharesin LIoyds TSB Group plc (with avalue of £1.5 million at the date of grant) for
atotal priceof £1. No further options may be granted to him under the plan.

The Lloyds TSB Group plc Share Plan 2003 was adopted in March 2003, specificaly to facilitate the recruitment of
Mr Targett, to compensate him for the value of the options he had with his previous employer, which lapsed when he left them to
join the Lloyds TSB Group. Mr Targett is the only participant in the plan and he became €eligible to participate in it when he
joined Lloyds TSB Group plc on 10 March 2003. On 11 March 2003, an option was granted to him under the plan to acquire
331,125 ordinary shares in Lloyds TSB Group plc (with a value of £1 million at the date of grant) for a total price of £1. No
further options may be granted to him under the plan.

No new shares will beissued to satisfy the optiors under either of these plans.

The options are designed to encourage the participants to remain with Lloyds TSB Group plc. Accordingly, the options,
which are not subject to any performance conditions, will normally become exercisable only if the participants remain as
employess, and have not given natice of redgnation, on 31 December 2004, in the case of Mr Daniels, and 31 December 2005, in
the case of Mr Targett. The options will aso be exercisableif the participants cease to be employees before those dates in certain
circumstances described in their service agreements, in which case the options will be exercisable for six months and then lapse.
For both plans, these circumstances include the participant being entitled to terminate his service agreement without notice by
reason of his employer’s conduct or the participant being removed as a director or employee otherwise than in accordance with
that agreement. The options may also become exercisableearly on atakeover or reconstruction of LIoyds TSB Group plc.

In the case of Mr Daniels' option, such circumstances aso include there being any materia diminution of his duties or,
within 18 months of his employment, there being a change of circumstances of LIoyds TSB Group plc such that there was, in his
reasonable judgement, a material and adverse effect on his prospects or amaterial diminution of his status.

In the case of Mr Targett’s option, the circumstances also include his service agreement being terminated by Lloyds TSB
Group plc dueto sickness or injury, or if he dies (in which case his personal representatives would generally have twelve months
from the date of death to exercise the option).

Both of these options will lapse if the participant ceases to be an employee, or gives notice of resignation, before the normal
exercise dates, except in the circumstances described above. Mr Daniels' option will lapse if he dies before the normal exercise
date.

The number and/or nominal amount of shares may be adjusted by the board on certain variations in the share capital of
Lloyds TSB Group plc.

The benefits conferred by these options are not pensionable and the options are not transferable.

Other share plans. The executive directors, the chairman and the deputy chairman may participate in the Group's
‘Sharesave’ scheme and * Shareplan’ on the same basis as other employees.

Pensions. Executive directors are entitled to pensions based on salary and length of service with Lloyds TSB Group, with a
maximum pension of two-thirds of fina salary.
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Directors emoluments for 2002

Performance

Salaries/fees becrl)te?i(ta; pa{xiﬁi Shar %‘ggg ng?j 2001
£000 £000 £000 £000 £000

Current directors who served

during 2002:

Ewan Brown.........cccceeeevevieniennens 60 60 59
JEDani€els....veiveireerenn, 450 349 450 14 1,263 192
M EFarey ...covevvveeeeeveeeenen, 470 137 22 14 643 791
GJIN Gemméll......ccovevvrreriieennas 68 68 -
C SGibsortSmith.........cccceveneee 38 38 38
PR Hampton........c.ccoeoevvnvenenens 268 9 13 8 298 -
D SJUIUS ..o 38 38 9
AGKAE oot 375 14 18 11 418 548
Sir Tom McKillop.....ooovvverenene 45 45 45
D PPritchard........ccooeevveininennns 390 17 18 12 437 588
M D ROSS.....oeetieiriereieeseerereeeinas 430 15 20 13 478 650
Lord SElborne.......ccooeevvveeenieenns 33 33 43
M A van den Bergh.........ccco.u.. 400 15 415 406

Former directorswho served

during 2002:

M K AtKiNSON.....ccceeieiriireriins 174 370 18 5 567 588
A CBUtIEN ..., 40 40 40
P B Ellwood........ccccoovieererririenas 660 22 31 20 733 1,001
SM Forbes.......ccoveviveeiiciniens 38 38 38
A EMOOre.......ccoovvvvveciecrecrenenn, 210 11 6 227 229
L M Urquhart.......ccccoeovenrerernnnnas 25 25 93

Former directors who served
during 2001........cccoeerererninrnnnnns 391
4,212 959 590 103 5,864 5,749

“Other benefits” include the use of acar, private medical insurance, life insurance cover and paymentsto aformer executive
director on termination of his service contract (see below). Allowances for relocation, housing and legal advice arising from Mr
Daniels' service agreement and an additional payment in respect of the contribution to the separate fund relating to Mr Fairey’s
pension, are also included. The separate fund was established to cover pension obligations of those who joined Lloyds TSB
Group after 1 June 1989 and who are subject to the Inland Revenue earnings cap relating to pensions, introduced by the Finance
Act 1989.

£348,637 included in “other benefits” for Mr Atkinson represents the amount to which he was contractually entitled when
his employment was terminated on 31 May 2002. This included 12 months salary from which he elected to pay £318,637 to
purchase additional pension from Lloyds TSB Group Pension Scheme No. 1. As part of his termination package, he is dso
entitled to a bonus reflecting what he would have recelved during his notice period. He became entitled to a pension of
£273,514 immediately when his employment terminated, which took into account the additional 12 months service for the
notice period. He also continues to receive beneficial rights to medical insurance and use of a car for 12 months after departure.
His outstanding share options are exercisable either up to 12 months after departure or, for those options granted after August
2001, at the later appropriate time providing the performance condition has been met.

Performance-related payments

These payments relate solely to cash bonuses earned in 2002 under the annual incentive scheme. They do not include any
amounts relating to the former medium-term incentive plan, approved by shareholdersin 2000, which ended in 2002 without any
payments being made, as the relevant performance targets were not met.

Shareplan

Amounts shown are those received by directorsin respect of the Group’ s Shareplan. Under the scheme, empl oyees received,
in April 2003, an award equal to 3 per cent of salary received in 2002. A maximum of £3,000 was received in shares for those
eligible, with any balance paid in cash.
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Directors pensionsin 2002

The executive directors are all members of one of the defined benefit schemes provided by the Lloyds TSB Group. Those
directors who joined the Group after 1 June 1989 have pensions provided on salary in excess of the earnings cap either through
membership of a Funded Unapproved Retirement Benefits Scheme (‘ FURBS') or by an unfunded pension promise.

Retirement pensions accrue at rates of between 1/60 and 1/30 of basic salary.

With the exception of Mr Pritchard, directors have anormal retirement age of 60. Mr Pritchard retired on 16 April 2003. For
executive directors, in the event of death in service, alump sum of 4 times salary is payable plus a spouse’'s pension of 2/3 of the
member’s prospective pension. On death in retirement, a spouse’s pension of 2/3 of the member’'s pension is payable. The
schemes are norrcontributory.

Mr Pritchard has a deferred cash entitlement of £71,310 from his membership of the defined contribution section of the
Group’'s FURBS.

Additional
Accrued Accrued pension
pension at pension at Transfer Transfer earned to
31 31 value at 31 valueat 31 Changein 31 Transfer
December December December December transfer December value of the
2002 2001 2002 2001 value 2002 increase
@ (b) © (d) (© —(d) (e) U]
Current directors who served during 2002:
JE Daniels 31,250 23,750 346,555 312,504 34,051 7,096 78,693
155,805 127,183 2,075,301 1,862,642 212,659 26,460 352,443
5,963 - 58,631 - 58,631 5,963 58,631
144,353 118,599 1,514,190 1,503,489 10,701 23,737 248,989
38,974 30,582 656,073 518,412 137,661 7,872 132,514
274,125 245,229 4,395,896 3,564,387 831,509 24,727 392,853
In addition, the following unfunded benefits have accrued for Mr van den Bergh instead of a salary increase in 2002:
M A van den Bergh 3,378 - 36,160 - 36,160 3,378 36,160
Former directors who served during 2002:
M K Atkinson.......... 273,514 227,274 4,632,189 3,455,667 1,176,522 42,376 717,673
P B Ellwood............. 393,875 336,441 7,093,775 5,943,051 1,150,724 51,715 931,398

Columns (a) and (b) represent the deferred pension to which the directors would have been entitled had they left the Group on 31 December 2002
and 2001, respectively (ignoring the two-year requirement to qualify for a deferred pension).

Column (c) is the transfer value of the deferred pension in column (&) calculated as at 31 December 2002 based on factors supplied by the actuary
of the relevant LIoyds TSB Group pension scheme in accordance with actuarial guidance note GN11.

Column (d) is the equivalent transfer value, but calculated as at 31 December 2001 on the assumption that the director |eft service at that date. Mr
Hampton joined the LIoyds TSB Group on 1 June 2002 and previous years' figures are not shown.

Column (e) is the increase in pension built up during the year, recognising (i) the accrual rate for the additional service based on the pensionable

salary in force at the year end, and (ii) where appropriate the effect of pay changesin ‘real’ (inflation adjusted) terms on the pension already earned at
the start of the year.

Column (f) is the capital value of the pension in column (€).

Members of the Group’s pension schemes have the option to pay additional voluntary contributions: neither the
contributions nor the resulting benefits are included in the above table.

Board practices

Audit committee

The audit committee comprises Mr Brown (chairman), Mr Gemmell, Mrs Knight and Lord Selborne. The deputy chairman is
invited to attend all meetings of the committee. The audit committee’ s duties include considering the appointment, resignation or
dismissal of the externa auditors and their independence and objectivity. The audit committee also reviews all financial
statements published in the name of the board and the quality and acceptability of the related accounting policies, practices and
financid reporting disclosures; the scope of work of the group risk management division, where duties include internal audit and
advising on and monitoring compliance with financial services legidation and regulations, and the adequacy of its resources; the
results of the external audit and its cost effectiveness; communications from the externa auditors on audit planning and findings
on material weaknesses in accounting and internal control systems; the major findings of any relevant internal investigations; and

its own efficiency and effectiveness. All audit and non-audit services provided by the auditors are approved by the audit
committee.
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Nomination committee

The nomination committee, comprisng Mr van den Bergh (chairman), Dr Julius and The Earl of Selborne, considers
potential candidates for appointment as directors and makes recommendations to the board. The deputy chairman and group
chief executive are invited to attend all meetings of the committee. The committee also makes recommendations to the board
concerning the following:

the re-appointment of any non-executive director by the board at the conclusion of hisor her specified term;

the re-election of any director by the shareholders under the retirement by rotation provisions of the articles of
association;

any matters relating to the continuation in office as adirector of any director at any time; and

the appointment of any director to executive or other office, other than to the positions of chairman and group chief
executive where special arrangements apply.

Remuneration committee

The remuneration committee, comprising Sir Tom McKillop (chairman), Dr Berndt, Dr Gibson-Smith and Dr Julius, reviews
and makes recommendations to the board on the framework of executive directors remuneration and its cost. It also determines,
on the board’ s behalf, specific remuneration packages for each of the chairman, the deputy chairman, the executive directors, and
any employee of Lloyds TSB Group plc or any subsidiary whose salary exceeds £300,000 per annum. In addition, it determines
proposals for the granting of executive share options.

All the non-executive directors receive the minutes of remuneration committee meetings and have the opportunity to
comment and have their views taken into account before the committee’ s decisions are implemented.

Directors’ service agreements

The general LIoyds TSB Group policy isfor executive directors to have service agreements with notice periods of no greater
than one year, to reflect current corporate governance best practice. Executive directors are required to give the Lloyds TSB
Group six months' natice if they wish to leave. The Association of British Insurers and the National Association of Pension
Funds published ajoint statement of best practice on executive contracts and severance in December 2002 and, during 2003, the
remuneration committee will consider what changes would be desirable in respect of service agreements.

Mr Ayliffe, Mr Fairey, Mr Hampton, Mr Kane and Mr Targett each has a service agreement which the company may
terminate by giving one year's notice. Mr Ross's service agreement, entered into in connection with the arrangements for the
transfer of the business of Scottish Widows to the Lloyds TSB Group in March 2000, provided for two years' notice for the first
two years, but since March 2002 the notice period has decreased by one month for each month of service, to one year's notice.
Since March 2003, therefore, Mr Ross's agreement may be terminated on one year’ s natice.

Mr Daniels service agreement provided for two years notice for the first eighteen months (from November 2001): after
that, the notice period reduced to one year. Since May 2003, therefore, Mr Daniels' agreement may be terminated on one year's
notice. His contract also provided that if, within eighteen months of the commencement of his employment, there were to be a
change of circumstances of the company (as dfined in the agreement) so that there was, in his reasonable judgement, a
materially adverse effect on his prospects or a material diminution in his status, he would be entitled to serve notice terminating
his employment and appropriate compensation would be payable to him.

None of the other directors has a service agreement with a notice period of morethan one year.

The remuneration committee has considered the provisions of the UK Listing Authority’ s corporate governance code and the
recent ABI/NAPF joint statement mentioned above, relating to compensation in the event of early termination of directors
service agreements and a departing director’s duty to mitigate his or her loss. The Lloyds TSB Group will have regard to that
duty on a case by case basis when assessing the appropriate level of compensation which may be payable. It is the Lloyds TSB
Group'’s policy that where compensation on early termination is due, in approprigte circumstances it should be paid on a phased
basis.

Norexecutive directors do not have service agreements and, in accordance with the articles of association, ther
appointment may be terminated at any time without compensation.



Employees

As at 31 December 2002, Lloyds TSB Group employed 79,537 people (full-time equivalent), compared with 81,400 at
31 December 2001. At 31 December 2002 68,697 employees were located in the UK, 4,859 in the Americas, 4,532 in New
Zedland, and 1,449 in the rest of the world. At the same date, 47,895 people were employed in UK Retail Banking and
Mortgages, 6,170 in Insurance and Investments, 23,173 in Wholesale Markets and International Banking, and 2,299 in other
functions.

Lloyds TSB Group is committed to employment policies which follow best practice, based on equal opportunities for all
employees irrespective of sex, race, national origin, religion, colour, disability, sexual orientation, age or marital status.

In the UK, Lloyds TSB Group supports Opportunity Now and Race for Opportunity; campaigns to improve opportunities for
women and ethnic minorities in the work place. Lloyds TSB 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, training and career development of disabled staff.

Employees are kept closely involved in major changes affecting them through a variety of means. In the UK, Lloyds TSB
Group has long standing arrangements with finance sector unions covering both collective and individual representation of staff.
Lloyds TSB Group has gone through substantial changes in recent years; adjusting for the effect of acquisitions and disposals
underlying staff numbers have reduced by 15,000 since 1995. However, during this time no materia strikes or work stoppages
have occurred. Additionally staff are kept closely involved in major changes affecting them through such measures as regular
briefings, internal communications and opinion surveys as a way of ensuring the vi ews of employees are taken into account in
reaching decisions.

Schemes offering share options or the acquisition of shares are available for most staff, to encourage their financial
involvement in LIoyds TSB Group. Further details are given in “- Compensation”.

Share ownership

Directors' interests

Theinterests of those who were directors at 31 December 2002, all beneficial, in sharesin Lloyds TSB Group plc were:

At At

1 January 2002 1 January 2002

At (or date of At (or date of

31 December appointment if 31 December appointment if

Shares: 2002 later) 2002 later)
M K AtKINSON........ccovvverirerien, 93,394 124,815 PRHampton.......ccccoceevvvceriennn 6,021 -
Ewan Brown.........c.cccecvveneeceennen. 3,548 3,402 D SJIUUS...ooevrirerrrrirreirenenas 2,000 2,000
A CBuUtler....cceeeeeeeee 2,000 2000 AGKaE....eenie 81,248 80,120
JEDani€lS....covvnnnninininienns 1,029 1,000 Sir TomMcKillop.....oceeeerennnas 1,000 1,000
PB Ellwood........cccccovvevirerene 183,999 178,751 A EMOOre.....ccovvvvvrirecerienens 1,108,475 1,107,396
M EFarey....cvvvvvvvsnnn, 75,425 74,158 D PPritchard......ccccocoeevevererennas 4,446 3,367
SM FOrbes.......ooovneerneieenene 2,000 2,000 M D ROSS.....ccoemmrennrrerrerenreennens 2,500 2,500
GJIN Gemmeéll ..., 50,000 30,000 Lord Selborne.......cccoceveveverennas 3,372 3,372
C SGibson-Smith........cccccuevune. 3,151 3,151 M A vandenBergh........ccc...... 5,079 4,000



Optionsto acquire shares of LIoyds TSB Group plc:

Exercise
At Weighted price of
1 January average share Amount of gain on
2002 Exer cised/ exercise options Market exercise”
(or date of Granted lapsed At price at granted, price at
appointment  duringthe duringthe 31 December 31 December exercised date of 2002 2001
if later) year year 2002 2002 or lapsed exercise £000 £000
M K Atkinson Exercisable 147,600 97,600 259p
Not exercisable 253,155 - -
Exercisable* - 92,000 670p
Not exercisable* 92,000 232,122 676p
275,349 715p - 577
916t 442p
1,245% 591p
91,817t 733p
252,404t 715p
JE Daniels Exercisable - - -
Not exercisable 907,780 - -
Exercisable* - - -
Not exercisable* - 1,238,597 700p
330,419 715p
398 474p
P B Ellwood** Exercisable 321,340 211,340 280p
Not exercisable 276,725 - -
Exercisable* - 190,000 657p
Not exercisable 165,000 357,579 663p
4,146 416p 632.5p 9 -
M E Fairey Exercisable 54,000 - -
Not exercisable 288,329 - -
Exercisable* - 102,809 675p
Not exercisable 105,809 691,230 701p
345,104 715p
797 474p - 882
P R Hampton Exercisable - - -
Not exercisable - - -
Exercisable* - - -
Not exercisable* - 326,351 740p
326,351 740p
A G Kang** Exercisable 171,547 131,547 252p
Not exercisable 233,721 4,157 442p
Exercisable* - 90,000 716p
Not exercisable* 77,000 531,913 701p
275,349 715p
D PPritchard Exercisable - - -
Not exercisable 250,096 4,687 416p
Exercisable* - 50,000 860p
Not exercisable* 90,000 571,772 700p
286,363 715p
M D Ross Exercisable - - -
Not exercisable 440,549 - -
Exercisable* - - -
Not exercisable* - 756,283 657p
315,734 715p
Gain made by Dennis Holt, who left the board on 31 August 2001 - 53
Gain made by A E Moore, who no longer holds share options - 281
9 1,793
Share retention plan
JE Daniels Not exercisable 216,763 - - 216,763 (see page 81)



Options may be exercised between 2003 and 2012.

Options were not exercisable because they had not been held for the period required by the relevant scheme or the
performance conditions had not been met.

*  Market price of sharesis below the share option exercise price.

**  These directors will receive additional Lloyds TSB Group shares on exercising share options held on 28 December
1995. These shares will compensate them for the specia dividend of 68.3p per share which was paid to former TSB
Group shareholdersin 1996 following the merger with Lloyds Bank, but which was not paid to optionholders.

***  Thisisthe difference between the market price of the shares on 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 specia dividend
mentioned above.

T These share options |apsed following termination of Mr Atkinson’s service contract.

The market price for a share in the Company a 1 January 2002 and 31 December 2002 was 746p and
446p respectively. The range of prices between 1 January 2002 and 31 December 2002 was 427.5p to 817p.

None of the other directors at 31 December 2002 had options to acquire shares in Lloyds TSB Group or its
subsidiaries.

Scottish Widowsloan capital

At the end of the year, Mr Ross had an interest in £28,394 of Scottish Widows Group Limited floating rate unsecured loan
notes 2008 (2001: £43,194).

Directors non-beneficial interests
Directors had non-beneficia interests asfollows:

1. Mr Daniels, Mr Ellwood, Mr Fairey, Mr Hampton, Mr Kane, Mr Maore, Mr Pritchard, Mr Ross and Mr van den Bergh,
together with some 80,000 other employees, were potential beneficiaries in the 1,721,503 and 1,684,041 shares held at the
end of the year by the Lloyds TSB qualifying employee share ownership trust and the Lloyds TSB Group employee share
ownership trust, respectively. 2,417,245 and 1,952,179 shares, respectively, were held by these trusts at the beginning of the
yesr.

2. At the beginning and end of the year, Mr Ellwood a so had a non-beneficial interest in 7,000 shares held in another trust.

None of those who were directors at the end of the year had any other interest in the capital of Lloyds TSB Group plc or its
subsidiaries.

Cor por ate governance

The Board considers that good governance is centra to achieving the Lloyds TSB Group's governing objective of
maximising shareholder value. Lloyds TSB Group has complied throughout the year with the provisions of the UK Listing
Authority’ s corporate governance code where the requirements are of a continuing nature.

Internal control

The board of directors is responsible for the Lloyds TSB Group's system of interna control, which is designed to ensure
effective and efficient operations, internal control, including financia reporting, and compliance with laws and regulations. It
should be noted, however, that such a system is designed to manage, rather than eliminate, the risk of failure to achieve business
objectives. In establishing and reviewing the system of internal control the directors have regard to the materiality of relevant
risks, the likelihood of aloss being incurred and the costs of control. It follows, therefore, that the system of internal control can
only provide reasonable but not absolute assurance against the risk of material loss.

The directors and senior management are committed to maintaining a control-conscious culture across all areas of operation.
Thisis communicated to all employees by way of procedures manuals and regular management briefings. Key businessrisks are
identified, and these are controlled by means of procedures such as physical controls, credit, trading and other authorisation
limits and segregation of duties. There are well established budgeting and forecasting procedures in place and reports are
presented regularly to the Board detailing the results of each principal business unit, variances against budget and prior year, and
other performance data. Internal controls contain procedures which assist the Board in identifying new and emerging risks.

The effectiveness of the internal control system is reviewed regularly by the Board and the Audit Committee, which aso
receives reports of reviews undertaken around the Lloyds TSB Group by Group Risk Management. The Audit Committee
receives reports from the external auditors, PricewaterhouseCoopers LLP, (which include details of significant interna control
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matters that they have identified) and has a discussion with the auditors at least once a year without executives present, to ensure
that there are no unresolved issues of concern.

The US Sarbanes-Oxley Act of 2002

The US Sarbanes-Oxley Act came into force at the end of July 2002. Many of the rules implementing the Act are currently
being written and proposed by the Securities and Exchange Commission. Asaresult, the detailed provisions of the Act are likely
to become effective during 2003. Lloyds TSB Group will comply with those provisions of the Act applicable to foreign issuers
as and when they become effective. The Board takes the view that LIoyds TSB Group aready has a sound corporate governance
framework, good processes for the accurate and timely reporting of its financia position and results of operations and an
effective and robust system of internal controls. Consequently, Lloyds TSB Group’s approach to compliance with the Act
principally involves the development and adjustment of the existing corporate governance framework and associated processes
concerning reporting, internal controls and other relevant matters. In particular, some additional work has been undertaken to
ensure that the Group Chief Executive and the Group Finance Director are in a position to provide the certifications required by
the Act in respect of this report for the year ended 31 December 2002.

Disclosure controlsand procedures

Within 90 days prior to the date of thisreport, the LIoyds TSB Group, under the supervision and with the participation of the
Lloyds TSB Group’ s management, including the Group Chief Executive and Group Finance Director, performed an eval uation of
the effectiveness of the Lloyds TSB Group's disclosure controls and procedures. Based on this evaluation, the Group Chief
Executive and Group Finance Director concluded that the LIoyds TSB Group’s disclosure controls and procedures are effective
for gathering, analysing and disclosing the information that the Lloyds TSB Group is required to disclose in the reports that it
files under the Securities Exchange Act of 1934, within the time periods specified in the SEC's rules and forms. The Lloyds
TSB Group's management necessarily applied its judgment in assessing the costs and benefits of such controls and procedures,
which by their nature can provide only reasonabl e assurance regarding management’ s control objectives.

There have been no significant changes in the Lloyds TSB Group'sinterna controls or other factors that could significantly
affect internal controls subsequent to the date of their evaluation.



MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS
Major shareholders

Lloyds TSB Group plc does not know of any shareholder owning beneficially, directly or indirectly, five per cent or more of
the shares of LIoyds TSB Group plc, or of any shareholder having more than five per cent of the voting rights.

At 31 December 2002, those who were directors of Lloyds TSB Group plc on that day beneficially owned the following
ordinary shares, not including options:

Title of Class I dentity of Person or Group Amount Owned Per cent of Class
Ordinary shares, nominal value 25 pence each Directors (18 persons) 1,628,687 0.03

In addition, those directors held, as at 31 December 2002, options to acquire 5,896,750 shares, al of which were granted
pursuant to the executive share option schemes, sharesave share option schemes and share retention plan.

Lloyds TSB Group plc is not owned or controlled directly or indirectly by another corporation or by any government and
Lloyds TSB Group plc is unaware of any arrangements which might result in a changein control.

Related party transactions

Lloyds TSB Group, as a 31 December 2002, had related party transactions with 4 directors and 31 officers. See Note 42 to
the Consolidated Financial Statements. The transactionsin question were made in the ordinary course of business, were made on
substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions
with other persons, and did not involve more than the normal risk of collectibility or present other unfavourable features.



REGULATION
European Union Directives

European Union (“EU") Directives, which are required to be implemented in member states through nationa legidation,
have a strong influence over the framework for supervision and regulation of banking and financia services in the UK. The
banking Directives aim to harmonise banking regulation and supervision throughout member states by setting out minimum
standards in key areas such as capital adequacy and deposit and investor compensation schemes. The UK has now largely
implemented these minimum requirements. The Directives aso require member states to give “mutual recognition” to each
other’s standards of regulation. Under the Second Banking Co-ordination Directive the concept of mutual recognition has also
been extended to create the “passport” concept: this gives a bank which has been authorised in its “home” state the freedom to
establish branches in, and to provide cross-border services into, other member states without the need for additiond local
authorisation.

Whilst credit ingtitutions such as those in Lloyds TSB Group are primarily regulated in their home state by aloca regulator,
the EU Directives prescribe minimum criteriafor the authorisation of credit institutions and the prudential supervision applicable
to them. Investment firms are subject to a similar regulatory environment and can obtain a “passport” under the Investment
Services Directive. Despite the application of the “passports’ a member state can impose certain requirements on the conduct of
banking and investment activities in its boundaries(including conduct of businessrules).

Credit indtitutions and investment firms are required to make adequate capital provisions for risks entered into: the
Directives set out the deemed quality and acceptable relative proportions of various types of capital. The Directives also regulate
permissible counterparty exposures, provide for the supervision of consolidated financia groups’ capital adequacy requirements
and define permissible exposuresto individual or linked counterparties.

During 2001 the Basel Committee on Banking Supervision has issued further consultation documents with the purpose of
replacing the Capital Accord of 1988 with a new capital adequacy framework. The outcome of these consultations is likely to
result in comprehensive changes to the capital adequacy regulations applicable to Lloyds TSB Group. The proposals for the new
framework cover three main areas:

Minimum capital requirements and methodologies for allocation of regulatory capital for credit and other risks.
A supervisory revi ew process, including the setting of capital ratios by bank supervisors.
Improvement in the stability of the financial system by reliable and timely disclosure of risk information.

It is not expected that the eventual framework will be implemented before31 December 2006.

The UK financia services industry will be affected by a number initiatives currently being developed by the EU; work
continues on the Financial Services Action Plan, which is intended to create a single market for financial services by 2005, and
there are proposals for a new Consumer Credit Directive. The Lloyds TSB Group will continue to monitor the progress of these
initiatives and assess the likely impact on its business.

UK regulations

In the UK, the fundamental concepts of constitutional issues, company registration and the format and production of
company annual reports and accounts are controlled by the UK Companies Act 1985. In addition, as a company listed on the
London Stock Exchange Limited, Lloyds TSB Group plc is obliged to comply with a code of practice known as the Combined
Code regarding corporate governance. As part of the continuing obligations of Lloyds TSB Group under the rules of that
Exchange it must disclose, through the Exchange, major developments in its sphere of activity which may lead to substantia
movement in the price of its securities listed on that Exchange.

The undertaking of certain financia activities in the UK subjects the relevant entity to further regulatory regimes. The UK
government has implemented major changes to the supervisory regimes affecting financial services businesses. In accordance
with the provisions of the Financial Services and Markets Act 2000 (“FSMA”) on 1 June 2002, the Financia Services Authority
(“FSA™) completed the process of assuming responsibility for the regulation and oversight of all financial services activity in the
UK, including investment in securities and long-term insurance contracts.

Any individual who carries out what is known asa ' controlled function’ in afinancial services firm needs to be approved by
the FSA. Controlled functions include those of directors, the finance officer, risk management, compliance, anti-money
laundering and internal audit. The FSA have established a Code of Practice for Approved Persons; shortfallsin their conduct can
lead to sanctions against the individua by the FSA.



The most significant regulatory regimes relevant to Lloyds TSB Group are discussed below.

Banking

Primary responsibility for the prudentia supervision of UK banks was transferred from the Bank of England to the FSA
under the Bank of England Act 1998. The Bank of England retained its monetary policy role and responsibility for the overall
stability of the financial system. The FSA carries out its supervision of the UK banking sector through the collection of
information from a series of periodic statistical and prudentia returns covering both sterling and non-sterling operations,
meetings with the senior management of the banks and reports obtained from skilled persons. The regular reports include
operating statements and returns covering (amongst other things) capital adequacy, liquidity, large single exposures and large
exposures to related borrowers, lendings by industry sector and geographical area, maturity analyses and foreign exchange
activities. A risk-based approach for the supervision of al banks was introduced in 1998; under this approach, the starting point
for the FSA’s supervision of a bank is based on a systematic analysis of that bank’s risk profile. Having determined the level of
inherent risk in the bank a minimum capital adequacy requirement is established, which the bank is required to meet at al times.

UK banks are required to maintain, in interest-free accounts a the Bank of England, a non-operational cash balance
calculated as a percentage of eligible liabilities, which are, broadly, a measure of the sterling resources available to the banks for
lending purposes.

Depositors in the UK are provided with protection for their deposits with authorised ingtitutions. Depositors with a failed
institution are entitled to receive 100 per cent of the first £2,000 and 90 per cent of the next £33,000 of their protected deposits
from the UK deposit protection fund, subject to a maximum amount of £31,700, including both principa and accrued interest.
All authorised institutions are required to be members of the deposit protection scheme and are subject to alevy in proportion to
their deposit base, which includes depositsin sterling, other European Economic Area currencies and Euro, to finance the deposit
protection fund.

The Banking Code (the “Codge”) is a voluntary code agreed by UK banks and building societies which became effective in
1992, with subsequent revisions in 1994, 1998, 2001 and 2003, and which has been adopted by Lloyds TSB Group. The Code
defines the responsibilities of the banks and building societies to their persona customers in connection with the operation of
their accounts and sets out minimum standards of service that these customers can expect from institutions which subscribe to the
Code. Compliance with the Code is monitored by the Banking Code Standards Board.

The Business Banking Code is avoluntary code agreed by UK banks which became effective at the end of March 2002, with
a subsequent revision in 2003 and which has been adopted by Lloyds TSB Group. The Business Banking Code defines the
responsibilities of the banks to their smaller business customers in connection with UK operation of their accounts and sets out
minimum standards of service that such customers can expect from ingtitutions which subscribe to the Business Banking Code.
Compliance with the Business Banking Code is monitored by the Banking Code Standards Board.

I nvestment business

The FSA is responsible for the authorisation and supervision of those firms which are engaged in investment business as
defined in the FSMA. As part of the authorisation process, the FSA reviews applicants to ensure that they satisfy the necessary
criteriaincluding honesty, competence and financial soundness, to engage in regulated activity. Lloyds TSB Group's investment
businesses became authorised by the FSA through being “grandfathered” as having been authorised under previous legidation to
carry on investment business.

The FSA's regulatory approach aims to focus and reinforce the responsibility of the management of each authorised person
to ensure that it takes reasonable care to organise and control its affairs responsibly and effectively and that it develops and
maintains adequate risk management systems. The FSA Handbook of Rules and Guidance (‘the Handbook’) sets out the
principles of market conduct and the rules to which investment businesses are required to adhere.

Under the FSMA a compulsory single, industry wide, investor’ s compensation scheme, the Financia Services Compensation
Scheme has been set up. The Schemeis financed by alevy system and the FSMA alows for the establishment of different funds

for different kinds of business and for different maximum amounts of claim. The limit for investment business compensation is
£48,000.

“Listed money market ingtitutions’ are regulated by the FSA which expects such entities to observe the “London Code of
Conduct” and other regulations contained in the paper entitled “The Regulation of the Wholesale Cash and OTC Derivatives
Markets’ which was originally issued by the Bank of England to regulate the operation of the wholesale money markets. Lloyds
TSB Bank has been granted listed money market institution status.
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Insurance

The insurance companies within the Lloyds TSB Group became authorised by the FSA through being “grandfathered” as
having been authorised under previous legisation. While the authorisation and supervision of insurance companies is subject to
the same FSA regulatory approach as other investment companies, rules exist to:

Restrict the carrying out of insurance businessin the UK to persons authorised by the FSA.

Require the separation of the long-term business assets of an insurance company from the assets attributable to
sharehol ders.

Require, and define the role of, an appointed actuary for each insurance company carrying out long-term businessin the
UK. The appointed actuary is responsible for monitoring the financial health of the company.

Require the directors to prepare an annual report on the solvency position of the insurer. The valuation basis for assets
is defined and there are limits on the extent to which certain categories of assets are alowable in determining the
solvency position. The appointed actuary must calculate the value of long-term ligbilities and details of his
investigations are contained in the directors solvency report. In determining the value of long-term liabilities the
appointed actuary must use a method and valuation basis permitted by the Handbook.

Require the maintenance of a prescribed solvency margin at al times. The amount of the solvency margin depends
upon the amount and type of business an insurance company writes. Failure to maintain the required solvency margin
givesthe regulator grounds for intervention.

Prevent an insurer, and its parent, from declaring a dividend when long-term business assets do not exceed long-term
liabilities. Furthermore, surplus assets in the long-term fund can only be transferred out once the appointed actuary has
completed an investigation.

Prevent the use of the long-term business assets for purposes other than supporting long-term business.

The Financial Services Compensation Scheme a so appliesto insurance business written by an insurer authorised by the FSA
or by the UK branch of an EEA firm carrying on “home state regulated activity”. The limit of compensation in respect of long-
term insurance contractsis 90 per cent of the value of the cont ract with no maximum.

Other relevant legidation and regulation

The Consumer Credit Act 1974 regulates both brokerage and lending activities in the provision of personal secured and
unsecured lending. The Data Protection Acts 1984 and 1998 regulate, among other things, the retention and use of data relating
to individua customers. The Unfair Terms in Consumer Contracts Regulations 1994 came into force in July 1995. These
Regulations together with the Unfair Contract Terms Act 1977 apply to certain contracts for goods and services entered intowith
customers. The main effect of the Regulations is that a contractual term covered by the Regulations which is “unfair” will not be
enforceable against a consumer. These Regulations apply, among other things, to mortgages and related products and services.

The Mortgage Code is a voluntary code followed by lenders and mortgage intermediaries dealing with customers in the UK
who want aloan secured on their home. It sets standards of good mortgage practice, which are followed as a minimum standard
by those subscribing to it. Compliance with the Mortgage Code is monitored by the Mortgage Code Compliance Board. A new
mortgage regulation regimeis currently being developed by the FSA and is expected to take effect from 31 October 2004.

The Genera Insurance Sandards Council (“GISC”) is an independent, non-statutory organisation that was officialy
launched on 3 July 2000 to regulate the sales, advice and service standards of its members. GISC members may be insurers,
intermediaries or others involved in genera insurance such as claims handlers. Members' obligations to individuals buying
insurance for themselves and their families are explained fully in the GISC Private Customer Code, while the GISC Commercid
Code explains members obligations in relation © businesses buying insurance. Members are monitored to make sure they
follow the standards in the Code.

In December 2001 the UK government announced that the FSA would become responsible for regulating the sale and
administration of general insurance (eg. motor, property and liability insurance) and pure protection contracts (i.e. critical
illness, income protection, term assurance and long-term care assurance). The government’s legisation, and the FSA’s rules
subsequently made under it, will, when finalised, implement the Insurance Mediation Directive (IMD”) in the UK. The
regulation of insurance intermediation will commence from 14 January 2005.

The Financial Ombudsman was established pursuant to the Financial Services and Markets Act 2000 to provide customers
with afree, independent service designed to resolve disputes where the customer is not satisfied with the response received from
the regulated firm.  The Financial Ombudsman Scheme (‘FOS”) was established at “N2” (30 November 2001) when the
Financia Services Authority became regulator for the financia services industry. The FOS resolve disputes that cover most
financial products and services provided in (or from) the United Kingdom - from insurance and pension plans to bank accounts
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and investments. The decisions made by the FOS are binding on firms.  Under section 229 of the Financial Services and
Markets Act 2000, if a complaint is determined in favour of the complainant, the determination may include a money award
against the firm of such amount as the Ombudsman considers fair compensation for financial loss and subject to the maximum
limit of £100,000, or adirection that the firm take such stepsin relation to the complainant as the Ombudsman considers just and
appropriate or, both of these.

Rest of theworld

Lloyds TSB Group operates in many countries around the world and its overseas branches, subsidiaries and associated
companies are subject to reporting and reserve requirements and controls imposed by the relevant central banks and regul atory
authorities.



LISTING INFORMATION

The information in this section has been extracted from publicly available documents from various sources, including
officially prepared materials from the London Sock Exchange, and has not been prepared or independently verified by us.

The ordinary shares of Lloyds TSB Group plc are listed and traded on the London Stock Exchange under the symbol
“LLOY.L". The prices for shares as quoted in the officid list of the London Stock Exchange are in pounds sterling. The
following table shows the reported high and low closing prices for the ordinary shares on the London Stock Exchange.

Priceper share

(in pence)

High Low
Annual prices.
0 TR 817.0 4275
2001 ...ttt bbb b b £ bbb bbb bbbt 7720 590.0
2000 ...+ttt bbb E b E R £ bbb £ b b £ bbb bbbt 7745 517.0
1900 .ttt AR R AR R R bbb et 1,060.0 7250
TO08... ettt bbb bbbt 1,070.5 575.5
Quarterly prices:
2003:
LTS 0117 = OO 459.0 295.75
2002:
FOUIN QUIBIEET ...ttt ettt ettt bbb bbbk bbb bbbt et bbbt bbbt e b et bebebebebetas 591.0 4275
QLI Lo 0 LU= = SRR STN 665.0 456.5
S o010 [0 1 = T 817.0 624.0
LTS R0 [T 1= TR 775.0 680.0
2001:
FOUIN QUIBIEET ...ttt ettt ettt bbb bbbk bbb bbbt et bbbt bbbt e b et bebebebebetas 757.0 644.0
I LT 0 [ = SRR 742.0 590.0
S o010 [0 1 = T 772.0 684.5
LTS R0 [ = TS 751.0 610.0
Monthly prices:
Y Y2200 TP 4545 405.25
N o] 1 200 TSRO 4230 326.0
IMAICH 2003........cccereeeireeeireieireis et 369.75 295.75
FEOrUANY 2003........ooieeeeirireieie sttt se bbb bbbttt 431.25 3410
JBNUAIY 2003..... ettt ettt et b bbbt £tk b bbb £ bbb bbb bbb bbbttt 4590 370.5
DECEMDES 2002.......ccueveerereereeireseseeetsesesses e sesste s st ssese st b seseb et e s st s bbb e s b ek se et bbb e e nnbes 545.0 4275

On 18 June 2003, the closing price of shares on the London Stock Exchange was 474.5 pence, equivalent to $797.07 per
share trandated at the Noon Buying Rate of $1.6798 per £1.00 on 18 June 2003.



Lloyds TSB Group plc's ADRs have been traded on the over-the-counter market in the US under the symbol “LLDTY”
since March 2000. Since 27 November 2001 Lloyds TSB Group plc ADSs have been listed on The New Y ork Stock Exchange
under the symbol “LYG”. The prices for Lloyds TSB Group plc's ADRs, as quoted below, are in US dollars. Each ADS
represents four ordinary shares. The following table shows the reported high and low closing prices for the ADRs in the over-
the-counter market in the US.

Price per ADR
(in USdollars)

High Low
Annual prices:
2001 (t0 26 NOVEMDES 2001) ....cecvevrereiereeererieseeesesesseeesesessssssssessssesssesessssssssssssssessssensesssssesssssessesessssssens 46.00 34.75
2000 ....ceeeeeeeee sttt bbb bbb bbb 45.27 33.50
Quarterly prices:
2001:
Fourth quarter (to 26 NOVEMDEr 2001) ......c.cvierrirenirieresesee et ssss e sessss s sesseees 43.88 38.25
I 4T 0 I [0 = OSSN 44.00 35.50
SECON QUBILEY.......veveretetetetereietetetesesetesetetesebesesesesesesesebebebebebebebebebebebebebebebeb et et et et et ebebebebebebebebebebebebebasatates 43.94 38.94
LT 0 (U= 14 1= OO SR 46.00 34.75

The following table shows the reported high and low closing prices for ADSs on the New Y ork Stock Exchange:

Price per ADS
(in USdoallars)

High Low
Annual prices
2002 ..ottt sttt e bbb £ b bbb 4855 27.85
2001 (from 27 NOVEMBEr 2001)......c.cuoiueeeireriereeirereeeeisesessesesesesessesisesessssssssessssssssesessesssssesssssessessssssssens 44.99 41.30
Quarterly prices:
2003:
LT 0 U= 14 (= OSSR 29.79 19.65
2002:
L0001 0 {1 = OO 37.75 27.85
B (o 0 U= = T 41.84 28.97
IS o000 o [0 g = ST 48.55 38.30
LTS U= (= 45.30 39.16
2001:
Fourth quarter (from 27 NOVEMDEr 2001)........cccerureriereeireninreeireresesisesessssesssesessssssesessssssssessssssssesessenss 44.99 41.30
Monthly prices:
MY 2003.......cceeeeeeeeseeeessesesseesssesesseessssessssessssessssessssessssesassessssesansssnsesasssassessnsessssessssessssessnsesssssssssessssasas 30.02 26.21
APITT 2003 ...t bbbttt 27.28 20.98
0 00 OO 23.61 19.65
FEDIUBIY 2003.......coeuieieeeeeirireeesis sttt ss bbb bbb s se bbbt 27.91 22.00
JANUAIY 2003 ...ttt b e bbb bbb bbb bbb bbb bbb bbb bbbt 29.79 24.99
DECEMDES 2002 ..ottt sttt 34.27 27.85

On 18 June 2003, the closing price of ADSs on the New Y ork Stock Exchange was $32.13.



DIVIDENDS

Lloyds TSB Group plc has paid an interim and final dividend each year since the merger of TSB Group plc and Lloyds
Bank Picin 1995. Dividends are paid in May and October and the record date for the purpose of determining the shareholders
who will be entitled to a dividend is approximately 10 weeks before the dividend payment date. TSB Group plc, which was re-
named LIoyds TSB Group plc after the merger, has paid an interim and final dividend every year after its flotation on the London
Stock Exchange in September 1986, with the exception of 1986 when no fina dividend was paid. Lloyds TSB Bank has paid a
dividend every year sinceitsincorporation as Lloyds Banking Company Limited in 1865.

Lloyds TSB Group plc's ability to pay dividends is restricted under UK company law. Dividends may only be paid if
distributable profits are available for that purpose. In the case of a public limited company, a dividend may only be paid if the
amount of net assets is not less than the aggregate of the called-up share capital and undistributable reserves and if the payment
of the dividend will not reduce the amount of the net assets to less than that aggregate. In addition, a company cannot pay a
dividend if any of its UK insurance subsidiaries is insolvent on a regulatory vauation basis or in the case of regulated entities, if
the payment of a dividend results in regulatory capital requirements not being met. Similar restrictions exist over the ability of
Lloyds TSB Group plc’'s subsidiary companies to pay dividends to their immediate parent companies. Furthermore, in the case
of Lloyds TSB Group plc, dividends may only be paid if sufficient distributable profits are available for distributions due in the
financial year on certain preferred securities. The Board has the discretion to decide whether to pay a dividend and the amount
of any dividend. In making this decision, the Board is mindful of the level of dividend cover and, consequently, profit growth
may not necessarily result in increases in the dividend. The Board recognises the importance attached by shareholders to the
Lloyds TSB Group's dividend. Dividends are paid through The Bank of New Y ork which acts as paying and transfer agent for
the American Depositary Shares.

Thetable below sets out the interim and final dividends which were declared in respect of the ordinary shares for fiscal years
1998 through 2002. The sterling amounts have been converted into US dollars at the Noon Buying Rate in effect on each
payment date.

Interim dividend Interim dividend Final dividend Final dividend

per share per share per share per share

£ $ £ $

1998......ccce s 0.067 0.114 0.155 0.253
1999, —————— 0.081 0.134 0.185 0.289
2000 ... 0.093 0.136 0.213 0.306
2001 0.102 0.149 0.235 0.344
2002....ciiiierineistsesstss sttt 0.107 0.167 0.235 0.374

There are no UK governmental laws, decrees or regulations that affect the remittance of dividends or other shareholder
payments to non-residents of the UK who hold shares of Lloyds TSB Group plc.

MEMORANDUM AND ARTICLES OF ASSOCIATION OF LLOYDSTSB GROUP PLC

A summary of the materia provisions of Lloyds TSB Group plc’s memorandum and articles of association wasincorporated
into LIoyds TSB Group plc’s registration statement filed with the SEC on 25 September 2001 and is therefore incorporated into
thisannual report by referenceto that statement.

EXCHANGE CONTROLS

There are no UK laws, decrees or regulationsthat restrict Lloyds TSB Group plc’s export or import of capital, including the
availability of cash and cash equivalents for use by Lloyds TSB Group, or that affect the remittance of dividends or other
shareholder payments to non-UK holders of LIoyds TSB Group plc shares, except as otherwise set out in “ Taxation”.



TAXATION
UK Taxation

The following discussion is intended only as a general guide to current UK tax legidation, what is understood to be current
UK Inland Revenue practice and the terms of the current UK/US income tax treaty (the“ Treaty”) and the New Treaty (as defined
below), all of which are subject to change at any time, possibly with retroactive effect. On 24 July, 2001, the UK and the US
entered into a new income tax treaty (the “New Treaty”), which has been ratified by both the UK Parliament and the US Senate
and will enter into force when instruments of ratification are exchanged. The UK Inland Revenue is the UK government
department responsible for assessing and collecting UK tax revenues. The discussion is intended as a general guide and only
applies to persons who are the beneficial owners of their ordinary shares or ADSs. References below to a US Holder are to that
term as defined, and subject to the exclusions described in the introduction, below under “- US federal income tax
considerations’. It may not apply to certain shareholders or ADS holders, such as dealers in securities. Any person who isin
any doubt as to histax position should consult his own professional adviser.

Taxation of chargeable gains

UK residents

A disposal (or deemed disposal) of ordinary shares or ADSs by a shareholder or holder of ADSs resident or (inthe case of
an individua) ordinarily resident for tax purposes in the UK may, depending on the shareholder’s or ADS holder’s particular
circumstances, and subject to any available exemption or relief, give rise to a chargeable gain or an alowable loss for the
purposes of UK taxation on chargeable gains.

Persons, other than USHolders, temporarily non-resident in the UK

A shareholder or ADS holder who is an individual and who has, on or after 17 March 1998, ceased to be resident and
ordinarily resident for tax purposes in the UK for a period of less than five years of assessment and who disposes of ordinary
shares or ADSs during that period may be liable, on return to the UK, to UK taxation on chargeable gains arising during the
period of absence, subject to any available exemption or relief.

USHolders

Subject to the provisions set out in the next paragraph in relation to temporary nonresidents, US Holders will not normally
be liable for UK tax on chargeable gains unless they carry on a trade, profession or vocation in the UK through a branch or
agency and the ordinary shares or ADSs are or have been used or held by or for the purposes of the branch or agency, in which
case such US Holder might, depending on individua circumstances, be liable to UK tax on chargeable gains on any disposition
of ordinary sharesor ADSs. A US Holder who is only temporarily not resident in the UK may, under anti-avoidance legidation,
still beliable for UK tax on chargeable gains realised, subject to any available exemption or relief.

A US Holder who is an individual and who has, on or after 17 March 1998, ceased to be resident or ordinarily resident for
tax purposes in the UK for a period of less than five years of assessment and who disposes of ordinary shares or ADSs during
that period may be liable, on return to the UK, to UK taxation on chargeable gains arising during the period of absence, subject to
any available exemption or relief.

Other non-UK resident persons

Subject to the provisions set out above under “ Persons, other than US Holders, temporarily nonresident in the UK”,
shareholders or ADS holders who are neither resident nor ordinarily resident in the UK will not normally beliable for UK tax on
chargeable gains unless they carry on a trade, profession or vocation in the UK through a branch or agency and the ordinary
shares or ADSs are or have been used or held by or for the purposes of the branch or agency, in which case such shareholder or
ADS holder might, depending on individual circumstances, be liable to UK tax on chargeable gains on any disposition of
ordinary shares or ADSs. An individual holder of ordinary shares or ADSs who is only temporarily not resident in the UK may,
under anti-avoidance legidation, still be liable for UK tax on chargeable gains realised, subject to any available exemption or
relief.

Taxation of dividends

UK residents
Lloyds TSB Group will not be required to withhold tax at source when paying a dividend on the ordinary shares or ADSs.

Anindividual shareholder or ADS holder whoisresident in the UK for tax purposeswill be entitled to atax credit in respect
of any dividend received from us and will be taxable on the gross dividend, which is the aggregate of the dividend received and
related tax credit. The vaue of the tax credit will be equal to one-ninth of the dividend received (and, therefore, 10 per cent of
the gross dividend). The gross dividend will be treated as an individual’s marginal income. The tax credit will, however, be
treated as discharging the individua’ s liability to income tax in respect of the gross dividend, unless and except to the extent that
the gross dividend falls above the threshold for the higher rate of income tax. A UK resident individual shareholder or ADS
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holder who isliableto incometax at the higher rate will be subject to tax at the rate applicable to dividends for such shareholders
or ADS holders (currently 32.5 per cent) on the gross dividend. The tax credit will be set against but will not fully discharge
such shareholder’s or ADS holder’s tax liability on the gross dividend and he will have to pay additional tax equa to 22.5 per
cent of the gross dividend, being 25 per cent of the dividend received, to the extent that such sum, when treated as marginal
income, falls above the threshold for the higher rate of income tax.

There will be no payment of the tax credit or any part of it to an individual whose liability to income tax on the dividend and
the related tax credit is less than the tax credit, except where the individua holds the relevant shares through a personal equity
plan or individual savings account and the dividend is received into such plan or account on or before 5 April 2004.

UK resident shareholders or ADS holders which are not ligble to UK tax on dividends, including pension funds and
charities, will not be entitled to reclaim the tax credits in respect of dividends although charities will be entitled to a payment by
the UK Inland Revenue of a specified proportion of any dividend paid by us to the charities on or before 5 April 2004, that
proportion declining on ayear by year basis.

Subject to an exception for some insurance companies with overseas business, UK resident corporate shareholders or ADS
holders will generally not be subject to corporation tax in respect of dividends received from Lloyds TSB Group, but will not be
entitled to the payment of any tax credit with respect to the dividends.

USHolders

Lloyds TSB Group will not be required to withhold tax at source when paying a dividend on the ordinary shares or ADSs to
aUSHolder.

A US Holder is entitled under the terms of the Treaty, in principle, to receive a payment from the UK Inland Revenue in
respect of a dividend from us in an amount equal to the tax credit (the “Tax Credit Amount”) to which a UK resident individual
is generaly entitled in respect of the dividend. This is an amount equal to one-ninth of the dividend received. However, that
entitlement is subject to a deduction withheld under the Treaty. The amount of such deduction will equal the Tax Credit
Amount, i.e. one-ninth of the dividend. Therefore, a US Holder will not be able to claim any payment from the UK Inland
Revenue in respect of adividend from Lloyd TSB Group.

When the New Treaty comes into effect (and the Treaty ceases to apply), a US Holder will not be entitled to claim a
payment from the UK Inland Revenue in respect of a dividend from Lloyds TSB Group because the New Treaty does not
provide for that entitlement.

Other non-UK resident persons

Lloyds TSB Group will not be required to withhold tax at source when paying a dividend on the ordinary shares or ADSs to
aholder, other than aUS Holder, who is not resident for tax purposesin the UK.

Holders of ordinary shares or ADSs, other than US Holders, who are not resident for tax purposes in the UK and who
receive a dividend from us will not have any further UK tax to pay in respect of the dividend, but will not normally be able to
claim any additional payment in respect of the dividend from the UK Inland Revenue under any applicable double tax treaty.

Stamp duty and stamp duty reserve tax

UK residents, USHolders and other non-UK resident persons

Any conveyance or transfer on sale of ordinary shares (whether effected using the CREST settlement system or not) will be
subject to UK stamp duty or stamp duty reserve tax (“SDRT”). The transfer on sale of ordinary shares will be liable to ad
valorem UK stamp duty or SDRT, generally at the rate of 0.5 per cent of the consideration paid (rounded up to the next multiple
of £5 in the case of stamp duty). Stamp duty is usually the liability of the purchaser or transferee of the ordinary shares. An
unconditional agreement to transfer such ordinary shares will be liable to SDRT, generally at the rate of 0.5 per cent of the
consideration paid, but such liability will be cancelled, or, if dready paid, refunded, if the agreement is completed by a duly
stamped transfer within six years of the agreement having become unconditional. SDRT isnormally the liability of the purchaser
or transferee of the ordinary shares.

Where Lloyds TSB Group issue ordinary shares or a holder of ordinary shares transfers such shares to the custodian or
nominee for the depositary to facilitate the issue of ADSs to him representing the ordinary shares or to a person providing
clearance services (or their nominee or agent), aliability to UK stamp duty or SDRT at the rate of 1.5 per cent (rounded up to the
next multiple of £5 in the case of the stamp duty) of either the issue price or, in the case of transfer, the listed price of the
ordinary shares, calculated in sterling, will arise. Where a holder of ordinary shares transfers such shares to the custodian or
nominee for the depositary or clearance service this charge will generaly be payable by the person receiving the ADSs or
transferring the ordinary shares into the clearance service.

A liability to stamp duty at the fixed rate of £5 will arise as aresult of the cancellation of any ADSs with the ordinary shares
that they represent being transferred to the ADS holder.



No liability to UK stamp duty or SDRT will arise on a transfer of ADSs provided that any document that effects such
transfer is not executed in the UK and that it remains at al subsequent times outside the UK. An agreement to transfer ADSs
will not giverise to aliability to SDRT.

USfederal incometax consider ations

The following summary describes certain US federal income tax consequences of the acquisition, ownership and disposition
of ADSsor ordinary shares, but it does not purport to be a comprehensive description of al of the tax considerations that may be
relevant to a decision to acquire such securities. The summary applies only to holders that hold ADSs or ordinary shares as
capital assets and does not address special classes of holders, such as.

certain financial institutions;

insurance companies;

dealersin securities or foreign currencies;

holders holding ADSs or ordinary shares as part of ahedge, straddle or other conversion transaction;
holders whose “functional currency” isnot the USdollar;

holders liable for alternative minimum tax;

partnerships or other entities classified as partnershipsfor US federal income tax purposes; or
aholder that owns 10 per cent or more of the voting shares of LIoyds TSB Group plc.

In addition, the summary is based in part on representations of the Depositary and assumes that each obligation provided for
in or otherwise contemplated by the Deposit Agreement or any other related document will be performed in accordance with its
terms. The US Treasury has expressed concerns that parties to whom ADSs are pre-released may be taking actions that are
inconsistent with the claiming of foreign tax credits for US Holders of ADSs. Accordingly, the analysis of the creditability of
UK taxes described below could be affected by future actions that may be taken by the US Treasury.

The summary is based upon tax laws of the US including the Internal Revenue Code of 1986, as amended to the date hereof
(the“Code"), administrative pronouncements, judicial decisions and final, temporary and proposed Treasury Regulations, aswell
as upon the Treaty and the New Treaty, as appropriate, changes to any of which may affect the tax consequences described
herein possibly with retroactive effect. Except as discussed under “-Taxation of distributions’, application of the New Treaty will
not affect this summary. Prospective purchasers of the ADSs or ordinary shares should consult their own tax advisors as to the
US, UK or other tax consequences of the purchase, ownership and disposition of such securitiesin their particular circumstances,
including the effect of any state or local tax laws.

Asused herein, a“USHolder” isabeneficial owner of ADSs or sharesthat is, for US federal income tax purposes:
acitizen or resident of the US;
acorporation or a partnership created or organized in or under the laws of the US or of any political subdivision thereof;
an estate the income of which is subject to US federal income taxation regardless of its source; or

a trust subject to thecontrol of one or more US persons and the primary supervision of aUS court.
For USfedera incometax purposes, US Holders of ADSswill be treated as the owners of the underlying ordinary shares.

Taxation of distributions

To the extent paid out of current or accumulaed earnings and profits of LIoyds TSB Group plc (as determined in accordance
with US federal income tax principles), distributions made with respect to ADSs or ordinary shares (other than certain
distributions of capital stock of LIoyds TSB Group plc or rightsto subscribe for shares of capital stock of LIoyds TSB Group plc)
will be includible in the income of a US Holder as ordinary dividend income. Such dividends will not be eligible for the
“dividends received deduction” generally allowed to corporations under the Code. The amount of the distribution will equal the
US dollar value of the pounds sterling received, calculated by reference to the exchange rate in effect on the date such
distribution is received (which, for holders of ADSs, will be the date such distribution is received by the Depositary), whether or
not the Depositary or US Holder in fact converts any pounds sterling received into US dollars at that time. Any gains or losses
resulting from the conversion of pounds sterling into US dollars will be treated as ordinary income or loss, as the case may be, of
the US Holder and will be US source.



A US Holder may, under the Treaty, elect to claim aforeign tax credit in respect of the Tax Credit Amount. A US Holder
who so elects must include the Tax Credit Amount in income. Under the New Treaty no such election would be available.

The limitation of foreign taxes eligible for credit is calculated separately with respect to specific classes of income. For this
purpose, any dividends paid by LIoyds TSB Group plc on ADSs or ordinary shareswill generally constitute “ passive income” or,
in the case of USfinancia service providers, may be “financial servicesincome”.

Taxation of capital gains

Gain or loss redlised by a US Holder on (i) the sale or exchange of ADSs or ordinary shares or (ii) the Depositary’s sale or
exchange of ordinary shares received as distributions on the ADSs will be subject to US federal income tax as capital gain or loss
in an amount equal to the difference between the US Holder’'s tax basis in the ADSs or ordinary shares and the amount realised
on the disposition. Gain or loss, if any, will be US source. US Holders should consult their tax advisors regarding the US federal
tax treatment of capital gains, which may be taxed at lower rates than ordinary income for individuals, and losses, the
deductihility of which is subject to limitations.

Deposits and withdrawals of ordinary shares in exchange for ADSs will not result in taxable gain or loss for US federd
income tax purposes.

Information reporting and backup withholding

Dividends paid on ADSs or ordinary shares to a US Holder may be subject to information reporting regquirements of the
Code. Such dividends may also be subject to backup withholding unless the US Holder:

isacorporation or comes within certain other exempt categories and, when required, demonstratesthisfact, or

provides a taxpayer identification number on a properly completed Form W-9 or a substitute form and certifies that no
loss of exemption from backup withholding has occurred and that such holder isaUS person.

Any amount withheld under these rules will be creditable against the US Holder’ s federal income tax liability. A USHolder
who does not provide a correct taxpayer identification number may be subject to certain penalties.
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WHERE YOU CAN FIND MORE INFORMATION

The documents concerning us which are referred to herein may be inspected at the Securities and Exchange Commission
(“SEC"). You may read and copy any document filed or furnished by us at the SEC's public reference rooms in Washington
D.C., New York and Chicago, Illinois. Please cal the SEC at 1-800-SEC-0330 for further information on the reference rooms.
The SEC also maintains a website at www.sec.gov which contains, in electronic form, each of the reports and other information
that we havefiled e ectronically with the SEC.

ENFORCEABILITY OF CIVIL LIABILITIES

Lloyds TSB Group plc is a public limited company incorporated under the laws of Scotland. Most of Lloyds TSB Group
plc’s directors and executive officers and certain of the experts named herein are residents of the United Kingdom. A substantial
portion of the assets of Lloyds TSB Group plc, and a substantial portion of the assets of such persons, are located outside the
United States. As aresult, it may not be possible for investors to effect service of process within the United States upon such
persons or to enforce against them judgements of US courts, including judgements predicated upon the civil liability provisions
of thefederal securitieslaws of the United States. Furthermore, LIoyds TSB Group plc has been advised by its English solicitors
that there is doubt as to the enforceability in the United Kingdom, in original actions or in actions for enforcement of judgements
of US courts, of civil liabilities, including those predicated solely upon the federal securities laws of the United States.
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RISK FACTORS

An investment in LIoyds TSB Group plc's ordinary shares involves a number of risks, including credit, market, operational,
regulatory, competitive and acquisition risks, some of which could be substantial and are inherent in Lloyds TSB Group’s
business.

Lloyds TSB Group’s businesses are subject to inherent risks concerning borrower credit quality as well as general
UK and international economic conditions. Development of adverse conditions in the UK or in other major economies
could cause profitability to decline.

Lloyds TSB Group's businesses are subject to inherent risks regarding borrower credit quality as well as genera UK
economic conditions, each of which can change the level of demand for LIoyds TSB Group’s products and services. Changesin
the credit quality of Lloyds TSB Group’s UK or international borrowers and counterparties could reduce the value of Lloyds
TSB Group's assets, and increase provisions for bad and doubtful debts. Any significant increase in the UK unemployment rate
would reduce prafits from the insurance business. Furthermore, a genera deterioration in the UK economy would also reduce
Lloyds TSB Group’s profit margins for both its UK banking and financial services businesses. A genera deterioration in any
other mgjor world economy could also adversely impact LIoyds TSB Group’s profitability.

Lloyds TSB Group’'s businesses are inherently subject to the risk of market fluctuations, which could reduce
profitability.

Lloyds TSB Group’s businesses are inherently subject to the risk of market fluctuations. The most significant market risks
Lloyds TSB Group faces are interest rate risk and foreign exchange risk in its banking businesses and equity risk in its insurance
businesses. See “Operating and Financial Review and Prospects — Enterprise-wide risk management” for a discussion of these
risks. The Lloyds TSB Group's pension schemes are also subject to market risks, principally equity risk and interest rate risk;
adverse market movements would have an effect upon the financia condition of the pension schemes which would be reflected
inthe Lloyds TSB Group’s Consolidated Financial Statements.

LloydsTSB Group’sinsurance businessis subject to inherent risks concer ning changing demogr aphic developments,
catastrophic weather and similar contingencies outside its control. Development of adverse conditions could reduce
profitability margins.

Lloyds TSB Group’s insurance business is subject to inherent risk regarding changing demographic developments,
catastrophic weather and similar contingencies outside its control, bath in the UK and overseas. Such contingencies can change
therisk profile and profitability of such products and services.

Adverse experiencein the operational risksinherent in Lloyds TSB Group’s businesses could have a negative impact
on itsresultsof operations.

Operational risks are present in Lloyds TSB Group’s businesses, including the risk of direct or indirect loss resulting from
inadequate or failed internal and external processes, people and systems or from externa events. Lloyds TSB Group's
businesses are dependent on their ability to process very efficiently avery large number of complex transactions across numerous
and diverse products and services, in different currencies and subject to a number of different legal and regulatory regimes.
Lloyds TSB Group's systems and processes are designed to ensure that the operational risks associated with its activities are
appropriately controlled, but LIoyds TSB Group realises that any weakness in these systems could have a negative impact on its
results of operations during the affected period. See “Operating and Financia Review and Prospects - Enterprisewide risk
management - Operational risk” and “Operating and Financial Review and Prospects - Enterprise-wide risk management - Legal
and regulatory risk ”.

Terrorist actsand other acts of war could have a negative impact on the business and results of operations of Lloyds
TSB Group.

Terrorist acts and other acts of war or hostility and responses to those acts, have created many economic and politica
uncertainties, which could have a negative impact on UK and international economic conditions generally, and more specificaly
on the business and results of operations of Lloyds TSB Group in ways that cannot currently be predicted.

Lloyds TSB Group operates its businesses subject to substantial regulation, regulatory and gover nmental over sight.
Any significant adverse regulatory developments or changes in government policies or economic controls could have a
negativeimpact on L1oyds TSB Group’sresults of operations.

Lloyds TSB Group conducts its businesses subject to ongoing regulation and associated regulatory risks, including the
effects of changes in the laws, regulations, policies, voluntary codes of practice and interpretations in the UK and the other
markets where it operates. Future changes in regulation, fiscal or other policies are unpredictable and beyond the control of
Lloyds TSB Group. For additional information, see “Regulation”.
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Theresolution of anumber of issues affecting the UK financial servicesindustry, including L1oyds TSB Group, could

have a negative impact on Lloyds TSB Group’s results of operations or on its relations with some of its customers and
potential customers.

These issues involve the possible misselling of pension and other life assurance policies and matters arising from the
treatment of guaranteed annuity options. There is arisk that further provisions may be required as a result of these issues. See
“Business- Guaranteed annuity options” and “Business - Customer remediation payments”.

Lloyds TSB Group’s businesses are conducted in highly competitive environments and management’s ability to
create an appropriate return for shareholders depends upon management’s ability to respond effectively to competitive
pressures.

The market for UK financial services and the other markets within which Lloyds TSB Group operates are highly competitive
and management expects such competition to intensify in response to consumer demand, technological changes, the impact of
consolidation, regulatory actions and other factors, which could result in a reduction in profit margins. Lloyds TSB Group's
ability to generate an appropriate return for its shareholders depends significantly upon the competitive environment and
management’ sresponsetoit. See*Business- Competitive environment”.

Lloyds TSB Group is devoting considerable time and resources to securing new customers and developing more
business from existing customers. |f Lloyds TSB Group is unsuccessful, its organic growth prospects and results of
operations may decline.

Lloyds TSB Group seeks to achieve further organic growth by securing new customers and developing more business from
existing customers. Lloyds TSB Group is currently expending significant resources and effort to bring about this growth,
particularly with respect to its UK retail financial services business. |If these expenditures and efforts do not meet with success,
its operating results could grow more slowly or decline.

Lloyds TSB Group’s businesses are conducted in a market place that is rapidly consolidating, significant cross-
border mergers and acquisitions may happen in the coming years and Lloyds TSB Group’s ability to generate an
appropriatereturn for itsshareholdersover thelong term will depend upon whether management isable or permitted by
either regulatory bodies a its shareholders to achieve value-creating mergers and/or acquisitions at the appropriate
timesand prices.

In addition to its important strategy of organic growth, one of Lloyds TSB Group's amsis to remain aert for opportunities
to participate in the further consolidation of the financial servicesindustry, both inthe UK and overseas. In light of the Secretary
of State's decision to prohibit the attempted acquisition of Abbey National, management believes that under current conditions
Lloyds TSB Group may find it difficult to be able to make a significant acquisition in the UK in any business line where it
already has a significant market share. Management also believes that domestic consolidation in many overseas markets,
particularly in Europe, is entering its final phase and that, therefore, significant cross border mergers and acquisitions may
happen in the coming years. Lloyds TSB Group’s ability to generate an appropriate return for its shareholders over the long term
may depend upon whether management is able to achieve value-creating mergers and/or acquisitions at the appropriate times and
prices. Lloyds TSB Group cannot be sure that it will ultimately be able to make any such mergers or acquisitions.
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FORWARD LOOKING STATEMENTS

This annual report includes certain forward-looking statements with respect to the business, strategy and plans of Lloyds
TSB Group and its current goals and expectations relating to its future financial condition and performance. Statements that are
not historical facts, including statements about Lloyds TSB Group’'s or management’s beliefs and expectations, are forward-
looking statements. Words such as “believes’, “anticipates’, “estimates’, “expects’, “intends’, “ams’, “potential”, “will”,
“could’, “considered”, “likely”, “estimate” and variations of these words and similar expressions are intended to identify
forward-looking statements but are not the exclusive means of identifying such statements. By their nature, forward-looking
statements involve risk and uncertainty because they relate to events and depend upon circumstances that will occur in the future.

Examples of such forward-looking statementsinclude, but are not limited to:

projections or expectations of profit attributable to shareholders, provisions, economic profit, dividends, capital structure
or any other financia items or ratios;

statements of plans, objectives or goals of LIoyds TSB Group or its management;

statements about the future trends in interest rates, stock market levels and demographic trends and any impact on
Lloyds TSB Group;

statements concerning any future UK or other economic environment or performance, including in particular any such
statements included in this registration statement in “ Operating and Financial Review and Prospects”;

statements about strategic goals, competition, regulation, dispositions and consolidation or technological developments
in the financial servicesindustry; and

statements of assumptions underlying such statements.
Factors that could cause actual results to differ materially from the plans, objectives, expectations, estimates and intentions
expressed in such forward-looking statements made by Lloyds TSB Group or on Lloyds TSB Group's behalf include, but are
not limited to:

genera economic conditions in the UK and in other countries in which the LIoyds TSB Group has significant business
activities or investments;

inflation, interest rate, exchange rate, market and monetary fluctuations;

changing demographic devel opments, catastrophic weather and similar contingencies outside the LIoyds TSB Group's
control;

inadequate or failed internal or externa processes, people and systems,

terrorist acts and other acts of war or hostility and responses to those acts;

changesin laws, regulations or taxation;

changesin competition and pricing environments;

the ability to secure new customers and devel op more business from existing customers;

the ability to achieve vaue-creating mergers and/or acquisitions at the appropriate time and prices; and
the success of the L1oyds TSB Group in managing the risks of the foregoing.

Lloyds TSB Group plc may also make or disclose written and/or oral forward-looking statements in reports filed with or
furnished to the US Securities and Exchange Commission, LIoyds TSB Group plc’s annual report and accounts to shareholders,
proxy statements, offering circulars, registration statements and prospectuses, press releases and other written materials and in
oral statements made by the directors, officers or employees of Lloyds TSB Group plc to third parties, including financia

analysts. The forward-looking statements contained in this annual report are made as of the date hereof, and LIoyds TSB Group
undertakes no obligation to update any of its forward-looking statements.
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LLOYDS TSB GROUP STRUCTURE

The following is alist of the principal subsidiaries of LIoyds TSB Group plc at 31 December 2002. The audited consolidated
accounts of Lloyds TSB Group plc for the year ended 31 December 2002 include the audited accounts of each of these
companies.

Country of Per centage of equity
registration/ share capital and
Name of subsidiary undertaking incor poration votingrightsheld Natur e of business Registered office
Lloyds TSB Bank plc England 100% Banking and financial 25 Gresham Street,
services London EC2V 7HN
England
Cheltenham & Gloucester plc  England *100% Mortgage lendingand  Barnett Way,
retail investments Gloucester GL4 3RL
England
Lloyds TSB Commercial England *100% Credit factoring Beaumont House,
Finance Limited Beaumont Road,
Banbury, Oxfordshire
OX167RN
England
Lloyds TSB Leasing Limited England *100% Financia leasing 25 Gresham Street,
London EC2V 7HN
England
Lloyds TSB Private Banking England *100% Private banking 25 Gresham Street,
Limited London EC2V 7HN
England
The Agricultural Mortgage England *100% Long-term agricultural  AMC House,
Corporation PLC finance Chantry Street,
Andover,
Hampshire SP10 1DD
England
The National Bank of New New Zedand  *100% Banking and financial  National Bank House,
Zedland Limited services 170-186 Featherston Street,
WEellington,
New Zedand
Lloyds TSB Bank (Jersey) Jersey *100% Banking and financial 25 New Street,
Limited services St. Helier JE4 8RG
Jersey
Lloyds TSB Scotland plc Scotland *100% Banking and financial Henry Duncan House,
services 120 George Street,
Edinburgh EH2 4LH
Scotland
Lloyds TSB General Insurance  England *100% Genera insurance 25 Gresham Street,
Limited London EC2V 7HN
England
Scottish Widows Investment England *100% Investment 10 Fleet Place,
Partnership Group Limited management London EC4AM 7RH
England
Abbey Life Assurance Company England *100% Life assurance 80 Holdenhurst Road,
Limited Bournemouth BH8 82Q

England
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Report of Independent Accountants

To the Shareholders of Lloyds TSB Group plc:

We have audited the accompanying consolidated balance sheets of Lloyds TSB Group plc and its subsidiaries as of
31 December 2002 and 31 December 2001, and the related consolidated profit and loss account, consolidated statement of total
recognised gains and losses, reconciliation of movement in shareholders' funds and consolidated cash flow statement for each of
the three years in the period ended 31 December 2002 which, as described in Notel, have been prepared on the basis of
accounting principles generally accepted in United Kingdom. These financial statements are the responsibility of the directors of
Lloyds TSB Group plc. Our responsibility i sto express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in al materia respects, the financia
position of Lloyds TSB Group plc and its subsidiary undertakings at 31 December 2002 and 31 December 2001, and the results
of their operations and their cash flows, for each of the three years in the period ended 31 December 2002 in conformity with
accounting principles generally accepted in the United Kingdom.

Accounting principles generaly accepted in the United Kingdom vary in certain material respects from accounting
principles in the United States. The application of the latter, after the restatement referred to on page F67, would have affected
the determination of consolidated net income expressed in pounds sterling for each of the three years in the period ended
31 December 2002 and the determination of consolidated shareholders' equity also expressed in pounds sterling at 31 December
2002 and 2001 to the extent summarised in Note 48 to the consolidated financial statements.

PricewaterhouseCoopers LLP
Southampton, England
13 February 2003, except for the restatement referred to on page F-67 as to which the date is23 June 2003.
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Consolidated profit and loss account
for the year ended 31 December 2002

Interest receivable:

Interest receivable and similar income arising from debt securities
Other interest recelvable and similar income
Interest payable

Net interest income

Other financeincome

Other income

Fees and commissions receivable

Fees and commissions payable

Dealing profits (before expenses)

Income from long-term assurance business
General insurance premium income

Other operating income

Total income

Operating expenses
Administrative expenses
Depreciation

Amortisation of goodwill
Depreciation and amortisation

Total operating expenses

Trading surplus

General insurance claims

Provisionsfor bad and doubtful debts
Specific

Generd

Amounts written off fixed asset investments
Operating profit
Income from joint ventures
Profit on sale of businesses
Profit on ordinary activities beforetax
Tax on profit on ordinary activities
Profit on ordinary activities after tax
Minority interests : equity

: norrequity
Prdfit for theyear attributableto shareholders
Dividends
(L oss) profit for the year
Earnings per share
Diluted earnings per share

2002 2001* 2000*

Note £ million £ million £ million
567 530 443
9,982 10,834 10,611
5,378 6,442 6,467
5171 4,922 4587
43 165 307 424
3,053 2,922 2,768

(645) (602) (479)
3 188 233 198
29 (303) (29 443
486 428 399
763 708 436
3,542 3,660 3,765
8,878 8,889 8,776
4 4,214 4,226 3,893
23 642 511 364
22 59 39 22
701 550 386
4,915 4776 4,279
3,963 4,113 4,497
229 174 142

14

965 736 547

64 11 (6)
1,029 747 541
5 87 60 32
2,618 3,132 3,782
19 (1) (10 3
6 - 39 -
7 2,607 3,161 3,785
8 764 875 1,082
1,843 2,286 2,703
19 17 13
39 43 40 36
1,781 2,229 2,654
9 1,908 1,872 1,683
41 (127) 357 971
10 32.0p 40.3p 48.4p
10 31.8p 39.9p 47.9p

The accompanying notes are an integral part of the Consolidated Financial Statements.

* restated (see note 1)
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Consolidated balance sheet
at 31 December 2002

Assets

Cash and balances at central banks
Itemsin course of collection from banks
Treasury billsand other eligible bills
Loans and advances to banks

L oans and advances to customers
Non-returnablefinance

Debt securities

Equity shares

Interestsin joint ventures:

- Share of gross assets

- Share of grossliabilities

Intangible fixed assets

Tangible fixed assets

Own shares

Other assets

Prepayments and accrued income
Post-retirement benefit asset

Long-term assurance business attributable to the shareholder

Long-term assurance assets attributable to policyholders

Total assets

2002 2001*

Note £ million £ million

1,140 1,240

1,757 1,664

11 2,409 4,412

12 17,529 15,224

134,498 123,059

(24) (124)

13 134,474 122,935

16 29,314 24,225

17 206 225
19

336 281

(291) (242

45 39

22 2,634 2,566

23 4,096 3,365

26 18 23

27 5,263 4,468

28 2,305 2,296

43 - 356

29 6,228 6,366

207,418 189,404

29 45,340 46,389

252,758 235,793

The accompanying notes are an integral part of the Consolidated Financial Statements.

*  restated (seenotel)
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2002 2001*
Note £ million £ million
Liabilities
Deposits by banks 31 25,443 24,310
Customer accounts 32 116,334 109,116
Itemsin course of transmission to banks 775 534
Debt securitiesin issue 33 30,255 24,420
Other liabilities 34 8,289 6,673
Accruals and deferred income 35 3,696 3,563
Post-retirement benefit liability 43 2,077 75
Provisions for liabilities and charges:
Deferred tax 36 1,317 1411
Other provisionsfor liabilities and charges 37 361 292
Subordinated lighilities:
Undated loan capital 38 5,496 4,102
Dated loan capital 38 4,672 4,006
Minority interests:
Equity 37 37
Nornequity 39 694 509
731 546
Called-up share capital 40 1,416 1,411
Share premium account 41 1,093 959
Merger reserve 41 343 343
Profit and loss account 41 5,120 7,643
Shareholders’ funds (equity) 7,972 10,356
207,418 189,404
Long-term assurance liahilities to policyholders 29 45,340 46,389
Totd liabilities 252,758 235,793
Memorandum items 44
Contingent liabilities:
Acceptances and endorsements 1,879 2,243
Guarantees and assets pledged as collateral security 5,927 3,789
Other contingent liabilities 2,540 1,931
10,346 7,963
Commitments 64,504 53,342

The accompanying notes are an integral part of the Consolidated Financial Statements.

*  restated (seenote 1)
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Other statements

Statement of total recognised gains and losses
for the year ended 31 December 2002

2002 2001* 2000*

£million £million £million

Profit attributable to shareholders 1,781 2,229 2,654

Currency trandlation differences on foreign currency net investments (3) (86) (11)

Actuarial losses recognised in post-retirement benefit schemes (note 4 3) (3,299) (2,873) (1,452)

Deferred tax thereon (note 43) 968 863 450

(2,331) (2,010) (1,002)

Totd recognised gains and losses relating to the year (553) 133 1,641
Prior year adjustment at 1 January 2002in respect of current year changes

in accounting policy (note 1) (404) - -

Prior year adjustment in respect of the adoption of FRS 18 - 248 -

Prior year adjustment in respect of the adoption of FRS 15 - - (112)

Total gains and losses recognised during the year (957) 381 1,529

* restated (see note 1)

Historical cost profits and losses
for the year ended 31 December 2002

There was no material difference between the results as reported and the results that would have been reported on an unmodified
historical cost basis. Accordingly, no note of historical cost profits and losses has been included.

Reconciliation of movementsin shareholders funds
for the year ended 31 December 2002

2002 2001* 2000*

£million £million £million

Profit attributable to shareholders 1,781 2,229 2,654
Dividends (1,908) (1,872) (1,683)
(Loss) profit for the year (227) 357 971
Currency trandation differences on foreign currency net investments (3) (86) (11)
Actuarial losses recognised in post-retirement benefit schemes (2,331) (2,010 (1,002)
I ssue of shares 77 194 74
Goodwill written back on sale and closure of businesses - - 109
Net (decrease) increase in shareholders’ funds (2,384) (1,545) 141
Shareholders’ funds at beginning of year 10,356 11,901 8,829
Prior year adjustment at 1 January 2000 (note 1) - - 2,931
Shareholders’ funds at end of year 7,972 10,356 11,901

* restated (see note 1)

The accompanying notes are an integral part of the Consolidated Financia Statements.
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Consolidated cash flow statement
for the year ended 31 December 2002

2002 2001* 2000

£million £million £million
Net cash inflow from operating activities (note 47a) 5394 9,927 7474
Dividendsreceived from associated undertakings 2 2 2
Returns on investments and servicing of finance:
Dividends paid to equity minority interests (18) (17 (12)
Payments made to non-equity minority interests (43) (40) (36)
Interest paid on subordinated liabilities (loan capital) (463) (514) (442)
Interest element of finance lease rental payments - (1) (1)
Net cash outflow from returns on investments and servicing of finance (524) (572 (491)
Taxation:
UK corporation tax (758) (682) (723)
Oversess tax (193) (147) (141)
Total taxation (951) (829) (864)
Capital expenditure and financial investment:
Additionsto fixed asset investments (46,830) (47,049) (23,564)
Disposals of fixed asset investments 45,507 40,530 24,850
Additionsto tangiblefixed assets (1,315) (1,157) (1,006)
Disposals of tangiblefixed assets 359 285 78
Capita injectionsto long-term assurance business (140) (100) -
Net cash (outflow) inflow from capital expenditure and financial investment (2,419) (7,491) 358
Acquisitions and disposals:
Additionsto interestsin joint ventures (21) (44) -
Acquisition of group undertakings (note 47€) (117) (180) (5,110)
Disposal of group undertakings and businesses (note 4 7¢) - 40 83
Net cash outflow from acquisitions and disposals (138) (184) (5,027)
Equity dividends paid (1,903) (1,738) (1,522)
Net cash outflow before financing (539 (885) (70)
Financing:
Issue of subordinated liabilities (loan capital) 2,120 742 952
Issue of capital securities by subsidiary undertakings - - 509
Issue of ordinary share capital net of £62 million (2001: £185 million;
2000: £124 million) charge in respect of the QUEST (note 26) 77 194 74
Repayments of subordinated liabilities (loan capital) (55) (131) (55)
Minority investment in subsidiaries 167 - -
Capital element of finance lease rental payments (4) (20) (4)
Net cash inflow from financing 2,305 785 1,476
Increase (decrease) in cash (note 47¢) 1,766 (100) 1,406

*restated (seenote 1)

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Notes to the accounts

1

Accounting policies

Accounting policies are unchanged from 2001, except that:

(i)

(ii)

(iii)

(iv)

The Group has implemented the requirements of the Urgent Issues Task Force's Abstract 33 ‘Obligations in capital
instruments'. Following its implementation the Group has reclassified €750 million of Perpetual Capital Securities as
undated loan capital and the related cost is included within interest expense. Previoudy these securities were included
within minority interests in the balance sheet and the cost was treated as a minority interest deduction. The effect of this
change on the profit and loss account for the year ended 31 December 2002 has been to increase interest payable and
reduce non-equity minority interests by £31 million (2001: £22 million; 2000: nil); there has been no effect on attributable
profit. The effect on the Group’ s balance sheet at 31 December 2002 has been to increase undated |oan capital and reduce
non-equity minority interests by £482 million (2001: £451 million).

The Group has implemented the requirements of Financial Reporting Standard 19 (“FRS 19”) ‘Deferred Tax'. Following
its implementation, the Group makes full provision for deferred tax assets and liabilities arising from timing differences
between the recognition of gains and losses in the financial statements and their recognition in a tax computation.

Previously provision was only made where it was considered that there was a reasonable probability that a ligbility or
asset would crystallise in the foreseeable future. A prior year adjustment has been made increasing shareholders’ funds by
£54 million to rflect the revised policy. The effect of this change on the profit and loss account for the year ended
31 December 2002 has been to reduce the tax charge by £29 million (2001: increase the tax charge by £14 million; 2000:
nil). The effect on the Group’s balance sheet at 31 December 2002 has been to reduce the deferred tax liability and
increase shareholders' funds by £69 million (2001: £40 million).

The Group has adopted fully the accounting requirements of Financial Reporting Standard 17 (“FRS 17”) ‘Retirement
Benefits'. FRS 17 replaces Statement of Standard Accounting Practice 24 and the Urgent Issues Task Force' s Abstract 6
as the accounting standard dealing with post-retirement benefits. The Group has decided to implement the requirements of
FRS 17 in 2002 to coincide with the triennial full actuarial valuations of the Group’s pension schemes and because of the
significant impact that implementation has on the Group’ s reported resullts.

FRS 17 requires the assets of post-retirement defined benefit schemes to be included on the balance sheet together with
the related liability to make benefit payments. The profit and loss account includes a charge in respect of the cost of
accruing benefits for active employees, benefit improvements and the cost of sverances borne by the schemes; the
expected return on the schemes' assetsisincluded within other finance income net of a charge in respect of the unwinding
of the discount applied to the schemes’' liabilities. It aso includes a charge in respect of post-retirement healthcare
obligations. Under Statement of Standard Accounting Practice 24 the profit and loss account included a charge in respect
of the cost of accruing benefits for active employees offset by a credit representing the amortisation of the surplusin the
Group'’ s defined benefit pension schemes; a pension prepayment was included in the Group’ s balance sheet, together with
a provision in respect of post-retirement healthcare obligations. A prior year adjustment has been made increasing
shareholders' funds by £2,810 million to reflect the revised policy.

The effect of this change on the profit and loss account for the year ended 31 December 2002 has been to introduce other
finance income of £165 million (2001: £307 million; 2000: £424 millior), and to increase administrative expenses by
£323 million (2001: £452 million; 2000: £327 million). Profit before tax has been reduced by £158 million (2001: reduced
by £145 million; 2000: increased by £97 million). The effect on the Group’ s balance sheet at 31 December 2002 has been
to reflect anet post-retirement benefit ligbility of £2,077 million (2001: anet post-retirement benefit asset of £356 million
and a post-retirement benefit liability of £75 million), to reduce prepayments and accrued income by £928 million (2001
£894 million), to reduce the deferred tax liability by £251 million (2001: £268 million), to reduce other provisions for
liabilities and charges by £76 million (2001: £109 million) and to reduce shareholders funds by £2,678 million (2001:
£236 million).

In December 2001, the Association of British Insurers (ABI) published detailed guidance for the preparation of figures
using the achieved profits method of accounting which are published as supplementary financial information
accompanying the accounts of most listed insurance companies. The ABI guidance recommends the use of unsmoothed
fund values to calculate the value of in-force business. To improve the comparability of the results of the Group's
insurance operations with the supplementary financia information published by listed insurers the Group has changed the
basis of its embedded value caculations to use unsmoothed fund values; previously the effect of investment fluctuations
had been amortised to the profit and loss account over atwo year period. A prior year adjustment has been made reducing
shareholders funds by £67 million, to reflect the revised policy.

The effect of this change on the profit and loss account for the year ended 31 December 2002 has been to reduce income
from long-term assurance business before tax by £104 million (2001: £222 million; 2000: £172 million). The effect on the
Group's balance sheet at 31 December 2002 has been to reduce the value of thelong-term assurance business attributable
to the shareholder by £281 million (2001: £208 million) and to reduce shareholders’ funds by the same amount.
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Notes to the accounts

1  Accounting policies(continued)

Comparative figures for 2001 and 2000 have been restated in respect of all of the above changes.

The prior year adjustments in respect of these changes can be summarised asfollows:

Actuarial losses

Impact on recognised in post- Adjustment to
Adjustment to  attributable profit retirement benefit  shareholders' funds
shareholders funds  for year ended 31 schemesfor year ended at 31 December
at 1 January 2000 December 2000 31 December 2000 2000
£m £m £m £m
FRS 19 Deferred tax (ii) 54 - - 54
FRS 17 Retirement benefits (iii) 2,810 68 (1,002) 1,876
ABI guidance (iv) 67 (120) - (53)
Total 2,931 (52) (1,002) 1,877
Actuarial losses
Impact on recognised in post- Adjustment to
Adjustment to  attributable profit retirement benefit  shareholders' funds
shareholders funds  for year ended 31 schemesfor year ended a 31 December
at 1 January 2001 December 2001 31 December 2001 2001
£m £m £m £m
FRS 19 Deferred tax (ii) 54 (14) - 40
FRS 17 Retirement benefits(iii) 1,876 (102) (2,010) (236)
ABI guidance (iv) (53) (155) - (208)
Tota 1,877 (271 (2,010 (404)

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 (see g) and assets held in the long-term assurance business (see n), in compliance with
Section 255A, Schedule 9 and other requirements of the Companies Act 1985 except as described below (see ¢), in accordance
with applicable accounting standards, pronouncements of the Urgent Issues Task Force and with the Statements of
Recommended Practice issued by the British Bankers' Association and the Finance & Leasing Association. The Group's
methodology for calculating embedded value follows the guidance published by the Association of British Insurers for the
preparation of figures using the achieved profits method of accounting except that tangible assets attributable to the shareholder
are valued at market value. The guidance would require those assets backing capital requirements to be discounted to reflect the
cost of encumbered capital, but such a treatment would be inconsistent with the treatment of capital supporting the Group’s
banking operations. If this treatment had been followed income from long-term assurance business before tax in 2002 would
have been dightly improved. Conversely, embedded value would have been some 8per cent lower given the size of the
shareholder capital required to be retained within Scottish Widows under the terms of the demutualisation.

The Group continues to take advantage of the dispensation in the Urgent Issues Task Force's Abstract 17 ‘Employee Share
Schemes' not to apply that Abstract to the Group’s Inland Revenue approved SAY E schemes.

b  Basisof consolidation

Assets, liabilities and results of group undertakings and joint ventures are included in the consolidated accounts on the basis of
accounts made up to 31 December. Entities that do not meet the legal definition of a subsidiary but which give rise to benefits
that are in substance no different to those that would arise from subsidiaries are also included in the consolidated accounts. In
order to reflect the different nature of the shareholder’s and policyholders' interests in the long-term assurance business, the
value of long-term assurance business attributabl e to the shareholder and the assets and liabilities attributable to policyholders are
classified under separate headings in the consolidated balance sheet. Details of transactions entered into by the Group which are
not eliminated on consolidation are given in note 42.
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Notes to the accounts

1  Accounting policies(continued)

c  Goodwill

Goodwill arising on acquisitions of or by group undertakings is capitalised. For acquisitions prior to 1 January 1998, goodwill
was taken direct to reserves in the year of acquisition. As permitted by the transitional arrangements of Financial Reporting
Standard 10, this goodwill was not reinstated when the Group adopted the standard in 1998.

The useful economic life of the goodwill arising on each acquisition is determined at the time of the acquisition. The directors
consider that it is appropriate to assign an indefinite life to the goodwill which arose on the acquisition of Scottish Widows
during 2000 in view of the strength of the Scottish Widows brand, developed through over 185 years of trading, and the position
of the business as one of the leading providers of life, pensions, unit trust and fund management products. Both of these attributes
are deemed to have indefinite durability, which has been determined based on the following factors: the nature of the business;
the typical lifespans of the products; the extent to which the acquisition overcomes market entry barriers; and the expected future
impact of competition on the business.

The Scottish Widows goodwill is not being amortised through the profit and loss account; however, it is subjected to annual
impairment reviews in accordance with Financial Reporting Standard 11. Impairment of the goodwill is evaluated by comparing
the present value of the expected future cash flows, excluding financing and tax, (the ‘vaue-in-use’) to the carrying vaue of the
underlying net assets and goodwill. If the net assets and goodwill were to exceed the value-in-use, an impairment would be
deemed to have occurred and the resulting write-down in the goodwill would be charged to the profit and loss account
immediately.

Paragraph 28 of Schedule 9 to the Companies Act 1985 requires that al goodwill carried on the balance sheet should be
amortised. In the case of the goodwill arising on the acquisition of Scottish Widows, the directors consider that it is appropriate
to depart from this requirement in order to comply with the over-riding requirement for the accounts to show atrue and fair view.
If this goodwill was amortised over aperiod of 20 years, profit before tax for the year ended 31 December 2002 would be
£93 million lower (2001: £94 million lower; 2000: £78 million lower), with a corresponding reduction in reserves of
£265 million (2001: £172 million); intangible assets on the balance sheet would also be £265 million lower (2001: £172 million
lower).

Goodwill arising on al other acquisitions after 1 January 1998 is amortised on a straight line basis over its estimated useful
economic life, which does not exceed 20 years.

At the date of the disposal of group or associated undertakings, any unamortised goodwill, or goodwill taken directly to reserves
prior to 1 January 1998, isincluded in the Group’ s share of the net assets of the undertaking in the calculation of the profit or loss
on disposal.

d Incomerecognition

Interest income is recognised in the profit and loss account as it accrues, with the exception of interest on non-performing
lending which is taken to income either when it is received or when there ceases to be any significant doubt about its ultimate
receipt (see e).

Fees and commissions receivable from customers to reimburse the Group for costs incurred are taken to income when due. Fees
and commissions relating to the ongoing provision of a service or risk borne for a customer are taken to income in proportion to
the service provided or risk borne in each accounting period. Fees and commissions charged in lieu of interest are taken to
income on alevel yield basis over the period of the loan. Other fees and commissions receivable are accounted for as they fall
due.

e Provisonsfor bad and doubtful debtsand non-performinglending

Provisionsfor bad and doubtful debts

It is the Group's policy to make provisions for bad and doubtful debts, by way of a charge to the profit and loss account, to
reflect the losses inherent in the loan portfolio at the balance sheet date. There are two types of provision, specific and general,
and these are discussed further below.

Specific provisions

Specific provisions relate to identified risk advances and are raised when the Group considers that recovery of the whole of the

outstanding balanceisin serious doubt. The amount of the provision is equivaent to the amount necessary to reduce the carrying
value of the advance to its expected ultimate net realisable value.
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Notes to the accounts

1  Accounting policies(continued)
e Provisionsfor bad and doubtful debtsand non-perfor ming lending (continued)
Provisionsfor bad and doubtful debts(continued)

For the Group's portfolios of smaller balance homogeneous loans, such as the residential mortgage, personal lending and credit
card portfolios, specific provisions are calculated using a formulae driven approach. These formulae take into account factors
such as the length of time that payments from the customer are overdue, the value of any collateral held and the level of past and
expected losses, in order to derive an appropriate provision.

For the Group’ s other lending portfolios, specific provisions are calculated on a case-by-case basis. In establishing an appropriate
provision, factors such as the financial condition of the customer, the nature and vaue of any collateral held and the costs
associated with obtaining repayment and realisation of the collateral are taken into consideration.

General provisions

General provisions are raised to cover latent bad and doubtful debts which are present in any portfolio of advances but have not
been specifically identified. The Group holds genera provisions against each of its principa lending portfolios, which are
calculated after having regard to a number of factors; in particular, the level of watchlist or potential problem debt, the observed
propensity for such debt to deteriorate and become impaired and prior period loss rates. The level of general provision held is
reviewed on a regular basis to ensure that it remains appropriate in the context of the perceived risk inherent in the related
portfolio and the prevailing economic climate.

Non-performinglending

An advance becomes non-performing when interest ceases to be credited to the profit and loss account. There are two types of
non-performing lending which are discussed further below.

Accruing loans on which interest isbeing placed in suspense

Where the customer continues to operae the account, but where there is doubt about the payment of interest, interest continuesto
be charged to the customer’s account, but it is not applied to income. Interest is placed on a suspense account and only taken to
incomeif there ceasesto be significant doubt about its being paid.

Loans accounted for on a non-accrual basis

In those cases where the operation of the customer’s account has ceased and it has been transferred to a specialist recovery
department, the advance is written down to its estimated realisable value and interest is no longer charged to the customer’s
account asitsrecovery is considered unlikely. Interest isonly takentoincomeif itisreceived.

f  Mortgageincentives

Payments made under cash gift and discount mortgage 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 period. Payments cease to be
deferred and are charged to the profit and loss account inthe event that the related loan is redeemed or becomes impaired.

g Debt securitiesand equity shares

Debt securities, apart from those held for dealing purposes, are stated at cost as adjusted for the amortisation of any premiums
and discounts arising on acquisition, which are amortised from purchase to maturity in equal annua instalments, less amounts
written off for any permanent diminution in their value. Equity shares, apart from those held for dealing purposes, are stated at
cost less amounts written off for any permanent diminution in their value.

Debt securities and equity shares held for dealing purposes are included at market value. In rare circumstances where securities
are transferred from dealing portfolios to investment portfolios or vi ce versa, the transfer is effected at an amount based on the
market value at the date of transfer. Any resulting profit or lossisreflected in the profit and |oss account.

h  Tangiblefixed assets

Tangible fixed assets areincluded at cost less depreciation.

Land is not depreciated. Leasehold premises with unexpired lease terms of 50 years or less are depreciated by equal annua
instalments over the remaining period of the lease. Freehold and long leasehold buildings are depreciated over 50 years. The
costs of adapting premises for the use of the Group are separately identified and depreciated over 10 years, or over the term of
theleaseif less; such costs are included within premisesin the balance sheet total of tangible fixed assets.
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Notes to the accounts

1  Accounting policies(continued)
h  Tangible fixed assets(continued)

Equipment is depreciated by equal annua instalments over the estimated useful lives of the assets, which for fixtures and
furnishings are 10-20 years and for computer hardware, operating software and application software and the related devel opment
costs relating to separable new systems, motor vehicles and other equipment are 3-8 years.

Premises and equipment held for letting to customers under operating leases are depreciated over the life of the lease to give a
constant rate of return on the net investment, taking into account anticipated residua values. Anticipated residual values are
reviewed regularly and any impairments identified are charged to the profit and loss account.

i Vacant leasehold property

When a leasehold 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 obligationsrelating to the lease.

j L easing and instalment credit transactions

Assets leased to customers are classified as finance leases if the lease agreements transfer substantialy al of the risks and
rewards of ownership to the lessee; al other leases are classified as operating leases.

Income from both finance and operating leases is credited to 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 is
credited to the profit and loss account using the sum of the digits method.

In those cases where the Group is the lessee, operating lease costs are charged to the profit and loss account in equal annual
instalments over thelife of thelease.

k  Deferred tax

Full provision is made for deferred tax liabilities arising from timing differences between the recognition of gains and losses in
the financial statements and their recognition in a tax computation. Deferred tax assets are recognised to the extent that it is
regarded as more likely than not that there will be suitable taxable profits from which the future reversal of the underlying timing
differences can be deducted, or where they can be offset against deferred tax liabilities. Deferred tax is measured at the average
tax rates that are expected to apply in the periods in which the timing differences are expected to reverse, based on tax rates and
laws that have been enacted or substantively enacted by the balance sheet date.

I Pensions and other post-retirement benefits

The Group operates a number of defined benefit persion and post-retirement healthcare schemes, and a number of employees are
members of defined contribution pension schemes.

Full actuarial valuations of the Group’s main defined benefit schemes are carried out every three years with interim reviews in
the intervening years; these vauations are updated to 31 December each year by qualified independent actuaries. For the
purpaoses of these annual updates, scheme assets are included at market value and scheme liabilities are measured on an actuaria
basis using the projected unit method; these liabilities are discounted at the current rate of return on ahigh quality corporate bond
of equivalent currency and term. The post-retirement benefit surplus or deficit is included on the Group's balance shet, net of
the related amount of deferred tax. Surpluses are only included to the extent that they are recoverable through reduced
contributions in the future or through refunds from the schemes. The current service cost and any past service costs are included
in the profit and loss account within operating expenses and the expected return on the schemes’ assets, net of the impact of the
unwinding of the discount on scheme liahilities, is included within other finance income. Actuarial gains and losses, including
differences between the expected and actual return on scheme assets, are recognised, net of the related deferred tax, in the
statement of total recognised gains and |osses.

The costs of the Group’s defined contribution pension schemes are charged to the profit and loss account in the period in which
they fall due.
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Notes to the accounts

1  Accounting policies(continued)
m  Foreign currency trandation

Assets, liabilities and results in foreign currencies are expressed in sterling at the rates of exchange ruling on the dates of the
respective balance sheets. Exchange adjustments on the trandation of opening net assets held overseas are taken direct to
reserves. All other exchange profits or losses, which arise from normal trading activities, are included in the profit and loss
account.

n Long-term assurance business

A number of the Group’s subsidiary undertakings are engaged in writing long-term assurance business, including the provision
of life assurance, pensions, annuities and permanent health insurance contracts. In common with other life assurance companies
in the UK, these companies are structured into one or more long-term business funds, depending upon the nature of the products
being written, and a shareholder’'s fund. All premiums received, investment returns, claims and expenses, and changes in
liabilities to policyholders are accounted for within the related long-term business fund. Any surplus, which is determined
annually by the Appointed Actuary after taking account of these items, may either be distributed between the shareholder and the
policyholders according to a predetermined formula or retained within the long-term business fund. The shareholder will also
levy investment management and administration charges upon the long-term business fund.

The Group accounts for its interest in long-term assurance business using the embedded value basis of accounting, in common
with other UK banks with insurance subsidiaries. The vaue of the shareholder’s interest in the long-term assurance business
(‘the embedded vauge') included in the Group’s balance sheet is an actuarially determined estimate of the economic value of the
Group’s life assurance subsidiaries, excluding any value which may be attributed to future new business. The embedded valueis
comprised of the net tangible assets of the life assurance subsidiaries, including any surplus retained within the long-term
business funds, which could be transferred to the shareholder, and the present value of the inforce business. The vaue of thein
force business is calculated by projecting the future surpluses and other net cash flows attributable to the shareholder arising
from business written by the balance sheet date, using appropriate economic and actuarial assumptions, and discounting the
result at arate which reflects the shareholder’ s overall risk premium attributabl e to this business.

Changes in the embedded value, which are determined on a post-tax basis, are included in the profit and loss account. For the
purpose of presentation, the change in thisvalue is grossed up at the underlying rate of corporation tax.

The assets held within the long-term business funds are legally owned by the life assurance companies, however the shareholder
will only benefit from ownership of these assets to the extent that surpluses are declared or from other cash flows attributable to
the shareholder. Reflecting the different nature of these assets, they are classified separately on the Group’'s balance sheet as
‘Long-term assurance assets attributable to policyholders’, with a corresponding liability to the policyholders aso shown.

Investments held within the long-term business funds are included on the following basis: equity shares, debt securities and unit
trusts held for unit linked funds are valued in accordance with policy conditions at market prices; other equity shares and debt
securities are valued 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 the balance sheet date, and mortgages and loans are at cost less amounts written off.

0 General insurancebusiness

The Group both underwrites and acts as intermediary in the sale of general insurance products. Underwriting premiums are
included, net of refunds, in the period in which insurance cover is provided to the customer; premiums received relating to future
periods are deferred and only credited to the profit and loss account when earned. Where the Group acts as intermediary,
commission income is included in the profit and loss account at the time that the underwriter accepts the risk of providing
insurance cover to the customer. Where appropriate, provision is made for the effect of future policy terminations based upon
past experience.

The underwriting business makes provision for the estimated cost of claims notified but not settled and claims incurred but not
reported at the balance sheet date. The provision for the cost of claims notified but not settled is based upon a best estimate of
the cost of settling the outstanding claims after taking into account al known facts. In those cases where there is insufficient
information to determine the required provision, statistical techniques are used which take into account the cost of claims that
have recently been settled and make assumptions about the future development of the outstanding cases. Similar statistical
techniques are used to determine the provision for claimsincurred but not reported at the balance sheet date. Claims equalisation
provisions are calculated in accordance with the relevant legidlative requirements.
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Notes to the accounts

1  Accounting policies (continued)
p Derivatives

Derivatives are used in the Group’s trading activities to meet the financial needs of customers, for proprietary purposes and to
manage risk in the Group’ strading portfolios. Such instruments include exchange rate forwards and futures, currency swaps and
optionstogether with interest rate swaps, forward rate agreements, interest rate options and futures. These derivatives are carried
at fair value and dl changes in fair value are reported within dealing profits in the profit and loss account. Fair values are
normally determined by reference to quoted market prices; internal models are used to determine fair value in instances where no
market price is available. The unrealised gains and losses on trading derivatives are included within other assets and other
liabilities respectively. These items are reported gross except in instances where the Group has entered into legaly binding
netting agreements, where the Group has aright to insist on net settlement that would survive the insolvency of the counterparty;
in these cases the positive and negative fair values of trading derivatives with the relevant counterparties are offset within the
balance sheet totals.

Derivatives used in the Group's nonttrading activities are taken out to reduce exposures to fluctuations in interest and exchange
rates and include exchange rate forwards and futures, currency swaps together with interest rate swaps, forward rate agreements
and options. These derivatives are accounted for in the same way as the underlying items which they are hedging. Interest
receipts and payments on hedging interest derivatives are included in the profit and loss account so as to match the interest
payable or receivable on the hedged item.

A derivative will only be classified as a hedge in circumstances where there was evidence of the intention to hedge at the outset
of the transaction and the derivative substantially matches or eliminates the risk associated with the exposure being hedged.

Where a hedge transaction is superseded, ceases to be effective or is terminated early the derivative is measured at fair value.

Any profit or loss arising is then amortised to the profit and loss account over the remaining life of the item which it was
originaly hedging. When the underlying asset, liability or position that was being hedged is terminated, the hedging derivativeis
measured at fair value and any profit or loss arising is recognised immediately.
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Notes to the accounts

2  Segmental analysis

The Group’s activities are organised into three segments: UK Retail Banking and Mortgages, Insurance and Investments and
Wholesale Markets and International Banking. Services provided by UK Retail Banking and Mortgages encompass the
provision of banking and other financia services to personal and small business customers, private banking, stockbroking and
mortgages. Insurance and Investments offers life assurance, pensions and savings products, genera insurance and fund
management services. Wholesadle Markets and Internationa Banking provides banking and related services for mgor UK and
multinational companies, banks and financia ingtitutions, and medium-sized UK businesses. It also provides asset finance to
personal and corporate customers, manages the Group'’s activities in financial marketsthrough its Treasury function and provides
banking and financia services oversess.

Life,
UK Retail pensions, Wholesale
Banking unit trusts Insurance Marketsand
and General and asset and International Central
M ortgages insurance management Investments Banking group items Total
Year ended 31 December 2002 £m £m £m £m £m £m £m
Net interest income 3,340 38 36 74 1,903 (146) 5171
Other finance income - - - - - 165 165
Income from long-term assurance business - - (314) (314) 11 - (303)
Other operating income 1,076 1,065 228 1,293 1,338 138 3,845
Total income 4,416 1,103 (50) 1,053 3,252 157 8,878
Operating expenses (2,670) (180) (310) (490) (14,717) (38) (4,915)
Trading surplus 1,746 923 (360) 563 1,535 119 3,963
General insurance claims - (229) - (229) - - (229)
Provisions for bad and doubtful debts (563) - - - (473) 7 (1,029)
Amounts written off fixed asset investments - - - - (57) (30) (87)
Income from joint ventures (11) R - R R R (11)
Profit (loss) before tax 1,172 694 (360) 334 1,005 96 2,607
Life,
UK Retail pensions, Wholesale
Banking unit trusts Insurance Markets and
and General and asset and International Central
Mortgages insurance management  Investments Banking  groupitems Total
Y ear ended 31 December 2001* £m £m £m £m £m £m £m
Net interest income 3,102 48 32 80 1,845 (105) 4,922
Other finance income - - - - - 307 307
Income from long-term assurance business - - (41) (41) 12 - (29)
Other operating income 1,135 900 288 1,188 1,196 170 3,689
Total income 4,237 948 279 1,227 3,053 372 8,88¢
Operating expenses (2,607) (169) (322) (491) (1,523) (155) (4,776)
Trading surplus 1,630 779 (43) 736 1,53C 217 4,113
General insurance claims - (174) - (174) - - (174)
Provisions for bad and doubtful debts (415) - - - (338) 6 (747)
Amounts written off fixed asset investments - - - - (22 (38) (60)
Income from joint ventures (20) - - - - - (20)
Profit on sale of businesses - - - - 39 - 39
Profit (loss) before tax 1,205 605 (43 562 1,209 185 3,161
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Notes to the accounts

2 Segmental analysis(continued)

Y ear ended 31 December 2000*

Net interest income

Other finance income

Income from long-term assurance business
Other operating income

Total income

Operating expenses

Trading surplus

General insurance claims

Provisions for bad and doubtful debts
Amounts written off fixed asset investments

Income from joint ventures
Profit before tax

Geographical area: **

Interest receivable

Other finance income

Fees and commissions receivable

Dealing profits (before expenses)

Income from long-term assurance business
General insurance premium income

Other operating income

Total grossincome

Profit on ordinary activities before tax

Life,
UK Retail pensions, Wholesale
Banking unit trusts Insurance Marketsand
and General and asset and International Central
Mortgages insurance management  Investments Banking  groupitems Total
£m £m £m £m £m £m £m
2,951 57 31 88 1,642 (94) 4,587
- - - - - 424 424
- - 435 435 8 - 443
1,143 774 315 1,089 990 100 3,322
4,094 831 781 1,612 2,640 430 8,776
(2,401) (142) (320) (462) (1,363) (53 (4,279)
1,693 689 461 1,150 1,277 377 4,497
- (142) - (142) - - (142)
(332) - - - (228) 19 (541)
- - - - (24) (18) 32
2 - 1 1 - - 3
1,363 547 462 1,009 1,035 378 3,785
Inter- Inter- Inter-
Domestic national Total Domestic* national Total* Domestic* national Total*
2002 2002 2002 2001 2001 2001 2000 2000 2000
£m £m £m £m £m £m £m £m £m
8,226 2,323 10,549 8,950 2,414 11,364 8,927 2,127 11,054
165 - 165 307 - 307 424 - 424
2,773 280 3,053 2,636 286 2,922 2,480 288 2,768
125 63 188 138 ) 233 149 49 198
(314) 11 (303) (42) 12 (29) 435 8 443
486 - 486 428 - 428 399 - 399
552 211 763 538 170 708 269 167 436
12,013 2,888 14,901 12,956 2,977 15,933 13,083 2,639 15,722
2,111 496 2,607 2,595 566 3,161 3,352 433 3,785
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Notes to the accounts

2  Segmental analysis(continued)

Net assets T Assets f
2002 2001* 2002 2001*
£m £m £m £m
Class of business:
UK Retail Banking and Mortgages 2,541 2,437 85,868 77,982
Insurance and Investments
- Generd insurance 447 339 794 825
- Life, pensions, unit trusts and asset management 6,489 6,472 8,367 8,445
6,936 6,811 9,161 9,270
Wholesale Markets and International Banking 4,925 4,405 110,845 100,777
Central group items (6,393) (3,260) 1,544 1,375
8,009 10,393 207,418 189,404
Geographical area: **
Domestic 6,634 9,319 177,702 160,796
I nternational 1,375 1,074 29,716 28,608
8,009 10,393 207,418 189,404

*  Figuresfor 2001 and 2000 have been restated to teke account of the changes in accounting policy explained in note 1 and the
reclassification of emerging markets debt earnings from Wholesale Markets and International Banking to Centra group
items.

** The geographical distribution of gross income sources, profit on ordinary activities before tax and assets by domestic and
international operationsis based on the location of the office recording the transaction, except for lending by the international
business booked in London.

T Net assets represent shareholders' funds plus equity minority interests. Disclosure of information on net assets is an
accounting standard requirement (SSAP 25); it is not appropriate to relate it directly to the segmental profits above because
the businessis not managed by the all ocation of net assets to business units.

¥ Assetsexcludelong-term assurance assets attributable to policyholders.

Asthe business of the Group is mainly that of banking and insurance, no segmental analysis of turnover is given.

3  Dealing profits (befor e expenses) 2002 2001 2000
£m £m £m
Foreign exchange trading income 173 158 141
Securities and other gains 15 75 57
188 233 198

Dealing profits include the profits and losses arising both on the purchase and sale of trading instruments and from the year-end
revaluation to market value, together with the interest income earned from these instruments and the related funding cost.
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4 Administrative expenses 2002 2001* 2000*
Em £m Em
Salaries and profit sharing 2,065 2,066 1,941
Saocial security costs 134 140 131
Other pension costs (note 4 3) 318 347 225
Staff costs 2,517 2,553 2,297
Other administrative expenses 1,697 1,673 1,596
4,214 4,226 3,893
*restated (see note 1)
2002 2001 2000
The average number of persons on a headcount basis employed by the Group during
the year was asfollows:
UK 71,134 71,184 67,848
Overseas 11,491 11,768 11,847

82,625 82,952 79,695

The above staff numbers exclude 5,870 (2001: 5,450; 2000: 6,152) staff employed in the long-term assurance business. Costs of
£209 million (2001: £168 million; 2000: £199 million) in relation to those staff are reflected in the valuation of the long-term
assurance business.

Details of directors emoluments, pensions and interests are given on pages 82,83 and 85 to 87.

During the year the auditors earned the following fees:

2002 2001 2000
£m £m £m
Statutory audit 4.8 4.0 41
Other audit feesincluding regulatory reporting 2.6 55 4.5
Duediligence 0.8 5.7 1.0
Internal control reviews 0.3 0.2 -
Other 0.2 0.5 0.3
Audit related fees 1.3 6.4 1.3
Audit and audit related fees 8.7 15.9 9.9
Tax fees 0.7 0.4 04
Management consultancy fees 0.1 35 24.5
Other fees 1.0 13 13
Total fees 105 211 36.1

The auditors' remuneration for the holding company was £50,000 (2001: £50,000; 2000: £50,000).

It isthe Group's policy to employ the auditors on assignments additional to their statutory audit duties, where their expertise and
experience with the Group are important, principally relating to tax advice and due diligence reporting on acquisitions and
disposals. Following a change in policy earlier this year, the auditors are no longer permitted to perform management
consultancy work on behalf of the Group.

5 Amountswritten off fixed asset investments

2002 2001 2000

£m £m £m

Debt securities 84 58 27
Equity shares 3 2 5
87 60 32
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Notes to the accounts

6 Profit beforetax on sale of businesses

On 3 October 2001 the Group announced the sale of its Brazilian fund management and private banking business, including its
subsidiary, LIoyds TSB Asset Management S.AA. Thisresulted in aprofit on sale of £39 million (tax: £11 million).

7  Profit on ordinary activities beforetax 2002 2001* 2000
£m £m £m

Profit on ordinary activities before tax is stated after taking account of:

Income from:

Aggregate amounts receivable, including capita repayments, in respect of assets leased to
customers and banks under:

Finance leases and hire purchase contracts 3,290 3,250 3,295

Operating leases 440 329 151
Profit lesslosses on disposal of investment securities 160 160 127
Charges:
Rental of premises 220 203 193
Hire of equipment 18 18 26
Interest on subordinated liabilities (loan capital) 537 515 490
*restated (seenote 1)

8 Taxon profit on ordinary activities

2002 2001* 2000*
a) Analysisof chargefor the year £m £m £m
UK corporation tax
Current tax on profitsfor the year 784 769 889
Adjustmentsin respect of prior years 12 (14) 3
796 755 892
Double taxation relief (129) (87) (72)
667 668 820
Foreign tax
Current tax on profits for the year 216 179 137
Adjustmentsin respect of prior years (15) (17) (5)
201 162 132
Current tax charge 868 830 952
Deferred tax (106) 44 129
Associated undertakings and joint ventures 2 1 1
764 875 1,082

* restated (see note 1)

The charge for tax on the profit for theyear isbased on a UK corporation tax rate of 30 per cent (2001: 30 per cent; 2000: 30 per
cent).

In addition to the tax charge in the profit and loss account detailed above, £968 million (2001: £863 million; 2000: £450 million)

of deferred tax has been credited to the statement of total recognised gains and losses in respect of actuarial losses recognised in
post-retirement benefit schemes (note 43).
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8 Taxon profit on ordinary activities(continued)
b) Factorsaffectingthetax chargefor theyear

A reconciliation of the charge that would result from applying the standard UK corporation tax rate to profit before tax to the
current tax charge and total tax charge for the year is given below:

2002 2001 2000
£m £m £m
Profit on ordinary activities before tax 2,607 3,161 3,785
Tax chargethereon at UK corporation tax rate of 30% 782 948 1,135
Factors affecting charge:
Change in non-allowable provisions - - 3
Goodwill amortisation 9 8 10
Overseas tax rate differences 24 12 14
Non-allowable and non-taxable items (28) 8 13
Gains exempted or covered by capital losses (23) (39) (14)
Tax deductible coupons on non-equity minority interests (12 (12) (12
Payments to employee trust (20) (60) (37)
Capital allowances in excess of depreciation 7 (48) a7
Other timing differences 99 4 (112
Life companiesrate differences 44 21 (11)
Other items (14) (12 (20)
Current tax charge 868 830 952
Deferred tax — capital alowances in excess of depreciation (7 48 17
— other timing differences (99) 4 112

Associated undertakings and joint ventures 2 1 1
Tax on profit on ordinary activities 764 875 1,082
Effectiverate 29.3% 27.7% 28.6%

C) Factorsthat may affect the futuretax charge

The current tax charge includes a credit of £46 million (2001: charge of £11 million; 2000: charge of £122 million) in respect of
notional tax on the shareholder’ s interest in the movement in value of the long-term assurance business. Since this derives from
the use of a combination of tax rates it can give rise to a higher or lower charge compared to an expected 30 per cent rate,
depending upon the reported investment returns.

Following Government changes recently announced in respect of employee benefit trusts the future benefit to the tax charge from
this source will beless.

In December 2002 the Inland Revenue announced its intention to introduce legislation which may affect the tax treatment of
certain transfers from Scottish Widows plc’'s long-term business fund to its shareholder’s fund. The precise impact of these
proposals is yet to be determined, however it is possible that these transfers will be subject to a higher tax charge than was
previoudy anticipated.

Factorsthat may affect the future deferred tax charge are dealt with in Note 36.

9  Ordinary dividends 2002 2001 2000 2002 2001 2000
pence pence pence
per share pershare per share £m £m £m
Interim: paid 10.7 10.2 9.3 597 566 511
Final; proposed 235 235 21.3 1,311 1,306 1,172
34.2 33.7 30.6 1,908 1,872 1,683
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10 Earningsper share 2002 2001* 2000*
Profit attributable to shareholderst £1,781m £2,229m £2,654m
Weighted average number of ordinary shares in issue during the yeart+ 5,570m 5,533m 5,487m
Dilutive effect of options outstanding 27m 50m 58m
Diluted weighted average number of ordinary sharesin issue during the year 5,597m 5,583m 5,545m
Earnings per share 32.0p 40.3p 48.4p
Diluted earnings per share 31.8p 39.9p 47.9p

* restated (see note 1)

T No adjustment was made to profit attributable to shareholdersin calculating diluted earnings per share.

tT The weighted average number of shares for the year has been cdculated after deducting 5 million (2001: 15 million; 2000:
9 million) ordinary shares held by Lloyds TSB Group Holdings (Jersey) Limited and the trustees of the TSB Group
Employee Trust, the LIoyds TSB Group Employee Share Ownership Trust and the LlIoyds TSB Qualifying Employee Share
Ownership Trust, on which dividends have been waived (note 26).

11 Treasury billsand other eligiblebills 2002 2002 2001 2001
Balance Baance

sheet Valuation sheet Vauation

£m £m £m £m

Investment securities;

Treasury billsand similar securities 257 258 748 748
Other eligiblebills 1,622 1,620 2,034 2,032

1,879 1,878 2,782 2,780
Other securities:
Treasury billsand similar securities 530 1,630

2,409 4,412
Geographical analysisby issuer:
United Kingdom 1,726 2,620
Latin America 567 1,412
Other 116 380

2,409 4,412
Included above:
Unamortised discounts net of premiums on investment securities 5 6

Premiums
and
Cost  discounts Tota

Movementsin investment securities comprise: £m £m £m
At 1 January 2002 2,777 5 2,782
Exchange and other adjustments 3 - 3
Additions 30,402 - 30,402
Bills sold or matured (31,301) (76) (31,377)
Amortisation of premiums and discounts - 75 75
At 31 December 2002 1,875 4 1,879

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 market value is higher than the cost, is not
disclosed asits determination is not practicable.

It is expected that tax of £1 million (2001: £1 million) would be recoverable if the investment securities were sold at their year
end valuation.
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12 Loansand advancesto banks 2002 2001
£m £m
Lending to banks 2,212 1,616
Deposits placed with banks 15,318 13,610
Total loans and advances to banks 17,530 15,226
Provisions for bad and doubtful debts (1) (2
17,529 15,224
Repayable on demand 4,313 2,443
Other loans and advances by residual maturity repayable:
3 monthsor less 8,512 8,995
1 year or less but over 3 months 2,624 2,698
5yearsor lessbut over 1 year 1,700 708
Over 5years 381 382
Provisionsfor bad and doubtful debts (1) (2

17,529 15,224

13 Loansand advancesto customers 2002 2001
£m £m
Lending to customers 123,007 111,541
Hire purchase debtors 5,990 5,345
Equipment leased to customers 7,300 7,585
Total loans and advancesto customers 136,297 124,471
Provisions for bad and doubtful debts (1,766) (1,466)
Interest held in suspense (57) (70)

134474 122,935

L oans and advances by residual maturity repayable;

3 monthsor less 23,989 21,393
1 year or less but over 3 months 10,357 8,867
5yearsor lessbut over 1 year 30,637 27,910
Over 5years 71,314 66,301
Provisionsfor bad and doubtful debts (1,766) (1,466)
Interest held in suspense (57) (70)

134,474 122,935

Of which repayable on demand or at short notice 11,852 10,116

The cost of assets acquired during the year for letting to customers under finance leases and hire purchase contracts amounted to
£3,752 million (2001: £3,166 million).

Equipment leased to customers, which is stated after deducting £5,603 million (2001: £5,905 million) of unearned charges, is
repayable asfollows:

2002 2001

£m £m

3 monthsor less 127 157
1 year or less but over 3 months 407 511
5yearsor lessbut over 1 year 1,669 1,653
Over 5years 5,097 5,264
7,300 7,585
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13 Loansand advancesto customer s (continued)

Securitisations
Certain instalment credit receivables have been securitised and are subject to non-returnable financing arrangements. In
accordance with Financial Reporting Standard 5, these items have been shown under the linked presentation method.

The Group’s subsidiary, Black Horse Limited (formerly Chartered Trust plc), entered into transactions whereby it disposed of its
interest in portfolios of motor vehicle and caravan instalment credit agreements for atotal of £980 million to Cardiff Automobile
Recelvables Securitisation (UK) No 4 plc (CARS 4). CARS Trustee (UK) No 4 Limited is responsible for the collection and
onward payment of al amounts falling due under the terms of the receivables sold to CARS 4. Principa receipts up to
10 December 2000 were used to purchase further receivables; subsequent to this date they are being used to redeem floating rate
notes. Income receipts are applied in the following order of priority: interest due on the floating rate notes; credit manager fees;
payments under swaps, amounts due to third parties; dividends, and residual income to Black Horse Limited. Black Horse
Limited has been appointed by CARS Trustee (UK) No 4 Limited as credit manager and receives afee for fulfilling this function.
It has no liahility to the noteholders or any creditor of CARS 4 or CARS Trustee (UK) No 4 Limited other than through failure to
meet its obligations as credit manager or for breach of warranties given. Black Horse Limited has no interest in the share capital
of CARS 4 or CARS Trustee (UK) No 4 Limited.

Black Horse Limited and CARS 4 have aso entered into interest rate swaps in respect of this transaction, the interest rates
payable and receivable under these swaps are set by reference to market rates of interest on an arm’slength basis.

At 31 December 2002 CARS 4 held £24 million (2001: £124 million) of receivables, matched by non-returnable finance of the
same amount.

14 Provisonsfor bad and doubtful debtsand 2002 2002 2001 2001 2000 2000
non-performing lending Specific General  Specific Generad  Specific  Generd
£m £m £m £m £m £m
At 1 January 1,099 369 1,069 357 1,053 361
Exchange and other adjustments (55) 3 (15) 1 4 2
Adjustments on acquisition - 3 - - 45 4
Advances written off (878) - (885) - (745) -
Recoveries of advances written off in previousyears 203 - 194 - 165 -
Charge (release) to profit and loss account:
New and additional provisions 1,544 64 1,310 64 1,093 7
Releases and recoveries (579 - (574) (53) (546) (13)
965 64 736 11 547 (6)
At 31 December 1,334 433 1,099 369 1,069 357
1,767 1,468 1,426
In respect of:
Loans and advances to banks 1 2 6
Loans and advances to customers 1,766 1,466 1,420
1,767 1,468 1,426
2002 2001
£m £m
Nonperforming lending comprises:
Accruing loans on which interest is being placed in suspense 752 843
L oans accounted for on anon-accrua basis 662 379
1,414 1,222
Provisons (992) (829)
Interest held in suspense (57) (70)
365 323
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15 Concentrations of exposure 2002 2001
£m £m
L oans and advances to customers:
Domedtic:
Agriculture, forestry and fishing 2,076 2,074
Manufacturing 3,373 3,321
Construction 1,482 1,309
Transport, distribution and hotels 4,696 4,440
Property companies 4,008 2,907
Financial, business and other services 8,352 8,736
Personal : mortgages 62,467 56,578
: other 14,931 12,784
Lease financing 7,285 7,552
Hire purchase 5,990 5,345
Other 3,397 2,992
Total domestic 118,057 108,038
International:
Latin America 1,591 2,347
New Zedand 10,447 8,435
Rest of theworld 6,202 5,651
Tota international 18,240 16,433
136,297 124,471
Provisions for bad and doubtful debts* (1,766) (1,466)
Interest held in suspense * (57) (70)

134474 122,935

*  Figures exclude provisions and interest held in suspense relating to loans and advances to banks.

The classification of lending as domestic or international is based on the location of the office recording the transaction, except
for certain lending of thei nternational business booked in London.
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16 Debt securities 2002 2002 2001 2001
Balance sheet Valuation Baancesheet Valuation
£m £m £m £m
Investment securities:
Government securities 2,140 2,141 2,781 2,976
Other public sector securities 1 1 - -
Bank and building society certificates of deposit 3,147 3,148 4,670 4,677
Corporate debt securities 1,495 1,496 613 616
Mortgage backed securities 893 892 521 527
Other asset backed securities 2,817 2,820 1,193 1,198
Other debt securities 1,369 1,367 1,211 1,209
11,862 11,865 10,989 11,203
Other securities:
Government securities 6,035 6,035 4,103 4,103
Other public sector securities 112 112 151 151
Bank and building society certificates of deposit 340 340 234 234
Corporate debt securities 7,842 7,842 7,102 7,102
Mortgage backed securities 1,838 1,838 1,04 1,04
Other asset backed securities 1,191 1,191 592 592
Other debt securities 94 94 - -
29,314 29,317 24,225 24,439
Duewithin 1 year 6,412 6,745
Due 1 year and over 22,902 17,480
29,314 24,225
Geographical analysis by issuer:
United Kingdom 5,569 5,947
Other European 13,254 9,920
North Americaand Caribbean 6,077 4,708
Latin America 1,231 1,290
AsiaPacific 2,763 1,921
Other 420 439
29,314 24,225
Unamortised discounts net of premiums on investment securities 337 622
Investment securities:
Listed 6,102 6,101 5544 5751
Unlisted 5,760 5,764 5,445 5,452
11,862 11,865 10,989 11,203
Other securities:
Listed 16,034 16,034 12,139 12,139
Unlisted 1,418 1,418 1,097 1,097
17,452 17,452 13,236 13,236
Premiums
Cost & discounts Provisions Total
£m £m £m £m
Movementsin investment securities comprise:
At 1 January 2002 10,553 519 83 10,989
Exchange and other adjustments (479 (28) 4 (503)
Additions 16,418 - - 16,418
Transfersto other securities (694) (451) (63) (1,082)
Securities sold or matured (13,913) (61) (11) (13,963)
Chargefor the year - - 84 (84)
Amortisation of premiums and discounts - 87 - 87
At 31 December 2002 11,885 66 89 11,862

Investment securities are those intended for use on a continuing basis in the activities of the Group and not for dealing purposes.
Transfers to other securities mainly relates to the reclassification of the Group’'s portfolio of emerging market securities,
following the decision to accelerate the disposal programme for these investments.

The difference between 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. It is expected that tax of £4 million (2001: £60 million) would be payable if
theinvestment securities were sold at their year end valuation.
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17 Equity shares 2002 2002 2001 2001
Balance Baance
sheet Valuation sheet Valuation
£m £m £m £m
Investment securities:
Listed 5 5 4 14
Unlisted 33 62 34 52
38 67 38 66
Other securities:
Listed 168 187
206 225
Cost Provisions Total
£m £m £m
Movements in investment securities comprise:
At 1 January 2002 50 12 38
Additions 10 - 10
Disposals 9 2 )
Chargefor theyear - 3 (3)
At 31 December 2002 51 13 38

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 market vaue is higher than the cogt, is not
disclosed asits determination is not practicable.

If investment securities were sold at their year end vauation no tax is expected to be payable as any such gains would be covered
by available capital losses.

18 Assetstransferred under saleand repurchasetransactions

Included in the Group’ s balance sheet are assets subject to sale and repurchase agreements asfollows:

2002 2001

£m £m

Treasury billsand other digiblebills 588 1,036
Debt securities 5,651 4,498
6,239 5,534

These investments have been sold to third parties but, since the Group is committed to reacquire them at a future date and at a
predetermined price, they are shown inthe balance sheet.

19 Interestsinjoint ventures

£m

At 1 January 2002 39
Additions 21
Share of losses (15)
At 31 December 2002 45
The Group’ s principal investments arein two joint ventures:

Group interest Nature of business
iPSL 19.5% of issued ordinary sharecapital  Cheque processing
Goldfish Holdings Limited 25.0% of issued ordinary sharecapital  Financial services

During 2002 the Group contributed a further £21 million of capital to Goldfish Holdings Limited.
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19 Interestsinjoint ventures(continued)

In the year ended 31 December 2002 £31 million (2001: £27 million; 2000: £4 million) of fees payable to iPSL have been
included in the Group’s administrative expenses and £6 million (2001: £6 million; 2000: £1 million) of charges to iPSL have
been included in the Group’s income. The Group has also prepaid £6 million (2001: £8 million) of fees in respect of 2003 and
this amount is included in prepayments and accrued income.

In the year ended 31 December 2002 £25 million (2001: £1 million; 2000: nil) of interest receivable from Goldfish Bank Limited
and £12 million (2001: £22 million; 2000: nil) of charges to Goldfish Bank Limited in respect of administrative costs have been
included in the Group's income. At 31 December 2002 Goldfish Bank Limited owed £430 million (2001: £611 million) to the
Group, which is included in loans and advances to banks. In addition, a 31 December 2002, the Group had made facilities
available for Goldfish Bank Limited to borrow afurther £420 million (2001: £239 million); these facilities are included in
undrawn commitments (note 44).

Included in the gross assets disclosed on the balance sheet is an investment of £8 million (2001: £5 million) in associated
undertakings.

20 Interestsin group undertakings

The principal group undertakings, al of which have prepared accounts to 31 December and whose results are included in the
consolidated accounts of LIoyds TSB Group plc, are:

Percentage of

equity share

Country of  capitd and
registration/ voting rights

incorporation held Nature of business

Lloyds TSB Bank plc England 100% Banking and financia services

Chdtenham & Gloucester plc England 1100% Mortgage lending and retail investments

Lloyds TSB Commercial Finance Limited England 1100% Creditfactoring

Lloyds TSB Leasing Limited England 1100% Financial leasing

Lloyds TSB Private Banking Limited England 1100% Private banking

The Agricultural Mortgage Corporation PLC England 1100% Long-term agricultural finance

The National Bank of New Zealand Limited New Zedand 1100% Banking and financial services

Lloyds TSB Bank (Jersey) Limited Jersey 1100% Banking and financia services

Lloyds TSB Scotland plc Scotland 1100% Banking and financia services

Lloyds TSB Genera Insurance Limited England 1100% General insurance

Scottish Widows Investment Partnership Group Limited England 1100% Investment management

Abbey Life Assurance Company Limited England 1100% Life assurance

Lloyds TSB Insurance Services Limited England 1100% Insurance broking

Lloyds TSB Life Assurance Company Limited England 1100% Life assurance and other financial
services

Lloyds TSB Asset Finance Division Limited England 1100% Consumer credit, leasing and related
services

Black Horse Limited England 1100% Consumer credit, leasing and related
services

Scottish Widows plc Scotland 1100% Life assurance

Scottish Widows Annuities Limited Scotland 1100% Life assurance

T Indirect interest

The country of registration/incorporation is also the principal area of operation for each of the above group undertakings except
asfollows:

Lloyds TSB Bank plc operates principdly in the UK but also through branches in Argentina, Belgium, Brazil, Dubai, Ecuador,
Gibraltar, Guatemala, Hong Kong, Honduras, Japan, Luxembourg, Malaysia, Monaco, Netherlands, Panama, Paraguay,
Singapore, Spain, Switzerland, Uruguay, the USA and a representative office in Iran. The National Bank of New Zealand
Limited also operates through representative offices in the UK and Hong Kong.
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21 Quasi-subsidiaries

The Group has interests in a number of entities which, athough they do not meet the legal definition of a subsidiary, giveriseto
benefits that are in substance no different from those that would arise if those entities were subsidiaries. As a consequence, these
entities are consolidated in the same way asif they were subsidiaries.

The primary financia statementsof these entities can be summarised asfollows:

Equipment leasing

Structured finance

vehicles vehicles
2002 2001 2000 2002 2001 2000
£m £m £m £m £m £m
Profit and loss account
Interest receivable - - - 12 - -
Interest payable (55) (41) (21) 4 - -
Other operating income 80 58 29 - - -
Total income 25 17 8 8 - -
Operating expenses (24) (8) (18) - - -
Profit on ordinary activities before taxation 1 9 (10) 8 - -
Tax on profit on ordinary activities 5 (6) 10 - - -
Retained profit 6 3 - 8 - -
Balance sheet
Assets
Loans and advances to customers - - 329 -
Tangiblefixed assets 1,307 911 - -
Other assets and prepayments 25 45 4 -
Total assets 1,332 956 333 -
Liabilities
Deposits by banks 1,245 923 - -
Debt securitiesin issue - - 73 -
Other liabilities and accruals 77 29 2 -
Shareholders' funds 10 4 258 -
Total liabilities 1,332 956 333 -
Cashflow statement
Net cash inflow (outflow) from operating activities 422 391 (250) -
22 Intangiblefixed assets Net book
Cost Amortisation value
£m £m £m
Goodwill
At 1 January 2002 2,640 74 2,566
Exchange and other adjustments 28 4 24
Acquisitions (note 46) 103 - 103
Chargefor the year - 59 (59)
At 31 December 2002 2,771 137 2,634
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23 Tangiblefixed assets

Cost:

At 1 January 2002

Exchange and other adjustments
Adjustments on acquisition
Additions

Disposals

At 31 December 2002

Depreciation:

At 1 January 2002

Exchange and other adjustments
Chargefor theyear

Disposals

At 31 December 2002

Balance sheet amount at 31 December 2002

Balance sheet amount at 31 December 2001

Balance sheet amount of premises comprises:

Freeholds

L easeholds 50 years and over unexpired
L easeholds less than 50 years unexpired

Land and buildings occupied for own activities

Operating
Premises Equipment  lease assets
£m £m £m
1,074 2,270 1,771
D (7) 3
31 2 351
174 260 881
(82 (210) (428)
1,196 2,315 2572
334 1,278 138
2 1 -
64 286 292
(19 (170) (215)
377 1,395 215
819 920 2,357
4,096
740 992 1,633
3,365
2002 2001
£m £m
414 436
132 36
273 268
819 740
749 664

The Group’ sresidual value exposure in respect of operating lease assets, all of which are expected to be disposed of at the end of

the lease terms, was as follows:

Residual value expected to be recovered in:

1 year or less

2 yearsor lessbut over 1 year
5yearsor lessbut over 2 years
Over 5years

Total exposure
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£m £m
272 156
173 119
542 388
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24 Leasecommitments

At 31 December 2002, the Group was committed to various noncancellable operating leases, which require aggregate future
rental payments as follows:

Premises Equipment
£m £m
Payable within one year 227 3
lto2years 196 1
2to3years 190 1
3to 4 years 185 -
4to5years 177 -
Over 5years 290 -
1,265 5
Annual commitments under non-cancellable operating leases were:
2002 2002 2001 2001
Premises Equipment Premises  Equipment
£m £m £m £m
L eases on which the commitment is due to expirein:
1year or less 10 2 7 5
5yearsor lessbut over 1 year 29 1 33 3
Over 5years 188 - 181 -
227 3 221 8
2002 2001
Obligations under finance leases were: Equipment  Equipment
£m £m
Amounts payablein 1 year or less 1 3

25 Capital commitments

Capital expenditure contracted but not provided for at 31 December 2002 amounted to £117 million (2001: £137 million) of
which £107 million (2001: £125 million) relatesto assets to be leased to customers under operating leases.

26 Own shares

Lloyds TSB Group plc sponsors the Lloyds TSB Group Employee Share Ownership Trust, adiscretionary trust for the benefit of
employees and former employees of the Lloyds TSB Group. The Company has lent £21 million to the trustees, interest free, to
enable them to purchase Lloyds TSB Group plc ordinary shares, which are used to satisfy options granted by the Company or to
meet commitments arising under other employee share schemes. Under the terms of the trugt, the trustees have waived dl but a
nominal dividend on the shares they hold. 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 2002, 2 million shares were held by
the trustees with a book value of £13 million and a market value of £7 million. (2001: 2 million shares with a book value of
£15 million and a market vaue of £15 million).

The Group has also established the Lloyds TSB Qualifying Employee Share Ownership Trust (‘the QUEST") for the purpose of
providing shares on the exercise of options under certain of the Group’s Save As You Earn (SAYE) share option schemes.
During 2002, Lloyds TSB Group plc contributed £66 million to the QUEST, and the trustees subscribed for 18 million sharesin
the Company for a consideration of £136 million. During 2001, LIoyds TSB Group plc contributed £200 million and the trustees
subscribed for 47 million shares for a consideration of £316 million. At 31 December 2002, 2 million shares were held by the
QUEST with a book vaue of £5 million (2001: 2 million shares with a book value of £8 million) reflecting the exercise price of
the options the shares are expected to be used to satisfy. Under the terms of the QUEST’ strust deed, the trustees havewaived al
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26 Own shares(continued)

but a nominal dividend on the shares they hold. The difference between the amount contributed by the Company and the
movement in the book value of the shares and cash held by the QUEST has been charged to profit and loss account reserves.

In addition, a further 0.4 million ordinary shares were held by Lloyds TSB Group Holdings (Jersey) Limited at 31 December
2002 (2001: 0.5 million shares). These shares, on which the dividend entitlement has been waived, were gifted to the Group
some years ago at nil cost and are used to satisfy outstanding options or to meet commitments arising under other employee share
schemes.

27 Other assets

2002 2001
£m £m
Balances arising from derivatives used for trading purposes (note 45a) 3,428 2,000
Balances arising from derivatives used for hedging purposes 778 931
Settlement balances 76 570
Other assets 981 877
5,263 4,468

28 Prepaymentsand accrued income
2002 2001*
£m £m
Interest receivable 931 843
Deferred expenditure incurred under cash gift and discount mortgage schemes 201 256
Other debtors and prepayments 1,173 1,197
2,305 2,296

*restated (seenote 1)

29 Long-term assurance business
a Methodology

For the purposes of the Group’'s consolidated accounts, the value of the shareholder’s interest in the long-term assurance
business is calculated on an embedded value basis. The embedded value is comprised of the net tangible assets of the life
assurance subsidiaries, including any surplus retained in the long-term business funds, which could be transferred to
shareholders, and the present value of the in-force business. The value of the in-force businessis calculated by projecting future
surpluses and other net cash flows attributable to the shareholder arising from business written by the balance sheet date and
discounting the result at a rate which reflects the shareholder’ s overall risk premium attributabl e to this business.

Surpluses arise following annual actuarial valuations of the long-term business funds, which are carried out in accordance with
the statutory requirements designed to ensure and demonstrate the solvency of the funds. Future surpluses will depend upon
experience in anumber of areas such asinvestment returns, lapse rates, mortality and administrative expenses. Surpluses can be
projected by making realistic assumptions about future experience, having regard to both actua experience and forecast long-
term economic trends. Other net cash flows principally comprise annual management charges and other fees levied upon the
policyholders by the life assurance subsidiaries.

Changes in the embedded value, which are determined on a post-tax basis, are included in the profit and loss account and

described as income from long-term assurance business. For the purpose of presentation the change in thisvalueis grossed up at
the underlying rateof corporation tax.
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29 Long-term assurance business(continued)
b  Analysisof embedded value

The embedded value included in the consolidated bal ance sheet comprises:

2002 2001*
£m £m
Net tangible assets of life companiesincluding surplus 3,324 3,628
Value of other shareholder’ sinterestsin the long-term assurance business 2,904 2,738
6,228 6,366
Movementsin the embedded value balance have been as follows:
2002 2001*
£m £m
At 1 January — as previously reported 6,366 6,549
Prior year adjustment (note 1) - (53)
At 1 January — restated 6,366 6,496
Exchange and other adjustments (14) (35)
Loss after tax (257) (40)
Capital injections 140 100
Dividends (7) (155)
At 31 December 6,228 6,366
*restated (seenote 1)

¢ Analysisof incomefrom long-term assurance business

Income from long-term assurance business included in the profit and loss account can be divided into those items comprising the
operating profit of the business and other items. Included within operating profit are the following items:

New business contribution: this represents the value recognised at the end of the year from new business written during the year
after taking into account the cost of establishing technical provisions and reserves.

Contribution from existing business: this comprises the following elements:

The expected return arising from the unwinding of the discount applied to the expected cash flows at the beginning of the
year;

Experience variances caused by the differences between the actual experience during the year and the expected experience;
The effects of changesin assumptions, other than economic assumptions, and other items;

Pension provisions (see d);

Endowment provision (seee); and

Stakeholder pension related charge (seef).

Investment earnings: this represents the expected investment return on both the net tangible assets and the value of the
shareholder’s interest in the long-term business account, based upon the economic assumptions made at the beginning of the
year.

Distribution costs: this represents the actual costs of acquiring new business during the year and includes commissions paid to
independent financial advisors and other direct sales costs.

Operating profit is adjusted by the following itemsto arrive at i ncome from long-term assurance business:

Investment variance: this represents (a) the difference between the actual investment return in the year on investments backing
shareholder funds and the expected return based upon the economic assumptions made at the beginning of the year; (b) the effect
of these fluctuations on the value of inforce business; and (c) other effects of changes in extraneous economic circumstances
beyond the control of management.

Changesin economic assumptions: this represents the effect of changesin the economic assumptionsreferred toin h).
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29 Long-term assurance business (continued)
¢ Analysisof incomefrom long-term assurance business (continued)

Income from long-term assurance businessis set out below:

New business contribution
Contribution from existing business
- expected return
experience variances
changes in assumptions and other items
pension provisions (e d)
endowment provision (seee)
- stakeholder pension related charge (seef)
Investment earnings
Distribution costs
Operating profit
Investment variance
Changesin economic assumptions (see h)
Income from long-term assurance business before tax
Attributed tax
Income from long-term assurance business after tax

*restated (seen note 1)

d Pensionprovisions

2002 2001* 2000*
£m £m £m
413 374 305
312 348 321
Q) 37 36
78 95 96
(40) (70) (100)
(165) - -
- - (80)
214 247 212
(277) (247) (225)
534 784 565
(892) (813) (249)
55 - 127
(303) (29) 443
46 (11) (122)
(257) (40) 321

During the early 1990s, there was increasing concern that many customers had been given poor advice when they were advised
to set up their own personal pension plan and that they would, in fact, have been in a better position if they had remained in, or
joined, employer sponsored pension schemes. The regulator of the pension industry (now the responsibility of the Financia
Services Authority) carried out an industry wide investigation into the conduct of business involving the transfer of pensions.
The conclusion of this investigation was that a large number of customers had been poorly advised, by insurance companies and
intermediaries across the industry. As a result of this investigation the regulator established an action plan for the pensions
industry to follow in reviewing al cases of possible misselling and determining the necessary compensation. As the review of
pension casesin the Group has progressed, provisions have been established for the estimated cost of compensation.

Movementsin the provision over the last three years have been asfollows:

At 1 January

Accrud of interest on the provision
Chargefor the year

Compensation paid

Guarantees*

At 31 December

2002 2001 2000
£m £m £m
203 352 397

17 20 26
40 70 100
(223) (238) a73)
- (1) 2

37 203 352

" In some cases, rather than pay cash compensation directly into the customer’s personal pension plan, the Group has guaranteed
to ‘top-up’ the customer’s pension income, on retirement, to the level that they would have received under the relevant

occupational scheme.
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29 Long-term assurance business(continued)
d Pension provisions (continued)

By the end of 2000, the Group had gained significant experience as to the number ad size of claims likely to require
compensation, in particular those affected by the revised guidelines issued towards the end of 1999 dealing with the way in
which compensation should be calculated for those customers who had opted out of the State Earnings Related Pension Scheme.
After taking this into account, the cost of redress was forecast to increase by £100 million and a provision of this amount was
made.

A review of the adequacy of the provision was carried out as at 31 December 2001. Lower stock market levels had had a
significant impact on total redress costs as the cost of restitution into company pension schemes rose as personal pension fund
values reduced. As aresult of this and the fact that there was greater certainty as to the number and size of compensation claims
to be paid, an additiona provision of £70 million was made in the Group’ s results for year ended 31 December 2001.

The adeguacy of the provision has again been reviewed at 31 December 2002, in the light of final experience asto the amount of
compensation to be paid. Lower stockmarket levels have increased the final cost of redress and a further provision of £40 million
has been made in the year ended 31 December 2002.

e Endowment provision

In common with a number of companies in the life assurance industry, Abbey Life Assurance Company Limited (‘Abbey Life'),
one of the Group’s life assurance subsidiaries, has been carrying out a review of the past sales of certain endowment based and
long-term savings products made, primarily in the late 1980s and early 1990s, by the Abbey Life sales force prior to its disposd
by the Group in February 2000. The Group has assessed the likely implications for redress to policyholders and as a result a
provision of £165 million had been rai sed.

f  Stakeholder pension related charge

During 1999, the government announced changes intended to encourage more of the population to provide retirement income for
themselves through increased rates of savings. One of these initiatives was the introduction of stakeholder pensions with effect
from April 2001; a key feature of these products is that charges are limited to 1 per cent per annum, which is significantly lower
than historic charging rates on other personal pension products. In anticipation of the introduction of stakeholder pension
products in 2001, during 2000 the Group decided to reduce the charges made on certain existing policies, resulting in a cost of
£80 million.

g Guaranteed annuity options

After an extensive review of its existing practices, carried out in the light of the judgement of the House of Lords in the
guaranteed annuities case Equitable Life vs. Hyman, it was announced that Scottish Widows was revising the way it calculates
benefits for guaranteed annuity policies with effect from 1 February 2002. As a result of this change, the terminal bonuses for
guaranteed annuity option policies were increased.

Under the terms of the transfer of the Scottish Widows business, a separate memorandum account was created within the With
Profits Fund called the Additional Account. This Account had a value at 31 December 2002 of approximately £1,500 million
(2001: £1,700 million) and is available to meet any additional costs of providing guaranteed benefits on transferred policies,
including guaranteed annuity option policies. The assets allocated to the Additiond Account include certain hedge assets, to
provide protection to the With Profits Fund against the consequences of afuturefall in interest rates.

The eventual cost of providing the enhanced benefitsis dependent upon a number of factors, including in particular:

The proportion of policyholders with a guaranteed annuity option policy who choose to exercise their options;

The effect of future interest rate and mortality trends on the costs of annuities; and

The future investment performance of the With Profits Funds.
Having considered arange of possible outcomes, the Group currently expects that the most likely outcome is that the balance in
the Additional Account available for this purpose will be sufficient to meet the cost of the enhanced benefits payable to the
guaranteed annuity option policyholders, as well as other contingencies. The cost of the enhanced benefits, currently estimated to
be approximately £1,100 million (2001; £1,400 million) on anet present value basis, will be paid out over many years as policies
mature. In the event that the amount in the Additional Account proves, over time, to be insufficient, the shortfall will be met by

the Group. At thistime, no provisionis considered necessary for such risk.
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29 Long-term assurance business(continued)
h  Assumptions

Following the publication, in December 2001, of the Association of British Insurers detailed guidance for the preparation of
figures using the achieved profits method of accounting the Group has reviewed the way in which economic assumptions are set
for the purposes of the embedded value calculations. The guidance requires that the assumptions should be reviewed at each
reporting date. In order to comply wi th this guidance, and achieve greater comparability with other major insurers, the Group has
adopted this approach.

The principa economic assumptions have been revised at 31 December 2002 as follows:

2002 2001

% %

Risk-adjusted discount rate (net of tax) 7.35 8.50
Return on equities (gross of tax) 7.10 8.00
Return on fixed interest securities (gross of tax) 4.50 525
Expensesinflation 3.30 3.00

The revised assumptions have resulted in anet credit to the profit and loss account of £55 million.
Other assumptions used to derive the embedded value are asfollows:

Assumed rates of mortality and morbidity are taken from published tables adjusted for demographic differences.
Assumptionsin respect of lapse rates reflect the recent actual experience of the companies concerned.

Current tax legislation and rates have been assumed to continue unaltered, except where future changes have been
announced. The UK corporation tax rate used for grossing up was 30 per cent (2001: 30 per cent; 2000: 30 per cent). The
normalised investment earnings have been grossed up at a composite longer term tax rate of 17 per cent (2001: 17 per
cent; 2000: 17 per cent).

The value of the inforce business does not alow for future premiums under recurring single premium business or non-
contractual increments, which are included in new business when the premium is received. Department of Socid
Security rebates have been treated as recurring single premiums.

Future bonus rates on with-profits business are set at levels which would fully utilise the assets supporting the with-
profits business. The proportion of profits derived from with-profits business allocated to the shareholder has been
assumed to continue at the current rate of one-ninth of the cost of the bonus.

i Sengitivities

The table below shows the effect on both the embedded value at 31 December 2002 and the new business contribution for the
year then ended of theoretical changesin the main economic assumptions.

New
Embedded business
vaue contribution
£m £m
Aspublished 6,228 413
Effect of a1%increase in the discount rate (152 27)
Effect of a1% reduction in the discount rate 166 32
Effect of a 1% reduction in the return on equities (70) (12
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29 Long-term assurance business(continued)

j Balance sheet

The long-term assurance assets attributabl e to policyholders comprise:

Investments
Premises and equipment
Other assets

Net tangible assets of life companiesincluding surplus

I nvestments shown above comprise:
Fixed interest securities

Stocks, shares and unit trusts
Investment properties

Other properties

Mortgages and loans

Deposits

Theliabilitiesto policyholders comprise:

Technical provisions:
Long-term business provision (net of reinsurance)
Claims outstanding (net of reinsurance)

Technica provisionsfor linked liabilities

Fund for future appropriations

Other liabilities

*restated (seenote 1)
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2002 2001*
£m £m
47,151 47,910

45 16
1,468 2,001
48,664 50,017
(3,324) (3,628)
45,340 46,389
14,779 12,642
24,143 27,018
3,623 3,722
121 121
53 102
4,432 4,305
47,151 47,910
23,217 24129
225 211
20,996 21,098
12 75
890 876
45,340 46,389
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29 Long-term assurance business(continued)

k  Disclosureson a modified statutory solvency basis

The individua statutory accounts of the Group’s life assurance subsidiaries are prepared under the modified statutory solvency
basis, in the same way as the statutory accounts of listed insurance groups in the UK. The principle difference between the
modified statutory solvency basis and the embedded value basis used for the preparation of the Group’ s accounts is that accounts
prepared under the modified statutory solvency basis do not reflect the value of in-force business.

Under the modified statutory solvency basis, the results of the Group’slong-term life and pensions businesses were as follows:

2002 2001 2000

£m £m £m

Premiums 5,524 4,854 5,540
Investment income 1,942 1,832 1,677
Other income 33 93 23
7,499 6,779 7,240

Claims (5,031) (4,957) (4,617)
Change in technical provisions 3,877 2,759 (1,129)
Expenses (720) (625) (744)
Realised (losses) gains on investments (1,790) (1,031) 810
Unrealised | osses on investments (4,445) (4,423) (2,499)
Other charges (3) (8) 2
Tax attributable to long-term business 200 280 (67)
Transfer from the fund for future appropriations 63 1,365 1,014
Balance on the technical account — long-term business (350) 139 6
Tax credit attributable to balance on the technical account — long-term business (190) (103) 83
Incomein shareholder fund 35 38 119
Expensesin shareholder fund (1) - (1)
(Loss) profiton ordinary activities before tax (506) 74 207
Tax on (loss) profit on ordinary activities 179 94 (92)
(Loss) profit for the financial year (327) 168 115

Income from long-term assurance business after tax reconcilesto the loss calculated on a modified statutory solvency basis as
follows:

2002 2001 2000
£m £m £m
Income from long-term assurance business attributable to the shareholder
after tax (257) (40) 321
(Increase) decrease in value-in-force (166) 111 (49)
(423) 71 272
Other differences:
- movement in deferred acquisition costs 45 (79) (52)
- tax adjustment 55 150 (33)
- other (4 26 (72)
(Loss) profit for the financial year
- modified statutory solvency basis (327) 168 115
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29 Long-term assurance business(continued)
k  Disclosureson a modified statutory solvency basis(continued)

A summarised balance sheet on amodified statutory solvency basis was as follows:

2002 2001
£m £m
Assets
Investments 26,555 27,204
Assets held to cover linked liabilities 20,996 21,098
Other assets 1,718 2,210
Total assets 49,269 50,512
Liabilities
Shareholder’ s funds 3,929 4,123
Fund for future appropriations 12 75
Long-term business provision T 23,217 24,129
Technical provision for linked liabilities t 20,996 21,098
Other creditors 1,115 1,087
Total liabilities 49,269 50,512

T Net of reinsurers’ share of technical provisions

The vaue of long-term business attributable to the shareholder on an embedded value basis reconciles to the net assets of the
Group'slife and pensions subsidiaries calculated on a modified statutory solvency basis asfollows:

2002 2001
£m £m
Long-term assurance business attributabl e to the shareholder — embedded value basis 6,228 6,366
Value of in-force business (2,904) (2,738)
3,324 3,628
Other differences:
- deferred acquisition costs 430 385
- tax adjustment 205 150
- other adjustments (30) (40)
Net tangible assets of life operations
- modified statutory solvency basis 3,929 4,123
30 Assetsand liabilitiesdenominated in foreigncurrencies 2002 2001*
£m £m
Assets  : denominated in sterling 142,661 132,812
. denominated in other currencies 64,757 56,592
207,418 189,404
Liabilities: denominated in sterling 142,641 132,915
. denominated in other currencies 64,777 56,489

207,418 189,404

* restated (seenote 1)

Assets and liabilities exclude long-term assurance assets attributabl e to policyholders and ligbilities to policyholders.
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31 Depaositsby banks 2002 2001
£m Em
Repayable on demand 8,500 6,634
Other deposits by banks with agreed maturity dates or periods of notice by residual maturity repayable:
3 monthsor less 14,692 14,227
1 year or less but over 3 months 1,634 2,529
5yearsor lessbut over 1 year 487 751
Over 5years 130 169
25,443 24,310
The breakdown of deposits by banks between the domestic and international offices of the Group is set out below:
2002 2001
£m £m
Domestic
Non-interest bearing 166 601
Interest bearing 19,411 18,535
19,577 19,136
I nternational
Nortinterest bearing 82 80
Interest bearing 5,784 5,094
5,866 5,174
Total 25,443 24,310
32 Customer accounts 2002 2001
£m £m
Repayable on demand 87,918 80,635
Other customer accounts with agreed maturity dates or periods of notice by residual maturity repayable;
3monthsor less 19,047 19,902
1 year or less but over 3 months 3,099 2,889
5yearsor lessbut over 1 year 4,140 3,369
Over 5years 2,130 2,321
116,334 109,116
The breakdown of customer accounts between the domestic and international offices of the Group is set out below:
2002 2001
£m £m
Domestic
Nortinterest bearing 2,381 6,875
Interest bearing 103,870 92,919
106,251 99,794
International
Nortinterest bearing 759 758
Interest bearing 9,324 8,564
10,083 9,322
Total 116,334 109,116
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33 Debt securitiesinissue 2002 2001
£m £m

Bonds and medium-term notes by residual maturity repayable:

1 year or less 437 589

2 yearsor lessbut over 1 year 443 178

5yearsor lessbut over 2 years 746 405

Over 5 years 1,659 928

3,285 2,100
Other debt securities by residual maturity repayable:

3 monthsor less 19,525 17,070
1 year or less but over 3 months 7,174 4,931
5yearsor lessbut over 1 year 30 104
Over 5years 241 215

26,970 22,320
30,255 24,420

Debt securities in issue include certificates of deposit of £21,246 million (2001: £17,060 million) and commercial paper of
£3,109 million (2001: £1,966 million). An amount of £2,364 million (2001: £996 million) relating to debt securities issued under
the Group’ s Euro Medium Term Note programmeisincluded in these figures.

34 Other liabilities 2002 2001
£m £m
Balances arising from derivatives used for trading purposes (note 45a) 4,462 2,288
Balances arising from derivatives used for hedging purposes 611 475
Current tax 528 598
Dividends 1,311 1,306
Settlement balances 49 542
Other ligbilities 1,328 1,464
8,289 6,673
35 Accrualsand deferred income 2002 2001
£m £m
Interest payable 1,385 1,310
Other creditors and accruals 2,311 2,253

3,696 3,563

36 Deferred tax 2002 2001*
£m £m

Short-term timing differences (353) (271)

Accelerated depreciation allowances 1,670 1,682

1,317 1,411

£m

At 1 January 2002— as previously reported 1,719

Prior year adjustment (note 1) (308)

At 1 January 2002 -restated 1,411

Exchange and other adjustments 25

Adjustments on acquisition (13)

Tax provided (106)

At 31 December 2002 1,317

*restated (note 1)
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36 Deferred tax (continued)

Deferred tax isrecognised in respect of the retained earnings of overseas subsidiaries and associates only to the extent that, at the
balance sheet date, dividends have been accrued as receivable or a binding agreement to distribute past earnings in future has
been entered into. Deferred tax balances have not been discounted.

The deferred tax balance at 31 December 2002 does not include any amounts in respect of the Group’s post-retirement benefit
liability which is shown on the balance sheet after deduction of a deferred tax asset of £854 million (2001: a net post-retirement
benefit asset of £281 million after deduction of adeferred tax liability of £152 million) (note43).

37 Other provisionsfor liabilitiesand charges

Vacant

Post- leasehold

Pension Insurance retirement property

obligations  provisions  healthcare and other Total
£m £m £m £m £m
At 1 January 2002- as previously reported 34 204 75 88 401
Prior year adjustment (note 1) (34) - (75) - (109)
At 1 January 2002 - restated - 204 - 88 292
Exchange and other adjustments - 2 - - 2
Provisions applied - (210) - (40) (250)
Chargefor theyear - 233 - 88 321
At 31 December 2002 - 225 - 136 361
Insurance provisions

The Group's general insurance subsidiary maintains provisions for outstanding claims which represent the ultimate cost of

settling al claims arising from events which have occurred up to the balance sheet date and these include provisions for the cost
of claims notified but not settled and for claims incurred but not yet reported. In addition, in line with the requirements of the
Insurance Companies (Reserves) Act 1995, claims equaisation provisions are maintained in relation to property, credit and
suretyship business. The magjority of provisions in respect of claims will be settled in the following year, although new

provisions will then be required in respect of claims arising from that year. The level of the claims equalisation provision will be
adjusted annually, taking into account the guidelines contained in the legidation, and such provisions will be held for as long as
the Group continues to write the relevant types of general insurance business.

The Group also carries provisions in respect of its obligations relating to UIC Insurance Company Limited (“UIC”"), which is
partly owned by the Group. The Group has indemnified a third party against losses in the event that UIC does not honour its
obligations under a re-insurance contract, which is subject to asbestosis and pollution claims in the US. The ultimate exposure to
claims in respect of the insurance business of UIC is uncertain. Accordingly, the provision has been based upon an actuarial
estimate of prospective claims, taking account of re-insurance arrangements protecting UIC and UIC's available assets. Given
the long-term nature of many of the claimsto which UIC is exposed, it is expected to be many years before the Group’ s ultimate
liability can be assessed with certainty.

Vacant leasehold property and other

Vacant leasehold property provisions are made by reference to a prudent estimate of expected sub-let income and the possibility
of disposing of the Group's interest in the lease, taking into account conditions in the property market. These provisions are
reassessed on an annual basis and will normally run off over the remaining life of the leases concerned, currently averaging five
years; where a property is disposed of earlier than anticipated, any remaining balance in the provision relating to that property is
released.
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38 Subordinated liabilities

Undated loan capital (see below)
Dated |oan capital (see below)
Total subordinated liabilities

** Undated |oan capital:
Primary Capital Undated Floating Rate Notes:
Series 1 (US$750 million)
Series 2 (US$500 million)
Series 3 (US$600 million)
11%:% Perpetual Subordinated Bonds
6.625% Perpetual Capital Securities (€750 million)
6.90% Perpetual Capital Securities callable 2007 (US$1,000 million)
5? % Undated Subordinated Steg-up Notes callable 2009 (€1,250 million)
Undated Step-up Floating Rate Notes callable 2009 (€150 million)
6? % Undated Subordinated Steg-up Notes callable 2010
6.35% Steg-up Perpetua Capital Securities callable 2013 (€500 million)

5.57% Undated Subordinated Steg-up Coupon Notes callable 2015 (¥20,000 million)

6Y2% Undated Subordinated Steg-up Notes callable 2019

8% Undated Subordinated Step-up Notescallable 2023

6Y2% Undated Subordinated Steg-up Notes callable 2029

6% Undated Subordinated Step-up Guaranteed Bonds callable 2032

Dated loan capital:

Eurocurrency Zero Coupon Bonds 2003 (¥3,045 million)
Subordinated Fixed Rate Bonds 2003 (NZ$151 million)
Subordinated Floating Rate Notes 2004

7? % Subordinated Bonds 2004

Subordinated Floating Rate Notes 2004

8%2% Subordinated Bonds 2006

7%4% Subordinated Bonds 2007

Subordinated Fixed Rate Bonds 2007 (NZ$150 million)
5Y% Subordinated Notes 2008 (DM 750 million)

10? % Guaranteed Subordinated L oan Stock 2008

9%2% Subordinated Bonds 2009

Subordinated Step-up Floating Rate Notes 2009 callable 2004 (US$500 million)
Subordinated Fixed Rate Bonds 2010 (NZ$100 million)
6Y4% Subordinated Notes 2010 (€400 million)
Subordinated Floating Rate Notes 2010 (US$400 million)
12% Guaranteed Subordinated Bonds 2011

9? % Subordinated Bonds 2011

4%,% Subordinated Notes 2011 (€850 million)
Subordinated Fixed Rate Bonds 2011 (NZ $100 million)
Subordinated Fixed Rate Bonds 2012 (NZ $125 million)
Subordinated Fixed Rate Bonds 2012 (NZ $125 million)
5? % Subordinated Guaranteed Bonds 2014 (€750 million)
57? % Subordinated Notes 2014

6? % Subordinated Notes 2015

Subordinated Floating Rate Notes 2020 (€100 million)
9? % Subordinated Bonds 2023

* restated (see note 1)

Notes
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2002 2001*
£m £m
5,496 4,102
4,672 4,006
10,168 8.108
466 516
311 344
373 412
100 100
482 451
610 -
807 757
97 91
406 406
322 -
104 105
267 266
199 199
455 455
497 -
5,496 4,102
14 15
48 43
10 15
400 399
100 100
249 249
299 299
- 43
249 234
100 100
99 99
310 343
33 29
259 244
248 274
100 100
149 149
532 498
33 28
41 -
41 -
461 -
148 -
344 343
65 61
340 341
4,672 4,006

These liabilities will, in the event of the winding-up of the issuer, be subordinated to 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.
a Thesenotes bear interest at rates fixed periodically in advance based on London Interbank rates.
b In certain circumstances the interest payments on these securities can be deferred although in this case neither Lloyds TSB
Bank plc nor Lloyds TSB Group plc can declare or pay a dividend until any deferred payments have been made. In the event
of awinding up of Lloyds TSB Bank plc, these securities will acquire the characteristics of preference shares. The securities

can be redeemed at par at the option of Lloyds TSB Bank plc on or after 25 October 2006.
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38 Subordinated liabilities (continued)

¢ Incertain circumstances the interest payments on these securities can be deferred although in this case neither Lloyds TSB
Bank plc nor Lloyds TSB Group plc can declare or pay a dividend until payments are resumed. Any deferred payments will
be made good on redemption of the securities. In the event of a winding up of Lloyds TSB Bank plc, these securities will
acquire the characteristics of preference shares. The securities can be redeemed at par at the option of Lloyds TSB Bank plc
on or after 22 November 2007.

d In certain circumstances the interest payments on these securities can be deferred although in this case neither Lloyds TSB
Bank plc nor Lloyds TSB Group plc can declare or pay a dividend until any deferred payments have been made. In the event
of awinding up of Lloyds TSB Bank plc, these securities will acquire the characteristics of preference shares. The securities
can be redeemed at par at the option of Lloyds TSB Bank plc on or after 25 February 2013.

e At the callable date the coupon on these Notes will be reset by reference to the applicable five year benchmark gilt rate.

f These bonds bear interest, to be reset 5 years before redemption date, at a fixed margin over New Zedand Government
stocks.

g Intheevent that these Notes are not redeemed at the callable date, the coupon will be reset to afloating rate.

h Inthe event that these Notes are not redeemed at the callable date, the coupon will be reset to a fixed margin over the then
5 year Yen swap rate.

i Exchangeable at the election of the Group for further subordinated floating rate notes.

j  Issued during 2002 primarily to finance the general business of the Group.

Dated subordinated liabilities are repayable as follows:

Group
2002 2001
£m £m
1 year or less 67 5
2 yearsor lessbut over 1 year 505 63
5yearsor lessbut over 2 years 548 753
Over 5 years 3552 3,185
4,672 4,006
39 Non-equity minority interests
Norrequity minority interests comprise: 2002 2001*
£m £m
Euro Step-up Non-Voting Non-Cumulative Preferred Securities callable 2012 (€430 million) ** 278 261
Sterling Step-up NonVoting Non-Cumul ative Preferred Securities callable 2015 1 248 248
Capital instruments 526 509
European Financia Ingtitution Investments Partnership « 123 -
LM ABSInvestment Partnership = 45 -
694 509

* restated (see note 1)

** These securities constitute limited partnership interests in Lloyds TSB Capital 1 L.P., a Jersey limited partnership in which
Lloyds TSB (Genera Partner) Limited, a wholly owned subsidiary, is the general partner. Non-cumulative income distributions
accrue at afixed rate of 7.375 per cent per annum up to 7 February 2012; thereafter they will accrue at arate of 2.33 per cent
above EURIBOR, to be set annually.

T These securities constitute limited partnership interests in LIoyds TSB Capital 2 L.P., a Jersey limited partnership in which
Lloyds TSB (General Partner) Limited, a wholly owned subsidiary, is the genera partner. Non-cumulative income distributions
accrue at afixed rate of 7.834 per cent per annum up to 7 February 2015; thereafter they will accrue at a rate of 3.50 per cent
above arate based on the yield of specified UK government stock.

Boath of the above issues were made under the limited subordinated guarantee of Lloyds TSB Bank plc. In certain circumstances
these preferred securities will be mandatorily exchanged for preference sharesin LIoyds TSB Group plc. Lloyds TSB Group plc
has entered into an agreement whereby dividends may only be paid on its ordinary shares if sufficient distributable profits are
availablefor distributions due in the financia year on these preferred securities.
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39 Non-equity minority interests (continued)

* These securities congtitute interests in European Financial Ingtitution Investments Partnership, an English law general
partnership in which the principal partner is Langbourn Holdings Limited, awholly owned subsidiary of the Group. The minority
interests are entitled to 90 per cent of the partnership’s profits. In the event of a winding-up, at least 90 per cent of the capital of
the partnership would be returned to Langbourn Holdings Limited.

m  These securities constitute interests in LM ABS Investment Partnership, an English law general partnership in which the
principal partner is Lime Street Holdings Limited, awholly owned subsidiary of the Group. The minority interests are entitled to
95 per cent of the partnership's profits. In the event of a winding-up, at least 85 per cent of the capital of the partnership would
be returned to Lime Street Holdings Limited.

40 Called-up share capital 2002 2001 2000
£m £m £m
Authorised:
Sterling
6,911 million Ordinary shares of 25p each 1,728 1,728 1,728
79 million Limited voting ordinary shares of 25p each 20 20 20
175 million Preference shares of 25p each 44 44 44
1,792 1,792 1,792
USdollars US$m US$m US$m
160 million Preference shares of US25 cents each 40 40 40
Euro €m €m €m
160 million Preference shares of €25 cents each 40 40 40
Japanese yen ¥m ¥m ¥m
50 million Preference shares of ¥25 each 1,250 1,250 1,250
2002 2001 2000
Issued and fully paid: £m £m £m
Ordinary sharesof 25p each
At 1 January 1,391 1,376 1,369
Issued to the QUEST (note 27) 5 12 7
I ssued under employee share schemes - 3 -
At 31 December 1,396 1,391 1,376
Limited voting ordinary sharesof 25p each
At 1 January and 31 December 20 20 20
Total 1,416 1411 1,396
Number of sharesinissue (millions):
Ordinary shares at 25p each 5,583 5,564 5,507
Limited voting ordinary shares at 25p each 79 79 79

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 sharesin respect of other distributions and in the event of winding up. These shares do not have any
right to vote at general meetings ather than on resolutions concerning acquisitions or disposals of such importance that they
require shareholder consent, or for the winding up of the Company, or for a variation in the class rights of the limited voting
ordinary shares.

Lloyds TSB Group plc has entered into deeds of covenant with the Lloyds TSB Foundations, under the terms of which the
Company makes annual donations to the foundations equal, in total, to 1 per cent of the Group's pre-tax profits (after certain
adjustments) averaged over three years. The deeds of covenant can be cancelled by the Company at nine years' notice.

At 31 December 2002, options to acquire 126 million Lloyds TSB Group ordinary shares of 25p each were outstanding under the
executive share option schemes, the share retention plan, and the staff sharesave share option schemes exercisable up to 2012.
These include the option, described on page 81, to acquire 216,763 shares under the share retention plan: otherwise the options
are exercisable at prices ranging from 160p to 888p per share.
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41 Reserves 2002 2001 2000
£m £m £m
Share premium account:
At 1 January 959 595 404
Premium arising on issue of shares 134 364 191
At 31 December 1,093 959 595
Merger reserve:
At 1 January and 31 December 343 343 343
Profit and loss account:
At 1 January — as previously reported 7,643 9,567 6,693
Prior year adjustment (note 1) - - 2,931
At 1 January - restated 7,643 9,567 9,624
Exchange and other adjustments (3) (86) (11)
Actuarial losses recognised in post-retirement benefit schemes (note 4 3) (2,331) (2,010) (1,002)
Chargein respect of the QUEST (note 26) (62) (185) (124)
Goodwill written back on sale and closure of businesses - - 109
(Loss) profit for the year (127) 357 971
At 31 December 5,120 7,643 9,567

The profit and loss account reserves at 31 December 2002 include £1,310 million (2001: £1,222 million; 2000: £1,238 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 profit and loss account reserves at 31 December 2002 are stated
after including a deficit of £2,077 million relating to the Group's post-retirement defined benefit schemes (2001: surplus of
£281 million; 2000: surplus of £2,305 million).

The cumulative amount of premiums on acquisitions written off against reserves during previous years amounts to
£2,271 million of which £1,823 million was within the last 10 years.

The accumulated foreign exchange trandation adjustment as at 31 December 2002 reduced reserves by £262 million (2001:
£259 million; 2000: £173 million).

42 Related party transactions
a Transactions, arrangementsand agreementsinvolving directorsand others

At 31 December 2002, transactions, arrangements and agreements entered into by the Group’s banking subsidiaries with
directors and connected persons and with officers included:

2002 2002 2001 2001
Number of Total  Number of Totd
persons £000 persons £000

Loans and credit card transactions:
Directors and connected persons 4 3,334 7 1,343
Officers 31 3,930 28 4,113

During the year three officers purchased cars from the Group for atotal consideretion of £37,000.
b  Group undertakings

Details of the principal group undertakings are given in note 20. In accordance with FRS 8, transactions or balances with group
entities that have been eliminated on consolidation are not reported.

c Joint ventures

Details of the Group’s joint ventures are provided in note 19. Information relating to transactions entered into between Group
undertakings and the joint ventures and details of outstanding balances at 31 December 2002 are also shown in note 19.
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42 Related party transactions (continued)
d Long-term assurance business

The Group enters into certain transactions with its long-term assurance businesses, which cannot be eliminated in the
consolidated accounts because of the basis of accounting used for the Group's long-term assurance businesses. After taking into
account legally enforceable netting agreements, at 31 December 2002 Group entities owed £1,372 million (2001: £1,186 million)
and were owed £145 million (2001: £299 million); these amounts are included in customer accounts and loans and advances to
customers respectively. In addition, fees of £76 million (2001: £62 million; 2000: £68 million) were received, and fees of
£35 million (2001: £28 million; 2000: £29 million) were paid, in respect of asset management services.

Certain administrative properties used by Scottish Widows are owned by the long-term assurance funds. During 2002 Scottish
Widows paid rent to the long-term assurance funds amounting to £5 million (2001: £4 million; 2000: £3 million). In addition, at
31 December 2002, the long-term assurance funds owned 31 million ordinary sharesin the Company (2001: 31 million shares).

e Penson funds
Group entities provide a number of banking and other services to the Group’s pension funds, which are conducted on similar

terms to third party transactions. At 31 December 2002, the Group’s pension funds had call deposits with LIoyds TSB Bank plc
amounting to £89 million (2001: £572 million).

43 Pensionsand other post-retirement benefits
The pension costsincluded in administrative expenses are comprised as follows:

2002 2001 2000

£m £m £m
Defined contribution schemes 25 18 16
Defined benefit schemes 293 329 209

318 347 225

The majority of the Group’'s employees are members of the defined benefit sections of Lloyds TSB Group Pension Schemes
No's 1 and 2. During the years ended 31 December 2000, 2001 and 2002, the Group made no contributions to these schemes.
Since the defined benefit sections of these schemes are now closed to new members and the age profile of the active membersis
increasing, under the projected unit method, the current service cost will increase as the members of the schemes approach
retirement.

The latest full valuations of the schemes were carried out as at 30 June 2002; these have been updated to 31 December 2002 by
qualified independent actuaries. The last full valuations of ather group schemes were carried out on a number of different dates;
these have been updated to 31 December 2002 by qudified independent actuaries or, in the case of the Scottish Widows
Retirement Benefits Scheme, by a qualified actuary employed by Scottish Widows.

The principal assumptions used in the scheme valuations were as follows:

31 31

December December

2002 2001

% %

Rate of inflation 2.30 250
Rate of salary increases 3.83 4,04
Rate of increase for pensionsin payment and deferred pensions 2.30 250
Discount rate 5.60 6.00

In addition, the Group operates a number of schemes which provide post-retirement healthcare benefits to certain employees,
retired employees and their dependent relatives. The principal scheme relates to former Lloyds Bank staff and under this scheme
the Group has undertaken to meet the cost of post-retirement healthcare for al eligible former employees (and their dependents)
who retired prior to 1 January 1996. For retirements subsequent to this date, the Group will meet a reducing proportion of the
cost until 31 December 2004, after which date the only obligation will bein respect of the pre 1 January 1996 retirements.

Included within other finance income is an interest cost of £4 million (2001: £3 million; 2000: £3 million) in respect of these
defined benefit post-retirement healthcare schemes.
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43 Pensionsand other post-retirement benefits (continued)

For the principal post-retirement hedthcare scheme, the latest actuaria valuation of the liability was carried out at
31 December 2000; this valuation has been updated to 31 December 2002 by qualified independent actuaries. The principal
assumptions used were as set out above, except that the rate of increase in healthcare premiums has been assumed at 4.86 per
cent.

The assets of the Group’s defined benefit schemes and the expected rates of return are summarised as follows:

Expected Expected long-
long-term rate term rate of
Fair valueat of returnat 31 Fair value at return at 31
31 December December 31 December December
2002 2002 2001 2001
£m % £m %
Market values of scheme assets:

Equities 7,175 8.4 7,779 8.0
Fixed interest securities 557 45 1,835 51
Property 791 6.9 798 7.1
Other 560 54 714 41

Total fair value of scheme assets 9,083 11,126

Other finance income is comprised of ;

2002 2001 2000

£m £m £m
Expected return on scheme assets 817 844 931
Interest cost of schemeliabilities (652) (537) (507)

165 307 424

The pension and other post-retirement benefit cost in respect of defined benefit schemesis comprised of :

2002 2001 2000

£m £m £m
Current service cost 244 212 209
Past service costs 49 117 -
Defined benefit costs 293 329 209
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43 Pensionsand other post-retirement benefits (continued)

The amounts recognised in the statement of total recognised gains and losses are comprised of :

2002 2001 2000
£m £m £m
Actual return less expected return on scheme assets (2,582) (2,015) (1,138)
Experience gains and |osses arising on scheme ligbilities (240) (71 (314)
Effect of changesin demographic and financial assumptions (477) (787) -
Actuarial losses recognised (3,299) (2,873) (1,452)
Deferred tax thereon 968 863 450
Amount recognised in the statement of total recognised gains and losses (2,331) (2,010) 1,002
The experience gains and losses recognised can also be interpreted asfollows:
2002 2001 2000
£m £m £m
Actual return less expected return on scheme assets
Amount (2,582) (2,015) (1,138)
Percentage of scheme assets at balance sheet date 284% 18.1% 9.1%
Experience gains and losses arising on scheme liabilities
Amount (240) (71) (314)
Percentage of scheme liabilities at balance sheet date 2.0% 0.7% 3.4%
Total amount recognised in the statement of total recognised gains and |osses
Amount (3,299) (2,873) (1,452)
Percentage of scheme liabilities at balance sheet date 27.5% 26.9% 15.9%
The amounts reported on the Group’ s balance sheet are comprised as follows:
2002 2001
£m £m
Market value of assets 9,083 11,126
Present value of schemeliabilities (12,014) (10,693)
(Deficit) surplusin the schemes (2,931) 433
Related deferred tax asset (liability) 854 (152)
Net post-retirement benefit (liability) asset (2,077) 281
Disclosed in the accounts as follows:
Post-retirement benefit asset - 356
Post-retirement liability (2,077) (75)
(2,077) 281
The movementsin the (deficit) surplusin the schemes over the year have been asfollows:
2002 2001
£m £m
Surplus at beginning of year 433 3,325
Exchange and other adjustments 26 -
Other finance income 165 307
Current service costs (244) (212
Contributions 37 3
Past service costs (49) (117)
Actuarial loss (3,299) (2,873)
(Deficit) surplus at end of year (2,931) 433
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44 Contingent liabilitiesand commitments

a Contingent liabilitiesand commitmentsarising out of banking transactions

Acceptances and endorsements arise where the Lloyds TSB Group agrees to guarantee payment on a negotiable instrument
drawn up by a customer.

Guarantees include those given on behaf of a customer to stand behind the current obligations of the customer and to carry out
those obligations should the customer fail to do so.

Other items serving as direct credit substitutes include standby letters of credit, or other irrevocable obligations, serving as
financia guarantees where the LIoyds TSB Group has an irrevocable obligation to pay a third party beneficiary if the customer
fails to repay an outstanding commitment; they also include acceptances drawn under letters of credit or similar facilities where
the acceptor does not have specific title to an identifiable underlying shipment of goods.

Performance bonds and other transaction related contingencies (which include bid or tender bonds, advance payment
guarantees, VAT Customs & Excise bonds and standby letters of credit relating to a particular contract or non-financial
transaction) are undertakings where the requirement to make payment under the guarantee depends on the outcome of a future
event.

Where guarantees are issued on behalf of customers, LIoyds TSB Group usudly holds collateral against the exposure or has a
right of recourseto the customer.

Lloyds TSB Group’s maximum exposure to |oss is represented by the contractual nominal amount detailed in the table below.
Consideration has not been taken of any possible recoveries from customers for payments made in respect of such guarantees
under recourse provisions or from collateral held or pledged.

A maturity analysis of al commitments and contingencies is give on page 68 of the ‘Operating and Financial Review and
Prospects'.

2002 2001
£m £m
Contingent liabilities:
Acceptances and endorsements 1,879 2,243
Guarantees 5,927 3,789
Other:
Other items serving as direct credit substitutes 1,103 460
Performance bonds and other transaction related contingencies 1,436 1,469
Other contingent ligbilities 1 2
2,540 1,931
10,346 7,963
Commitments:
Documentary credits and other short-term trade-rel ated transactions 289 34
Forward asset purchases and forward deposits placed 394 783
Undrawn note issuing and revolving underwriting facilities 32 35
Undrawn formal standby facilities, credit lines and other commitmentsto lend:
Lessthan 1 year maturity 49,417 42,594
1 year or over maturity 14,372 9,576
64,504 53,342

b  Contingent liabilitiesarising out of past sales of savingsand investment products

In common with other companies providing savings and investment products to retail consumers, matters arise from time to time
as aresult of customer complaints or investigations by the regulator requiring remedial action to be taken, which may include the
payment of compensation.

One such matter relates to the sale of life assurance products related to the repayment of residential mortgages. Falling
investment returns have led to increased concern that the value of some of these policies will be less than the amount required to
repay the mortgage. Certain customers have complained that this risk was not properly explained to them at the time of sae.
Following areview of past sales made by Abbey Life aprovision of £165 million has been made for the estimated cost of redress
(note 29¢).

Other complants, including those related to the sdle of life assurance products, are dealt with on a case by case basis and where
appropriate compensation is paid. Provision has been made, based upon the level of complaints for the estimated cost of redress
which isnot significant. If the position changes, further provisions may be required.
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44 Contingent liabilities and commitments(continued)
b  Contingent liabilitiesarising out of past sales of savings and investment products(continued)

Concerns have also been expressed over the appropriateness of certain sales of stockmarket related savings products. In this
regard the Group is carrying out, in conjunction with the regulator, an investigation into the sales of the Extra Income & Growth
Plan. Thisinvestigation is expected to be completed during 2003 when the Group will be in a position to estimate the financia
effect.

45 Derivativesand other financial instruments
Information about the Group’ s use of financia instruments and management of the associated risks is given on pages 60 to 63.
a Derivatives

Derivatives are used to meet the financial needs of customers, as part of the Group’s trading activities and to reduce its own
exposure to fluctuations in interest and exchange rates. The principa derivatives used by the Group are interest rate and
exchange rate contracts; particular attention is paid to the liquidity of the markets and products in which the Group trades to
ensure that there are no undue concentrations of activity and risk.

Interest rate related contracts include interest rate swaps, forward rate agreements and options. An interest rate swap is an
agreement between two parties to exchange fixed and floating interest payments, based upon interest rates defined in the
contract, without the exchange of the underlying principal amounts. Forward rate agreements are contracts for the payment of
the difference between a specified rate of interest and a reference rate, applied to anotional principal amount at a specific datein
the future. An interest rate option gives the buyer, on payment of a premium, the right, but not the obligation, to fix the rate of
interest on afuture loan or deposit, for a specified period and commencing on a specified future date.

Exchange rate related contracts include forward foreign exchange contracts, currency 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 generdly involve the exchange of interest payment obligations denominated in different currencies; the
exchange of principal can be notional or actual. A currency option gives the buyer, on payment of a premium, the right, but not
the obligation, to sell specified amounts of currency at agreed rates of exchange on or before a specified future date.

Equity derivatives are aso used by the Group as part of its equity based retail product activity to eliminate the Group’ s exposure
to fluctuations in various international stock exchange indices. Index-linked equity options are purchased which give the Group
the right, but not the abligation, to buy or sell a specified amount of equities, or basket of equities in the form of published
indices on or before a specified future date.

Derivatives contracts expose the Group to both market risk and credit risk. Only a few highly specialist trading centres within
the Group are permitted to enter into derivative contracts and the level of exposure to interest rate and exchange rate movements
and other market variablesis strictly controlled and monitored within approved limits.

Unlike on-balance sheet instruments the principal amount of the contract does not represent the Group’s real exposure to credit
risk which islimited to the current cost of replacing contracts with a positive value to the Group, should the counterparty default.
To reduce credit risk the Group uses a variety of credit enhancement techniques such as netting and collateralisation, where
security is provided against the exposure.
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45 Derivativesand other financial instruments(continued)
a Derivatives (continued)
Trading

The nationa principal anounts and fair values (which, after netting, are the carrying values) of trading instruments entered into
with third partieswere as follows:

31 December 2002 Notional Fair values
principal
amount Assets Liabilities
£m £m £m
Exchangerate contracts:
Spot, forwards and futures 94,250 2,064 2,735
Currency swaps 8,556 232 304
Options purchased 4,468 87 8
Options written 4,303 - 103
111,577 2,383 3,150
Interest rate contracts:
Interest rate swaps 258,523 5,473 5,808
Forward rate agreements 41,768 35 37
Options purchased 8,248 105 -
Optionswritten 4,899 - 152
Futures 18,963 - -
332,401 5,613 5,997
Equity contracts 5,662 608 491
Effect of netting (5,176) (5,176)
Balances arising from off-balance sheet financial instruments 3,428 4,462
31 December 2001 Notiona Fair values
principal
amount Assets Liahilities
£m £m £m
Exchangerate contracts:
Spot, forwards and futures 95,895 1,035 1,038
Currency swaps 6,737 223 152
Options purchased 3,825 11 -
Options written 3,492 - 9
109,949 1,269 1,199
Interest rate contracts:
Interest rate swaps 286,617 4,085 4,535
Forward rate agreements 54,171 78 84
Options purchased 8,887 73 -
Options written 3,993 - 58
Futures 35,112 - -
388,780 4,236 4,677
Equity contracts 4,580 428 255
Effect of netting (3,843) (3,843)
Balances arising from off-balance sheet financial instruments 2,090 2,288
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45 Derivativesand other financial instruments(continued)
a Derivatives (continued)

Non-trading

Through intra company and intra group transactions, Group companies establish non-trading derivatives positions with the
Group's independent trading operations, which then enter into similar positions with third parties. The notiond principal
amounts and fair values of nonrtrading instruments entered into with third parties were asfollows:

Notional Fair values
principal
31 December 2002 amount Positive Negative
£m £m £m
Exchangerate contracts:
Spot, forwards and futures 146 16 4
Currency swaps 59 4 1
205 20 5
Interest rate contracts:
Interest rate swaps 17,261 129 223
Forward rate agreements 1,279 2 2
Options written 41 - 1
18,581 131 226
Effect of netting (36) (36)
115 195
Notiona Fair values
principal
31 December 2001 amount Positive Negative
£m £m £m
Exchangerate contracts:
Spot, forwards and futures 146 3 1
Currency swaps 70 9 1
216 12 2
Interest rate contracts:
Interest rate swaps 2,919 164 68
Forward rate agreements 62 - -
2,981 164 68
Effect of netting (39) (39)
137 31

The aggregate carrying value of non-trading derivatives with a positive fair value was an asset of £564 million (2001: an asset of
£18 million) and with anegative fair value was an asset of £9 million (2001: an asset of £1 million).
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45 Derivativesand other financial instruments(continued)
a Derivatives (continued)

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

Under 1to5 Over 5

1year years years Total
£m £m £m £m

31 December 2002
Exchangerate contracts:
Notiona principal amount 102,559 6,888 233 111,782
Replacement cost 2,209 108 86 2,403
Interest rate contracts:
Notiona principal amount 150,883 149,381 50,718 350,982
Replacement cost 850 2,682 2,212 5,744
Equity contracts:
Notiona principal amount 1,130 3,714 818 5,662
Replacement cost 3 531 74 608
Total:
Notional principal amount 254,572 159,983 53,871 468,426
Replacement cost 3,062 3,321 2,372 8,755
31 December 2001
Exchangerate contracts:
Notiona principal amount 102,130 6,260 1,775 110,165
Replacement cost 1,087 152 42 1,281
Interest rate contracts:
Notional principal amount 187,570 155,079 49,112 391,761
Replacement cost 1,300 1,796 1,304 4,400
Equity contracts:
Notional principal amount 738 3,34 448 4,580
Replacement cost 75 330 23 428
Total:
Notional principal amount 290,438 164,733 51,335 506,506
Replacement cost 2,462 2,278 1,369 6,109

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

Net replacement cost representsthe total positive fair value of al derivative contracts at the balance sheet date, after allowing for
the offset of al negative fair values where the Group has alegal right of set-off with the counterparty concerned.

An anaysis of the net replacement cost of both trading and non-trading instruments entered into with third parties by
counterparty typeis set out below; the Group’s exposureis further reduced by qualifying collateral held.

2002 2001

£m £m
OECD banks 1,939 1,425
Other 1,604 802
Net replacement cost 3,543 2,227
Qualifying collateral held (521) (339
Potential credit risk exposure 3,022 1,888
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45 Derivativesand other financial instruments(continued)
b Interest rate sensitivity gap analysisfor the non-trading book

The table below summarises the repricing mismatches of the Group’s nontrading assets and liabilities. Items are alocated to
time bands by reference to the earlier of the next contractua interest rate repricing date and the maturity date. The table does not
take into account the effect of interest rate options used by the Group to hedge its exposure; details of options are given in note
45a

6 months 1lyear Syears
or less or less or less Non-
3 months but over but over but over Over interest Trading
orless 3months  6months 1year S5years bearing book Total
Asat 31 December 2002 £m £m £m £m £m £m £m £m
Assets:
Treasury bills and other eligible bills 1,759 23 94 1 2 - 530 2,409
Loans and advances to banks 12,363 1,362 761 775 200 666 1,402 17,529
Loans and advances to customers 88,349 4,997 8,233 26,787 7,210 (1,732) 630 134,474
Debt securities and equity shares 6,093 1,049 312 1,972 2,516 (42) 17,620 29,520
Other assets 130 25 25 243 48 16,536 6,479 23,486
Total assets 108,694 7,456 9,425 29,778 9,976 15,428 26,661 207,418
Liabilities:
Deposits by banks 21,572 817 240 377 112 248 2,077 25,443
Customer accounts 103,996 1,318 1,193 3,829 2,008 3,140 850 116,334
Debt securitiesin issue 19,169 5,526 2,002 1,212 1,224 - 1,122 30,255
Other liabilities 353 - 6 - - 9,136 7,020 16,515
Subordinated liabilities— loan capital 2,692 1,140 12 1,183 5,141 - - 10,168
Minority interests and shareholders’ funds - - - - - 8,855 (152) 8,703
Internal funding of trading business (7,973) (198) (1,545) (5,148) (880) - 15,744 -
Total liabilities 139,809 8,603 1,908 1,453 7,605 21,379 26,661 207,418
Off-balance sheet items 10,942 5,939 (10,082) (8,830) 2,031 - - -
Interest rate repricing gap (20,173) 4,792 (2,565) 19,495 4,402 (5,951) - -
Cumulative interest rate repricing gap (20,173) (15,381) (17,946) 1,549 5,951 - - -
6 months 1year 5years
or less or less or less Non-
3 months but over but over but over Over interest Trading

orless 3 months 6 months 1year 5years bearing book Total
As at 31 December 2001* £m £m £m £m £m £m £m £m
Assets:
Treasury billsand other eligible bills 2,709 37 26 4 6 - 1,630 4,412
Loans and advances to banks 11,311 1,621 1,076 142 289 452 333 15224
Loans and advances to customers 74,361 5,252 8,798 28,497 7,108 (1,353) 272 122,935
Debt securities and equity shares 2,545 1,662 718 1,940 4,168 (6) 13,423 24,450
Other assets 154 9 8 4 15 16,545 5648 22,383
Total assets 91,080 8,581 10,626 30,587 11,586 15,638 21,306 189,404
Liabilities:
Deposits by banks 19,226 1,859 666 512 ) 681 1,276 24,310
Customer accounts 92,834 1,644 1,172 3,228 2,299 7,633 306 109,116
Debt securitiesin issue 16,453 3,957 1,333 600 890 - 1,187 24,420
Other liabilities 350 - 3 - 5 6,838 5352 12,548
Subordinated liabilities— loan capital 1,069 714 - 641 5,684 - - 8,108
Minority interests and shareholders’ funds - - - - - 10,800 102 10,902
Internal funding of trading business (3,736) (741) (1,171) (6,051) (1,384) - 13,083 -
Total liabilities 126,196 7,433 2,003 (1,070) 7,584 25,952 21,306 189,404
Off-balance sheet items 21,937  (10,861) (7,509) (2,896) (671) - - -
Interest rate repricing gap (13,179) (9,713) 1,114 28,761 3331  (10,314) - -
Cumulativeinterest rate repricing gap (13,179)  (22,892)  (21,778) 6,983 10,314 - - -

* restated (see note 1)
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45 Derivativesand other financial instruments(continued)
¢ Fair valueanalysis

Financia instruments include both financial assets and financia liabilities and aso derivatives. The fair vaue of a financia
instrument is the amount at which the instrument coul d be exchanged in a current transaction between willing parties, other than
inaforced or liquidation sale.

Wherever possible, fair values have been estimated using market prices for instruments held by the Group. Where market prices
are not available, fair values have been estimated using quoted vaues for instruments with characteristics either identical or
similar to those of the instruments held by the Group. In certain cases, where no ready markets currently exist, various techniques
have been developed to estimate what the approximate fair value of such instruments might be. These estimation techniques are
necessarily subjective in nature and involve several assumptions.

The fair values presented in the following table are a a specific date and may be significantly different from the amounts which
will be actually be paid or received on the maturity or settlement date. In many cases, the estimated fair values could not be
realised immediately and accordingly do not represent the value of these financial instruments to the Group as a going concern.

Because a variety of estimation techniques are employed and significant estimates made, comparisons of fair values between
financial institutions may not be meaningful. Readers of these accounts are thus advised to use caution when using this data to
evaluate the Group’ s financial position.

Fair value information is not provided for items that do not meet the definitions of a financia instrument. These items include
intangible assets, such as the value of the Group’'s branch network, the long-term relationships with depositors and credit card
relationships, premises and equipment and shareholders' equity. These items are material and accordingly the Group believes
that the fair value information presented does not represent the underlying vaue of the Group.

The valuation technique for each major category of financia instrument is discussed bel ow:

Treasury billsand other €igiblebills
Fair valueis estimated using market prices, where available.

Loans and advances to banks and customers

The Group provides loans and advances to commercial, corporate and persona customers at both fixed and variable rates. The
carrying value of the variable rate loans and those relating to lease financing is assumed to be their fair value. For fixed rate
lending, several different techniques are used to estimate fair value, as considered appropriate. For commercial and persona
customers, fair value is principally estimated by discounting anticipated cash flows (including interest at contractual rates) at
market rates for similar loans offered by the Group and other financia ingtitutions. The fair value for corporate loans was
estimated by discounting anticipated cash flows at a rate which reflects the effects of interest rate changes, adjusted for changes
in credit risk. Certain loans secured on residential properties are made at a fixed rate for a limited period, typically two to five
years, after which the loans revert to the relevant variable rate. The fair value of such loans has been estimated by reference to
the market ratesfor similar loans of maturity equal to the remaining fixed interest rate period.

Debt securities and equity shares held for investment purposes
Listed investment securities are valued at quoted mid-market prices. Unlisted securities and equity shares are valued based on
discounted cash flows, market prices of similar securities and other appropriate valuation techniques.

Deposits by banks and customer accounts

The fair value of deposits repayable on demand is considered to be equal to their carrying value. The fair vaue for all other
deposits and customer accounts was estimated using discounted cash flows applying either market rates, where applicable, or
current rates for deposits of similar remaining maturities.

Debt securitiesin issue and subordinated liabilities
The fair value of short-term debt securities in issue is approximately equal to their carrying value. Fair value for other debt
securities and for subordinated liabiliti es is estimated using quoted market prices.

Financial commitments and contingent liabilities

The Group considers that, given the lack of an established market, the diversity of fee structures and the difficulty of separating
the value of the instruments from the value of the overall transaction, it is not meaningful to provide an estimate of the fair value
of financial commitments and contingent liabilities. These are therefore excluded from the following table.

The carrying and fair values of nontrading derivative financial instruments are disclosed in note 45a
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45 Derivativesand other financial instruments(continued)

¢ Fair value analysis(continued)

The table below shows a comparison by category of book values and fair values of the Group’'s on-balance sheet financial assets
and liabilities.

Asat 31 December 2002 Trading book Non-trading book
Book Fair Book Fair
value value value value

£m £m £m £m

Assets:

Treasury billsand other eligible bills 530 530 1,879 1,878

L oans and advances to banks and customers 2,032 2,032 149,971 151,526

Debt securities and equity shares 17,620 17,620 11,900 11,932

Liabilities:

Deposits by banks and customers 2,927 2,927 138,850 138,428

Debt securitiesin issue 1,122 1,122 29,133 29,005

Subordinated liabilities - - 10,168 11,156

Asat 31 December 2001* Trading book Nontrading book

Book Fair Book Fair
value vaue vaue value
£m £m £m £m

Assets:

Treasury billsand other eigiblebills 1,630 1,630 2,782 2,780

L oans and advances to banks and customers 605 605 137,554 138,287

Debt securities and equity shares 13,423 13,423 11,027 11,269
Liabilities:

Deposits by banks and customers 1,582 1,582 131,844 131,813
Debt securitiesin issue 1,187 1,187 23,233 23,266
Subordinated liabilities - - 8,108 8,544
*restated (seenote 1)

The disclosures in this note cover all on-balance sheet financial instruments; far values of al derivative instruments are
disclosed in note 45a.

Fair values are determined by reference to quoted market prices or, where no market price is available, using internal models
which discount expected future cashflows at prevailing interest rates.

Fair values have not been calculated for sundry debtors and creditorsin the trading book.
d Currency exposures
Structural currency exposures

The Group’s main overseas operations are in New Zealand, the Americas and Europe. Details of the Group's structural foreign
currency exposures are asfollows:

2002 2001
Functional currency of Group operation £m £m
New Zealand dollar 921 748
Euro 304 286
USdoallar 363 541
Swiss franc 100 104
Other non-sterling 323 438

2,011 2,117
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45 Derivativesand other financial instruments(continued)

d Currency exposures(continued)

Non-structural currency exposures

All foreign exchange exposures in the nonttrading book are transferred to the trading area where they are monitored and
controlled.

Information about the management of market risk in the Group's trading activitiesis given on pages 60 to 63.

e Unrecognised gainsand losses on hedging instruments

The Group uses a variety of financia instruments to hedge exposures in its banking book; these hedges are accounted for on an
accruas basis, in line with the underlying instruments being hedged. Any gains or losses that would occur if these instruments

were carried at market value are therefore not recognised.

At 31 December 2002, the unrecognised gains on financial instruments used for hedging were £418 million (2001: £122 million)
and unrecognised |osses were £516 million (2001: £539 million).

The net losses arising in 2001 and earlier years and recognised in 2002 amounted to £396 million. Net losses of £1 million
arose in 2002 but were not recognised in the year.

Of the net losses of £98 million at 31 December 2002, £109 million of net gains are expected to be recognised in the year ending
31 December 2003 and £207 million of net lossesin later years.

f  Valueat risk in trading activities

Details of value at risk in the Group’s global trading activities are given on page 60.

46 Acquisitions

d On 18 April 2002 the Group’s subsidiary, Lloyds TSB Asset Finance Division Limited, completed the acquisition of First
National Vehicle Holdings and Abbey Nationa Vehicle Finance, both previoudy wholly owned subsidiaries of Abbey National
plc operating in the UK contract hire and fleet management market; the results of these businesses have been consolidated in full
from that date, the effect on the results of the Group is not material. The premium on acquisition of £86 million has been
capitalised and will be written off to the profit and loss account over its estimated useful life of 20 years.

A summarised profit and loss account for First National Vehicle Holdings and Abbey National Vehicle Finance for the period
from 1 January 2002 to 17 April 2002 is set out below:

£m
Net interest income 6
Other income 25
Total income 31
Operating expenses 38
Provisions for bad and doubtful debts 1
Loss on ordinary activities before tax (8)
Tax 2
Loss after tax for the period to 17 April 2002 (6)

Profit after tax for the year ended 31 December 2001 -
All recogni sed gains and losses are included in the profit and loss account.
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46 Acquisitions (continued)

The combined balance sheet of First Nationa Vehicle Holdings and Abbey Nationa Vehicle Finance at 18 April 2002 was as
follows:

Book value at Fair value Fair vaue at
18 April 2002 adjustments  acquisition

£m £m £m
Loans and advances to customers 64 - 64
Tangiblefixed assets 355 (8) 347
Other assets and prepayments 63 - 63
Deposits by banks (405) - (405)
Other liabilities and accruals (107) (6) (113)
Net liabilities acquired (30) (14) (44)
Goodwill 86
Consideration 42

An initial cash payment of £47 million has been made, however following the preparation of the completion accounts it is
believed that this should be subject to a downward adjustment of £5 million. Accordingly areceivable of this amount has been
recognised in the Group's balance sheet. The fair value adjustments principaly reflect adjustments to the carrying value of

operating lease assets and related taxation. Negotiations regarding the completion of this acquisition are still ongoing and, whilst
no further significant adjustmentsto consideration or fair val ue adjustments are expected, in accordance with the requirements of
paragraph 27 of Financial Reporting Standard 6, it is noted that the fair value of the net assets of the acquired businesses and the
goodwill arising shown above are provisional.

b) On 17 October 2002 the Group's subsidiary, LIoyds TSB Bank (No. 5) Limited, completed the purchase of the business of
Accucard, a credit card technology development and marketing company. The consideration for the purchase was £9 million, of
which £7 million was settled in cash and with afurther £1 million payable in 2003 and £1 million payable in 2004. The premium
on acquisition of £7 million has been capitalised and will be written off to the profit and loss account over its estimated useful
life of 5 years. There were no fair value adjustments made to the assets acquired. The results of this business have been
consolidated in full from the date of acquisition, the effect on the results of the Group is not material.

¢) On 16 December 2002 the Group’s subsidiary, Lloyds TSB Asset Finance Division Limited, completed the purchase of the
business of the Dutton-Forshaw Group, amotor dealer which has a network of 38 franchised dealerships representing 14 motor
vehicle manufacturers. The consideration for the purchase was £49 million which was settled in cash. The premium on
acquisition of £10 million has been capitalised and will be written off to the profit and loss account over its estimated useful life
of 20 years. Fair value adjustments were made to the carrying value of tangible fixed assets and in respect of certain liabilities.
Negotiations regarding the completion of this acquisition are still ongoing, and whilst no further significant adjustments to
consideration or fair value adjustments are expected, in accordance with the requirements of paragraph 27 of Financial Reporting
Standard 6, it is noted that the goodwill arising stated above is provisiond. The results of thisbusiness have been consolidated in
full from the date of acquisition, the effect on the results of the Group is hot material.
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47 Consolidated cash flow statement

The cash flow statement reflects cash flows attributable to the banking, life and general insurance businesses. Cash flows from
long-term assurance business attributable to shareholders include the surplus emerging from the life and pension businesses;
‘Income from long-term assurance business' reflects the movement in the value of long-term assurance business attributable to
shareholders (see note 29) as adjusted for capital injections and acquisitions, which are reflected within the * Capital expenditure
and financial investment’ and ‘ Acquisitions and disposals’ sections of the cash flow statement. Cash flows relating to the long-
term assurance business attributabl e to policyholders are not reflected within this statement.

a Reconciliation of operati ng profit to net cash inflow from oper ating activities 2002 2001* 2000*
£m £m £m
Operating profit 2,618 3,132 3,782
Increase in prepayments and accrued income (21) (285) -
Increase (decrease) in accruas and deferred income 113 (439) 830
Provisionsfor bad and doubtful debts 1,029 747 541
Net advances written off (675) (691) (580)
Insurance clams 233 174 142
Insurance claims paid (210) (178) (146)
Amounts written off fixed asset investments 87 60 32
Income from long-term assurance business 303 29 (443)
Transfer from long-term assurance business - 155 104
Interest on subordinated liabilities (loan capital) 537 515 490
Interest element of finance lease rental payments - 1 1
Depreciation and amortisation 701 550 386
Other non-cash movements (189) (376) (484)
Net cash inflow from trading activities 4,526 3,394 4,655
Net increase in loans and advances (11,970) (9,340) (6,350)
Net increase in investments other than investment securities (2,494) (5,664) (355)
Net increasein other assets (683) (327) (124)
Net increase (decrease) in deposits by banks 1,018 7,689 (2,794)
Net increase in customer accounts 6,900 7,525 7,469
Net increase in debt securitiesin issue 5,904 6,557 4,738
Net increase in other ligbilities 1511 109 185
Net decrease (increase) in itemsin course of collection/transmission 147 (17 (126)
Other non-cash movements 535 1 176
Net cash inflow from operating activities 5,394 9,927 7,474
b  Analysisof cash asshown in the balance sheet 2002 2001 2000
£m £m £m
Cash and balances with central banks 1,140 1,240 1,027
Loans and advances to banks repayable on demand 4,313 2,443 2,7%

5,453 3,683 3,821

The Group is required to maintain balances with the Bank of England which, at 31 December 2002, amounted to £165 million
(2001: £156 million; 2000: £142 million).

¢ Analysisof changesin cash during theyear 2002 2001 2000
£m £m £m

At 1 January 3,683 3,821 2,408

Net cash inflow (outflow) before adjustments for the effect of foreign exchange

movements 1,766 (100) 1,406

Effect of foreign exchange movements 4 (38) 7

At 31 December 5,453 3,683 3,821
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47 Consolidated cash flow statement (continued)

d  Analysisof changesin financing during the year

At 1 January
Cash inflow from financing
At 31 December

At 1 January

Effect of foreign exchange movements
Cash inflow from financing

At 31 December

At 1 January

Cash inflow from financing
Retained profit

At 31 December

At 1 January

Effect of foreign exchange movements
Cash inflow from financing

Capital repayments

Adjustments on acquisition

At 31 December

e Analysisof thenet cash outflow in respect of the acquisition of group

undertakings

Cash consideration paid (seef)

Payments to former members of Scottish Widows Fund and Life Assurance Society

acquired during 2000
Net cash outflow
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Share capital (including
premium and merger reserve)
2002 2001 2000

£m £m £m

2,713 2,334 2,136
139 379 198

2,852 2,713 2334

Capital securitiesissued by
subsidiary undertakings

2002 2001* 2000
£m £m £m
509 515 -
17 (6) 6

- - 509
526 509 515
Minority investment in
subsidiaries

2002 2001 2000
£m £m £m

167 - -

l - -
168 - -
Subordinated liabilities and
finance leases

2002 2001* 2000
£m £m £m

8111 7,533 6,497

©) (13) 120
2,065 611 897
@ (20 4@
2 - 23

10,169 8,111 7,533

2002 2001 2000
£m £m £m
103 1 5,110
14 179 -
117 180 5,110
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47 Consolidated cash flow statement (continued)
f  Acquisition of group undertakings

Net assets acquired:

Loans and advances

Long-term assurance business

Other assets

Tangible fixed assets

Deposits by banks, customer accounts and other liabilities

Goodwill arising on consolidation

Satisfied by:

Amounts receivable

Issue of loan notes

Deferred consideration

Cash

Payments pending settlement

g Disposal of group undertakings and businesses
Sundry net assets disposed of

Goodwill written back on disposal

Profit (loss) on sale
Cash consideration received

*restated (seenote 1)
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2002 2001 2000
£m £m £m
66 - 2,827
- - 4,052
137 15 168
384 - 375
(590) (13) (3,239)
3 2 4,183
103 8 2,405
100 10 6,588
©) - -
- 9 1,077
2 - -
103 1 5110
- 401
100 10 6,588
2002 2001 2000
£m £m £m
- 1 2
- - 93
- 1 95
- 39 (12)
- 40 83
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48 Differencesbetween UK GAAP and US GAAP

The accounts presented in this report have been prepared in

accordance with accounting principles generally accepted in the

United Kingdom (UK GAAP). These differ in significant respects to the accounting principles generaly accepted in the United
States (US GAAP). Thefollowing isasummary of significant differences applicable to the Group.

UK GAAP

Business combinations

UK GAAP permits merger accounting for business
combinations where all of the following criteria are met: (1)
no party is either portrayed as acquirer or acquired; (2) all
parties participate in establishing the management structure;
(3) one party does not dominate by virtue of its relative size;
(4) consideration received by the equity shareholders of each
party, in relation to their equity shareholding, comprises
primarily equity shares in the combined entity; and (5) no
equity shareholder retains any materia interest in only part of
the combined entity. Business combinations that do not
satisfy all these criteria must be accounted for using
acquisition accounting.

Goodwill/customer relatedintangibles

Following the implementation of Financiad Reporting
Standard (FRS) 10 ‘Goodwill and intangible assets' in 1998
goodwill arising on acquisitions of or by group and associated
undertakings is capitalised and amortised over its estimated
life. Thereisa presumption that the estimated life is limited
to 20 years or less, although this may be rebutted and alonger
or indefinite useful life considered. Goodwill is written off
when judged to ke irrecoverable. For acquisitions prior to
1 January 1998 goodwill was charged directly against
reserves as permitted by Statement of Standard Accounting
Practice 22. This goodwill was not reinstated following the
implementation of FRS 10, but in the event of a subsequent
disposal it will be written back and included in the calculation
of the profit or loss on disposal.

UK GAAP does not require a value to be placed upon the
customer relationships in acquisitions.

USGAAP

Following the implementation of Statement of Financia
Accounting Standards (SFAS) No. 141 ‘Business
Combinations’, which supersedes Accounting Principles Board
(APB) Opinion No. 16 ‘Business Combinations’, the purchase
method must be used for al business combinations initiated
after 30 June 2001. For business combinations initiated before
1July 2001, APB Opinion No. 16 required that a business
combination be accounted for as a pooling-of-interests if two
previoudy independent entities combined as a result of one
entity issuing common stock in exchange for substantidly all
the common stock of the second entity. However, whilst the
offer may include provisions to distribute cash for fractional
shares or shares held by dissenting shareholders, it may not
include a pro-rata distribution of cash or other consideration. In
addition, no changesin the equity interests of the common stock
may be made prior to the pooling in contemplation of the
transaction and neither may the ratio of the interest of the
individual common stockholder to those of other common
stockholders in a combining company change as a result of the
exchange of stock.

Following the implementation in full of SFAS No. 142
‘Goodwill and Other Intangible Assets on 1 January 2002,
goodwill arising on all a&quisitions by group and associated
undertakings is capitalised but no longer amortised and is
subject to regular review for impairment. Prior to the adoption
of SFAS No. 142, the Group accounted for goodwill under the
provisions of APB No. 17 ‘Intangible Assets' which required
that all goodwill be capitalised and amortised over its estimated
useful life, which should not exceed 40 years;, the Group
amortised goodwill over periods of up to 20 years. Goodwill
amortised prior to the adoption of SFAS No. 142 is not
permitted to be reinstated.

For acquisitions occurring on or after 1 July 2001, SFAS
No. 141 requires that, when assessing the value of the assets of
an acquired entity, certain identifiable intangible assets must be
recognised. Such identifiable intangible assets include the asset
representing the vaue of customer relationships, which is
capitalised separately and amortised through the income
statement over the estimated average life of the customer
relationships. Prior to 1 July 2001, the Group applied similar
provisons contained within SFAS No. 72 ‘Accounting for
Certain Transactions of Bank and Thrift Ingtitutions in
assessing the value of assets of an acquired financia ingtitution.
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48 Differencesbetween UK GAAP and US GAAP (continued)

UK GAAP
Pension costs

For defined benefit schemes, pension costs in the profit and
loss account reflect the cost of accruing benefits for active
employees, benefit improvements and the cost of severances
borne by the schemes; the expected return on scheme assets,
net of a charge in respect of the unwinding of the discount
applied to scheme liahilities, isincluded in the profit and loss
account as other finance income. Actuarial gains and losses,
including differences between the expected and actua return
on scheme assets, are recognised as they arise, net of deferred
tax, in the statement of total recognised gains and losses.
Scheme assets are assessed at fair value and scheme liabilities
are measured on an actuarial basis using the projected unit
method and are discounted at the current rate of return on a
high quality corporate bond of equivalent currency and term.
The overall surplus or deficit isincluded on the balance sheet,
net of the related deferred tax.

Costs in relation to defined contribution schemes are charged
to the profit and loss account in the period in which they fall
due.

Leasing

Finance lease income is recognised in proportion to the funds
invested in the lease using a method that results in a constant
rate of return on the net cash investment, which takes into
account tax payments and receipts.

Operating lease assets are depreciated such that rentals less
depreciation are recognised at a constant periodic rate of
return on the net cash invested in that asset.

Profits or losses arising on sale and leasebacks are taken to
profit asthey arise.

Property

Depreciation is charged on the cost of freehold and long
leasehold properties over their estimated useful economic
lives. Following the adoption of FRS 15, the Group
reassessed the useful economic lives and residual values of its
freehold and long-leasehold premises and, with effect from
1 January 2000, the cost of these properties, after deducting
the value of the land, is being depreciated over 50 years.

Previousdly it was considered that the residua values were
such that depreciation was not significant.

USGAAP

SFAS No. 87 ‘Employers’ Accounting for Pensions’ prescribes
a similar method but allows that a certain portion of actuaria
gains and losses be deferred and alocated in equal amounts
over the average remaining service lives of the current
employees. In addition, if the fair value of plan assets falls
below the accumulated benefit obligation (which is the current
value of accrued benefits without alowance for future salary
increases) an additional minimum liability must be recognised.
An equa amount should be recognised as an intangible asset up
to the anount of any unrecognised prior service cost. Any
amount not recognised as an intangible asset is reported in other
comprehensive income, net of deferred tax.

US GAAP aso requires a transition adjustment for pension
schemes in place before the introduction of SFAS No. 87. The
difference between the funded status of the schemes and the
total amount of accrued or prepaid pension cost, at the date of
transition, is amortised over the average remaining service lives
of employees at that date.

The application of SFAS No. 13 ‘Accounting for Leases gives
rise to a level rate of return on the investment in the lease, but
without taking into account tax payments and receipts. This
results in income being recognised in different periods than
under UK GAAP.

Operating |ease assets are depreciated such that the depreciation
charge is at least equal to that which would arise on a straight
line basis.

Under SFAS No. 28 ‘Accounting for Sales with Leasebacks
profits or losses arising on a sale and leaseback are deferred and
amortised. For leasebacks resulting in a finance lease, the
amounts are amortised in proportion to the amortisation of the
leased asset; for leasebacks resulting in an operating lease, the
amounts are amortised in proportion to the gross rental charged
to expense over the lease term.

Freehold and long leasehold properties are included in the
balance sheet at historical cost and depreciated over their
estimated useful economic lives.
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48 Differencesbetween UK GAAP and US GAAP (continued)

UK GAAP

Shar e compensation schemes

Where shares are purchased to satisfy an actual, or
anticipated, requirement created by the exercise of options
under either the Group's Executive or Save-As-You-Earn
option schemes, the difference between the purchase price
and exercise price is charged to the profit and loss account on
a systematic basis over the period that the employees are
expected to benefit. Where shares are issued, no charge is
made to the profit and loss account.

Computer softwar e developed or obtained for internal use

All computer software costs are expensed as incurred except
for operating software and application software relating to
separable new systems, which are capitalised and depreciated
over their estimated useful lives.

Derivative instruments held for

pur poses

risk management

Derivatives used in the Group's trading activities are carried
at fair value and al changesin fair value are reported within
dealing profits in the profit and loss account. Derivatives
used in the Group's non-trading activities are accounted for
on an accruas basis, in line with the treatment of the
underlying items which they are hedging. A derivative will
only be classified as a hedge in circumstances where there
was adequate evidence of the intention to hedge at the outset
of the transaction and the derivative substantially matches or
eliminates the exposure being hedged.

Foreign currency trandation

The assets, liabilities and results of the Group’s overseas
operations are trandated into sterling at the rate of exchange
prevailing at the bal ance sheet date, as permitted under UK
GAAP.

I nvestment securities

Debt securities and equity shares intended for use on a
continuing basis by the Group are treated as investment
securities and included in the balance shest at cost as adjusted
for the amortisation of any premiums and discounts arising
upon acquisition, less provision for any permanent diminution
invaue.

USGAAP

The Group accounts for share compensation schemes based on
their estimated fair values at the date of the grant in accordance
with SFAS No. 123 ‘Accounting for Stock Based
Compensation’.

The American Ingtitute of Certified Public Accountants
(AICPA) Statement of Position 98-1 ‘Accounting for the costs
of computer software developed or obtained for interna use
requires certain costs incurred from 1 January 1999 in respect of
software developed for internal use to be capitaised and
subsequently amortised.

SFAS No. 133 *Accounting for Derivative Instruments and for
Hedging Activities' requires that all derivatives be recognised
on-balance sheet a fair value. Changes in the fair value of
derivatives that are not hedges are reported in the income
statement. For derivatives which are hedges, depending on the
nature of the hedge, changes in the fair value of derivatives will
either be offset against the change in fair value of the hedged
assets, liahilities, or firm commitments through earnings or
recognised in other comprehensive income until the hedged
item is recognised in earnings. The ineffective portion of a
hedge's change in fair value is immediately recognised in
earnings.

Under SFAS No. 52 ‘Foreign Currency Trandation’, foreign
currency assets and liabilities are trandated at the year-end rate;
however, results are trandated at the average rate for the year.

SFAS No. 115 ‘ Accounting for Certain Investmentsin Debt and
Equity Securities requires that debt securities which are
“available-for-sale” (where there is the absence of either the
intent or the ability to hold them to maturity) and equity shares
with areadily determinable market value should be recorded at
fair value with unrealised gains and losses reflected in
shareholders equity. All debt securities held as available-for-
sde are subject to assessment for other than temporary
impairment in accordance with SFAS No. 115 and, for asset
backed securities, in accordance with the Emerging Issues Task
Force (EITF) Abstract No. 99-20 ‘Recognition of Interest
Income and Impairment on Purchased and Retained Beneficial
Interestsin Securitized Financial Assets'.
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UK GAAP
Dividend payable

Dividends declared after the period end are recorded in the
period to which they relate.

Own shares

Own shares held are included within equity and are reported
as an asset on the balance sheet.

Deferred tax

Deferred tax is provided for al timing differences between

the recognition of gains and losses in the financia statements
and their recognition in a tax computation. Deferred tax
assets are recognised to the extent that it is regarded as more
likely than not that there will be suitable taxable profits from
which the future reversal of the underlying timing differences
can be deducted.

Provision for credit losses

A specific provision is made to cover the estimated loss as
soon as the recovery of an outstanding loan is considered
doubtful. General provisions are raised to cover losses
incurred but not yet identified as of the balance sheet date.

Acceptances

Acceptances are not recorded on the balance sheet.

I nsurance activities

The shareholder’s interest in the long-term assurance fund is
valued at the net present val ue of the profits inherent in such
policies.

USGAAP

Dividends are recorded in the period in which they are declared.

Own shares held are reclassified as Treasury stock and deducted
from shareholders equity in accordance with the AICPA
Accounting Research Bulletin (ARB) No. 51 ‘Consolidated
Financial Statements'.

Under SFAS No. 109 ‘Accounting for Income Taxes', deferred
tax assets and liabilities are recorded for all temporary
differences. A valuation alowance is recorded against a
deferred tax asset where it is more likely than not that ©me
portion of the deferred tax asset will not be realised.

SFAS No. 114 ‘Accounting by Creditors for Impairment of a
Loan’ requires the overall credit risk provision to be determined
based upon the present value of expected future cash flows,
discounted at the loan’s effective interest rate or, as a practical
expedient, on the loan's observable market value, or the fair
value of the collateral if the loan is collateral dependent.
Smaller balance homogeneous consumer loans that are
collectively valued for impairment are outside the scope of
SFAS No. 114, as are debt securities and leases. Generd
provisions are made against such loans when losses have been
incurred but not yet identified as of the balance sheet date.

Acceptances and the related customer liabilities are recorded on
the balance sheet.

The net present value of the profits inherent in the policies of
the long-term assurance fund is not recognised. An adjustment
is made for the amortisation of acquisition costs and fees.

Additiona information on the differences between the UK and
US accounting for insurance activities is provided within the
Insurance section of this note on pages F-89 to F-92.
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Futur e accounting developments

United Sates
SFAS 146— Accounting for Costs Associated with Exit or Disposal Activities

SFAS No. 146 was issued in June 2002 and became effective for the LIoyds TSB Group for exit or disposal activities initiated
after 31 December 2002. Costs associated with adisposal activity (other than employee termination benefits) should be recorded
at fair valuein the period in which they are incurred, and in subsequent periods, unless areasonable estimate of fair value cannot
be determined. Costsrelating to employee termination benefits should be recognised at the communication date when employees
are not required to provide future services beyond the contractual notification period. Adoption is not expected to have a
material impact on Lloyds TSB Group’'s US GAAP financial statements.

SFAS 147—- Acquisitions of Certain Financial I nstitutions

SFAS No. 147 was issued on 1 October 2002 and became effective for the Lloyds TSB Group on that date, with earlier
application permitted for the transition provisions related to previoudly recognised unidentifiable intangible assets. Financia
institutions meeting certain conditions outlined in SFAS No. 147 will be required to restate previously issued financial
statements. Adoption of this Statement has not had animpact on Lloyds TSB Group’s US GAAP financia statements.

FASB Interpretation Number (FIN) 45— Guarantor’s Accounting and Disclosur e requirementsfor Guarantees | ncluding
Indirect Guaranteesof Indebtedness of Others

FIN 45 was issued in November 2002 and the di sclosure reguirements contained therein are detailed within this annual report.
The remainder of the provisions of FIN 45, which require that a liability be recognised for the fair value of the obligations
assured under the guarantees, are effective in respect of guarantees issued or modified after 31 December 2002. The effect on
Lloyds TSB Group'sUS GAAP financia statements has not yet been determined.

SFAS 148- Accounting for Stock-based Compensation — Transition and Disclosure

SFAS No. 148 was issued in December 2002 and is effective for fiscal years ending on or after 15 December 2002. The
Statement provides alternative methods of transition for a voluntary change to the fair value based method for accounting for
stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123 to require
more prominent and frequent disclosures about the effects of stock-based compensation. Adoption of this statement has not had
asignificant impact on the disclosures madein Lloyds TSB Group’s US GAAP financial statements.

FASB Interpretation Number (FIN) 46— Consolidation of Variable Interest Entities

FIN 46 was issued in January 2003 and is effective for al variable interests in variable interest entities (VIE) created after
31 January 2003. For VIEs created before that date, the requirements are effective from 1 July 2003. FIN 46 requires certain
transitional disclosures to be made immediately if it is reasonably possible that an entity will consolidate or disclose information
about VIEs when FIN 46 becomes effective. FIN 46 defines a VIE as an entity where either the total equity investment at risk is
not sufficient to permit the entity to finance its activities, without additional subordinated financial support; a the equity
investors lack any one of the following: (1) the ability to make decisions about an entity’ s activities; (2) the obligation to absorb
losses of the entity; or (3) the right to receive residual returns of the entity. VIEs are required to be consolidated by the primary
beneficiary, which is the party that absorbs the majority of the entity’s expected losses, expected gains, or both. The required
transitional disclosures have been made within this annual report; the impact on Lloyds TSB Group’'s US GAAP financid
statements has not yet been determined.

SFAS 149— Amendment of Statement 133 on Derivative | nstruments and Hedging Activities

SFAS No. 149 was issued in April 2003. This Statement amends and clarifies financial accounting and reporting for derivative
instruments, including certain derivative instruments embedded in other contracts (collectively referred to as derivatives) and for
hedging activities under FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities. This
Statement is effective prospectively for contracts entered into or modified after 30 June 2003 and prospectively for hedging
relationships designated after 30 June 2003. Lloyds TSB Group is currently analysing the impact of this Statement.

SFAS 150 - Accounting for Certain Financial I nstrumentswith Characteristics of both Liabilitiesand Equity

SFAS No. 150 was issued in May 2003. The Statement improves the accounting for certain financia instruments that, under
previous guidance, issuers could account for as equity and requires that these instruments be classified as lighilities in statements
of financia position. This Statement is effective prospectively for financial instruments entered into or modified after 31 May
2003 and otherwise is effective at the beginning of the first interim period beginning after 15 June 2003. This statement shall be
implemented by reporting the cumulative effect of a change in an accounting principle for financial instruments created before
the issuance date of the Statement and still existing at the beginning of the interim period of adoption. Lloyds TSB Group is
currently analysing theimpact of this Statement.
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Restatement

The Group’s US GAAP net income and shareholders' equity for the years ended 31 December 2001 and 2000 have been restated
to reflect the effects of a reconsideration of the accounting for certain hedging transactions. This has resulted in a revised
caculation of the US GAAP adjustment in respect of “Derivative instruments held for risk management purposes’. There have
been no changes to the LIoyds TSB Group’s UK GAAP results. The effects are as follows;

2001 2000
£m £m

Net income:
Net income under US GAAP, as previously reported 1,524 1,929
Adjustment to “ Derivative instruments held for risk management purposes’ 155 82
Deferred tax effect of adjustment (47) (25)
Net income under US GAAP as adjusted 1,632 1,986
Earnings per share:
Basic earnings per share, as previously reported 27.5p 35.2p
Effect of adjustment 2.0p 1.0p
Basic earnings per share, as adjusted 295p 36.2p
Diluted earnings per share, as previously reported 27.2p 34.8p
Effect of adjustment 2.0p 1.0p
Diluted earning per share as adjusted 29.2p 35.8p
Shareholders’ equity under US GAAP, as previoudly reported 13,421 13,708
Adjustment to “ Derivative instruments held for risk management purposes’ 161 6
Deferred tax effect of adjustment (49) (2)
Shareholders’ equity under US GAAP as adjusted 13533 13,712
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The following tables summarise the adjustments to net income and shareholders' equity which would arise from the application
of USGAAP:

Reconciliation of net income 2002 2001* 2000*
Note £m £m £m
Profit for the year attributable to shareholders under UK GAAP 1,781 2,229 2,654
Insurance activities, before tax (n) (384) (328) (356)
Banking and Group activities:
Goodwill amortisation @ 72 (209) (188)
Profit/loss on sale and closure of businesses - - 12
Amortisation of customer related intangibles @ (193) (219) (219)
Pension costs (b) 113 132 (130)
Leasing (109) (131) (47)
Property depreciation 4 3 3
Share compensation schemes (© (49 (46) (31)
Internal software costs 6 16 10
Derivative instruments held for risk management purposes (e 305 (160) (86)
Foreign currency trandlation differences 12 4 2
Total Banking and Group activities, before tax 166 (618) (674)
Taxation
- deferred taxation (h) 25 52 (75)
- deferred taxation on GAAP differences (h) 163 297 437
Total Taxation 188 349 362
Total adjustments, after tax (30) (597) (668)
Net income under US GAAP 1,751 1,632 1,986
Reconciliation of shareholders equity 2002 2001*
Note £m £m
Shareholders' funds under UK GAAP 7,972 10,356
Insurance activities, before tax (n) (74) 13
Banking and Group activities:
Goodwill €) 1,347 1,312
Customer related intangibles @ 589 772
Pension costs (b) 840 2,099
Leasing (383) (274)
Property depreciation (50) (53)
Internal software 69 63
Derivative instruments held for risk management purposes (e (98) (417)
Net unrealised gain on available-for-saleinvestment securities (" 32 242
Dividend payable 1,311 1,306
Own shares (9) (154) (251)
Total Banking and Group activities, before tax 3,503 4,799
Taxation
- deferred taxation (h) (60) (85)
- deferred taxation on GAAP differences (h) (1,151) (1550)
Total Taxation (1,2112) (1,635)
Total adjustments, after tax 2,218 3,177
Shareholders equity under US GAAP 10,190 13533

* restated (see note 1 and page F-67)
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Reconciliation of movementsin shareholders' equity under USGAAP

Net incomein period
Dividends

New share capital subscribed

Movement in own shares

Share compensation schemes

Minimum pension liability

Changein thefair value of available-for-sale securities— Insurance activities
Change in thefair value of available-for-sale securities— Banking activities
Exchange and other differences

Shareholders’ equity at beginning of period
Shareholders' equity at end of period

* restated (see page F-67)

Accumulated other comprehensiveincome

Exchange trandation differences

Minimum pension liability

Available-for-sale securities:
Net unrealised gains— Insurance activities
Related amortisation of deferred acquisition costs
Net unrealised gains— Banking activities
Taxation

Accumulated other comprehensive income under US GAAP
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2002 2001* 2000*
£m £m £m
1,751 1,632 1,986
(1,903) (1,738) (1,522)
(152 (106) 464
77 194 74
97 4 (41)
44 46 31
(3,277) - -
15 (46) 21
(147) (165) 67
- (98) (13)
(3,343) (179 603
13533 13,712 13,109
10,190 13533 13,712
2002 2001 2000
£m £m £m
(321) (321) (223)
(3,277) - -
245 49 98
(197) (23) (7
32 242 480
(25) (81) a73)
55 187 398
(3543) (134) 175
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48 Differences between UK GAAP and US GAAP (continued)

Condensed US GAAP Profit and loss account

Thefollowing table provides a condensed profit and loss account for the Group, incorporating the US GAAP adjustments arising.

2002 2001* 2000*
£m £m £m
Loan interest, including fees 9,678 10,317 10,218
Other interest and dividends 2,035 2,077 2,539
Insurance premiums 2,015 1,671 1,604
Commissions and fees 2,281 2,248 2,118
Realised gains from sales of investments 163 183 139
Foreign exchange trading income 173 158 141
Securities and other trading losses (2,370) (2,307) (253)
Other income 1,899 1,415 920
Total revenues 15874 15,762 17426
Interest expense 5,376 6,427 7,046
Totd revenues, net of interest expense 10,498 9,335 10,380
Policyholder benefits and claims expense 1,565 2,228 1,735
Movement in undistributed earnings to policyholders (1,518) (2,427) (317)
Provisions for bad and doubtful debts 1,029 747 541
Amounts written off fixed asset investments 87 60 32
Total benefits, claimsand provisions 1,163 608 1,991
Non-insurance compensation and benefits 2,418 2,014 1,870
Insurance underwriting, operating and acquisition expenses 766 511 552
Other operating expenses 2,099 2,632 2,084
Depreciation 758 622 414
Amortisation of intangible fixed assets
Goodwill - 248 210
Customer related intangibles 193 219 219
Value of long-term assurance business acquired 725 305 285
918 772 714
6,959 6,551 5,634
Profit on sale and closure of businesses - 39 -
Income before tax 2,376 2,215 2,755
Provision for income taxes* * 576 526 720
Minority interests, net of income taxes 62 57 49
Cumulative effect of accounting changes (net) 13 - -
Net income under US GAAP 1,751 1,632 1,986
Exchange trand ation and other differences - (98) (13)
Minimum pension liability (3,277) - -
Available-for-sale securities:
Net unrealised gains (losses) — Insurance activities 196 (49 30
Related amortisation of deferred acquisition costs (274) (16) 2
Net unrealised (losses) gains— Banking activities (210) (238) 94
Taxation 56 92 (38)
(132) (211) 88
Comprehensive income under US GAAP (1,658) 1,323 2,061
Earnings per share (pence) 314p 29.5p 36.2p
Diluted earnings per share (pence) 31.3p 29.2p 35.8p

* restated (see page F-67)

** Significant items affecting the Group’s effective tax rate under US GAAP include the fact that tax is levied on UK life assurance and pension businesses
under specialised rules not based on the profit and loss account. In addition, under US GAAP a tax provision is required for unrealised gains that are
attributable to the policyholders. The amount provided will vary depending upon the fluctuations of the stock market and this movement can result in
significant changesin the effective rate of tax.
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Condensed US GAAP Balance sheset

The following table provides a condensed balance sheet for the Group, incorporating the US GAAP adjustments arising.

Assets
Cash and due from banks
Deposits at interest with banks
Securities purchased under resale agreements
Treasury billsand other eligible bills
Trading account assets
Investments
Loans, net of provisions
Tangible fixed assets
Intangible fixed assets— goodwill
— customer related intangibles
— value of long-term assurance business acquired
— pension liability related intangible
Deferred acquisition costs
Separate account assets
Other assets
Total assets

Liabilities

Deposits

Trading account liabilities

Debt securities inissue
Policyholder liahilities
Undistributed policyholder alocations
Commitments and contingencies
Deferred tax

Long-term debt

Separate account liabilities
Other liabilities

Minority interests

Total liabilities

Shareholders’ equity:
Common stock
Additional paid-in capita
Retained earnings
Treasury stock
Accumulated other comprehensiveincome
Total shareholders' equity

Total liabilitiesand shareholders’ equity

* restated (see page F-67)
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2002 2001*
£m £m
8,547 7,388
11,678 11,709
1,696 1,383
1,879 2,782
41412 38,714
16,635 15,126
134,202 122,485
4,085 3,429
3,981 3,878
589 772
2,282 3,007
221 -
846 795
18,945 22,068
7,391 9,690
254,389 243226
141,777 133,419
5,583 3,476
29,133 23,233
23,763 23,465
1,890 3478
192 251
1,426 3,154
10,168 8,108
18,945 22,068
10,591 8,495
731 546
244199 229,693
1,416 1411
4,848 4,670
7,623 7,837
(154) (251)
(3,543) (134)
10,190 13533
254,389 243226
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48 Differences between UK GAAP and US GAAP (continued)

Condensed Consolidated Statement of Cash flowsin accor dance with SFAS No. 95

Cash flows from operating activities

Net income before minority interests and effect of accounting changes

Adjustments required to reconcile net income to net cash provided by operating activities:

Amortisation of intangible fixed assets
Depreciation of tangible fixed assets
Provision for bad and doubtful debts
Change in trading account assets
Changein trading account liabilities
Changein deferred acquisition costs
Change in other assets
Change in policyholder liabilities
Change in undistributed policyholder allocations
Changein other liabilities
Net gain on sale of investment securities
Profit on disposal of tangible fixed assets
Other, net

Total adjustments

Net cash provided by (used in) operating activities

Cash flows from investing activities

Change in deposits at interest with banks

Change in securities purchased under resale agreements
Change in loans and advances to customers

Purchases of investment securities

Proceeds from sale and maturity of investment securities
Purchases of tangible fixed assets

Proceeds from sale of tangible fixed assets

Additionsto interestsin joint ventures

Acquisition of subsidiary undertakings

Disposal of subsidiary undertakings

Net cash used in investing activities

Cash flows from financing activities
Dividends paid - equity

Dividends paid to minorities- equity
Dividends paid to minorities- non-equity
Issue of ordinary shares

Sdle (purchase) of treasury stock

Issue of preferred securities

Issue of long-term debt

Redemption of long-term debt

Minority investment in subsidiaries
Changein deposits

Changein short-term borrowings
Policyholders' deposits

Policyholders' withdrawals

Net cash provided by financing activities

Change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Cash paid during the year for income taxes
Cash paid during the year for interest
Non-cash investing and financing activities:
Loan notesissued in respect of acquisitions

* restated (see page F-67)

2002 2001* 2000*
£m £m £m
1,800 1,689 2,035
918 772 714
758 622 414
354 56 (39)
(3,176) (2,004) 861
2,107 174 33
(51) (97) (60)
(91) (2,776) 801
97) 583 310
(1,588) (2,427) (164)
(266) 100 (481)
(164) (183) (139)
(47) (67) (6)
61 (788) (136)
(1,282) (6,035) 2,113
518 (4,346) 4,148
102 (986) 474
(313) 3,554 2,912
(11,743) (12,211) (9,510)
(47,885) (48,842) (24,659)
46,880 42,282 25,731
(1,352) (1,140) (1,032)
359 293 87
(21) (44) -
(117) (180) (5,110)

- 40 83
(14,090) (17,234) (11,023)
(1,903) (1,738) (1,522)
(18) (17) (12)
(43) (40) (36)

77 194 74

97 4) (42)

- - 509
2,120 742 952
(55) (131) (55)
167 - R
7,925 16,458 4,287
5,969 6,326 5,065
1,602 1,987 1,978
(1,207) (1,287) (1,499)
14,731 22,490 9,700
1,159 910 2,825
7,388 6,478 3,653
8,547 7,388 6,478
951 829 864
5,321 6,755 6,102
- 9 1,077
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Balance sheet presentation

Certain classification differences exist in financia reporting under UK GAAP and US GAAP. For the Group, such differences
primarily arisein the balance sheet and the following comparison lists the line items in which such differences occur.

UK GAAP

Cash and balances at central banks
Itemsin course of collection from banks
Treasury hillsand other eligible bills

L oans and advances to banks

Loans and advances to customers

Debt securities

Equity shares

Other assets

Prepayments and accrued income

Itemsin course of transmission to banks
Debt securitiesin issue

Other liabilities

Accruas and deferred income

Other provisionsfor liahilities and charges
Subordinated liabilities

Merger reserve

Long-term assurance business

Consolidated Statement of Cash flows

US GAAP

Cash and due from banks

Cash and due from banks

Classified as “ Trading account assets’ where appropriate

Loans to banks due on demand classified as “ Cash and due from
banks’; Reverse repos classified as “ Securities purchased under

resale agreements’

Reverse repos classified as* Securities purchased under resale
agreements’

Classified as“ Trading account assets’ and “Investments’ where
appropriate

Classified as“ Trading account assets’ and “Investments’” where
appropriate

Classified as“ Trading account assets’ where appropriate
Other assets

Cash and due from banks

Classified as “ Trading account ligbilities” where appropriate
Classified as* Trading account liabilities” where appropriate
Other liabilities

Commitments and contingencies

Long-term debt

Classified as“ Additional paid-in capital”

Classifications are discussed on pages F-89 to F-92

The Group’s UK GAAP cash flow statement on page 7 is prepared under the provisions of FRS 1(Revised). Thisissimilarin
many respects to SFAS No. 95 ‘Statement of Cash Flows', as amended by SFAS No. 104 ‘Statement of Cash Flows - Net
Reporting of Certain Cash Receipts and Cash Payments and Classification of Cash Flows from Hedging Transactions’. Two
principal differences arise between the standards with regard to the definition of cash and the classification of items within the
cash flow statement.
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FRS 1 (Revised) defines cash as cash in hand and repayable on demand. Under SFAS No. 95, cash and cash equivaents are
defined as short term, highly liquid investments that are both readily convertible to known amounts of cash; and so near their
maturity that they present insignificant risk of changes in value because of changesin interest rates.

For the purposes of SFAS No. 95, the Group's cash and cash equivaents of £8,547 million (2001: £7,388 million; 2000:
£6,478 million) comprise items reported under the following UK balance sheet categories: cash and balances at central banks;
items in the course of collection from banks; loans and advances to banks repayable on demand and items in the course of
transmission to banks. Under UK GAAP the results, assets and liabilities of the long-term assurance business are presented on a
one-line basis and accordingly movementsin cash flows are aggregated into one line within the reconciliation of operating profit.
Under US GAAP, the insurance activities have been disaggregated and accordingly the cash flows have been dlocated to the
appropriate line items within the cash flow statement. Cash attributable to the long-term assurance business is included within
cash and cash equivalents above.

Differences between UK and US GAAP with regard to classification of items within the cash flow statement are summarised
below:

Classification under Classification under
Cash flow FRS 1 (Revised) SFASNo. 95
Net change in loans and advances, Operating activities Investing activities
including lease financing
Net change in deposits and debt Operating activities Financing activities
securitiesin issue
Dividends paid to equity and non- Returns on investments and servicing Financing activities
equity minority interests of finance
Tax paid Taxation Operating activities
Capital expenditure and financid Capital expenditure and financid Investing activities
investment investment
Purchases/proceeds from disposal of Acquisitions and disposals Investing activities
subsidiary and associated
undertakings
Dividends paid — equity Equity dividends paid Financing activities

Under FRS 1 (Revised), transactions designated as hedges are reported under the same heading as the related assets or liabilities.
Details of withdrawal and usage restrictions in respect of cash and balances at central banks are discussed on pages 91 and F-59.

Notesto the UK/US GAAP reconciliation

a Goodwill and customer relatedintangible assets

Under UK GAAP on 1 January 1998, the Group adopted FRS 10, ‘Goodwill and Intangible Assets'. In respect of acquisitions
since 1 January 1998, goodwill isincluded in the consolidated balance sheet under intangible fixed assets and amortised over its
estimated useful economic life on a straight-line basis. Prior to 1 January 1998, the Group charged goodwill directly against
reserves. In the case of the acquisition of Scottish Widowsin 2000, in view of the strength of the Scottish Widows brand and the
position of the business as one of the leading providers of life, pensions, unit trust and fund management products, the directors
consider that it is appropriate to assign an indefinite life to the goodwill. This goodwill is not being amortised through the profit
and loss account; however it is subjected to annual impairment reviews in accordance with FRS 11 ‘Impairment of Fixed Assets
and Goodwill’. Should any impairment be identified, it would be charged to the profit and loss account immediately.

Under US GAAP, from 1 January 2002 the Group adopted the remaining provisions of SFAS No. 142 and accordingly all
goodwill arising in respect of acquisitionsis capitalised but no longer amortised and is subject to regular review for impairment;
in periods prior to 1 January 2002, goodwill arising in respect of acquisitions was amortised over periods of up to 20 years.
Goodwill amortised prior to the full adoption of SFAS No. 142 is not permitted to be reinstated.

The Group has performed the required impairment tests and no impairments were recorded against goodwill upon adoption of
SFASNo. 142.
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48 Differencesbetween UK GAAP and US GAAP (continued)
a Goodwill and customer related intangible assets (continued)
The treatment of the Group’ s major acquisitionsis detailed bel ow:

Abbey Life

In 1988, Lloyds Bank Plc transferred a minority interest in five businessesto Abbey Life Group plc, alife insurance company, in
return for a majority interest in the enlarged Abbey Life Group. Under UK GAAP, this transaction was accounted for as a
merger. Under US GAAP, the same transaction would be accounted for as an acquisition. Accordingly the net assets of Abbey
Life Group plc (later renamed Lloyds Abbey Life plc) have been fair valued in accordance with US GAAP and a purchase price
determined based on the fair value of the minority interest transferred. 1n 1996, Lloyds TSB Group plc acquired the remaining
minority interest in Lloyds Abbey Life plc. Under UK and US GAAP the transaction is trested as an acquisition. However,
certain differences arise under US GAAP regarding the determination of fair value of life insurance companies and accordingly
an adjustment has been made for the items affected.

Cheltenham & Gloucester

Under UK and US GAAP, the purchase of the business of Cheltenham & Gloucester Building Society by Lloyds Bank Plc in
August 1995 is treated as an acquisition. Certain differences arise under US GAAP regarding the fair value of the net assets. In
addition, the net assets acquired include £521 million relating to customer related intangibles, which has been amortised over
7 years.

TSB Group plc

The business combination of LIoyds Bank Plc and TSB Group plc in December 1995 was accounted for as a merger as permitted
under UK GAAP at that time, athough legally TSB Group plc was deemed to have acquired Lloyds Bank Plc. Under US
GAAP, the same transaction would have been accounted for as an acquisition of TSB Group plc by Lloyds Bank Pic.
Accordingly, for US GAAP, the net assets of TSB Group plc have been fair valued as at the date of the business combination and
a purchase price determined based on the value of TSB Group plc shares at that time. The net assets include £1,596 million
relating to customer related intangibles, which is being amortised over 11 years.

Scottish Widows

In March 2000, the Group acquired the business of Scottish Widows' Fund and Life Assurance Society, a life insurance and
pensions provider. Under UK and US GAAP, the purchase is treated as an acquisition. However certain differences arise under
US GAAP regarding the determination of fair value of the life insurance business. Accordingly adjustments have been made for
these items.

The movement in US GAAP goodwill is summarised as follows:

2002 2001
UK USGAAP us UK USGAAP us
GAAP adjustment GAAP GAAP adjustment GAAP

£m £m £m £m £m £m
Cost
Balance at 1 January 2,640 2,348 4,988 2,635 2,363 4,998
Exchange and other adjustments 28 (36) (8 3 (15) (18)
Change in accounting principle - 23 23 - - -
Acquisitions 103 (10) 93 8 - 8
Balance at 31 December 2,771 2,325 5,096 2,640 2,348 4,988
Amortisation
Balance at 1 January (74) (1,036) (1,110) (36) (830) (866)
Exchange and other adjustments 4 9 5 1 3 4
Change in accounting principle - (10) (10) - - -
Chargefor theyear (59) 59 - (39) (209) (248)
Baance at 31 December (137) (978) (1,115) (74) (1,036) (1,110)
Net book value 2,634 1,347 3,981 2,566 1,312 3,878
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48 Differences between UK GAAP and US GAAP (continued)
a  Goodwill and customer related intangible assets (continued)

The movement in goodwill by segment isasfollows:

Changein

Balanceat 1 accounting Balance at

January Exchange Additions practice* 31 December

£m £m £m £m £m
UK Retail Banking and Mortgages 653 - 7 - 660
Insurance and Investments 2,194 - - - 2,194
Wholesale Markets and International Banking 1,031 (3 86 13 1,127
3,878 (3 93 13 3,981

* The unamortised deferred credit in respect of negative goodwill has, under the transitional provisions of SFAS No. 141, has
been written off in 2002 and recognised in the income statement asthe effect of a change in accounting principle.

Net income and earnings per share amounts for the years ended 31 December 2002, 2001 and 2000, adjusted to exclude the
amortisation expenses related to goodwill assets which are no longer amortised, are as follows:

Net income (Em) Basic earningsper share Diluted earningsper share

(pence) (pence)
2002 2001*  2000* 2002 2001*  2000* 2002 2001*  2000*
Amounts as reported 1,751 1,632 1,986 314 295 36.2 313 292 358
Add back goodwill amortisation - 248 210 - 45 3.8 - 4.4 3.8
Adjusted amounts 1,751 1880 2,196 314 340 400 313 336 396

*restated (see page F-67)

Under US GAAP, the intangible asset representing the value of customer relationships associated with an acquisition is
capitalised separately and amortised in the consolidated income statement over the estimated average life of the customer
relationships. At 31 December 2002, the weighted average original life of those relationshipsis estimated as 11 years.

2002 2001
£m £m
Customer related intangible assets
Baance at 1 January 772 991
Additions 10 -
Amortisation (193) (219)
Balance at 31 December 589 772

Estimated amortisation in each of the years 2003 to 2006 is£147 million and £1 million in 2007.

b  Pension and other post-retirement costs

The measurement of the US GAAP pension cost is undertaken in accordance with the requirements of SFAS No. 87 and SFAS
No. 109. The disclosures reflect the amendments arising from SFAS No. 132 ‘Employers’ Disclosures about Pensions and Other
Postretirement Benefits'.

For the reconciliations below, the Group has applied SFAS No. 87 to the LIoyds TSB Group Pension SchemesNo's 1 and 2 with
effect from 31 December 1997 as it was not feasible to apply it as of January 1989, the date specified in the standard. The
Scottish Widows pension scheme has been included from 3 March 2000, the date of acquisition.

Other post-retirement costsinclude aliability of £83 million (2001: £75 million) in respect of post-retirement healthcare.
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48 Differences between UK GAAP and US GAAP (continued)
b  Pension and other post-retirement costs(continued)

The components of the pension expense which arise under US GAAP are estimated as:

2002 2001 2000
£m £m £m
Service cost 256 212 211
Interest cost 655 545 516
Expected return on plan assets (817) (778) (720)
Net amortisation and deferral (79) (89) (92
Net pension charge (credit) 15 (110) (85)
Changein projected benefit obligation
2002 2001 2000
£m £m £m
Projected benefit obligation asat 1 January 11,020 9,300 8,602
Acquisition of Scottish Widows - - 278
Service cost 256 212 211
Interest cost 655 545 516
Amendments 59 67 -
Net actuarial loss (gain) 565 1,014 7
Benefits paid (372) (118) (300)
Projected benefit obligation as at 31 December 12,183 11,020 9,300
Changein plan assets
2002 2001
£m £m
Plan assets at fair value as at 1 January 11,335 13,047
Actual return on plan assets (1,905) (1,597)
Employer contributions 37 3
Benefits paid (372 (118)
Plan assets at fair value at 31 December 9,095 11,335
2002 2001
£m £m
Funded status (3,088) 315
Unrecognised net actuarial loss 5,529 2,248
Unrecognised prior service cost 221 182
Unrecognised transition asset (207) (213)
Prepaid benefit cost 2,555 2,532
Minimum pension liability (4,867) -
Intangible asset recognised 221 -
(2,091) 2,532
Recognised under UK GAAP 2,931 (433)
US GAAP adjustment 840 2,099

The minimum pension liability of £,867 million has keen recognised in other comprehensive income, net of the related
intangible asset of £221 million and deferred taxes of £1,369 million.
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48 Differencesbetween UK GAAP and US GAAP (continued)

b  Pension and post-retirement costs (continued)

The assets d the pension schemes are invested primarily in equities and fixed interest securities. In accordance with SFAS
No. 87, the excess of the plan assets over the projected benefit obligation at the transition date (1 January 1998) is recognised as
a reduction to pension expense on a prospective basis over approximately 15 years, which was the average remaining service
period of employees expected to receive benefits under the plans.

Thefinancial assumptions used to calcul ate the projected benefit abligation at 31 December 2000 and 2001 are as follows:

2002 2001
Discount rate 5.60% 6.00%
Return on assets 6.60% 6.60%
Rate of pay increase 3.83% 4.04%

¢  Sharecompensation schemes

In accordance with SFAS No. 123 the Group accounts for share compensation schemes based on their estimated fair value at the
date of grant. The following disclosures only reflect options granted from 1 January 1995 onwards. Intheinitial phase-in period,
the amounts will not be representative of the effect on reported net income for future years. The SFAS No. 123 charge for the
fair value of share optionsissued since 1 January 1996 is:

2002 2001 2000

£m £m £m

Balance at 1 January (164) (118) (87)
Charge for options granted in year 9) 9) (13)
Charge for options granted in prior years (35) (37) (18)
Total chargefor the year (44) (46) (31)
Balance at 31 December (208) (164) (118)

During the period from 1 January 1995 to 31 December 2002 the Group operated the following stock compensation plans:

Executive scheme

The Executive share option schemes are long-term incentive schemes and are available to certain senior executives of the Group,
with grants usually made annually. Options are granted within limits set by the rules of the schemes. These limits relate to the
number of shares under option and the price payable on the exercise of options. From 18 April 2001, the aggregate vaue of the
award based upon the market price at the date of grant must not exceed four times the executive’s annual remuneration and,
normally, the limit for the grant of options to an executive in any one year would be equal to one and a half year’'s remuneration
with a maximum performance multiplier of three and a half. Prior to 18 April 2001, the normal limit was equal to one year's
remuneration and no performance multiplier was applied.

Options are normally exercisable between three and ten years from the date of grant. However, the exercise of the options is
subject to thesatisfaction of the following performance conditions:

For optionsgranted after March 2001

The performance condition is linked to the performance of Lloyds TSB Group plc's tota shareholder return (calculated by
reference to both dividends and growth in share price) against acomparator group of sixteen companies.

The performance condition is measured over athree year period commencing at the end of the financial year preceding the grant
of the option and continuing until the end of the third subsequent year. |If the performance condition is not then met, it will be
measured at the end of the fourth financial year. If the condition has not then been met, the options will lapse.

To meet the performance conditions, the Group's ranking against the comparator group must be at least ninth. The full grant of
options will only become exercisable if the Group is ranked first. A performance multiplier will be applied below this level to
calculate the number of shares in respect of which options granted to executive directors will become exercisable, and will be
caculated on adliding scale. If Lloyds TSB Group plc isranked below median the options will not become exercisable.
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48 Differencesbetween UK GAAP and US GAAP (continued)

¢  Sharecompensation schemes (continued)

Options granted to senior executives other than executive directors will not be so highly leveraged and as a result, different
performance multipliers may be applied to their options. For the mgjority of executives, options will be ganted with the

performance condition but no performance multiplier.

For optionsgranted up to March 2001

Options granted Performance conditions
Prior to March 1996 None
March 1996 — August 1999 That Lloyds TSB Group plc’'s ranking based on shareholder return (calculated by

reference to both dividends and growth in share price) over the relevant period should be
in the top fifty companies of the FTSE 100 and that there must have been growth in
earnings per share which is equal to the aggregate percentage change in the Retail Price
Index plustwo percentage points for each complete year of the relevant period.

March 2000— March 2001 Asfor March 1996— August 1999 except that there must have been growth in the earnings
per share equal to the change in the Retail Price Index plus three percentage points for
each complete year of therelevant period.

In respect of options granted between 1996 and March 2001, the relevant period for the performance conditions begins at the end
of the financial year of thedate of grant and will continue until the end of the third financia year following commencement or, if
not met, the end of such later year in which the conditions are met. Once the conditions have been satisfied the options will
remain exercisable without further conditions. If they are not satisfied by the tenth anniversary of the grant the option will lapse.

The effect of the performance conditions on the value of the executive share options has been determined by assuming that the
earnings per share condition will be satisfied at al times and by using a stochastic projection model to determine the effect of the
market-based condition. The compensation cost accrued in the US GAAP financia statements has therefore been based on a best
estimate of the number of options that are likely to vest. To the extent that actual forfeitures are different from the estimate, the
calculation of the compensation cost will be revised as appropriate.

As at 31 December 2002, no options granted under the Executive share scheme have lapsed as a result of afailure to satisfy the
performance conditions.

Executive scheme 2002 2001 2000
Weighted Weighted Weighted
average average average
Number of exerciseprice Number of exerciseprice Number of €xerciseprice
options (pence) options (pence) options (pence)
Outstanding at 1 January 15,153,496 651.07 11,216,636 615.23 8,472,746 623.44
Granted 6,940,024 711.53 6,067,500 687.22 4,260,747 553.92
Exercised (369,721) 42049  (1,196,024) 387.11 (1,065,674) 435.46
Forfeited (733,158) 781.17 (934,616) 793.48 (451,183) 614.97
Outstanding at 31 December 20,990,641 670.58 15,153,496 651.07 11,216,636 615.23

The weighted average fair value of options granted in the year was £1.41 (2001: £1.50; 2000: £1.29). Of the options outstanding
at 31 December 2002 4,409,916 were exercisable (2001: 3,789,890; 2000: 3,410,961) and had a weighted average exercise price
of £6.84(2001: £6.04; 2000: £4.04).
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48 Differences between UK GAAP and US GAAP (continued)

¢  Sharecompensation schemes (continued)

Shareretention plan

In 2001, the Group adopted the Lloyds TSB Group plc Share Retention Plan. Options granted under this scheme are not subject

to any performance conditions and are exercisable between 3 and 10 years from the date of grant. The option granted in 2001
was made specifically to facilitate the recruitment of Mr Daniels and has atotal exercise price of £1.

Share retention plan 2002
Number of

shares

Outstanding at 1 January and 31 December 216,763

The weighted average remaining vesting period as at 31 December 2002 was 2 years.

Save-As-You-Earn scheme

Eligible employees may enter into contracts through the Save-As-Y ou-Earn (SAY E) scheme to save up to £250 per month and,
at the expiry of afixed term of three or five years, have the option to use these savings within six months of the expiry of the
fixed term to acquire shares in the Group at a discount, which is currently 20 per cent of the market price at the date the options
were granted. Grantsin periods up to 31 December 2001 also had options exercising after seven years.

SAYE scheme 2002 2001 2000
Weighted Weghted Weghted
average average average
Number of €Xerciseprice  Number of €xerciseprice  Number of EXErciseprice
options (pence) options (pence) options (pence)
Outstanding at 1 January 106,806,493 479.30 136,169,743 404.03 141,451,803 393.90
Granted 35,113,451 508.28 23,850,747 548.29 55,205,646 455.64
Exercised (18,847,753) 40939 (44,897,336) 283.69 (26,567,632) 179.71
Forfeited (18,524,044) 54753 (8,316,661 50073 (33,920,074) 621.48
Outstanding at 31 December 104,548,147 489.55 106,806,493 479.30 136,169,743 404.03

The weighted average fair value of options granted in the year was £1.75 (2001: £2.24; 2000: £1.65). Of the options outstanding
at 31 December 2002 3,923,030 were exercisable (2001: 1,411,511; 2000: 835,316) and had aweighted average exercise price of
£5.87 (2001: £3.81; 2000 £4.75).

The ranges of exercise prices, weighted average fair values and weighted average contractua life for the options granted under
the Executive and SAY E schemes outstanding at 31 December 2000, 2001 and 2002 are shown in the table beow:

2002 2001 2000
Executive SAYE Executive SAYE Executive SAYE

Exerciseprice (pence) 242.50-887.50 160.40-768.00 242.50-887.50 160.40-768.00 242.50-887.50 160.40-768.00

Fair value (pence) 63-209 67-295 63-209 67-295 63-209 63-295
Weighted average
remaining life (years) 7.7 2.8 7.9 28 7.6 2.6
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48 Differencesbetween UK GAAP and US GAAP (continued)

¢  Sharecompensation schemes (continued)

The ranges of exercise prices, weighted average exercise prices, weighted average remaining contractual life and number of
options outstanding at 31 December 2002 for the Executive and SAY E schemes are asfollows:

Executive scheme SAYE Scheme
Weighted Weighted Weighted Weighted
average average average average
exercise remaining exercise remaining
price life Number price life Number
Exercisepricerange (pence) (years) of options (pence) (years) of options
£1to£2 - - - 180.71 0.2 19,218
£2t0£3 244.64 22 382,625 261.97 0.9 4,410,068
£3to£4 321.00 3.2 416,491 - - -
£410£5 - - - 453.55 3.0 59,723,713
£5t0£6 542.56 6.7 4,759,270 549.40 29 34,713,068
£6t0£7 661.38 8.3 4,123,727 632.00 14 2,997,438
£7t0£8 720.05 9.1 8,694,228 73365 15 2,684,642
£8t0£9 871.64 5.7 2,614,300 - - -
Thefair value calculations are based on the following assumptions:
Executive SAYE
Risk-freeinterest rate 5.25% 4.62%
Expected life S5years 3or S5years
Expected volatility 40% 40%
Expected dividend yield 6.4% 6.4%
Details of options outstanding in respect of stock compensation plans operated prior to 1 January 1995 are as follows:
2002 Weighted Number of
average  sharesasto Number of Number of Weighted
option price which options options options average
Number of at were lapsed  exercised exercise
optionsat 31 December exercisable at during during price
31 December (pence) 31 December year year (pence)
Lloyds TSB Group Staff Share Save
Scheme - - - 28,086 37,869 161.0
Lloyds TSB Group plc Executive
Share Option Scheme (1989) 48,680 207.0 48,680 - 40,566 1417
Lloyds TSB Group plc Executive
Share Option Scheme 110,897 282.5 110,897 - 26,671 2825
Lloyds Bank Pic Senior Executives
UK Share Option Scheme 1987 87,880 200.7 87,880 - 35,152 200.6
Lloyds TSB Group Rollover Scheme
(formerly Lloyds Abbey Life) - - - - 18,678 146.6
247,457 247,457 28,086 158,936
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48 Differences between UK GAAP and US GAAP (continued)

¢  Sharecompensation schemes (continued)

2001 Number of
Weighted sharesasto Weighted
averageoption which options Number of Number of average
Number of price at were options options exercise
optionsat 31 December exercisable at lapsed  exercised price
31 December (pence) 31 December duringyear during year (pence)
Lloyds TSB Group Staff Share Save
Scheme (1989) - - - 10,839 476,580 210.6
Lloyds TSB Group Staff Share Save
Scheme 65,955 161.0 65,955 7,190 755,460 161.0
Lloyds TSB Group plc Executive
Share Option Scheme (1989) 89,246 1773 89,246 - 95,070 203.3
Lloyds TSB Group plc Executive
Share Option Scheme 137,568 2825 137,568 - 17,344 2825
Lloyds Bank Plc Senior Executives
UK Share Option Scheme 1987 123,032 200.7 123,032 2,704 200,096 1615
Lloyds TSB Group Rollover Scheme
(formerly Lloyds Abbey Life) 18,678 139.0 18,678 258,099 37,540 146.6
434,479 434,479 278,832 1,582,090

d Earningsper share

Basic earnings per share under US GAAP differ from UK GAAP (see Note 10) only to the extent that income cal culated under

US GAAP differsfrom UK GAAP.

Diluted earnings per share measures the effect that existing share options would have on the basic earnings per share if they were
to be exercised, by increasing the number of ordinary shares, although any options that are anti-dilutive are excluded from this
calculation. An option is considered anti-dilutive when the value of the exerdse price exceeds the market price. Under US
GAAP certain incentive plan shares, for which the trustees have waived dl dividend and voting rights, havealso been included in

the calculation of diluted earnings per share.

Basic

Net income (US GAAP)

Weighted average number of ordinary sharesinissue
Earnings per share

Diluted

Net income (US GAAP)

Weighted average number of ordinary sharesin issue
Earnings per share

2002 2001* 2000*
£1751m  £1632m  £1986m
5,570m 5,533m 5,487m
314p 29.5p 36.2p
£1751m  £1632m  £1986m
5,600m 5,595m 5,548m
313p 29.2p 35.8p

The weighted average number of anti-dilutive shares excluded from the caculation of diluted earnings per share was 17 million

at 31 December 2002 (2001: 9 million; 2000: 14 million).

*restated (see page F-67)
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48 Differencesbetween UK GAAP and US GAAP (continued)

e Derivativesheld for risk management pur poses

Under UK GAAP, the Group uses a variety of financia instruments to hedge exposures in its banking book; these hedges are
accounted for on an accruals basis, in line with the underlying instruments being hedged. Any gains or losses that would occur if
these instruments were carried at market value are therefore not recogni sed.

For the purposes of US GAAP, the Group believes that derivatives that are hedges under UK GAAP do not qualify for hedge
accounting under the provisions of SFAS No. 133; prior to the adoption of SFAS No. 133, such exposures did not qualify for
hedge accounting under US GAAP either and therefore there was no transition adjustment in respect of SFAS No. 133.

Accordingly these exposures have been marked to market, with the resulting gains and losses taken directly to income. The
movement in the US GAAP adjustment arising is summarised bel ow:

2002 2001* 2000*

£m £m £m

Balance at 1 January (417) (251) (168)
Exchange and other adjustments 14 (6) 3
Net losses recognised in the year 396 230 84
Unrecognised |losses arising during the year (91) (390 (170)
305 (160) (86)

Balance at 31 December (98) (417) (251)

* restated (see page F-67)
These activities are discussed more fully on pages60 to 63 and in Note 45e on page F-57.
f  Investment securities

Under UK GAAP investment securities are held at amortised cost except within the long-term insurance businesses where the
securities are held at market value, with unrealised gains and losses taken to the income statement in the period to which they
relate.

Under SFAS No. 115 all debt securities and equity shares are classified and disclosed as either held-to-maturity, available-for-
sdle or trading. Those classified as held-to-maturity are measured at amortised cost. Available-for-sale securities are measured at
fair value wi th unrealised gains and losses excluded from the income statement and reported net of tax and minority interestsasa
separate component of other comprehensive income. Trading securities are measured at fair value with unrealised gains and
lossesincluded in the income statement. Debt securities and equity shares categorised as available-for-sale under US GAAP give
rise to an adjustment to accumulated other comprehensive income as detailed on page F-69.

The disclosures for investment securities in the tables below include those held within the banking business as reported in
Notes 16 and 17 and those held within the insurance business. Securities held by the genera insurance business are included
within Notes 16 and 17 under UK GAAP; for the purposes of US GAAP they are classified within insurance activities. At
31 December 2002, the book and market values of these securities was £297 million (2001 £273 million). The Group had no
hel d-to-maturity securities at 31 December 2002 or 31 December 2001.

2002 2001

Em £m

Proceeds from sales of available-for-sale investment debt securities and equity shares 15,502 15,989
Grossredlised gains (197) (210)
Gross realised losses 34 27
Net amount sold 15,339 15,806

Redlised gains and losses are computed using the weighted average cost method. There were no material gains recorded on
securities transferred from available-for-sale to trading.
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48 Differencesbetween UK GAAP and US GAAP (continued)

f  Investment securities(continued)

2002 Gross Gross
Amortised unrealised unrealised Carrying
cost gains losses value
£m £m £m £m
Available-for-sale investment securities:
UK government 622 54 - 676
Securities of the US Treasury and US government
agencies 1,740 3 (7 1,736
European governments 106 - - 106
Other government securities 1,159 928 (874) 1,213
Other public sector securities 70 3 - 73
Bank and building society certificates of deposit 3,147 1 - 3,148
Corporate debt securities 4,288 157 (25) 4,420
Mortgage backed securities 893 - Q) 892
Other asset backed securities 2,817 12 9 2,820
Other debt securities 1,478 9 3 1,484
Debt securities 16,320 1,167 (919 16,568
Equity shares 38 34 (5 67
16,358 1,201 (924) 16,635
Of which:
Banking 11,603 931 (899) 11,635
Insurance 4,755 270 (25) 5,000
16,358 1,201 (924) 16,635
2001 Gross Gross
Amortised unrealised unrealised Carrying
cost gains losses value
£m £m £m £m
Availabl e-for-sale investment securities:
UK government 516 24 3 537
Securities of the US Treasury and US
government agencies 13 - - 13
European governments 105 - - 105
Other government securities 2,045 256 (53) 2,248
Other public sector securities 54 1 2 53
Bank and building society certificates of deposit 4,670 8 Q) 4,677
Corporate debt securities 3,214 64 (41) 3,237
Mortgage backed securities 521 6 - 527
Other asset backed securities 2,328 6 2 2,332
Other debt securities 1,328 3 4 1,327
Debt securities 14,794 368 (106) 15,056
Equity shares 41 29 - 70
14,835 397 (106) 15,126
Of which:
Banking 10,754 298 (56) 10,996
Insurance 4,081 99 (50) 4,130
14,835 397 (106) 15,126
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48 Differencesbetween UK GAAP and US GAAP (continued)

f  Investment securities(continued)

Maturity of investment debt securities:

Due
Due between
Duewithin between 1 5and 10 Due over No fixed
1year and 5 years years 10 years maturity Totd
£m £m £m £m £m £m
2002
Available-for-sale
Amortised cost 3,833 4,941 3,837 3471 238 16,320
Fair value 3,847 4,941 3,873 3,657 250 16,568
2001
Available-for-sale
Amortised cost 5,070 2,189 3,213 4,145 177 14,794
Fair value 5,083 2,185 3,250 4,358 180 15,056

g Ownshares

Own shares held of £154 million at 31 December 2002 (2001: £251 million) have been netted off against Additional Paidin
Capital within Shareholders’ equity in accordance with ARB No. 51.

h  Deferred taxation

In accordance with the provisions of SFAS No. 109, the US GAAP deferred tax liability is:

Deferred tax liabilities:

Assets used in the business

Assets leased to customers

Pension schemes

Value of business acquired

Deferred acquisition costs

Pension profit recognition

Unrealised gains on trading securities
Other

Totd liabilities

Deferred tax assets:
Goodwill
Genera loan loss allowance
Tax losses - pensions business
- other
Specific loan loss allowance
Pension schemes
Unrealised losses on trading securities
Other
Total assets

Vauation allowance

* restated (see page F-67)

2002 2001*
£m £m
(21) 2

1,696 1,596

- 776
543 728
209 190
167 102

- 149
277 353

2,871 3,896

(335) (333)

(104) (106)

(1,362) (1,230)

(265) (367)
(67) (92)

(602) -
(20) -

(417) (305)

(3172) (2433)

1,727 1,691

1,426 3,154
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48 Differencesbetween UK GAAP and US GAAP (continued)
h  Deferred taxation (continued)

Valuation allowance

Scottish Widows has a significant with-profits pensions business. This businessis subject to UK corporation tax on thebasis of a
notional return determined by the UK taxation authorities. To the extent that the actual return from the business is less than the
notional return, tax losses accumulate which may be carried forward and offset against excess returns in future years. The value
of these losses at 31 December 2002 was £1,170 million (2001: £1,230 million). Excess returns have only occurred once in the
thirteen years since this basis of taxation was introduced and are only likely to be triggered in the future if interest rates increase
significantly or the actuaria valuation basis alters significantly. Given the current low interest rate environment and in view of
the fact that the actuarial valuation basisis currently considered unlikely to alter significantly, in the opinion of management it is
more likely than not that these losses will not be realised and therefore a full vauation alowance has been established against
this balance.

A further valuation alowance of £222 million (2001: £128 million) has been established against other tax losses which are not
expected to be utilised in the foreseeable future. Under UK tax legislation, certain capital losses may only be offset against
taxable gains of a particular type and consequently the associated deferred tax assets are less certain of realisation. Assessments
have been made as to the likelihood of gains arising that can be offset against these losses and, to the extent that it is more likely
than not that these losses will not be realised, appropriate valuation alowances have been established. In relation to other tax
losses, the pattern of utilisation of losses over previous years has been reviewed together with gains that may be realised in the
foreseeable future and an appropriate val uation allowance established to the extent that it is more likely than not that these losses
will not be realised.

A deferred tax asset of £335 million (2001: £333 million) has been recognised as a result of the different accounting and tax
treatments for goodwill arising upon acquisition of companies and businesses. There is currently no expectation that these
businesses will be disposed of and therefore in the opinion of management it is more likely than not that these losses will not be
realised. Accordingly, afull valuation allowance has been established against this balance.

Tax losses
The Group has the following tax losses available to be carried forward and offset against the future taxable profits of certain
subsidiaries. The mgjority of the losses may be carried forward indefinitely.

2002 2001

£m £m

Trading losses 403 403
Capital losses 370 47
Pensions business 3,900 4,100
4,673 4,950

US GAAP reconciliation
The following tables reconcile the UK GAAP tax charge and deferred tax liability to the US GAAP tax charge and deferred tax
liability as disclosed on pages F-70 and F-71.

2002 2001* 2000*

£m £m £m

UK GAAP Profit and losstax charge 764 875 1,082
Deferred tax — USGAAP (25) (52) 75
Deferred tax — US GAAP reconciling items (163) (297) (437)
US GAAP Profit and loss tax charge 576 526 720

* restated (see note 1 and page F-67)
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48 Differencesbetween UK GAAP and US GAAP (continued)

h  Deferred taxation (continued)

2002 2001*
£m £m

UK GAAP Deferred tax liability 1,317 1411
Deferred tax — UK pension (asset) liability (854) 152
Deferred tax — US GAAP 60 85
Deferred tax - US GAAP reconciling items 1,151 1,550
Other items ** (248) (44)
US GAAP Deferred tax liability 1,426 3,154

*  restated (see note 1 and page F-67)

**  Under UK GAAP applicable to banking groups, the Group accounts for its life assurance operations using the embedded
value basis of accounting and the shareholder’s and policyholders’ interests are accounted for as one-line items. Under US
GAAP the constituent parts of the shareholder’s and policyholders’ interests are separately disclosed and as a result of this
reclassification the total deferred tax liability has been increased. Thereis no impact on the underlying shareholder’ sequity.

i L oan impair ment

At 31 December 2002, the Group estimated that there was no difference between the carrying vaue of its loan portfolio on the
basis of SFAS No. 114 and its value in the UK GAAP financia statements. Impaired loansare those reported as non-performing
on page F-23, less those loans which are outside the scope of SFAS No. 114, and amounted to £629 million (2001: £472 million).
The impairment reserve in respect of these loans estimated in accordance with the provisions of SFAS No. 114 was £412 million
(2001: £249 million). During the year ended 31 December 2002, impaired loans, including those excluded from SFAS No. 114,
averaged £1,247 million (2001: £1,198 million) and interest income recognised on these loans was £31 million (2001:
£27 million).

i Significant Group concentrationsof credit risk

SFAS No. 107 ‘Disclosure about Fair Value of Financial Instruments’ statesthat concentrations of credit risk exist if anumber of
counterparties are engaged in similar activities and have similar economic characteristics that would cause their ability to meet
contractual obligations to be similarly affected by changesin economic or other conditions. The Group’s exposure to credit risk
is concentrated in the United Kingdom where the majority of the Group's activities are conducted and is detailed further in
Note 15.

k  Reposand reverserepos

The Group enters into reverse repo transactions which are accounted for as collateralised loans. It isthe Group’'s policy to seek
collateral which is at least equd to the amount loaned. At 31 December 2002, the fair value of collatera accepted under reverse
repo transactions that the Group is permitted by contract or custom to sell or repledge was £1,295 million (2001: £1,042 million).
Of this, £139 million (2001: £230 million) was sold or repledged as a 31 December 2002. The remainder has been held for
continuing use within the business. The Group aso enters into repos which are accounted for as secured borrowings. As at
31 December 2002, the carrying value of assets that have been pledged as collateral under repo transactions where the secured
party is permitted by contract or custom to sell or repledge was £1,552 million (2001: £1,408 million).

| Variableinter est entities

Lloyds TSB Group holds a number of variable interests in variable interest entities. Certain of these are consolidated under UK
GAAP and form part of the Lloyds TSB Group’s consolidated accounts and are detailed further in Note 21. Lloyds TSB Group
does not believeit isthe primary beneficiary in respect of other significant interests held in variable interest entities that have not
been consolidated under UK GAAP. At 31 December 2002, the aggregate total and Lloyds TSB Group’s maximum exposure to
lossin respect of such interestsis analysed asfollows:

Maximum

Totd exposure

assets toloss

£m £m

Asset-backed commercial paper conduits 840 910

The Lloyds TSB Group continues to review the implications of FASB Interpretation No. 46 ‘ Consolidation of Variable Interest
Entities’ in order to determine whether it will become necessary to consolidate any such entities for US GAAP purposes.
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48 Differencesbetween UK GAAP and US GAAP (continued)
m  Segmental analysis

Under UK GAAP, if an entity has two or more classes of business, or operates in two or more geographical segments which
differ substantially from each other, Statement of Standard Accounting Practice No 25 “Segmental Reporting” requires that
information concerning the results and net assets of the different classes of business and geographical segments should be given
in the accounts. In determining whether an entity has different classes of business the accounting standard recommends that a
number of factors should be taken into account, including the nature of products and services, the markets in which they are sold,
the distribution channels for the products and the manner in which the entity’s activities are organised. Ultimately, however,
SSAP 25 dtates that the determination of an entity’s classes of business depends upon the judgement of the directors. The
Group’ s segmental analysis prepared in accordance with UK GAAP is shown in Note 2 on pages F-15 to F-17.

In order to give a more meaningful presentation of the performance of the Group’'s operations and to take into account the
similarities of products and services, customer bases, distribution channels and regulatory regimes, the results of a small number
of businesses have been reflected in different reporting segments for financial reporting purposes compared with the management
accounts. The effect of thisis shown below.

Under US GAAP, SFAS No. 131 “Disclosure about Segments of an Enterprise and Related Information” defines an operating
segment as a component of the business that engages in business activities from which it may earn income or incur expenses and
whose operating results are regularly reviewed by the enterprise’s chief operating decision maker to make decisions about
resource allocation and to assess its performance. SFAS No. 131 permits the aggregation of operating segments if the segments
demonstrate smilar economic characteristics and if the segments are similar in the following respects: the nature of the products
and services offered; the nature of the production processes; the type or class of customer for their products or services, the
distribution channels; and the nature of the regulatory environment.

UK Retail Banking and 2002 2001 2000
Mortgages Figures Figures Figures Figures Figures Figures
based on disclosed in based on disclosed in based on disclosed in
management Businesses  segmental management Businesses  segmental management  Businesses  segmental
accounts transferred analysis accounts  transferred analysis accounts  transferred analysis
£m £m £m £m £m £m £ £m £m
Net interest income 2,819 521 3,340 2,610 492 3,102 2,502 449 2,951
Other operating income 836 240 1,076 857 278 1,135 866 277 1,143
Total income 3,655 761 4,416 3,467 770 4,237 3,368 726 4,094
Operating expenses (2,202) (468) (2,670) (2,177) (430) (2,607) (2,005) (396) (2,401)
Trading surplus 1,453 293 1,746 1,290 340 1,630 1,363 330 1,693
Provisions for bad and
doubtful debts (496) (67) (563) (357) (58) (415) (288) (44) (332)
Income from joint
ventures (11) - (11) (10) - (10) 2 - 2
Profit before tax 946 226 1,172 923 282 1,205 1,077 286 1,363
Wholesale Markets and 2002 2001 2000
International Banking Figures Figures Figures Figures Figures Figures
based on disclosed in based on disclosed in based on disclosed in
management Businesses  segmental management  Businesses  segmental management  Businesses  segmental
accounts transferred analysis accounts  transferred analysis accounts  transferred analysis
£m £m £m £m £m £m £ £m £m
Net interest income 2,424 (521) 1,903 2,334 (489) 1,845 2,001 (449) 1,642
Income from long-term
assurance business 11 - 11 12 - 12 8 - 8
Other operating income 1,578 (240) 1,338 1,421 (225) 1,196 1,268 (278) 990
Total income 4,013 (761) 3,252 3,767 (714) 3,053 3,367 (727) 2,640
Operating expenses (2,185) 468 (1,717) (1,961) 438 (1,523) (1,769) 406 (1,363)
Trading surplus 1,828 (293) 1,535 1,806 (276) 1,530 1,598 (321) 1,277
Provisions for bad and
doubtful debts (540) 67 (473) (39%) 58 (338) (272) 24 (228)
Amounts written-off
fixed asset investments (57) - (57) (22 - (22) (14) - (14)
Profit on sale of
businesses - - - 39 - 39 - - -
Profit before tax 1,231 (226) 1,005 1,427 (218) 1,209 1,312 (277) 1,035
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48 Differences between UK GAAP and US GAAP (continued)

n Insuranceactivities

The following tables summarise the adjustments to the profit and loss account and balance sheet which would arise from the
application of US GAAP to the Group’ sinsurance business.

Profit and loss account 2002 2002 2002 2001 * 2001 2001 * 2000 * 2000 2000*
Life General Total Life  Genera Total Life  Genera Total
Note £m £m £m £m £m £m £m £m £m
Income from long-term assurance business 0) 303 - 303 29 - 29 (443) - (443)
Other interest and dividends (i) 1,187 - 1,187 1,019 - 1,019 948 - 948
Insurance premiums (i) 1,525 - 1,525 1,232 - 1,232 1,205 - 1,205
Other income (i) (2,101) - (2,101) (2,005) - (2,005) 258 - 258
Policyholder benefits and claims expense (i) (1,394) R (1,394) (2,033) R (2,033) (1,585) (12) (1,597)
Movement in undistributed policyholder
allocations 1,588 - 1,588 2,427 - 2,427 317 - 317
Insurance underwriting, operating and
acquisition expenses 0) (760) 2 (758) (697) (4 (701) (734) 13 (721)
Depreciation (i) (16) - (16) (23) - (23) (16) - (16)
Amortisation of value of long-term
assurance business acquired (ii) (725) - (725) (305) - (305) (285) - (285)
Revenue and expense recognition - 3) 3) - 24 24 - (26) (26)
Equalisation provision - 10 10 - 8 8 - 4 4
Total adjustments before tax (393) 9 (384) (356) 28 (328) (335) (22) (356)
Balance sheet 2002 2002 2002 2001 * 2001 2001 *
Life General Total Life Genera Total
Note £m £m £m £m £m £m
Long-term assurance business attributabl e to the sharehol der (i) (6,228) - (6,228) (6,366) - (6,366)
Long-term assurance assets attributabl e to policyholders (iii)  (45,340) - (45,340) (46,389) - (46,389)
Cash and due from banks 2,117 - 2,117 2,604 - 2,604
Trading account assets (iv) 24,664 - 24,664 25,620 - 25,620
Tangible fixed assets 157 - 157 163 - 163
Deferred acquisition costs (v) 709 (13) 696 660 (25) 645
Value of long-term assurance business acquired (i) 2,282 - 2,282 3,007 - 3,007
Separate account assets (viii) 18,945 - 18,945 22,067 - 22,067
Other assets 1,014 33 1,047 1,190 36 1,226
Indebtedness of related parties 1,588 - 1,588 1,919 - 1,919
Long-term assurance liabilities to policyholders (iii) 45,340 - 45,340 46,389 - 46,389
Debt securitiesin issue (154) - (154) (99) - (99)
Policyholder liabilities (vi)  (23,632) - (23,632) (23,401) - (23,401)
Undistributed policyholder allocations (vii) (1,890) - (1,890) (3,478) - (3,478)
Equalisation provision - 41 41 - 31 31
Other liabilities (429) - (429) (835) - (835)
Separate account liabilities (viii)  (18,945) - (18,945) (22,067) - (22,067)
Indebtedness to related parties (333) - (333) (1,023) - (1,023)
Total adjustments before tax (135) 61 (74) (39 5 13

* restated (see note 1)
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48 Differencesbetween UK GAAP and US GAAP (continued)

n Insurance activities (continued)
(i) Revenuerecognition

Under UK GAAP applicable to banking groups, the Group accounts for its life assurance operations using the embedded value
basis of accounting. An embedded value is an actuarialy determined estimate of the economic vaue of a life assurance
company, excluding any value which may be attributed to future new business. The embedded value is the sum of the net assets
of the life assurance company and the present value of the in-force business. The value of the in-force businessis calculated by
projecting future net cash flows using appropriate economic and actuarial assumptions and the result discounted at a rate which
reflects the shareholders' overall risk premium. The change in the embedded va ue during any reporting period adjusted for any
dividends declared or capital injected, and grossed up at the underlying rate of corporation tax, is reflected in the Group’s profit
and loss account as income from long-term assurance business.

US GAAP requires that results of the life assurance business should be reported on a gross basis and reflected in appropriate
captions in the income statement. Premiums from conventional with-profits policies and other protection-type life insurance
policies are recognised as revenue when due from the policyholder. Premiums from unitised with-profits life insurance policies
and investment contracts, which have minimal mortality risk, are reported as increases in policyholder account balances when
received. Revenues derived from these policies consist of mortality charges, policy administration charges, investment
management fees and surrender charges that are deducted from policyholders' accounts and are disclosed within other income.

Under US GAAP, premiums and policy charges received that relate to future periods are deferred until the period to which they
relate. For limited payment annuities, the excess of the gross premium over the US GAAP net benefit premium is deferred and
amortised in relation to the expected future benefit payments. For investment contracts, policy charges that benefit future periods
are deferred and amortised in relation to expected gross profits.

(i) Value of long-term assurance businessacquired

Under US GAAP the vaue of the long-term assurance business acquired (‘VOBA’) is calculated at acquisition by discounting
future earnings to a present value. In subsequent years the VOBA is amortised over the premium recognition period for with-
profits life insurance and other protectiontype insurance policies using assumptions consistent with those used in computing
policyholder benefit provisions. VOBA for investment-type policies and unitised insurance policies is amortised in relation to
expected gross profits. Expected gross profits are evaluated regularly against actual experience and revisions made to allow for
the effect of any changes.

2002 2001

£m £m

Balance at 1 January 3,007 3,312
Interest accrued on unamortised balance (108) (92)
Amortisation (617) (213)
Baance at 31 December 2,282 3,007

Over the next 5 years the amount of VOBA expected to be amortised prior to interest accrualsis:

2003 £190m
2004 £173m
2005 £167m
2006 £161m
2007 £155m

(iii) Balance sheet

Under UK GAAP applicable to banking groups, in order to reflect the different nature of the shareholder’s and policyholders
interests in the long-term assurance business these are shown separately as one-line items in the Group’s balance sheet. The
value of the long-term assurance business attributable to the shareholder comprises the net assets of the life assurance companies
and the value of the in-force business. The assets attributable to policyholders mainly comprise the investments held in the long-
term assurance funds either on behalf of policyholders, or which have not yet been allocated to either the policyholders or the
shareholder. Liabilitiesto policyholders mainly comprise policyholder benefit provisions.
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48 Differencesbetween UK GAAP and US GAAP (continued)
n Insurance activities (continued)
(iii) Balance sheet (continued)

Under US GAAP the constituent parts of the shareholder’s and policyholders’ interests in the long-term assurance business are
separately disclosed. Significant differences also arise regarding the valuation of the constituent assets and ligbilities, which are
discussed further in the notes which follow.

(iv) Investments

Under UK GAAP applicable to banking groups, debt securities and equity shares held within the long-term assurance funds are
included in the Group’ s balance sheet at market value; investment properties are included at existing use value.

Under US GAAP, debt securities are classified as trading, available-for-sale or held-to-maturity; equity shares may only be
classified astrading or available-for-sale. Securities classified astrading are carried at current market value. Securities classified
as available-for-sdle are carried a current market value, and unrealised gains and losses arising are held as a separate component
of shareholders equity. Securities classified as held-to-maturity are carried at amortised cost. In addition, US GAAP requires
that all freehold and long leasehold properties should be carried at depreciated historic cost.

For those securities classified as available-for-sale, the disclosures required under SFAS No. 115 are presented in aggregate with
the banking business on pages F-83 to F-85.

(v) Deferred acquisition costs

Under UK GAAP applicable to banking groups, the cost of acquiring new and renewal life assurance business is recognised in
the embedded value calculation asincurred.

Under US GAAP the costs incurred by the Group in the acquisition of new and renewal life insurance business are capitalised.
These consist of the acquisition costs, principaly commissions, marketing and advertising and the administration costs
associated with the processing and policy issuance, typicaly underwriting, together these are capitalised as an asset and
amortised in relation to the profit margin of the policies acquired.

Deferred acquisition costs for conventiona with-profits life insurance and other protection type insurance policies are amortised
in relation to premium income using assumptions consistent with those used in computing policyholder benefits provisions.
Investment, universal life, and separate account contracts are amortised in proportion to the estimated gross profits arising from
the contracts.

(vi) Policyholder liabilities

Under UK GAAP applicable to banking groups, future policyholder benefit provisions included in the Group’s balance sheet are
calculated using net premium methods for conventional with-profits life insurance and other protection-type policies and are
based on fund value for unitised with-profits insurance policies and investment-type policies. Net premiums are calculated using
assumptions for interest, mortality, morbidity and expenses. These assumptions are determined as prudent best estimates at the
date of valuation. Liabilities are not established for future annual and terminal bonus declarations.

Under US GAAP, for unitised with-profits insurance and other investment-type poalicies, the liability is represented by the
policyholder’s account balance before any applicable surrender charges. Policyholder benefit liabilities for conventional with-
profits life insurance and other protectiontype insurance policies are developed using the net level premiums method.
Assumptions for interest, mortality, morbidity, withdrawals and expenses were prepared using best estimates at date of policy
issue (or date of company acquisition by the Group, if later) plus a provision for adverse deviation based on Group experience.
Interest assumptions range from 4 per cent to 7 per cent.

(vii) With-profits business

With-profits policies entitle the policyholder to participate in the surplus within the with-profits life fund of the insurance
company which issued the policy. Regular bonuses are determined annually by the issuing company’s Appointed Actuary and
its board of directors. The bonuses that may be declared are highly correlated to the overall performance of the underlying assets
and liabilities of the fund in which the contracts participate and are the subject of normal variability and volatility. Terminal
bonuses are paid on maturity of the contract and are designed to provide policyholders with a share of the total performance of
the issuing company during the period of the contract.
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48 Differencesbetween UK GAAP and US GAAP (continued)

n Insurance activities (continued)

(vii) With-profits business (continued)

The contract for conventional with-profits business written into the with-profits fund provides that approximately 90 per cent of
the surplus arising from the net assets of the fund are allocated to policyholdersin the form of annual bonuses. For unitised with-

profits business written into the with-profits fund al of the surplusisallocated to policyholders as bonus.

Under UK GAAP al amounts in the with-profits fund not yet allocated to policyholders or shareholders are recorded in the
liabilities attributable to policyholders on the Group’ s balance sheet.

Under US GAAP aliability is established for undistributed policyholder allocations. The excess of assets over liahilities in the
with-profits fund is allocated to the policyholders and shareholders in accordance with the proportions prescribed by the
contracts. The remaining liability comprises the obligation of the insurance company to the policyholders.

(viil) Separate account assets and liabilities

Under UK GAAP, segregated accounts are established for policyholder business for which policyholder benefits are wholly or
partly determined by reference to specific investments or to an investment-related index. Thisis referred to as linked business.
Linked business can either be unit-linked, property-linked or index-linked. In the case of the unit-linked and property-linked
business the policyholders bear the investment risk. The Group bearsthe investment risk relating to the index-linked business.

Under US GAAP only those assets where the policyholder bears the investment risk are reported as separate account assets and
liabilities.
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49 Parent company disclosures

a Company profit and loss account

Net interest income

Dividends received from group undertakings
Totd income

Operating expenses

Profit on ordinary activities before tax
Taxation credit

Profit on ordinary activities after tax
Dividends

Profit for the year

b  Company balance sheet

Fixed assets

Investments
Shares in group undertakings
Loansto group undertakings
Own shares

Current assets

Debtorsfalling 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
Amounts owed to group undertakings
Other creditors
Dividend payable
Loan capital

Net current liabilities

Total assetslesscurrent liabilities

Creditors; amounts falling due after more than one year
Loan capital

Net assets

Capital and reserves
Called-up share capitd

Share premium account
Revaluation reserve

Profit and loss account
Shareholders' funds (equity)
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2002 2001 2000
£m £m £m
15 6 8
1,908 1,872 1,685
1,923 1,878 1,693
(39 (60) (39
1,884 1,818 1,654
28 75 45
1,912 1,893 1,699
(1,908) (1,872) (1,683)
4 21 16

2002 2001

£m £m

9,091 11,960

1,723 759

18 23

10,832 12,742

1,375 1,369

89 47

11 29

250 114

1,725 1,559

1,801 1,760

103 62

1,311 1,306

14 -

3,229 3,128

(1,504) (1,569)

9,328 11,173

1,356 413

7,972 10,760

1,416 1,411

1,093 959

3,025 5,894

2,438 2,496

7,972 10,760




Notes to the accounts

49 Parent company disclosur es (continued)

¢ Company cash flow statement

Net cash inflow (outflow) from operating activities

Returns oninvestments and servicing of finance:

Dividends received from group undertakings

Interest paid on subordinated liabilities (loan capital)

Net cash inflow from returns on investments and servicing of finance
Taxation:

UK corporation tax received

Capital expenditure and financial investment:

Capital lending to subsidiaries

Repayments of capital lending by subsidiaries

Net cash outflow from capital expenditure and financial investment
Equity dividends paid

Net cash outflow beforefinancing

Financing:

Issue of ordinary share capital net of £62 million

(2001: £182 million; 2000: £128 million) charge in respect of the QUEST
Issue of subordinated liabilities (loan capital)

Repayments of subordinated liabilities (Ioan capital)

Net cash inflow from financing

Increase (decrease) in cash

d Reconciliation to USGAAP

Shareholders' funds (UK GAAP)
Dividends

Own shares

Revaluation of sharesin group undertakings
Shareholders’ equity (US GAAP)

e Reconciliation of the movementsin shareholders equity under USGAAP

Profit after tax (UK GAAP)
Share compensation schemes
Net income (US GAAP)
Dividends paid

Issue of shares

Movement in own shares

Share compensation schemes

Revaluation of sharesin group undertakings

Shareholders’ equity at 1 January
Shareholders’ equity at 31 December
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2002 2001 2000
£m £m £m
20 (68) (149
1,903 1,736 1,375
(34) (41) (34)
1,869 1,695 1,341
79 62 64
(964) (100) -
- 100 -
(964) - -
(1,903) (1,738) (1,522)
(899) (49) (266)
77 197 70
958 - -
- (100) -
1,035 97 70
136 48 (196)
2002 2001
£m £m
7,972 10,760
1,311 1,306
(18) (23)
925 1,378
10,190 13,421
2002 2001 2000
£m £m £m
1,912 1,893 1,699
(44) (46) (31)
1,868 1,847 1,668
(1,903) (1,738) (1,522)
(35) 109 146
77 194 70
5 1 11
44 46 31
(3322) (519) 383
(3,231) (169) 641
13,421 13,590 12,949
10,190 13,421 13,590




Name of subsidiary undertaking

Country of
registration/
incor poration

Per centage of equity

share capital and

voting rights held

Natur e of business

Registered office

Lloyds TSB Insurance Services
Limited

Lloyds TSB Life Assurance
Company Limited

Lloyds TSB Asset Finance

Division Limited

Black Horse Limited

Scottish Widows plc

Scottish Widows Annuities
Limited

* |Indirect interest

England

England

England

England

Scotland

Scotland

*100%

*100%

*100%

*100%

*100%

*100%

106

Insurance broking

Life assurance and

other financia services

Consumer credit,
leasing and related
services

Consumer credit,
leasing and related
services

Life assurance

Life assurance

25 Gresham Street,
London EC2V 7HN
England

25 Gresham Street,
London EC2V 7HN
England

25 Gresham Street,
London EC2V 7HN
England

25 Gresham Street,
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Term Used

Attributable profit........ccoovvnnnnnnnsnnn,

Broking......

BUildiNg SOCIELY.......ceerererereieieinieieieieieieieereeeieeenenas

Called-up share capital..........cocovvvvvrrrererririnens

(©00] 411 = o8l (=TT

ECONOMIC Profit.....cccevnreennenierreneeesesesee e

Embedded value .........ccoovvviiieiee e

Endowment MOrtgage ........cocvveeeerereneeeenenesesnenenens

EState ageNCY.......ccoervererererirere e

Fees and commissions payable..........coccceeveneerenenn.

Fees and commissionsrecaivable.........ccoevevennee.

FiNANCEIBASE........oce et

Freehold.....

Guaranteed annUILY .........covvvvrvrnnesessesesesesenees

Guaranteed annuity OpLioN.........cccoveceeererenenennenenns

Hire purchase.........cccoceeeeeeeeeieeee e

Interchange

GLOSSARY

USEquivalent or Brief Description

Financial statements.

Long-term equity investments accounted for by the equity method.
Automatic Teller Machine.

Net income.

Brokerage.

A building society is a mutua institution set up to lend money to its
members for house purchases. See also “Demutualisation”.

Ordinary shares, issued and fully paid.
Leasing.

Automatic Teller Machine.

Payables.

Trading.

Recelvables.

Process by which a mutual institution is converted into a public limited
company.

See definition under “Operating and Financial Review and Prospects-
Economic profit”.

See definition under “Operating and Financial Review and Prospects-
Critical accounting policies”.

An interest-only mortgage to be repaid by the proceeds of an endowment
insurance policy which is assigned to the lender providing the mortgage.
The sum insured, which is payable on maturity or upon the death of the
policyholder, is used to repay the mortgage.

Real estate agent.

Fees and commissions expense.

Fees and commissions income.

Capital lease.

Ownership with absolute rightsin perpetuity.

See “Business- Guaranteed Annuity Options”.

See “Business- Guaranteed Annuity Options”.

See “Business- Wholesde Markets and International Banking- Asset
finance”.

System alowing customers of different Automatic Teller Machine (ATM)

operators to use any ATM that ispart of the system. The LINK network is
aninterchangein the UK.
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Term Used

Interest payable.........coovvrerrnenirnee e

Interest reCaiVable ........oooeeeeeeeeeeeeeeeeee e

One-off............

Ordinary Shares.......covveeiveneeeeinsenee e

Overdraft.........

Share capitd....

Shareholders’ f

UNOS.. .ottt sesesresnens

Share premium aCCoUNt...........covevereverevereseresesesens

Sharesin issue

USEquivalent or Brief Description

Interest expense.

Interest income.

Individual Savings Account.

Land or property which is rented from the owner for a specified term under
a lease. At the expiry of the term the land or property reverts back to the
owner.

Under UK law, aright to retain possession pending payment.
Lifeinsurance.

See“Interchange”.

Long-term debt.

Shareholders.

Articles and bylaws.

A form of taxation payable in the UK by employees, employers and the
self-employed, used to fund benefits at the national level including state
pensions, medical benefits through the National Health Service (NHS),
unemployment and maternity. It is part of the UK’s nationa socid
security system and ultimately controlled by the Department of Social
Security.

The National Bank of New Zealand Limited.

Par value.

Non-recurring.

Common stock.

A line of credit, contractually repayable on demand unless a fixed-term has
been agreed, established through a customer’s current account.

Preferred stock.
Real estate.
Income statement.
Retained earnings.
Reserves.

Premiums which are payable throughout the duraion of a policy or for
some shorter fixed period.

The insuring again by an insurer of the whole or part of arisk that it has
already insured with another insurer called areinsurer.

State Earnings Related Pension Scheme, a UK government pension
scheme.

Capital stock.
Stockholders’ equity.
Additional paid-in capital.

Shares outstanding.
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Term Used

Single premium..

Stakeholder pension..........cccovvevvvvvvsssesssens

Superannuation...

Tangiblefixed aSsats.......cccuvririiiininisneneeeens

Undistributablereserves........ocoovevevecesesesesenn,

Unit-linked products...........cccvveeeenereneesesenenennenenens

Unittrust .............

Weighted sales....

With-profits bond..........cccceevvencnnnccrrseeeene

With-profits fund

USEquivalent or Brief Description

A premium in relation to an insurance policy payable once at the
commencement of the policy.

See “Operating and Financial Review and Prospects-Line of business
information - Life, pensions and unit trusts operating profit-2001 compared
with 2000".

An occupationa pension scheme.

Property and equipment.

Restricted surplus.

See “Business-Guaranteed Annuity Options”.

Mutual fund.

Value a Risk, see definition under “Operating and Financia Review and
ProspectsMarket risk in banking operations-Trading Vaue a Risk
(VaR)".

Variance/covariance methodology, see definition under “Operating and
Financiad Review and Prospects - Market risk - Trading Vaue a Risk
(VaR)".

The sum of regular premiums plus one-tenth of single premiums paid by
customers on life insurance, pensions and unit trusts.

See “Operating and Financial Review and Prospects-Line of business
information - Life, pensions and unit trusts operating profit - 2001
compared to 2000".

See “Business - Insurance and Investments - Life assurance, pensions and
investments”.
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FORM 20-F CROSS-REFERENCE SHEET

Form 20-F Item Number and Caption Location Page
Part |
Item 1. Identity of Directors, Senior Management and
Advigrs
A. Directors and senior management Not applicable.
B. Advisors Not applicable.
C. Auditors Not applicable.
Item 2. Offer Statistics and Expected Timetable
A. Offer statistics Not applicable.
B. Method and expected timetable Not applicable.
Item 3. Key Information
A. Selected Financial Data “Selected Consolidated Financial Data ..........ccocvevenveeenen, 4
B. Capitalisation Not required for annual report.
C. Reason for the offer and use of Proceeds Not applicable.
D. Riskfactors “RISK FACLOIS ...ttt ssenens 102
Item 4. Information on the Company
A. History and development of the Company “BUSINESS ..ottt 7
B. Businessoverview “BUSINESS OVENVIEW ...t sessee e seenens 3
C. Organisation structure “Lloyds TSB Group StruCtUre”.........ccoeverveneseenerensenenen, 105
D. Property, plant and equipment CPIOPEITIES ...ttt 12
Item 5. Operating and Financial Review and Prospects
A. Operating results “Operating and Financia Review and Prospects’............. 17
B. Liquidity and capital resources “Operating and Financial Review and Prospects-
Liquidity and Capital RESOUICES' .........ccveveereeerererenirerennens, 67
C. Research and development, patentsand licenses, Not applicable.
etc.
D. Trendinformation “Operating and Financial Review and Prospects—
Overview and Trend Information” ...........cooovveenerenneenen, 18
Item 6. Directors, Senior Management and Employees
A. Directors and senior management “Management and Employees-Directors and senior
MANBGEMENT” ...ttt 76
B. Compensation “Management and Employees-Compensation” ................ 78
C. Board practices “Management and Employees-Board practices’ .............. 83
D. Employees “Management and Employees-Employees’..........cccceuun, 85
E. Shareownership “Management and Employees-Share ownership”............. 85
Iltem7. Major Shareholdersand Related Party
Transactions
A. Mgor shareholders “Major Shareholders and Related Party Transactions—
Major shareholders’.........coovvrernenreenresesie s, 89
B. Related party transactions “Major Shareholders and Related Party Transactions—
Related party transactions”..........cocoovvvvnnnnnnnnsninenen, 89

C. Interestsof expertsand counsel
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Form 20-F Item Number and Caption Location Page
Item 8. Financial Information
A. Consolidated Financial Statements “Consolidated Financial Statementsand Notes’ ............... F1
“Business— Legal aCtions’.........cocvevvenreenneneesesnenensenenen, 12
“DIVIAENAS' ..o, 96
B. Significant changes “Operating and Financia Review and Prospects’............. 17
Item 9. TheOffer and Listing
A. Offer and listing details “Listing Information” ..........ccoevveeeinenenseennesesee e, 94
B. Planof distribution Not applicable.
C. Markets “Listing INfOrmation” .........cccceeeennnsssniss s, 94
D. Sdling shareholders Not applicable.
E. Dilution Not applicable.
F. Expensesof theissue Not applicable.
Item 10. Additional Information
A. Share capitd Not required for annual report.
B. Memorandum and Articles of Association “Memorandum and Articles of Association” ...........cce...., 96
C. Materid contracts Not applicable.
D. Exchange controls “Exchange Controls’.........cccevvnreennensesnneneseeseseseenenens 96
E. Taxation CTAXAHON vt 97
F. Dividends and paying agents Not applicable.
G. Statementsby experts Not applicable.
H. Documentson display “Where Y ou Can Find More Information” ..........c.ccceeunen, 101
I.  Subsidiary information “Lloyds TSB Group StruCtUre”.........ccoevervenereenenensennnen, 105
Item 11. Quantitative and Qualitative Disclosures about “Operating and Financial Review and Prospects-
Market Risk Enterprise-wide risk management”...........cccoeevessieiennnnn, 48
Item 12. Description of Securities Other than Equity
Securities
A. Debt securities Not applicable.
B. Warrantsand rights Not applicable.
C. Other securities Not applicable.
D. American Depositary Shares Not applicable.
Part Il
Item 13. Defaults, Dividends Arrear ages and Delinquencies Not applicable.
Item 14. Material Modificationsto the Rights of Security Not applicable.
Holdersand Use of Proceeds
Item 15. Controlsand Procedures “Management and Employees— Corporate
GOVEMEANCE ..ot 87
Item 16. [Reserved by the Securities and Exchange
Commission]
Part 111
Item 17. Financial statements Not applicable.
Item 18. Financial statements “Consolidated Financial Statementsand Notes” ............... F1
Item 19. Exhibits “List of Exhibits’, “Exhibits Index” and the pages
FOHOWING oo, 112
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LIST OF EXHIBITS

Memorandum and articles of association of Lloyds TSB Group plc.*

(i)
(ii)
@)

(if)

(iii)

(b)(¥)

(i)

(iii)

(iv)

\Y

(V)
(vii)
(viii)
(ix)

Limited Partnership Agreements dated 4 February 2000, relating to the preference securities.*

Trust Deed dated 25 April 2001, relating to the perpetual capital securities.*

Transfer Agreement between Scottish Widows Fund and Life Assurance Society and Lloyds TSB Group plc
dated 23 June 1999, relating to the transfer of the business of Scottish Widows Fund and Life Assurance
Society.*

Deed of Amendment between Scottish Widows Fund and Life Assurance Society and Lloyds TSB Group plc
dated 17 November 1999, amending the Transfer Agreement dated 23 June 1999, relating to the transfer of the
business of Scottish Widows Fund and Life Assurance Society.*

Share Purchase Agreement among Lloyds TSB Bank plc, Chartered Trust Holdings plc and others dated
31 August 2000, relating to the acquisition of the Chartered Trust Group plc.*

Service agreement dated 6 September 1991 between Lloyds TSB Bank plc and Michael E. Fairey and
subsequent amendments.

Service agreement dated 9 February 2000 between Lloyds TSB Bank plc and Archie G. Kane and subsequent
amendments.

Service agreement dated 7 March 2000 between Lloyds TSB Bank plc and Michagl D. Ross and subsequent
amendments.

Service agreement dated 19 October 2001 between Lloyds TSB Bank plc and J. Eric Daniels and subsequent
amendments.

Service agreement dated 30 May 2002 between Lloyds TSB Bank plc and Philip R. Hampton and subsequent
amendments.

Service agreement dated 5 February 2003 between Lloyds TSB Bank plc and Stephen C. Targett.

Service agreement dated 28 July 2000 between Lloyds TSB Group plc and Maarten A. van den Bergh and
subsequent amendments.

Service agreement dated 7 April 2003 between Lloyds TSB Group plc and David P. Pritchard.

Service agreement dated 30 May 2003 between Lloyds TSB Group plc and Peter G. E. Ayliffe.

List of subsidiaries, their jurisdiction of incorporation and the names under which they conduct business.

Certificates pursuant to section 906 of the Sarbanes-Oxley Act 2002 (subsection (a) and (b) of section 1350, Chapter 63
of Title 18, United States Code).

Previoudly filed with the SEC, together with LIoyds TSB Group’ s registration statement, on 25 September 2001.

The exhibits shown above are listed according to the number assigned to them by the Form 20-F.
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SIGNATURES

The registrant hereby certifies that it meets all of the requirements for filing on Form 20-F and that it has duly caused and
authorised the undersigned to sign this annual report.

LLOYDS TSB GROUP plc

By: /s/ PR Hampton

Name:  Philip R Hampton
Title: Group Finance Director

Dated: 23 June 2003
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Certificationsrequired under Section 302 of the SarbanesOxley Act

I, Eric Dani€ls, certify that:

1. | havereviewed thisannual report on Form 20-F of Lloyds TSB Group plc;

2. Based on my knowledge, this annua report does not contain any untrue statement of a material fact or omit to state a materia
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financia information included in this annual report, fairly present
in al material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this annual report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a14 and 15d-14) for theregistrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual
report is being prepared;

b) evauated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the filing
date of thisannual report (the "Evauation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our
eva uation as of the Evaluation Date;

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation, to the registrant's auditors
and the audit committee of the registrant's board of directors (or persons performing the equivalent function):

a) dl significant deficiencies in the design or operation of internal controlswhich could adversely affect the registrant's ability to
record, process, summarize and report financial data and have identified for the registrant's auditors any material weaknessesin
internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have asignificant rolein the registrant's
internal controls; and

6. Theregistrant's other certifying officer and | have indicated in this annual report whether or not there were significant changes

ininternal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

/s/ JE Daniels
J. E. Dani€ls, Group Chief Executive

Date: 23 June 2003
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[, Philip Hampton, certify that:

1. | havereviewed this annual report on Form 20-F of Lloyds TSB Group plc;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a materia
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financia statements, and other financial information included in this annual report, fairly present
in al materia respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this annual report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that materia information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual
report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the filing
date of thisannual report (the "Evauation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our
evaluation as of the Evaluation Date;

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation, to the registrant's auditors
and the audit committee of the registrant's board of directors (or persons performing the equivalent function):

a) al significant deficienciesin the design or operation of internal controls which could adversely affect the registrant's ability to
record, process, summarize and report financial data and have identified for the registrant's auditors any material weaknesses in
internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's
internal controls; and

6. Theregistrant's other certifying officer and | have indicated in this annual report whether or not there were significant changes

in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

/s/ PR Hampton
P. R. Hampton, Group Finance Director

Date: 23 June 2003
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