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Strategic report
For the year ended 31 December 2021

The directors present their Strategic report and the audited financial statements of Cardnet Merchant Services Limited (the "Company")
for the year ended 31 December 2021.

Business overview

The Company is a private limited company incorporated in the United Kingdom, registered in England and Wales and domiciled in
England and Wales (registered number: 00735844). The Directors in office during 2021 are listed in the Directors' report and the
Company Secretary is A E Mulholland.

The Company is a joint venture between Lloyds Bank plc, FDR Limited, LLC and Lloyds Bank Subsidiaries Limited. The principal
activity during the year was the provision of services to merchants enabling the acceptance, authorisation and clearing of point of sale
and online transactions. Lloyds Bank plc and Lloyds Bank Subsidiaries Limited are members of the Lloyds Banking Group ("the
Group").

The directors aim to continue the development of the business by recruiting new merchants and leveraging Lloyds Banking Group plc
("LBG") corporate relationships with the existing customer base.

Review of the business

The Company's result for the year shows a profit before tax of £43m (2020: £29m) and net fees and commission income of £57m
(2020: £45m). Full year income has been adversely affected by the impact of COVID-19 with full UK lockdown in place from January to
April 2021 and then a staged re-opening and further regional restrictions in place through to Q4. This has interrupted normal business
activity, and many merchants having to close for long periods at a time. Whilst activity levels saw an uplift versus 2020 (transactions up
12%), they remained (8%) adverse to 2019 pre COVID-19 levels.

The net assets are £88m for 2021 (2020: £53m). This is reflective of 2019, 2020 and 2021 retained earnings prior to the recommencing
of Dividend payment in March 2022.

Post Balance Sheet events

Since the balance sheet date the Directors have recommended a dividend of £39.5m. The aggregate amount of the proposed dividend
was paid in March 2022 out of retained earnings as at the 31st December 2021, and not recognised as a liability at year end. Further
information on post balance sheet events are set out in note 20.

Future outlook

The impact of COVID-19 continued to be seen into Q1 2022 following the Omicron COVID-19 variant in December 2021, however this
has now largely negated and Cardnet is seeing business back to normalised levels. Underlying concern remains in the event of a new

variant which triggers reintroduction of Government restrictions, particularly in the travel sector.

The business is also conscious of the impact on consumer cost of living increases in the Food & Energy sectors negatively impacting
on consumer discretionary spend in Retail and Travel & Hospitality sectors.
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Strategic report (continued)
For the year ended 31 December 2021

Principal risks and uncertainties

The directors consider that the principal area of risk is counterparty credit risk to chargebacks that must be covered by the business in
the event of a client failure and a customer does not receive their goods or service. Counterparty credit risk has been actively managed
to reduce exposures where appropriate and client engagement with key risk names has been increased to understand latest business
performance, with particular focus on those noted on a watchlist of high risk merchants.

During COVID-19, from an operational perspective, Cardnet had no material operational failures despite working under significant
duress in terms of access to the office and personnel challenges that arose from the health implications that result from operating in a
global pandemic.

Whilst the business did see a reduction in activity in early 2021 due to COVID-19, performance has returned to near normalised levels
and the business have demonstrated a robust performance, remaining profitable throughout the pandemic.

Russian invasion of Ukraine

The Russian invasion of Ukraine, beginning in February 2022, has increased tensions between members of the North Atlantic Treaty
Organisation (NATO) and Russia and caused sanctions to be imposed. This could have significant adverse economic effects on
financial markets and on energy costs, and may also result in increased cyber attacks and an increase in costs associated with such
cyber attacks, all of which could have a materially adverse effect on the Company's results of operations, financial conditions or
prospects. The Company will continue to monitor the situation and risks to the business.

Details of the Company’s risk management policy are contained in note 17 to the financial statements.

Key performance indicators ("KPIs")

The Company's two main KPIs are the number of transactions processed and the sterling (£) aggregate value of those transactions,
monitored versus prior year and budget and forecast. Activity can also be monitored separately between credit cards and debit cards.
This transactional activity is the main driver of the profitability in Cardnet and allows for the monitoring of the financial progress of the
business and market share in the UK Acquiring market.

Credit cards

During the year ended 31 December 2021 the Company processed £12,231m (2020: £10,333m) transactions by value, an increase of
18.4% and 140m (2020: 122m) credit card transactions by volume, an increase of 14.9%.

Debit cards

During the year ended 31 December 2021 the Company processed £53,769m (2020: £53,305m) transactions by value, an increase of
0.9% and 922m (2020: 824m) debit card transactions by volume, an increase of 11.9%.

2021 activity levels, whilst initially impacted by a UK National lockdown from January to April, showed an uplift versus the 2020
lockdown period due to less stringent restrictions and with clients better prepared for the period, resulting in less businesses being
forced to close completely. Post lockdown from April 2021 strong recovery was seen across sectors including entertainment & clothing,
although travel remained impacted by ongoing COVID-19 restrictions.

Section 172(1) Statement

In accordance with the Companies Act 2006 (the 'Act’), for the year ended 31 December 2021, the directors provide the following
statement describing how they have had regard to the matters set out in section 172(1) of the Act, when performing their duty to
promote the success of the Company under section 172.

Statement of Engagement with Employees and Other Stakeholders

In accordance with the Large and Medium-sized Companies and Groups (Financial statements and Reports) Regulations 2008, the
following statement also provides details on how the directors have engaged with, and had regard to, the interest of key stakeholders
and employees. The Company is controlled by Lloyds Bank plc, a wholly owned subsidiary of LBG. As such, the Company follows many
of the processes and practices of the Group whilst being mindful of the requirements of FDR Limited, LLC which holds approximately
49% of the Company’s issued share capital.
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Strategic report (continued)
For the year ended 31 December 2021

Customers

The Directors ensure the Company as a joint venture between LBG and FDR Limited, LLC strives to achieve the ambitions and
behaviours of both Groups, with an emphasis on treating customers correctly and fairly. The Directors agree customer plans, reviewing
customer behaviour and getting feedback to ensure these aims are adhered to. Customer pricing is regularly reviewed and where
applicable Scheme changes are passed on to clients. The Company strives to bring innovative Card payment solutions to our clients,
working with the major Card Schemes and other payment organisations. The business regularly benchmarks its performance and uses
insight along with a range of both internal and external research to ensuring ongoing improvement in client experience.

Shareholders

The Company is owned by Lloyds Bank Plc, Lloyds Bank Subsidiaries Limited (both of which are wholly owned subsidiary of LBG), and
by FDR Limited, LLC. The Company and the shareholders are party to a shareholders' agreement which sets out the overall objectives
of the arrangement and the respective obligations of each of the parties in terms of meeting those objectives. The directors ensure that
the strategy, priorities, processes and practices of the Company are aligned to the requirements of the shareholders' agreement and,
where required, to those of LBG as the Company's controlling shareholder.

The directors consider that the principal area of risk is counterparty credit risk to chargebacks that must be covered by the business in
the event a client fails and a customer does not receive their goods or service.

Further information in respect of the relationship of LBG with its shareholders is included within the Strategic report within the LBG
Annual Report and Financial statements for 2021, which does not form part of this report, available on the LBG website.

Communities and the Environment

Whilst the company has a limited physical presence and direct impact on communities and the environment, it does support initiatives
within both parent companies including LBG "Helping Britain Prosper”. Employees take part in many company related charitable
activities on a local and national level, benefiting from parent Company initiatives including LBG Matched donations.

The business recruits new clients and leverages from the LBG client base to provide innovative payment solutions with both face to
face and online/telephony based options.

Further information in respect of Lloyds Banking Group plc's overall approach to engaging with and contributing to the communities in
which it operates is included within the Strategic Report within the Lloyds Banking Group plc's Annual Report and Financial statements
for 2021, which does not form part of this report. Additional information on LBG's Helping Britain Prosper Plan is available on the LBG
website.

Regulators

As set out within the customer section above, a key focus for the Company is treating customers fairly. The approach of the Group,
including that of the Company, to managing regulatory change is detailed on page 13 of the LBG Annual Report and Financial
statements for 2021, which does not form part of this report, available on the LBG website.

How stakeholder interest has influenced decision making

The directors acknowledge that one of the primary responsibilities of the Board is to ensure the strategy of the Company, as aligned to
the shareholders' agreement, is to effectively manage its customer base to generate sustainable returns, central to which is ensuring
engagement with stakeholders, and considering in all instances the long-term implications of decisions made, acting at all times to
maintain the highest possible standards of conduct.

A number of changes to the Company's board of directors were made in the year, in order to ensure that the Company benefits from the
wider backgrounds and sector experience that exist in the Group and to increase financial control and facilitate transparent reporting.

As per 2020, a decision was made to waive a nhumber of fees in Q1 2021 during the UK National lockdown, in order to support our

customers during an unprecedented time of challenges and uncertainties. These fees were waived from 1st January to 30th April for
non-trading clients.
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Strategic report (continued)
For the year ended 31 December 2021

Emerging Risks

The key emerging risks relate to how the economy responds to the ongoing uncertainty following the global pandemic, war in Ukraine
and cost of living issues impacting across the UK. This also has potential for operational risks materialising in the areas of cyber fraud,
people, technology and operational resilience, and where there is reliance on third-party suppliers. The company has developed
increased agility and resilience to ensure the continued support of colleagues and customers to minimise disruption to ways of working.
Additionally the impacts of the UK's exit from the EU will continue to be monitored as the new EU and non-EU trading relationships
develop.

General

The directors do not consider there to be any further material issues which need to be included in the Strategic report.
Approved by the board of directors and signed on its behalf by:
/;
< jkrtt
12th July 2022

S J Everett
Director

4 Cardnet Merchant Services Limited (registration number: 00735844)



Directors' report
For the year ended 31 December 2021

The directors present their report and the audited financial statements for the year ended 31 December 2021.
Dividends

No dividends were paid or proposed during the year ended 31 December 2021 (2020: £nil) (see note 15). Dividends recommenced in
Q1 2022 (see note 20).

Going concern

The directors are satisfied that it is the intention of LBG that the Company will continue to have access to adequate liquidity and capital
resources for the foreseeable future, and, accordingly, the financial statements have been prepared on a going concern basis.

The business continued to operate on a profitable basis with strong operational controls and performance through the COVID-19
pandemic. The business is now delivering profitable growth following the subsequent broader re-opening of the economy into 2022.

Counterparty credit risk has been actively managed to reduce exposures where appropriate and client engagement with key risk names
has been increased to understand their latest business performance. To ensure robust levels of cash in the business during a
challenging macro-economic environment the 2019, 2020 and 2021 business dividends have been deferred.

In the event that material chargeback loss events occur, and where Cardnet is unable to cover any losses over and above the profits it
holds, the directors are of the view that LBG will inject further capital into the business. This will work alongside the Letter of support
LBG provides to all of its subsidiaries.

Directors

The directors of the Company who were in office during the year and up to the date of signing the financial statements are shown
below:

A P White

S J Everett

M G Pieri

M Shernoff

The following are changes to directors that have taken place between the beginning of the reporting period and the approval of the
Annual report and financial statements:

A P White (appointed 21 March 2022)
G D Gould (resigned 31 January 2022)

Registered address

The Company's registered address is 25 Gresham Street, London EC2V 7HN.
Information included in the Strategic report

The disclosures for Principal risks and uncertainties and Future outlook that would otherwise be required to be disclosed in the
Directors' report can be found in the Strategic report on pages 1-4.

Climate Change

The Company is out of scope of the Streamlined Energy and Carbon Reporting ("SECR"). This means it does not have to report on
SECR in its own Director's report as it is included in the Group SECR statement of the UK Group report. Further information in respect
of SECR is included within the LBG Annual Report and Accounts for 2021 (page 131), which does not form part of this report, available
on the LBG website.

Directors' indemnities

LBG has granted to A P White and S J Everett, the LBG directors of the Company appointed by and representing the Group, a deed of
indemnity through deed poll which constituted 'qualifying third party indemnity provisions' for the purposes of the Companies Act 2006.
The deeds were in force during the whole of the financial year and at the date of approval of the financial statements. LBG directors no
longer in office but who served on the board of the Company at any time in the financial year have the benefit of this contract of
indemnity during that period of service. The indemnity remains in force for the duration of a director's period of office. The deed
indemnifies the LBG directors to the maximum extent permitted by law. The deed for current LBG directors is available for inspection at
the registered office of the Group. In addition, the Group has in place appropriate LBG directors and officers liability insurance cover
which was in place throughout the financial year.

FDR Limited, LLC has granted to MG Pieri and M Shernoff, directors of the Company, appropriate Directors and Officers Liability and

Company Reimbursement Liability Insurance. This was in force during the whole of the financial year and at the date of approval of the
financial statements.
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Directors' report (continued)
For the year ended 31 December 2021

Statement of directors’ responsibilities

The directors are responsible for preparing the Annual Report and the financial statements in accordance with applicable law and
regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that law the directors have prepared
the financial statements in accordance with international accounting standards in conformity with the requirements of the Companies
Act 2006.

Under company law, directors must not approve the financial statements unless they are satisfied that they give a true and fair view of
the state of affairs of the company and of the profit or loss of the company for that period. In preparing the financial statements, the
directors are required to:

- Select suitable accounting policies and then apply them consistently;

- State whether applicable international accounting standards in conformity with the requirements of the Companies Act 2006 have
been followed, subject to any material departures disclosed and explained in the financial statements;

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

- Prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company will continue
in business.

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

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company’s
transactions and disclose with reasonable accuracy at any time the financial position of the company and enable them to ensure that
the financial statements comply with the Companies Act 2006.

Financial risk management
The key risks surrounding credit, liquidity, markets and operations are set out in note 17.

Statement of disclosure of information to auditor
In accordance with Section 418 of the Companies Act 2006, in the case of each director in office at the date of the Directors' report is
approved:

- so far as the director is aware, there is no relevant audit information of which the company’s auditor is unaware; and

- they have taken all the steps that they ought to have taken as a director in order to make themselves aware of any relevant audit
information and to establish that the company’s auditor is aware of that information.

Independent auditor
Pursuant to section 487(2) of the Companies Act 2006, the auditors of the Cardnet Merchant Services Limited are deemed re-appointed
for each financial year unless the Directors of the Company resolve to terminate their appointment. Following the completion of a tender

process, Deloitte LLP are to be appointed as auditors of the Cardnet Merchant Services Limited for accounting periods ending on or
after 31 December 2021.

Approved by the board of directors and signed on its behalf by:
o~
et
12th July 2022

S J Everett
Director
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Statement of Comprehensive Income
For the year ended 31 December 2021

Note 2021 2020

£m £'m

Interest income 6 9
Interest expense ) (4)
Net interest income 3 4 5
Fees and commission income 275 247
Fees and commission expense (218) (202)
Net fee and commission income 4 57 45
Other operating expenses 5 (18) (21)
Profit before tax 43 29
Taxation 8 (8) (5)
Profit for the year, being total comprehensive income 35 24

The accompanying notes to the financial statements are an integral part of these financial statements.
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Balance Sheet
As at 31 December 2021

Note 2021 2020
£'m £m
ASSETS
Cash and cash equivalents 5 7
Trade and other receivables 9 516 518
Intangible assets 1 -
Total assets 522 525
LIABILITIES
Borrowed funds 11 3 65
Trade and other payables 12 422 401
Provision for liabilities and charges 13 1 1
Current tax liability 8 5
Total liabilities 434 472
EQUITY
Share capital 14 - -
Retained earnings 89 54
Total equity 89 54
Total equity and liabilities 523 526

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

The financial statements on pages 7-22 were approved by the board of directors and were signed on its behalf by:

kel

12th July 2022

S J Everett
Director
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Statement of Changes in Equity
For the year ended 31 December 2021

Share Retained Total

capital earnings equity

£'m £'m £'m

At 1 January 2020 - 30 30
Profit for the year being total comprehensive income - 24 24
Dividend paid to equity holders of the Company - - -
At 31 December 2020 - 54 54
Profit for the year being total comprehensive income - 35 35
Dividend paid to equity holders of the Company - - -
At 31 December 2021 - 89 89

The accompanying notes to the financial statements are an integral part of these financial statements.
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Cash Flow Statement
For the year ended 31 December 2021

2021 2020
£'m £m

Cash flows generated from/(used in) operating activities
Profit before tax 43 29
Adjustments for:
- Interest income (6) 9)
- Interest expense 2 4
Changes in operating assets and liabilities:
- Net (increase)/decrease in Trade and other receivables 2 61
- Net increase/(decrease) in Trade and other payables 21 (138)
Cash generated from/(used in) operations 62 (53)
Tax paid (5) (11)
Net cash generated from/(used in) operating activities 57 (64)
Cash flows generated from investing activities
Interest income 6 9
Net cash generated from investing activities 6 9
Cash flows used in financing activities
Interest expense ) 4)
Dividends paid - -
Net cash used in financing activities ) 4)
Change in Cash and cash equivalents 59 (60)
(Net bank overdrafts)/cash and cash equivalents at beginning of year (58) 2
Cash and cash equivalents/(net bank overdrafts) at end of year 1 (58)
Cash and cash equivalents/(net bank overdrafts) comprise
Cash at bank 5 7
Bank overdraft (see note 11) ) (65)
Cash and cash equivalents/(net bank overdrafts) 2 (58)

The accompanying notes to the financial statements are an integral part of these financial statements.
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Notes to the financial statements
For the year ended 31 December 2021

1. Accounting policies
1.1 Basis of preparation

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

These financial statements have been prepared in accordance with United Kingdom adopted international accounting standards
and International Financial Reporting Standards (IFRSs) as issued by the International Accounting Standards Board (IASB); and
requirements of the Companies Act 2006.

There are no new IFRS pronouncements relevant to the Company requiring adoption in these financial statements.

Details of those pronouncements which will be relevant to the Company but which were not effective at 31 December 2021 and
which have not been applied in preparing these financial statements are given in note 20. No standards have been early adopted.

The financial statements have been prepared on a going concern basis as detailed in the Directors' report and under the historical
cost convention. Historical cost is generally based on the fair value of the consideration given in exchange for goods and
services.

1.2 Income recognition
Foreign currency
The financial statements are presented in Sterling which is the Company's functional and presentation currency. Foreign currency

transactions are translated into Sterling at the exchange rate prevailing at the date of the transaction. Exchange gains and losses
resulting from the settlement of such transactions are recognised in the Statement of comprehensive income.

Exchange gains and losses arising from the translation of monetary assets and liabilities at the exchange rate prevailing at the
Balance sheet date are recognised in the Statement of Comprehensive Income.

Fees and commission income and expense

Fees and commissions are recognised on an accruals basis when the service has been provided. These services comprise
initialisation and ongoing fees for services delivered to merchants. Revenue is recognised net of chargebacks and commission
clawbacks.

Expenses directly attributable to merchants acquiring business are recognised through Fees and commission expense. All other
expenses are recognised through Other operating expenses.

1.3 Financial assets and liabilities
Financial assets comprise Cash and cash equivalents, Amounts due from group undertakings, Amounts owed by card schemes,

Amounts owed by merchants, Other trade receivables and Accrued income. Financial liabilities comprise Bank overdraft with
group undertakings, Amounts owed to merchants, Other creditors and accruals and Amounts owed to related undertakings.

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

Interest bearing financial assets and financial liabilities are recognised and measured at amortised cost inclusive of transaction
costs, using the effective interest rate method.
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Notes to the financial statements (continued)

For the year ended 31 December 2021
Accounting policies (continued)

1.4 Dividends paid
Dividends on ordinary shares are recognised through equity in the period in which they are declared.
1.5 Cash and cash equivalents

For the purposes of the Balance sheet and Cash flow statement, Cash and cash equivalents and Bank overdrafts with group
undertakings comprise balances with original maturities of less than three months.

1.6 Taxation

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

Current tax is the amount of corporate income taxes expected to be payable or recoverable based on the profit for the period as
adjusted for items that are not taxable or not deductible, and is calculated using tax rates and laws that were enacted or
substantively enacted at the Balance sheet date.

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

Deferred tax is recognised on temporary differences arising between the tax bases of assets and liabilities and their carrying
amounts in the Balance sheet. Deferred tax is calculated using tax rates and laws that have been enacted or substantively
enacted at the Balance sheet date, and which are expected to apply when the related deferred tax asset is realised or the
deferred tax liability is settled.

Deferred tax liabilities are generally recognised for all taxable temporary differences but not recognised for taxable temporary
differences arising on investments in subsidiaries, associates and joint arrangements where the reversal of the temporary
difference can be controlled and it is probable that the difference will not reverse in the foreseeable future. Deferred tax liabilities
are not recognised on temporary differences that arise from goodwill which is not deductible for tax purposes.

Deferred tax assets are recognised to the extent it is probable that taxable profits will be available against which the deductible
temporary differences can be utilised, and are reviewed at each Balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are not recognised in respect of temporary differences that arise on initial recognition of assets
and liabilities acquired other than in a business combination. Deferred tax is not discounted.

1.7 Trade and other receivables

Trade and other receivables are measured at amortised cost, less provision for impairment.
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Notes to the financial statements (continued)
For the year ended 31 December 2021

1. Accounting policies (continued)
1.8 Intangible assets

Expenses incurred for software product development are expensed as incurred unless the technical and commercial feasibility of
the project is demonstrated, future economic benefits are probable, the Company has an intention and ability to complete and use
or sell the software and the costs can be measured reliably. Such expenses and advances paid for software development which
is not yet ready for the intended use as at the Balance sheet date are recognised as Intangible assets. Once they are completed
for the intended use, the Intangible assets are carried at historical costs less accumulated amortisation, and are amortised over a
period of 5 years using the straight line method.

1.9 Trade and other payables
Trade and other payables are measured at amortised cost.
1.10 Provision for liabilities and charges

Provisions are recognised in respect of present obligations arising from past events where it is probable that outflows of
resources will be required to settle the obligations and they can be reliably estimated. In line with IAS 37 an event is only
considered probable, and therefore a provision raised in the Cardnet business, if the probability of a loss occurring is deemed
‘more likely than not' to happen.

Contingent liabilities are possible obligations whose existence depends on the outcome of uncertain future events or those
present obligations where the outlaws of resources are uncertain or cannot be measured reliably.

1.11 Impairment of financial assets

The Company has not adopted the simplified expected credit loss model for its financial assets, as followed by IFRS9, paragraph
5.5.15. Instead, the general expected credit loss model has been applied to financial assets.

2. Critical accounting estimates and key sources of estimation uncertainty

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

In the course of preparing these financial statements, no critical judgements or estimates have been made in the process of
applying the Company's accounting policies.
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Notes to the financial statements (continued)
For the year ended 31 December 2021

3. Net interest income

2021 2020
£m £m
Group interest income (see note 16) 6 9
Group interest expense (see note 16) 2) 4)
4 5
4. Net fee and commission income
2021 2020
£'m £'m
Fee and commission income

Service charges 265 237
Commission receivable 10 10
275 247

Fee and commission expense
Other fees and commission payable (218) (202)
57 45

Included in Other fees and commission payable is £12m (2020: £14m) payable to the related undertaking, FDR Limited, LLC (see
note 16).

5. Other operating expenses

2021 2020

£'m £m

Recharges relating to salary and other related costs (see note 6 and 15) 11 11
Change in provision, operational losses and fraud 3 5
Charge payable to Lloyds Bank plc (see note 15) 3 3
Other expenses 2 2
19 21

Charges payable to Lloyds Bank plc are expenses incurred in Lloyds Bank plc on behalf of the Company which are recharged to
the Company. Fees payable to the Company’s auditors for the audit of the financial statements of £0.03m (2020: £0.03m) have
been borne by a fellow group company and are recharged to the Company. Non-audit fees for 2021 are nil.
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Notes to the financial statements (continued)
For the year ended 31 December 2021

6. Staff costs

The Company did not have any employees during the year (2020: none). Staff who manage the affairs of the Company are
employed by two of the shareholders, Lloyds Bank plc and FDR Limited, LLC. The costs of these employees are recharged to the
Company.

7. Directors' emoluments

The amounts paid to the directors in respect of services to the Company were £nil (2020: £nil). The amounts paid to the directors
in respect of compromise agreements were £nil (2020: £nil). No director received accrued pensions under a defined benefit
scheme operated by Lloyds Bank plc (2020: none). No director received shares under long term incentive plans during the year
(2020: none). None of the directors exercised share options (2020: none).

8. Taxation

2021 2020
£'m £'m
a) Analysis of charge for the year
UK corporation tax:
- Current tax on taxable profit for the year 8 5

Corporation tax is calculated at a rate of 19.00% (2020: 19.00%) of the taxable profit for the year.
b) Factors affecting the tax charge for the year

A reconciliation of the charge that would result from applying the standard UK corporation tax rate to the profit before tax to the
actual tax charge for the year is given below:

2021 2020
£'m £'m
Profit before tax 43 29
Tax charge thereon at UK corporation tax rate of 19.00% (2020: 19.00%) 8 5
Tax charge on profit on ordinary activities 8 5
Effective rate 18.6% 17.2%

The Finance Act 2016 reduced the main rate of corporation tax to 17% with effect from 1 April 2020. This reduction was
superseded by The Finance Act 2020 which was enacted on 22 July 2020, and maintained the main rate of corporation tax at
19% with effect from 1 April 2020.

Finance Act 2021, which received Royal Assent on 10 June 2021, increases the rate of corporation tax from 19% to 25% with
effect from 1 April 2023.
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Notes to the financial statements (continued)
For the year ended 31 December 2021

9.

11.

Trade and other receivables

2021 2020
£'m £m
Amounts due from group undertakings (see note 16) 304 315
Amounts owed by card schemes 187 176
Amounts owed by merchants 1 6
Other trade receivables 1 -
Accrued income 23 21
516 518
Intangible assets
Software
£'m
Cost
At 1 January 2020 -
Additions -
Disposals -
At 31 December 2020 -
Additions 1
Disposals .
At 31 December 2021 1
Amortisation
At 1 January 2020 -
Charge for the year (see note 5) -
At 31 December 2020 -
Charge for the year (see note 5) -
Disposals -
At 31 December 2021 -
Balance sheet amount at 31 December 2021 1

Balance sheet amount at 31 December 2020

The Company's Intangible assets relate to Software enhancement costs.
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11.

12.

13.

Borrowed funds

2021 2020
£'m £'m
Bank overdraft with group undertakings (see note 16) 3 65

£65m overdrawn position as at 31 December 2020 was cleared in January 2021.

Bank overdraft with group undertakings is unsecured and repayable on demand, although there is no expectation that such a
demand would be made. Bank overdraft with group undertakings is interest bearing at variable rates funded over 5 years,
previously based on LIBOR, replaced by SONIA in 2020.

Trade and other payables

2021 2020

£'m £'m

Amounts owed to merchants 409 386
Other creditors and accruals 9 12
Amounts owed to related undertakings (see note 15) 3 3
422 401

Amounts owed to related undertakings is non-interest bearing, unsecured and repayable on demand, although there is no
expectation such a demand would be made. The fair value of Trade and other payables is equal to its carrying value.

Provision for liabilities and charges

Total

£'m
At 1 January 2020 1
Charge for the year 5
Utilised during the year (5)
At 31 December 2020 1
Charge for the year 3
Utilised during the year 3)
At 31 December 2021 1

Provisions are recognised in respect of present obligations arising from past events where it is probable that outflows of
resources will be required to settle the obligations, and generally relate to counterparty credit and fraud-related losses incurred in
the normal course of business.
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For the year ended 31 December 2021

14. Share capital
2021 2020
£'m £'m
Allotted, issued and fully paid

650 (2020: 650) "A" ordinary shares of £1 each - -
651 (2020: 651) "B" ordinary shares of £1 each - -
1,300 (2020: 1,300) deferred shares of £1 each - -

At 31 December 2021, the authorised share capital of the Company was £2,601 divided into 650 'A' ordinary shares of £1 each
and 651 'B' ordinary shares of £1 each and 1,300 deferred shares of £1 each.

On winding up, the deferred shareholders have priority over the ordinary shareholders to receive repayment of capital. The
ordinary shareholders have equal voting rights and the deferred shareholders have no voting rights.

FDR Limited, LLC holds 650 'A’ ordinary shares, Lloyds Bank plc holds 637 'B' ordinary shares and Lloyds Bank Subsidiaries
Limited holds 14 'B' ordinary shares. Lloyds Banking Group plc holds 1,300 deferred shares.

15. Dividends

2021 2021 2020 2020
£'m £ per share £'m £ per share

The ordinary shareholders (the holders of the 'A' ordinary shares and the 'B' ordinary shares) have priority over the deferred
shareholders (the holders of the deferred shares) to receive dividends distributed up to the 'deferred share threshold' as defined in
the Company's articles of association.

Dividends above the threshold are to be distributed as follows: 99.00% amongst the ordinary shareholders and 1.00% amongst
the deferred shareholders.

16. Related party transactions

A number of transactions are entered into with related parties in the normal course of business. These include loan and fee
transactions. A summary of the outstanding balances at the year end and the related income and expense for the year is set out

below.

2021 2020

£'m £'m

Amounts due from group undertakings
Lloyds Bank plc (see note 9) 304 315
Amounts owed to related undertakings
FDR Limited (see note 11) 3 3
Cash and cash equivalents held with group undertakings
Lloyds Bank plc 5 7
Bank overdraft held with group undertaking
Lloyds Bank plc (see note 11) 3 65
Interest income
Lloyds Bank plc (see note 3) 6 9
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2021 2020
£'m £m
16. Related party transactions (continued)

Interest expense
Lloyds Bank plc (see note 3) 2 4
Fees and commission expense
FDR Limited (see note 4) 12 14
Recharge relating to salary and other related costs
Lloyds Bank plc (see note 5) 11 11
Amounts charged by group undertakings
Lloyds Bank plc (see note 5) 3 3

Dividend paid

FDR Limited, LLC - -
Lloyds Bank plc - -
Lloyds Bank Subsidiaries Limited - -

Total Dividend paid (see note 15) - -

Deposits with Lloyds Bank plc are placed on normal commercial terms.

Key management personnel

Key management personnel are those persons having authority and responsibility for planning and controlling the activities of the
Company. Accordingly, key management comprises of the directors of the Company, the directors of FDR Limited and the
members of the LBG board. There were no transactions between the Company and key management personnel during the
current or preceding year. Key management personnel are employed by other companies within the Group or FDR Limited and
consider that their services to the Company are incidental to their other activities within those corporations.

17. Financial risk management

The Company’s operations expose it to credit risk, liquidity risk, geographical and sector concentrations of risk, business risk and
foreign exchange risk; it is not exposed to any significant market risk or interest rate risk.

The directors are responsible for establishing a framework for evaluating, measuring, monitoring and controlling risk. They are
responsible for ensuring that the risks within the business are identified, assessed, monitored and controlled. These controls and
procedures where relevant comply with Lloyds Banking Group policies and standards. All risk policies are reviewed and
authorised by the Company's board of directors, or as appropriate the risk policy owners representing the Company which
comprises directors appointed by Lloyds Bank plc and FDR Limited, LLC.

A description of the Company's financial assets/liabilities and associated accounting is provided in note 1.
17.1 Credit risk

Credit risk management

Credit risk is the risk that a counterparty will be unable to pay amounts in full when due. Credit risk arises from extending credit in
all forms, where there is a possibility that a counterparty may default. The Company is committed to a strong credit culture that
recognises the need to ensure that risk assets are of high quality.
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17. Financial risk management (continued)
17.1 Credit risk (continued)
Credit risk mitigation

- The Company maintains and adheres to credit policy document in compliance with policies established by the Group Risk
Management Division within the Group.

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

- Credit scoring: Every new merchant is subject to a detailed credit check which includes a review of financial information; a
credit reference agency search, review of terms and conditions, associated websites and site visit reports (as necessary).
Full Know Your Customers and Know Your Business checks are undertaken in line with the Company's anti-money
laundering policies.

- The prime risk for the Company arises from the chargeback rules of the card schemes in which the Company operates,

and if the financial strength of the merchant is weak, risk mitigation is considered. This includes taking guarantees
(including from Lloyds Bank plc), cash security and deferral of funds to the merchant.

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

- Key sectors of concern for Cardnet from a Chargeback perspective are Travel, Tour Operators, Airlines and Cruise-lines.

- Gross exposure that Cardnet has (across all merchants) is seasonal and ranges from £1,500m to £2,500m.

- Total value of guarantees that Cardnet has in place to mitigate the risk of irrecoverable chargebacks is underwritten by
Lloyds Bank plc under the Lloyds Bank Credit Risk Responsibility (CRR) arrangement. The credit risk underwritten by
Lloyds Bank plc amounted to £79m at 31 December 2021 (£40m in 2020).

- Total value of Cardnet specific cash securities held equates to £23.4m.

Financial assets subject to credit risk

The maximum exposure to credit risk arising on the Company's financial assets at the reporting date is disclosed in the table
below and equates to carrying value.

2021 2020

£'m £'m

Cash and cash equivalents 5 7
Amounts due from group undertakings 304 315
All other Trade and other receivables 213 203
522 525

Credit risk is not considered to be significant to the Company as Cash and cash equivalents represent bank accounts with
another Group subsidiary, Lloyds Bank plc, which had a credit rating of A+ (2020:A+) per Standard and Poor's at the end of the
year. Amounts due from group undertakings also represent balances owed by Lloyds Bank plc. Given the credit rating of Lloyds
Bank plc, management does not expect the counterparty to fail to meet its obligations.

For All other Trade and other receivables, credit risk arises from Amounts owed by card schemes, Amounts owed by merchants,
Other trade receivables and Accrued income. The credit risk associated with these balances is considered good quality with a
lower probability of default.
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17.
17.2

17.2

17.3

17.4

17.5

Financial risk management (continued)

Liquidity risk

Liquidity risk is the risk that the Company is unable to meet its obligations as they fall due. This is not considered to be a
significant risk to the Company as collection from the scheme is completed before payment to the merchants. This is further

supported by the Company being funded by the shareholders (Lloyds Bank plc and FDR Limited, LLC).

The table below sets out the undiscounted cash flows payable by the Company in respect of financial liabilities, according to
contractual maturity into relevant maturity groupings based on the remaining period at the balance sheet date.

Liquidity risk (continued)

As at 31 December 2021

Up to 1-3 3-12 1-5
1 month months months years Total
£'m £'m £'m £'m £'m
Amounts owed to merchants 409 - - - 409
Other creditors and accruals 4 3 0 - 7
Amounts owed to related parties 4 - - - 4
Borrowed funds 3 - - - 3
420 3 0 - 423

As at 31 December 2020

Up to 1-3 3-12 1-5
1 month months months years Total
£m £'m £'m £'m £'m
Amounts owed to merchants 386 - - - 386
Other creditors and accruals 7 4 1 - 12
Amounts owed to related parties 3 - - - 3
Borrowed funds 65 - - - 65
461 4 1 - 466

The Company has sufficient funding to meet liquidity needs as there is a current funding arrangement with Lloyds Bank plc.

Geographical and sector concentrations of risk

The Company operates primarily within the UK. There is an exposure to particular sectors arising where there is a long period of
time elapsing between payment and the provision of goods and services. The resulting risk is closely monitored and controlled
with agreed parameters set by the Company's credit policy.

Business risk

Business risk is the risk that the Company's earnings are adversely impacted by a suboptimal business strategy or the suboptimal
implementation of the strategy. In assessing business risk consideration is given to internal and external factors such as
products, funding, resource capability and economic, political and regulatory factors.

Through regular reports and oversight business risk is managed by corrective actions to plans and reductions in exposures where
necessary.

Financial strategy

The Company uses financial instruments to mitigate interest rate risk. However, the Company does not trade in financial
instruments.
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18. Capital disclosures

The Company’s objectives when managing capital are to safeguard the entity’s ability to continue as a going concern, provide an
adequate return to its shareholders through pricing products and services commensurately with the level of risk and, indirectly, to
support the Group’s regulatory capital requirements.

The Company’s parent manages the Company’s capital structure and advises the board of directors to consider making
adjustments to it in the light of changes in economic conditions and the risk characteristics of the underlying assets. In order to
maintain or adjust the capital structure, the board of directors may adjust the amount of dividends to be paid to shareholders,
return capital to shareholders, issue new shares, sell assets, or request a revolving credit facility from Lloyds Banking Group Plc.

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

19. Contingent liabilities and capital commitments

There were no contingent liabilities or contracted capital commitments at the Balance Sheet date (2020: £nil).

20. Post balance sheet events

Dividends

Since the balance sheet date the Directors have recommended a dividend of £39.5m. The aggregate amount of the
proposed dividend was paid in March 2022 out of retained earnings at the 31st December 2021, and not recognised as a liability
at year end.

Russian Invasion of Ukraine

The Russian invasion of Ukraine, beginning in February 2022, has increased tensions between members of the North Atlantic
Treaty Organisation (NATO) and Russia and caused sanctions to be imposed. This could have significant adverse economic
effects on financial markets and on energy costs, and may also result in increased cyber attacks and an increase in costs
associated with such cyber attacks, all of which could have a materially adverse effect on the Company's results of operations,
financial conditions or prospects. The Company will continue to monitor the situation and risks to the business.

There are no other post balance sheet events requiring disclosure in these financial statements.

21. Future developments

The following pronouncement is not applicable for the year ending 31 December 2021 and has not been applied in preparing
these financial statements. Save as disclosed below, the impact of this accounting change is still being assessed by the
Company and reliable estimates cannot be made at this stage.

With the exception of certain minor amendments, as at 31 December 2021 this pronouncement has been endorsed for use in the
United Kingdom.

Pronouncement Nature of change Effective date
Minor amendments to other The IASB has issued a number of minor amendments 1 January 2021 and 1 January
accounting standards to IFRSs effective 1 January 2021 and in later years 2022

(including IFRS 9 Financial Instruments and IAS 37
Provisions, Contingent Liabilites and Contingent
Assets). These amendments are not expected to have
a significant impact on the Company.

There are no other standards or interpretations that are not yet effective and that would be expected to have a material impact on
the Company.

22. Ultimate parent undertaking and controlling party

The terms of the contractual agreement between the shareholders are such that the Company is accounted for under the
requirements of IFRS 10 Consolidated Financial Statements.

The Company’s ultimate parent undertaking and controlling party is Lloyds Banking Group plc which is incorporated in Scotland.
Lloyds Banking Group plc has published consolidated accounts for the year to 31 December 2021 and copies may be obtained
from Investor Relations, Lloyds Banking Group, 25 Gresham Street, London EC2V 7HN and are available for download from
www.lloydsbankinggroup.com.
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Independent auditor’s report to the members of Cardnet Merchant Services Limited

Report on the audit of the financial statements

Opinion

In In our opinion the financial statements of Cardnet Merchant Services Limited (the ‘company’):

« give a true and fair view of the state of the company’s affairs as at 31 December 2021 and of its profit for the year then ended;

* have been properly prepared in accordance with United Kingdom adopted international accounting standards and International
Financial Reporting Standards (IFRSs) as issued by the International Accounting Standards Board (IASB); and

* have been prepared in accordance with the requirements of the Companies Act 2006.our opinion the financial statements of
Cardnet Merchant Services Limited (the ‘company’):

We have audited the financial statements which comprise:
» the statement of comprehensive income;

+ the balance sheet;

+ the statement of changes in equity;

» the cash flow statement; and

* the related notes 1 to 22.

The financial reporting framework that has been applied in their preparation is applicable law, United Kingdom adopted international
accounting standards and IFRSs as issued by the IASB.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable law. Our
responsibilities under those standards are further described in the auditor's responsibilities for the audit of the financial statements
section of our report.

We are independent of the company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, including the Financial Reporting Council’s (the ‘FRC’s’) Ethical Standard, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting in the
preparation of the financial statements is appropriate.

Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions that,
individually or collectively, may cast significant doubt on the company’s ability to continue as a going concern for a period of at least
twelve months from when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant sections of this
report.

Other Information

The other information comprises the information included in the annual report, other than the financial statements and our auditor’'s
report thereon. The directors are responsible for the other information contained within the annual report. Our opinion on the financial
statements does not cover the other information and, except to the extent otherwise explicitly stated in our report, we do not express
any form of assurance conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent with
the financial statements or our knowledge obtained in the course of the audit, or otherwise appears to be materially misstated. If we
identify such material inconsistencies or apparent material misstatements, we are required to determine whether this gives rise to a
material misstatement in the financial statements themselves. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report that fact.

We have nothing to report in this regard.




Responsibilities of directors

As explained more fully in the statement of directors’ responsibilities, the directors are responsible for the preparation of the financial
statements and for being satisfied that they give a true and fair view, and for such internal control as the directors determine is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the directors either
intend to liquidate the company or to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report.

Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line with our
responsibilities, outlined above, to detect material misstatements in respect of irregularities, including fraud. The extent to which our
procedures are capable of detecting irregularities, including fraud is detailed below.

We considered the nature of the company’s industry and its control environment, and reviewed the company’s documentation of their
policies and procedures relating to fraud and compliance with laws and regulations. We also enquired of management about their own
identification and assessment of the risks of irregularities.

We obtained an understanding of the legal and regulatory frameworks that the company operates in, and identified the key laws and
regulations that:

* had a direct effect on the determination of material amounts and disclosures in the financial statements. These included UK
Companies Act, tax legislation; and

+ do not have a direct effect on the financial statements but compliance with which may be fundamental to the company’s ability to
operate or to avoid a material penalty.

We discussed among the audit engagement team regarding the opportunities and incentives that may exist within the organisation for
fraud and how and where fraud might occur in the financial statements.

In common with all audits under ISAs (UK), we are also required to perform specific procedures to respond to the risk of management
override. In addressing the risk of fraud through management override of controls, we tested the appropriateness of journal entries and
other adjustments; assessed whether the judgements made in making accounting estimates are indicative of a potential bias; and
evaluated the business rationale of any significant transactions that are unusual or outside the normal course of business.

In addition to the above, our procedures to respond to the risks identified included the following:

» reviewing financial statement disclosures by testing to supporting documentation to assess compliance with provisions of relevant
laws and regulations described as having a direct effect on the financial statements;

. performing analytical procedures to identify any unusual or unexpected relationships that may indicate risks of material
misstatement due to fraud;

* enquiring of management and in-house legal counsel concerning actual and potential litigation and claims, and instances of non-
compliance with laws and regulations; and

» reading minutes of meetings of those charged with governance.

Report on other legal and requlatory requirements

Opinions on other matters prescribed by the Companies Act 2006

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

« the information given in the strategic report and the directors’ report for the financial year for which the financial statements are
prepared is consistent with the financial statements; and

« the strategic report and the directors’ report have been prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we have not
identified any material misstatements in the strategic report or the directors’ report.




Matters on which we are required to report by exception

Under the Companies Act 2006 we are required to report in respect of the following matters if, in our opinion:

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

» the financial statements are not in agreement with the accounting records and returns; or

» certain disclosures of directors’ remuneration specified by law are not made; or

» we have not received all the information and explanations we require for our audit.

We have nothing to report in respect of these matters.

Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006.
Our audit work has been undertaken so that we might state to the company’s members those matters we are required to state to them
in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company’s members as a body, for our audit work, for this report, or for the opinions we have
formed.

W

Tobias de Villiers (Senior statutory auditor)
For and on behalf of Deloitte LLP
Statutory Auditor

London, United Kingdom

12th July 2022






