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LLOYDS TSB COVERED BONDS LLP
MEMBERS' REPORT FOR THE YEAR ENDED 31 DECEMBER 2011

On behalf of the members of Lloyds TSB Covered Bonds LLP (the 'LLF’), the Management
Board present the members' report and audited financial statements for the year ended 31
December 2011

PRINCIPAL ACTIVITIES

The LLP I1s a special purpose vehicle whose business i1s the acquisition, management and
sale of mortgage loans and therr related secunty, to guarantee the bonds (the 'Covered
Bonds') 1ssued by Lloyds TSB Bank plc (LTSB’) The morigage loans and the funding to
acquire these loans originate from LTSB, which 1s a subsidiary of Lloyds Banking Group
('LBG")

The activities of the LLP are conducted pnimarnly by reference to a sernes of transaction
documents (the ‘Programme Documentation’) The structure has been established as a
means of raising finance for LTSB and no business activities will be undertaken by the LLP
beyond those set out in the Programme Documentation.

On 22 October 2008, the LLP intially acquired a £12bn beneficial interest in a mortgage loan
portfolio originating from LTSB and has acquired further beneficial interests in mortgage loan
portfolios in subsequent years In consideration for the beneficial interest of the mortgage
loan portfolio, the LLP 1s required to give a combination of

1 a cash payment to LTSB from the proceeds of the term loans,
I a record of a capital contribution in kind being made by LTSB, and
n deferred consideration which will be paid by the LLP on each LLP payment date in
accordance with the relevant priority of payments

The programme allows a maximum Covered Bond i1ssuance, prowiding that the mortgage
loan portfolios acquired and other assets available meet the Asset Coverage Test (the
‘ACT"), which states that the adjusted aggregate amounts of mortgage loans and other
assets must be of an amount equal to or greater than the total amount of Covered Bonds In
issue after taking into account other deductions

The Covered Bonds are 1ssued in various currencies by LTSB, with the proceeds being pad
across to the LLP on issuance by way of a term loan The stering equivalent amount of the
Covered Bonds in 1ssue at 31 December 2011 was £1094bn (2010 £9 85bn) At 31
December 2011, the total value of the mortgage loan portfolio held by the LLP was £18 86bn
(2010 £12 45bn)

BUSINESS REVIEW AND FUTURE DEVELOPMENTS

The results for the year are disclosed on page 9 The LLP made a profit of £3,000 during the
year (2010 £3,000) No change to the current business activity 1s expected
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LLOYDS TSB COVERED BONDS LLP
MEMBERS' REPORT FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)
DESIGNATED MEMBERS

The designated members during the year and up to the date of signing the financial
statements were as follows

Lloyds TSB Bank plc

Lloyds TSB Covered Bonds (LM) Limited

MANAGEMENT BOARD

The members on the LLP Management Board duning the year and subsequently were
Alasdair Lenman

Edward Short

Gary Staines

Monica de Vrnes

lan Stewart (appointed 28 March 2012)

MEMBERS' INTERESTS

The policy regarding the allocation of profits to members and the treatment of capial
contnibutions I1s set out In note 1 (significant accounting policies)
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LLOYDS TSB COVERED BONDS LLP
MEMBERS' REPORT FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

STATEMENT OF MEMBERS' RESPONSIBILITIES

The members are responsible for preparing the members’ report and the financial statements
in accordance with applicable law and regutations

Company law as applied to imited hability partnerships by the Limited Liabiity Partnerships
(Accounts and Audit) (Apphcation of Companmes Act 2006) Regulations 2008 (the
‘Regulations’) requires the members to prepare financial statements for each financial year
Under that law the members have prepared the partnership financial statements In
accordance with International Financial Reporting Standards (IFRSs) as adopted by the
European Union Under company law as applied to imited liabihty partnerships the members
must not approve the financial statements unless they are satisfied that they give a true and
farr view of the state of affairs of the partnership and of the profit or loss of the partnership for
that period In preparing these financial statements, the members are required to

+ select suitable accounting policies and then apply them consistently,

* make Jjudgements and accounting estimates that are reasonable and prudent,

» state whether applicable International Financial Reporting Standards (IFRSs) as
adopted by the European Union have been followed, subject to any matenal
departures disclosed and explained in the financial statements,

s prepare the financial statements on the going concern basis unless it 1s inappropriate
to presume that the partnership and group will continue In business,

The members are responsible for keeping adequate accounting records that are sufficient to
show and explain the partnership’s transactions and disclose with reasonable accuracy at any
time the financial position of the partnership and enable them to ensure that the financial
statements comply with the Companies Act 2006 as applied to hmited habihty partnerships by
the Regulations They are also responsible for safeguarding the assets of the partnership and
hence for taking reasonable steps for the prevention and detection of fraud and other
irregularties

RISK MANAGEMENT

All of the LLP's assets and liabiities have been classified as financial instruments n
accordance with IAS 32 ‘Financial Instruments Presentation’ The LLP's financial instruments
comprise a deemed loan to the orniginator of the mortgages (equivalent to the value of it's
investment in the mortgages), cash and hquid resources, term loans and various other
receivables and payables

The principal nsks ansing from the LLP's financial instruments are credit nsk, liguidity nisk,
interest rate and currency nsk These and other nsks which may affect the LLP's performance
are detalled below Further analysis of the nsks facing the LLP in relation to its financial
mnstruments and the LLP's financial nsk management policies i1s provided in note 9
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LLOYDS TSB COVERED BONDS LLP
MEMBERS' REPORT FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

RISK MANAGEMENT (CONTINUED)
Credit risk

Credit risk anses on the individual loans within the mortgage loan portfolio which are in turn
secured on the underlying UK residential properties The performance of these loans 1s
therefore influenced by the economic background and the UK housing market

Liquidity risk

The ability of the LLP to meet its obligations to make principal and interest payments on the
term loans and to meet its operating and administrative expenses I1s dependent on the amount
and timing of the interest and principal repayments on the mortgage loans which support the
deemed loan to the originator

In the event that sufficient funds are not available to redeem the term loans or make the
interest payments due, an amount equal to such a shortfalt will be deferred until such funds
are received To the extent that the Income on the deemed loan to onginator does not provide
suffictent funds, the LLP has no other claim on the assets of LTSB

The LLP has made all necessary payments on the term loans in accordance with the
scheduled repayment dates for the year ended 31 December 2011

Interest rate and foreign currency rate risk

Interest rate and foreign currency rate nisk 1s the possibility that changes in interest rates and
foreign currency rates will result in higher financing costs and/or reduced income from the
LLP's interest beanng financial assets and liabilities

The mortgage loans 1n the cover pool compnse sterling loans which are subject to vanable
rates of interest set by LTSB based on general interest rates and competitive considerations,
loans which track the Bank of England base rate and loans which are subject to fixed rates of
mnterest To mitigate the changes Iin interest and foreign currency rates that may result in the
cashflows from the mortgage pools being insufficient to meet the payments under the term
loans, the LLP has entered into currency and interest rate basis swaps with LTSB The basis
swaps substantially elminate the sensitivity to movements In interest rates and the currency
swaps eliminate the sensitivity to movements in foreign currency rates These are not
separately recognised In the financial statements as they are incorporated into the deemed
loan

Operational risk

The LLP 1s also exposed to operational nsks through a number of contracts with third parties
who have agreed to provide operational support to the LLP in accordance with the Programme
Documentation Structured Finance Management Limited (‘SFM’} has been appointed to
provide corporate services In accordance with a corporate services agreement dated 20
October 2008 LTSB has been appointed to act as account bank Cheltenham and Gloucester
plc ((C&G"), a subsicdhary of LTSB, has been appointed servicer and cash manager on behaif of
the LLP
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LLOYDS TSB COVERED BONDS LLP
MEMBERS' REPORT FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

RISK MANAGEMENT (CONTINUED)
Business risk

The principal business nsks of the LLP are set out in a number of tngger events in the
Programme Documentation There have been no such tngger events since the inception of
the programme

POLICY AND PRACTICE ON PAYMENT OF CREDITORS

The majority of the LLP's payments are in relation to the term loans and swaps and are due
monthly in accordance with the terms of the loans and swaps Payments are subject to the
receipt of principal and interest on the underlying mortgage pool and were made on the due
dates

The LLP's policy 1s to agree terms of payment with suppliers and these normally provide for
settlement within 30 days after the date of the invoice, except where other arrangements
have been negotiated It 1s the policy of the LLP to abide by the agreed terms of payment,
provided the supplier performs according to the terms of the contract

EMPLOYEES

The LLP has employed no staff dunng the year ended 31 December 2011 or the previous
year

INDEPENDENT AUDITORS

Pursuant to section 487 of the Companies Act 2006, auditors duly appointed by the
members of the LLP shall, subject to any resclution to the contrary, be deemed to be
reappointed for the next financial year and PricewaterhouseCoopers LLP will therefore
continue in office

DISCLOSURE OF INFORMATION TO AUDITORS

So far as the members are each aware, there 1s no relevant audit infformation of which the
LLP's auditors are unaware, and each member has taken all the steps that they ought to
have taken as a member to make themselves aware of any relevant audit information and to
establish that the LLP’s auditors are aware of that information

This confirmation 1s given, and should be interpreted, in accordance with the provisions of
section 418 of the Companies Act 2006
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LLOYDS TSB COVERED BONDS LLP
MEMBERS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

STATEMENT OF GOING CONCERN
As set out In the statement of compliance in the significant accounting policies section of the
notes to the financial statements, the members are satisfied that the LLP has adequate

resources to continue in business for the foreseeable future and consequently the going
concern basis continues to be appropnate in preparing the financial statements

POST BALANCE SHEET EVENTS

The following 1ssuances of Covered Bonds have taken place since the Balance Sheet date

Issue Date Maturity Date Bond Issuance Amount
4 January 2012 4 January 2024 20121 NOK500,000,000
11 January 2012 11 January 2017 2012-2 Euro1,250,000,000
27 January 2012 7 March 2025 2012-4 GBP1,250,000,000
1 February 2012 1 February 2027 2012-3 Euro47 000,000
7 February 2012 7 June 2027 2012-5 Euro50,000,000
8 February 2012 8 February 2019 2012-6 NOK400,000,000
10 February 2012 2 September 2013 2012-7 Euro1,451,400,000
10 February 2012 1 October 2014 2012-8 Euro1,209,500,000
10 February 2012 13 July 2018 2012-9 Euro1,209,500,000
10 February 2012 11 January 2027 2012-10 Euro1,209,500,000
10 February 2012 3 July 2028 2012-11 Euro1,451,400,000
10 February 2012 27 July 2029 2012-12 Eurpo1,209,500,000
22 March 2012 22 February 2027 2012-13 Euro106,000,000
22 March 2012 22 March 2017 2012-15 GBF750,000,000
23 March 2012 23 March 2027 2012-14 NOK1,000,000,000
30 March 2012 30 March 2027 2012-16 GBP1,250,000,000

On the same dates the term loans held with LTSB increased by the same amounts

Since the year end the LLP has acquired a £16 4bn beneficial interest in mortgage loan

portfolios onginating from LTSB

Signed for and on behalf of the members of Lloyds TSB Covered Bonds LLP

A
lena Whitaker Gary Staines
Per pro SFM Directors Limited On behalf of

As director of Lloyds TSB Covered Bonds {LM) Limited Lloyds TSB Bank plc

35 Great St Helen's
London EC3A 6AP

10 Gresham Street
London

EC2V 7AE

Date 30 March 2012
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LLOYDS TSB COVERED BONDS LLP
INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF
LLOYDS TSB COVERED BONDS LLP

We have audited the financial statements of Lloyds TSB Covered Bonds LLP for the year ended
31 December 2011 which comprise the Statement of Comprehensive Income, the Balance
Sheet, the Statement of Changes in Members’ Interests, the Cash Flow Statement and the
related notes. The financial reporting framework that has been applied in their preparation 1s
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the
European Union

Respective responsibilities of members and auditors

As explained more fully in the Statement of Members’ Responsibiities set out on page 3, the
members are responsible for the preparation of the financial statements and for being satisfied
that they give a true and fair view Our responsibility 1$ to audit and express an opinion on the
financial statements in accordance with applicable law and International Standards on Auditing
(UK and Ireland) Those standards require us to comply with the Auditing Practices Board's
Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the members of the
partnership as a body in accordance with the Companies Act 2006 as applied to hmited liability
partnerships by the Limited Liatihty Partnerships {(Accounts and Audit) (Application of
Companies Act 2006) Regulations 2008 and for no other purpose We do not, in giving these
opinions, accept or assume responsibility for any other purpose or to any other person to whom
this report 1s shown or into whose hands it may come save where expressly agreed by our prior
consent in wnting

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial
statements sufficient to give reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud or error. This Includes an assessment of
whether the accounting policies are appropriate to the limited habiity partnership’s
circumstances and have been consistently applied and adequately disclosed, the
reasonableness of significant accounting estimates made by the designated members, and the
overall presentation of the financial statements In addition, we read all the financial and non-
financial information describe in the Members' Report to identify matenal inconsistencies with
the audited financial statements If we become aware of any apparent matenal misstatements
or inconsistencies we consider the implications for our report

Opinion on financial statements
In our opinion the financial statements

s give a true and fair view of the state of the limited liability partnership’s aftairs as at 31
December 2011 and of its profit and cash flows for the year then ended;

+ have been properly prepared in accordance with IFRSs as adopted by the European
Union, and

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

apphed to imited hability partnerships by the Limited Liability Partnerships (Accounts
and Audit) (Application of Companies Act 2006) Regulations 2008
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LLOYDS TSB COVERED BCNDS LLP
INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
LLOYDS TSB COVERED BONDS LLP

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 as
applied to imited liability partnerships requires us to report to you 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

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

L Ve,

Mark Hannam (Senior Statutory Auditor)

for and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Leeds

Date 30 March 2012
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LLOYDS TSB COVERED BONDS LLP
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2011

For the For the

year ended year ended

31 December 31 December

2011 2010

Note £000 £000

Interest receivable and similar income 2 399,061 145,715

Interest payable and similar charges 3 (385,281) {134,450)

Net interest income 13,780 11.265

Operating expenses 4 {(13,777) (11,262)
Profit and total comprehensive income

available for members 3 3

The profit shown above 1s derived from continuing operations The LLF 1s domiciled in the
UK and operates in a single business segment All of the LLP's activities are in the UK

There was no income or expense recognised directly in equity in the current year or
preceding year

The notes on pages 15 to 36 form an integral part of these financial statements
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LLOYDS TSB COVERED BONDS LLP

BALANCE SHEET
AS AT 31 DECEMBER 2011

2011 2010
Note £000 £000
Assets
Cash and cash equivalents 249,047 2,945,072
Deemed loan to originator 5 10,717,487 6,924,344
Total assets 10,966,534 9,869,416
Members' other interests and liabilities
Loans and berrowings 6 10,965,016 9,868,339
Other payables 7 1,509 1,071
Total liabilities 10,966,525 9,869,410
Reserves 9 6
Total members' other interests 9 6
Total members' other interests and habilities 10,966,534 9,869,416

Registered Number 0OC340094
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LLOYDS TSB COVERED BONDS LLP
BALANCE SHEET (CONTINUED)
AS AT 31 DECEMBER 2011

Note
Total members’ interests
Reserves
Deemed loan to originator 5
Loans and borrowings 6
8

2011 2010

£000 £000
9 6
(10,717.,487) (6,924,344)
10,965,016 9,868,339
247,538 2,944,001

The notes on pages 15 to 36 form an integral part of these financial statements

These financial statements were approved by the members on

and were signed on therr behalf by

A
Helena Whitaker
Per pro SFM Directors Limited
As director of Lloyds TSB Covered Bonds (LM) Limited
35 Great St Helen's
London EC3A 6AP

Registered Number 0QC340094

30 March 2012

Gary Sfaines

On behalf of

Lloyds TSB Bank plc
10 Gresham Street
London

EC2V 7AE
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LLOYDS TSB COVERED BONDS LLP
STATEMENT OF CHANGES IN MEMBERS' INTERESTS
FOR THE YEAR ENDED 31 DECEMBER 2011

Balance at 1 January 2011

Total comprehensive income for the year

Balance at 31 December 2011

Balance at 1 January 2010

Total comprehensive income for the year

Balance at 31 December 2010

Reserves
Note £000

6

3

Reserves
Note £000

3

3

The notes on pages 15 1o 36 form an integral part of these financial statements

Registered Number 0OC340094
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LLOYDS TSB COVERED BONDS LLP
CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2011

Operating activities

Audtt fees
Administration expenses

Net cash flows used in operating activities
investing activities

(Increase)/decrease In deemed loan to orniginator
Interest on deemed loan to onginator

Bank interest received

Net cash flows {used in}/from investing activities
Financing activities

Increase In term loans
Interest on term loans

Net cash flows from financing activities

Net (decrease)/increase in cash and cash equivalents

Change in cash and cash equivalents
Cash and cash equivalents at start of the year

Cash and cash equivalents at 31 December

For the

year ended
31 December
2011

£000

(28)
(13,311)

(13,339)

(3,793,143)
383,208
15,763

(3,394,082)

1,083,056
(371,660)

711,396

(2,696,025)

(2,696,025)
2,945,072

249,047

For the

year ended
31 December
2010

£000

(11,228)

(11,228)

455,798
139,099
6,616

601,513

1,854,883
(125,797)

1,729,086

2,319,371

2,319,371
625,701

2,945,072

The notes on pages 15 to 36 form an integral part of these financial statements
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011

1 SIGNIFICANT ACCOUNTING POLICIES
(a) Statement of compliance

The financial statements for the year ended 31 December 2011 have been prepared in
accordance with Internaticnal Financial Reporting Standards (IFRSs) and interpretations
issued by the International Financial Reporting Interpretations Committee (IFRIC) as
adopted by the European Union The standards applied by the LLP are those endorsed by
the European Union and effective at the date the financial statements are approved by the
members The financial statements comply with IFRSs

The LLP has adopted the following new and relevant IFRS pronocuncements which became
effective for financial years beginning on or after 1 January 2011 None of these standards
or amendments has had a maternal impact on these LLP financial statements

¢ Improvements to IFRSs (issued May 2010) Amends IFRS 7 Financial Instruments
Disclosure to require further disclosures In respect of collateral held by the LLP as
secunity for financial assets and sets out minor amendments to other IFRS standards as
part of the annual iImprovements process,

» |AS 24 Related Party Disclosures (Revised) Simplifies the defimtion of a related party
and provides a partial exemption from the requirement to disclose transactions and
outstanding balances with the government and government-related entities

Other than for these new pronouncements, the accounting policies have been applied on a
consistent basis The financtal statements also comply with the relevant provisions of Part XV
of the Companies Act 2006, as applying to Limited Liability Partnerships

The financial statements are presented in Sterling which 1s the LLP's functional and
presentation currency and have been prepared on the historical cost basis

(b) Revenue recognition

Interest receivable and similar income have been calculated using the effective interest
method The effective interest method 1s a method of calculating the amortised cost of a
financial asset or liabihity and of allocating the interest income or interest expense over the
expected life of the financial instrument The effective interest rate 1s the rate that exactly
discounts the estimated future cash payments or receipts over the expected life of the
financial instrument or, when appropnate, a shorter period, to the net carrying amount of the
financial asset or financial hability
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(c) Financial instruments

The LLP’s financial instruments principally compnse a deemed loan to LTSB (equivalent to
the value of the LLP's investment in mortgages), cash and hquid resources, loans and
borrowings and various other receivables and payables that anse directly from its operations
The main purpose of these financial instruments 1s to raise finance for LTSB These financial
instruments are classified in accordance with the principles of IAS 39 as described below

{c){i) Deemed loan to originator

Under IFRS, If a transferor retains substantially all the nsks and rewards associated with the
transferred assets, the transaction s accounted for as a financing transaction,
notwithstanding that 1t 1s a sale transaction from a legal perspective The members of the
LLP have concluded that LTSB has retained substantially all the nsks and rewards of the
pool of mortgage loans and as a consequence, the LLP does not recognise the mortgage
loans on its Balance Sheet but rather a deemed loan to onginator, where recourse to LTSB
1s limited to the cash flows from the mortgage loans and any addihonal credit enhancement
provided by LTSB

The initial amount of the deemed loan to LTSB corresponds fo the consideration paid by the
LLP for the mortigage loans The LLP recognises principal and interest cash flows from the
underlying pool of mortgage loans only to the extent that it 1s entitled to retain such cash
flows Cash flows attnbutable to LTSB are not recognised by the LLP

The deemed loan to onginator 1s classified within ‘loans and recetvables’ in accordance with
IAS 39 The itial measurement 1s at farr value with subsequent measurement being at
amortised cost using the effective interest method The effective interest on the deemed loan
15 calculated with reference to the interest earned on the beneficial interest in the mortgage
portfolio less the residual interest due to LTSB Under the terms of the mortgage sale
agreement, LTSB retains the right to receive excess income ansing on those loans, as
deferred consideration, after certain higher priority payments have been met by the LLP

Impairment of financial assets

The deemed loan to the onginator is subject to iImpairrment reviews in accordance with 1AS
39 A charge for mparment would be recognised where there 1s a risk that the income on
the deemed loan will be significantly reduced This could occur If the credit quality of the
mortgage assets that are pledged as collateral for the loan significantly deteriorated Taking
into account the credit enhancement provided by, amongst other features, the
overcollaterahsation of the LLP, the members currently consider that no impairment exists

Registered Number 0QC340094
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

1 SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
{c) Financial instruments (continued)

{c){i} Deemed loan to originator (continued)

Swaps with originator

The deemed loan consists of the faled sale of the sterling mortgage assets, an interest rate
swap and foreign currency/basis swaps to match the receipts from the mortgage assets to
the currency and interest rate basis of the term loans

Interest rate nsk associated with the deemed loan to the onginator 1Is managed by means of
an interest rate basis swap with LTSB, which requires the LLP to pay an amount calculated
with reference to the interest received on the beneficial interest in the mortgage portfolio and
receive payments based on a rate linked to one-month Sterling LIBOR

Foreign currency and further basis nsk between the mortgage assets and the term loans
from the onginator 1s managed by means of foreign currency and basis swaps with LTSB
These require the LLP to pay sterling floating rate and receive amounts which match the
currency and rates of the term loans

These swaps are not recognised separately as financial instruments as the amounts payable
under each swap reflect interest flows from the mortgage loans which are not recognised by
the LLP for accounting purposes Instead, the deemed loan to LTSB Is recognised with an
effective interest rate and currency which incorporate the net amounts received or paid under
the swaps

Interest recewable or payable on the swaps s accounted for on an accruals basis within
interest on the deemed loan

(c)(ii) Cash and cash equivalents

The LLP holds deposits with the provider of a Guaranteed investment Contract bank account
and a transaction bank account with the same provider These accounts are held In the
LLP's name and meet the definition of cash and cash equivalents All cash disclosed on the
face of the Balance Sheet i1s restricted by a detaled prionty of payments set cut In the
transaction documents governing the activities of the LLP (the ‘Programme Documentation’)
As the cash can only be used to meet certain specific iabiiies and 1s not available to be
used with discretion, it 1s viewed as restricted cash

These bank accounts are classified within ‘loans and receivables’ in accordance with I1AS 39

and income 1s being recorded within interest receivable and similar income using the
effective interest method

Registered Number OC340094




LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

{c) Financial instruments (continued)
{c){iii} Foreign currency

The bonds secured against the LLP are denominated in Euro, Sterling, Norwegian Kroner
and Swedish Kronor The members consider Sterling to be the LLP’s functional currency, as
it most closely represents the economic effects of its underlying transactions, and the
financial statements are presented in Sterling

Foreign currency transactions are translated into Sterling using the exchange rate prevailing
at the date of the relevant transaction All foreign currency balances existing at the Balance
Sheet date are translated into Sterling using the exchange rate at that date

{c){iv} Financial guarantees

Financial guarantees are contracts that requwe the LLP to make specified payments to
reimburse the holder for a loss 1t incurs because a specified debtor fals to make payment
when due In accordance with the terms of a debt instrument

Where the LLP enters into financial guarantee contracts to guarantee the indebtedness of
LTSB, the LLP treats such guarantee contracts as a contingent hability until such time as it
becomes probable that the LLP will be required to make payments under the guarantee

(c){v) Loans and borrowings

Loans and borrowings are recognised initially at fair value less directly related incremental
transaction costs Subsequent to mtial recognition, loans and borrowings are stated at
amortised cost with any difference between cost and redemption value being recognised in
the income statement over the period of the borrowings on an effective interest basis The
term loans (equivalent to the proceeds of the Covered Bonds 1ssued) which are received
from LTSB are also accounted for on this basis

Capital contributions from members are non-interest-bearning but a nominal profit share

amount 1s paid out in accordance with the pnority of payments (see (d) below) and included
as part of profit for the financial year avallable for division amongst members

{d) Contributions and drawings

Under the terms of the Programme Documentation for the sale of the mortgage loans, LTSB 1s
treated as having made a capital contnbution to the LLP in an amount equal to the difference
between the current balance of the loans sold at each transfer date and the cash payment
made by the LLP for the loans and relevant secunty on that transfer date The outstanding
capital contnbutions are not reflected in the financial statements of the LLP as there has been

no sale of mortgages for accounting purposes

Registered Number ©GC340094




LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

1. SIGNIFICANT ACCOUNTING POLICIES {(CONTINUED)

(d) Contributions and drawings (continued)

LTSB may from time to time make cash contrnbutions to the LLP which will constitute cash
capital contributions No interest 1S paid on the members' capital balances  Capital
distnbutions may only be made in accordance with the Programme Documentation where
sufficient principal receipts are available and higher prionty payments have been made

Under the priority of payments, payment to the members of the sum of £3,000 in aggregate
(or such other sum as may be agreed by members from time to time), 1s allocated to each
member 1n proportion to their respective capital contribution balances as at the relevant
calculation date, subject to a mimimum of £1 each, as their profit for their respective interests
as members in the LLP

Dunng the year £2 999 was allocated to LTSB and £1 was allocated to Lloyds TSB Covered
Bonds (LM) Limited

{e) Segment reporting

A business segment Is a group of assets and operations engaged In providing products or
services that are subject to nsks and returns that are different from those of other business
segments A geographical segment 1s engaged in providing products or services within a
particular economic environment that 1s subject to risks and returns that are different from
those segments operating in other economic environments

The members of the LLP consider that the entity has only cne geographical and one
business segment and therefore 1s not required to produce additional segmental disclosure

{f) Critical accounting estimates and judgements

The preparation of the financial statements necessarily requires the exercise of judgement
both in the application of accounting policies and in the selection of assumptions used In the
calculation of accounting estimates The members do not consider there to be any cntical
accounting estimates or judgements due to the straightforward nature of the accounting

All assets and habilities are recognised on an amortised cost basis that 1s considered to be a
close approximation o farr value

{g) Taxation

Taxation on all partnershup profits 1s solely the personal habiity of individual members,
consequently, neither taxation nor related deferred taxation are accounted for in these
financial statements

(h) Related parties

In accordance with the provisions of IAS 24 '‘Refated Party Disclosures’, the LLP has
disclosed details of transactions with its related parties, LTSB, C&G and SFM
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(i) Other payables

Other payables are stated at cost, or at amortised cost If deemed to be a financial liability

{(j) Value added tax

Value added tax i1s no! recoverable by the LLP and 1s included with its related cost

2. INTEREST RECEIVABLE AND SIMILAR INCOME

Interest receivable on deemed loan

Bank interest receivable

3. INTEREST PAYABLE AND SIMILAR CHARGES

Interest payable on term loans

Registered Number OC340094

For the For the
year ended year ended
31 December 31 December
2011 2010
£000 £000
383,298 139,099
15,763 6,616
399,061 145,715
For the For the
year ended year ended
31 December 31 December
2011 2010
£000 £000
385,281 134,450
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

4. OPERATING EXPENSES

For the For the

year ended year ended

31 December 31 December

2011 2010

£000 £000

Administration charges 13,750 11,250
Audit fees 18 13
Asset monitor fees g )
13,777 11,262

Audit fees relate to the statutory audit Asset monitor fees are also payable to the auditors
and therr assoctates for services in relation to therr role as asset monitor The LLP had no
employees durning the year (2010 none) Included 1n administration charges 1s a
management fee for administration services charged by C&G and a corporate service fee
charged by SFM

5. DEEMED LOAN TO ORIGINATOR

The mortgage portfohio, which I1s accounted for as a deemed loan to onginator and in which
the LLP holds a beneficial interest, 1s held by LTSB The mortgage loans are secured on
residential property in England, Wales and Scotland Mortgages in the pool have to fulfi

certain critena If they fall to do so they are removed from the pool and the pool may be
replenished

2011 2010
£000 £000
Deemed loan to onginator 10,717,487 6,924,344

Registered Number OC340094
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

6. LOANS AND BORROWINGS

Loans and borrowings comprise a senes of term loans from LTSB, equivalent to the amounts
raised under the Covered Bond Programme The term loans are held in a number of different
currencies and have interest charged on either a fixed rate basis or at a rate set in reference
to LIBOR for one month sterling deposits

LTSB will not be relying on repayment of any term loan by the LLP nor the interest thereon in
order to meet its repayment or interest obligations under the Covered Bonds The term loans
will not be repaid by the LLP until amounts payable under the corresponding senes of
Covered Bonds have been repaid  Amounts owed by the LLP will be paid in accordance with
the priority of payments as detalled in the Programme Documentation

The Covered Bonds 1ssued by LTSB are unconditionally guaranteed by the LLP Under the
terms of the Trust Deed, the LLP has provided a guarantee as to payments of interest and
principal under the Covered Bonds, where amounts would otherwise be unpaid by LTSB The
obligations of the LLP under its guarantee constitute direct obhigations of the LLP secured
against the assets from time to time of the LLP and recourse against the LLP 1s imited to such
assets The principal asset 1s the beneficial interest in the mortgage loans acquired from
LTSB

2011 2010

Principal £000 £000
Term loans with LTSB
EUR - priced against 1 month Eunbor 795,055 -
Weighted average margin +0 85% (2010 -)
GBP - priced against 1 month Libor 45,000 5,250,000
Weighted average margin +1 08% (2010 +0 40%)
SEK - prniced against 1 month Stibor 51,629 -
Weighted average margin +0 93% (2010 -)
EUR - fixed rate 8,610,027 4,604,883
Woeighted average rate 3 76% (2010 3 68%)
GBP - fixed rate 1,250,000 -
Weighted average rate 6 00% (2010 -)
NOK - fixed rate 186,228 -
Weighted average rate 5 72% (2010 -)

10,937,939 9,854,883
Accrued interest
Interest due on term loans 27,077 13,456

10,865,016 9,868,339

Registered Number OC340094
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

6. LOANS AND BORROWINGS (CONTINUED)

The term loans due to LTSB mature following the repayment of the Covered Bonds on the

following dates

Maturity Date Covered Bond 2011 2010
Issuance £000 £000

8 November 2011 2008 - 1~ - 1,000,000
8 May 2012 2008 - 2* - 1,000,000
8 November 2012 2008 - 3* - 2,000,000
8 May 2013 2008 - 4~ - 1,250,000
17 March 2015 2010-1 1,255,350 1,292,780
25 June 2018 2010-2 627,675 646,390
1 July 2013 2010-3 209,225 215,464
2 September 2024 2010 -4 41,845 43,093
29 September 2020 2010-5 1,673,800 1,723,707
11 October 2013 2010-6 209,225 215,463
12 October 2022 2010-7 454 437 467,986
13 January 2031 2011 -1 37,660 -
13 January 2023 2011 -2 836,900 -
20 January 2014 2011-3 209,225 -
26 January 2021 2011 -4 80,735 -
8 February 2029 2011 -5 1,250,000 -
10 February 2014 2011-6 209,225 -
11 March 2013 2011 -7 836,900 -
10 March 2021 2011 -8 53,823 -
14 March 2014 2011 -9 209,225 -
6 Apnl 2016 2011 -10 1,464,575 -
8 April 2014 2011 - 11 209,225 -
8 June 2014 2011 -12 209,225 -
10 June 2014 2011 -13 45,000 -
16 June 2014 2011 -14 167,380 -
14 June 2018 2011 - 15 51,670 -
21 June 2014 2011 -16 51,629 -
18 July 2014 2011 - 17 418,450 -
1 September 2026 2011 -18 92,059 -
13 Qctober 2027 2011 -19 33,476 -
10,937,939 9,854,883

*These bonds have been cancelled dunng the year ended 31 December 2011
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

7. OTHER PAYABLES

Fees payable to administrators
Audit fee accrual

Asset momtor fee accrual

Registered Number OC340094

2011
£000

1,485

15

1,508

2010
£000
1,036

25

10

1,071
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

8. TOTAL MEMBERS' INTERESTS

2011

Members' interests as
at 1 January 2011

Profit for the year
available for division
among members

Loans introduced by
members

Repaid to members
Members' interests

as at
31 December 2011

Members' other interests

Members' Reserves Total Loans due Total
capital to/(from)
members

£000 £000 £000 £000 £000

- 6 6 2,943,995 2,944 001

. 3 3 - 3

- - - 2,553,534 2,553,534

- - - {5,250,000) (5,250,000}

- 9 9 247 529 247,538

The loans and other debts due to/(from) members can be analysed as follows

Amounts due to members

Amounts due from members

Registered Number OC340094

Members'
interests as at
31 December
2011

£000

10,965,016

(10,717,487)

247,529
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

8. TOTAL MEMBERS' INTERESTS (CONTINUED)

2010

Members' interests as
at 1 January 2010

Profit for the year
avallable for division
among members

Loans introduced by
members

Repaid to members
Members' interests

as at
31 December 2010

Members’

capital

£000

Members' Other Interests

Reserves Total Loans due Total
tof/(from)
members

£000 £000 £000 £000

3 3 624,661 624,664

3 3 - 3

- - 5,069,334 5,069,334

- - (2,750,000) (2,750,000)

6 6 2,943995 2,944 001

The loans and other debts due to/(from) members can be analysed as follows

Amounts due to members

Amounts due from members

Registered Number 0OC340094

Members'
interests as at
31 December
2010
£000

9 868,339

(6,924,344)

2,943,995
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

9. MANAGEMENT OF RISK

All of the LLP's assets and labiitles have been classified as financial instruments In
accordance with IAS 32 ‘Financial Instruments Presentation’

The LLP's financial instruments principally comprise a deemed loan to LTSB (equivalent to
the value of the LLP's investment in LTSB mortgages), cash and iguid resources, loans and
borrowings and various other receivables and payables that anse directly from its operations

The pnncipal nsks ansing from the LLP's financial instruments are credit nsk, foreign
currency and interest rate nisk and hquidity nsk Further detalled analysis of the nisks facing
the LLP in relation to its financial instruments 1s provided below

The LLP's exposure to nsk on its financial mstruments and the management of such nsk 1s
largely determined at the inihal set-up of the LLP The LLP's activities and the role of each
party to the transaction 1s clearly defined and documented Cash flow modelling, including
multiple stress scenarios, Is carned out as part of the structuring of the transaction, and as
such 1s required by the rating agencies

in addition interest rate swaps and foreign currency swaps have been entered into with the
oniginator as part of the transaction to hedge interest rate and foreign currency nsks arising In
the transaction including the obligations under the term loans The derivative counterparty 1s
selected as a regulated financial institution and this reduces the nsk of default and loss for
the LLP Additional credit protection may be afforded by the requirement for the derivative
counterparties to post collateral in the event of a downgrade to a counterparty's credit rating

Following initial set-up, the Management Board monitor the LLP's performance, reviewing
monthly reports on the performance of the mortgages Such review 1s designed to ensure
that the terms of the Programme Documentation have been complied with, that no
unforeseen risks have arisen and that the interest and principal on the term loans have been
paid on a imely basis Where necessary, the members also make appropriate enquines of
the LLP's professional advisers concernming specific matters which may affect the nature and
extent of particular risks to the LLP

Registered Number QC340094
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

9. MANAGEMENT OF RISK (CONTINUED)

9{a) Credit risk

Credit risk anses where there 1s a possibility that a counterparty may default on its financial
obligations resulting in a loss to the LLP

The LLP has a concentration of nsk to LTSB as the onginator of the mortgages, the LLP's
bank account provider and swap counterparty

Credtt risk anses on the individual loans within the mortgage loan portfolio which are In turn
secured on UK residentiat properties The performance of these loans 1s therefore influenced
by the economic background and the UK housing market The ability of the LLP to pay the
term loan interest and principal to LTSB will depend on the amount and tming of payments of
interest and principal on the mortgage loans by the borrowers

In terms of arrears management, the LLP has engaged C&G as servicer of the loans in the
portfolio to help reduce the nisk of loss The servicer 1s required to monitor repayments on the
mortgage loans in accordance with its usual credit policies The servicer is also responsible
for ensuring mortgage loans in the pool meet the eligibility criternia set out in the Programme
Documentation

The income on the mortgage pool 1s expected to exceed the LLP's expenses and the interest
payable on the term loans Any excess income that 1s not required to meet expenses or
interest payments 1s returned to the originator as deferred consideration

Credit nsk for the LLP 1s mibgated by the amount of overcollateralisation of the beneficial
interest In mortgages which I1s provided by LTSB and which 1s monitored using the ACT The
overcollaterahisation 1s avallable in full for the benefit of the LLP The Programme
Documentation provides that the LLP and its members should ensure that the adjusted
aggregate loan amount of the mortgage pool asset and cash 1s at least equal to or greater
than the aggregate amount outstanding on the Covered Bonds on each calculation date after
taking into account other deductions The adjusted loan amount 1s the balance of the
mortgage loans after adjusting for various set-offs and adjustments unique to particular
groups of loans, together with allowances for loan defauits

In the event that there 15 a breach of the ACT, the members are required to take steps to
make good the deficit by providing the necessary capital contributions in order that the ACT
breach I1s cured before the next ACT calculation If there 15 a breach at the following
calculation date, this will constitute a LTSB Event of Default, which will entitle the Bond Trustee
to serve a LTSB Acceleration Notice on the Issuer of the Covered Bonds Upon service of such
notice, the Bond Trustee will serve a Notice to Pay on the LLP under the Covered Bond
guarantee This would require the LLP to repay all amounts outstanding on the Covered Bonds,
tncluding prnincipal and accrued interest amounts

|
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

9. MANAGEMENT OF RISK (CONTINUED)
9(a) Credit nsk {continued)

The total mortgage pool made available to the LLP at 31 December 2011 amounted to
£18 86bn (2010 £12 45bn) As noted in the accounting policies section, the LLP does not
recognise the mortgage pool but rather a deemed loan to the originator to the extent of the
cash consideration paid to LTSB

To the extent that the income on the deemed loan does not provide sufficient funds to
recover the LLP's investment in the mortgage portfolio, the LLP has no further claim on the
assets of LTSB Durning the current year, sufficient cash has been received from the deemed
loan to enable the LLP to make all necessary payments on the term loans following
repayment of the related senes of Covered Bonds by LTSB

The LLP assesses its counterparties for credit isk before contracting with them Credit rating
is the main method used to measure credit nsk In accordance with the crniteria of the rating
agencies that rate the Covered Bonds 1ssued by LTSB and by association the term loans
receved by the LLP, the Programme Documentation contains various rating triggers linked to
each counterparty, which require certain actions to be taken if tnggers are breached

Rating as at Rating as at date of
31 December 2011 approval of financial
statements
Moody's/Fitch Moody's/Fitch
LTSB as provider of
Covered bond swap, Interest Short term P-1/F1 Short term P-1/F1
rate swap and bank accounts Long term A1/A Long term A1/A

On 15 February 2012 Moody’s Investor Services placed Lloyds TSB on ratings watch negative

In the event that a swap counterparty 1s downgraded by a rating agency below the ratings
specified in the relevant swap agreement, the relevant swap provider will be required to take
certain remedial measures as defined n that agreement which may include providing
collateral for its obligations under the relevant swap, arranging for its obligations to be
transferred to an enhty with sufficient rating, procuring another entity with sufficient rating to
become co-obligor for its obligations, or taking such other action as it may agree with the
relevant rating agency
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

9. MANAGEMENT OF RISK (CONTINUED)
9(a) Credit nsk (continued)
Financial assets subject to credit risk

The maximum exposure to credit nsk ansing on the LLP's financial assets at the reporting
date 1s disclosed in the table below and equates to carrying value

2011 2010
£000 £000

Assets held at amortised cost.
Cash and cash equivalents 249,047 2,945,072
Deemed loan to onginator 10,717,487 6,924 344
10,966,534 9,869,416

At the Balance Sheet date all financial assets subject to credit nsk were neither past due nor
impaired A financial asset I1s ‘past due’ If a counterparty has falled to make a payment when
contractually due

Secured mortgage assets

Secured mortgage loans can be analysed according to the rating systems used by the LLP
and the originator when assessing customers and counterparties

For the purposes of the LLP's disclosures regarding credit qualty, total secured mortgage
loans subject to credit nsk have been analysed as follows

2011 2010

£000 £000

Neither past due nor imparred 18,534,359 12,184,821
Past due but not impaired 248,976 205,510
Impaired 73,162 61,430
18,856,497 12,451,761

Registered Number OC340094
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS '
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

9. MANAGEMENT OF RISK (CONTINUED)

9(a) Credit risk {continued)

Secured mortgage assets {(continued)

Secured loans and advances which are past due but not impared ,

2011 2010
£000 £000
0-30 days 144,286 111,841 !
30-60 days 48,499 42,905
60-90 days 25,311 16,921
90-180 days 30,870 33,843
180+ days - - !
248,976 205,510

The number and value of loans currently in arrears will have a bearng on the receipt of cash
by the LLP Key indicators are as follows

o At 31 December 2011 1,198 accounts were in arrears by three or more

months which represents 0 7% of the mortgage pool (31 December 2010
1,123, 0 9%)

o At 31 December 2011 the number of properties in possession amounted to 2
(31 December 2010 3)

9(b) Foreign currency and interest rate risk

Interest rate and foreign currency nsks exist where assets and habilities have different
currencies and interest rates set under a different basis or which reset at different times The
LLP minimises Iits exposure to such nsks by ensuring that the foreign currency and interest
rate charactenstics of assets and habilities are similar, where this 1s not possible the LLP
uses denvative financial instruments to mitigate these nsks The deemed loan to the
onginator, the term loans and the cash and cash equivalents are exposed to these risks
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

9 MANAGEMENT OF RISK (CONTINUED)
9(b) Foreign currency and interest rate risk {continued)

The underlying mortgage pool compnises loans which are subject to vanable rates of interest
set by LTSB based on general interest rates and competitive considerations, loans which
track the Bank of England base rate and loans which are subject to fixed rates of interest To
mitigate the changes in interest and foreign currency rates that may result in the interest
cashflows from the mortgage pcol being insufficient to meet the payments under the term
loans, the LLP has entered into currency and basis swaps with LTSB The basis swaps
substantially ehminate the sensitivity to movements in interest rates and the currency swaps
eliminate the sensitivity to movements in foreign currency rates These are not recognised
separately in the financial statements as they are incorporated into the deemed loan

9(c) Liquidity risk

Liquidity nisk 1s the risk that the LLP s not able to meet its financial obhgations as they fall
due

The LLP's ability to meet payments on the term loans as they fall due 1s dependent on timely
receipt of funds from the deemed loan to onginator which may be delayed due to slow
repayment on the mortgage portfolio {(see 9(a) credit nsk above}

Principal repayments are made on the term loans with LTSB in accordance with the LLP's
principal priority of payments and reflect the amount of pnincipal collection on the underlying
mortgage loans In the event that the LLP does not have sufficient cash flows from the
underlying mortgage loans in order to be able to repay the term loans as and when they fall
due, the members may be required to make cash capital contnbutions, extend the repayment
of the term loans, or sell mortgages from the mortgage pool, In accordance with the terms of
the Programme Documentation

The liquidity tables below reflect the undiscounted cash payments which will fall due If the
structure continues untl the contractual matunty date as set out in the Programme
Documentation It 1s anticipated that the interest and principal received on the deemed loan
to onginator will be sufficient to allow repayment of the term loans

Registered Number QC340094 32




LLOYDS TSB COVERED BONDS LLP

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

3 MANAGEMENT OF RISK (CONTINUED)

9¢) Liquidity nisk {continued)

2011 Carrying Contractual Notlater Laterthan Laterthan Laterthan Later than
value repayment than one one month three one year five years
value month not later months and not
than three but not later than
months later than  five years
one year
£000 £000 £000 £000 £000 £000 £000
Principal
Term loans with LTSB 10,937,939 10,937,939 - - - 5703,859 5,234,080
Other payables 1,509 1,509 1,509 - - - -
Interest payable
Term loans with LTSB 27,077 1,997,508 22,529 45,059 202,766 811,708 915,446
10,966,525 12,936,956 24,038 45,059 202,768 6,515,567 6,149,526
2010 Carrying Contractual Notlater Later than Laterthan Laterthan Later than
value repayment thanone one month three one year five years
value month not later months and not
than three but not later than
months later than five years
one year
£000 £000 £000 £000 £000 £000 £000
Principal
Term loans with LTSB 9,854,883 9,854 883 - - 1,000,000 5,973,707 2,881,176
Other payables 1,071 1.071 1,071 - - - -
Interest payable
Term loans with LTSB 13,456 1,409,168 18,417 36,834 164,333 655,472 534,112
9,869,410 11,265,122 19,488 36,834 1,164,333 6,629,179 3,415,288

Registered Number 0C340094
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

10. RELATED PARTIES

The LLP 1s a special purpose entity controlled by LTSB, one of the two designated members
The second designated member is Lloyds TSB Covered Bonds (LM} Limted LTSB I1s a
subsidary undertaking of LBG

The LLP has provided a loan to LTSB (the onginator of the mortgages), on which the LLP
receives iIncome In addition, the LLP pays cash management and mortgage loan servicing fees
to C&G n connection with its provision of services defined under the Programme
Documentation LTSB 1s the counterparty to the interest rate and foreign currency swap
agreements and the swap payments are included in the income from the deemed loan

SFM Corporate Services Limited 1s the immediate parent company of Lloyds TSB Covered
Bonds Holdings Limited, the majority shareholder of Lloyds TSB Covered Bonds (LM) Limited
The LLP pays corporate services fees to SFM in connection with its prowvision of corporate
management services to the LLP and related companies In 2011 this amounted to £15,497
{2010 £16,899)

LTSB has provided a seres of term loans to the LLP, on which the LLP pays a variable rate of
interest Certan expenses which are included in other operating expenses may subsequently be
paid or resmbursed directly by LTSB  The LLP has placed its deposit account with LTSB, as a
provider of a Guaranteed Investment Contract bank account, and it 1s contractually entitled to a
variable rate of interest of 20 basis points per annum below LIBOR for one-month Sterling
deposits

During the year, the LLP undertook the transactions set out below with companies within the
LBG group

At 31 December

2011 LBG plc and

At 31 December
2010 LBG plc

subsidiary and subsidiary
undertakings undertakings
£000 £000
Interest receivable and similar income
Income from deemed loan to onginator 383,298 139,099
Bank interest receiwvable 15,763 6,616
Interest payable and similar charges
Interest payable to LTSB on term loans 385,281 134,450
Operating expenses
Administration and cash management fees 13,735 11,233
Assets
Cash and cash equivalents 249,047 2,945,072
Deemed loan to onginator 10,717,487 6,924,344
Liabilities
Term loans from LTSB 10,965,016 9,868,339
Other payables 1,485 1,027

Registered Number OC340094
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

11. ACCOUNTING PRONOUNCEMENTS EFFECTIVE AFTER 2011

The following pronouncements will be relevant to the LLP but were not effective at 31
December 2011 and have not been applied in prepanng these financial statements The full
impact of these accounting changes 1s being assessed by the LLP The inhal view 1s that none
of these pronouncements are expected to cause any material adjustments to reported
numbers in the financial statements

Pronouncement Nature of change IASB effective date

IFRS 9 ‘Financial Replaces those parts of IAS 39 Financial Annual periods
Instruments’ — Instruments Recogmtion and Measurement beginning on or after
classification ?”d relating to the classification, measurement and 1 Ja2nuary 2015
measurement derecognition of financial assets and habilities

Requires financial assets to be classified into

two measurement categones, farr value and

amortised cost, on the basis of the objectives

of the entity’s business model for managing its

financial assets and the contractual cash flow

charactenistics of the instrument The

availlable-for-sale financial asset and held-to-

maturnity investment categories in existing IAS

39 will be elminated The requirements for

financial  habiities and derecognibon are

broadly unchanged from IAS 39

IFRS 10 Supersedes |IAS 27 Consolidated and Annual periods
Consolidated Separate Fmnancial Statements and SIC-12  beginning on or after
Financial Consohdation — Specral Purpose Entities and 1 January 2013
Statements establishes principles for the preparation of

consolidated financial statements when an

entity controls one or more entities

IFRS 12 Requires an entity to disclose information that Annual penods
Disclosure of enables users of financial statements to beginning on or after
Interests in Other  evaluate the nature of, and nsks associated 1 January 2013
Entities with, its Iinterests in other entities and the

effects of those interests on its finanaial

position, financial performance and cash flows
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LLOYDS TSB COVERED BONDS LLP
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (CONTINUED)

11. ACCOUNTING PRONOUNCEMENTS EFFECTIVE AFTER 2011 (CONTINUED)

Pronouncement Nature of change IASB effective date
IFRS 13 Farr The standard defines farr value, sets out a  Annual periods
Value framework for measunng far value and beginning on or after
Measurement requires disclosures about fair value 1 January 2013

measurements It apples to IFRSs that
require or permit fair value measurements
or disclosures about far  value

measurements
Amendment to Prescribes the accounting and disclosure  Annual penods
1AS 19 by employers for employee benefits beginning on or after
‘Employee Actuanal gains and losses 1 January 2013
Benefits’ (remeasurements) In respect of defined

benefit pension schemes are no longer
deferred using the corndor approach and
are recognised immediately in  other
comprehensive income

Y IFRS 91s the mtial stage of the project 1o replace IAS 39 Future stages are expected lo result in amendments to
IFRS 9 to deal with changes to the impairment of financtal assets measured at amortised cost and hedge accounting
Unti all stages of the replacement project are complete, 1t 1s not possible to determine the overall impact on the
financial statements of the replacement of IAS 39

At the date of this report, these pronouncements are awaiting EU endorsement

12. PARENT UNDERTAKING AND CONTROLLING PARTY

As at 31 December 2011 the LLP's ultmate parent company was Lloyds Banking Group plc,
a public imited company incorporated in and domiciled n Scotland The designated
members are Lloyds TSB Bank plc and Lloyds TSB Covered Bonds (LM) Limited (as
Liguidation Member) Copies of the Lloyds Banking Group plc accounts may be obtained
from the Company Secretary’s Office, Lloyds Banking Group plc, 25 Gresham Street,
London EC2V 7HN

Registered Number OC340084 36




