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Lloyds Banking Group

How we're
helping Britain
prosper

Helping Britain Prosper is our purpose. It means ) .

responding to the social and economic issues we We're helping

believe we are best placed to address. individuals, families,
businesses and

communities all across

We already support people, businesses and communities
all over Britain through our iconic brands and extensive
range of clear and simple products and services, but we
want to do even more to play our part in making Britain

a more inclusive and prosperous country. To achieve this
we must continue to build a culture where our colleagues
put customers first.

Britain to prosper

We want to take a leading role in helping the UK
economy whether through supporting housing, trade,
growth, infrastructure or tackling disadvantage. Our
Helping Britain Prosper Plan, launched in 2014, helps us
achieve this, taking us beyond business as usual by setting
measurable targets in the areas where we believe we can
make the biggest difference. The Plan is an investment in
our long-term sustainable success which underpins our
aim to become the best bank for customers whilst
delivering superior and sustainable returns

for shareholders.

HELPING PLAN FOR
RETIREMENT

Key brands 2 8 O
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LLOYDS BANKE 7 ol KUF SLUTLAMD customer visits to our Retirement Planning

Website. We want to do more to support
and guide more of our customers on their
retirement options
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HELPING HOMEBUYERS

£3%9bn

of gross new mortgage lending in 2016 with
60 per cent going to help homebuyers get
on and move up the housing ladder

HELPING UK
MANUFACTURING

£1.2bn

of new funding support for UK
manufacturing companies. We are
supporting future talent to make British

| B manufacturing more productive and
competitive, today and tomorrow

HELPING START-UPS

121,000 <t

start-ups helped to get going and grow
through funding. We also provide advice
and mentoring — including vital support for
many charities and social enterprises

HELPING COMMUNITIES HELPING THE
ECONOMY

£600m £1.8bn

given to support charities through our
|r;]de|per13céent cha\r/gakk))lelfoundatlohns (E)verk tax paid in 2015. We are a major contributor
the last SUyears. We believe ACIOHIEIS. to UK tax revenues and were ranked as the
has the reach or resources to help tackle highest UK tax in th + n
ial disacvARTES ighest payer o tax in the most recen
sese PwC Total Tax Contribution Survey for the
100 Group. This payment increased to
£2.3 billion in 2016

HELPING TO BUILD
DIGITAL BRITAIN

12.5m

customers banking online, making us the
UK's largest digital bank. We are also helping
Britain's charities and small businesses to
build their digital skills and capability
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ABOUT US

We are the leading provider of financial services to individual
and business customers in the UK.

Our main business activities are retail and commercial banking,
general insurance, and long-term savings, protection and investment.
We provide our services under a number of well recognised brands
including Lloyds Bank, Halifax, Bank of Scotland and Scottish Widows
and through a range of distribution channels including the largest
branch network and digital bank in the UK.

We are creating a simpler, more -.J E
responsive, customer focused business. ~ []IH BUHEH
R

Doing the right thing for our customers F ) EH“EM
by meeting their financial needs, helping . ' _
them succeed, improving our service ~_ Tl s\

is key to the long-term sustainable
success of our business.

proposition and creating value for them, | ._l,‘.
L
¥

Right: Sophie Unwin's 'Remade in Edinburgh' which was awarded a grant
from the Lloyds Bank Social Entrepreneurs Scale Up Programme, teaches
local people, including those who are homeless, unemployed, or refugees,
to repair household goods to save money.

OUR PURPOSE OUR STRATEGIC PRIORITIES
Helping Britain prosper
} Creating the best customer experience
@ Read more on page 18
OUR AIM } Becoming simpler and more efficient

To become the best bank for customers
whilst delivering superior and sustainable } Delivering sustainable growth
returns for shareholders

OUR BUSINESS MODEL Supported by our colleagues
Simple, low risk, UK focused, .
retail and commercial bank } Building the best team

@ Read more on page 12 @ Read more on page 14
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Strategic report

Our competitive strengths

Our strengths and capabilities provide significant
advantage and differentiation, driving value creation

02

UK focus Financial strength

Operating primarily in the UK means we are focused Our balance sheet and funding position have both been
on a single developed market that we truly understand transformed in recent years and they are now amongst
while avoiding the complexities and costs of multi- the strongest in the banking sector worldwide.

jurisdictional operations.

Simple, low cost Low risk business
operating model el ol bl oyl et

non-performing loans and non-core assets and our credit

default swap spread, which is amongst the best in the banking
sector worldwide.

Our simpler operating model and focus on operational
efficiency provides a cost advantage which benefits
both customers and shareholders.

COMPETITIVE

STRENGTHS

QUSINESS ARE, ¢

pRODUCTs

HELPING
BRITAIN PROSPER

BEST BANK FOR
CUSTOMERS

Operating responsibly Multi-brand proposition
A sustainable and responsible approach to doing business Offering our services through a number of recognised

is integral to everything we do. brands enables us to address the needs of different customer
segments more effectively.

Multi-channel approach Skilled and
Operating in an integrated way through a range

of distribution channels, including the largest branch d I

network and digital bank in the UK, ensures our customers engage peop e

can interact with us when and how they want. Our colleagues provide real advantage. We invest in skills
and training while ensuring alignment to our customer

focused strategy and commitment to build the best team.

@ Read more on page 12



Group highlights

ANOTHER YEAR
OF GOOD PROGRESS

Underlying profit of

£7.9bn

Strong capital generation

c.190bps

pre dividend

Statutory profit before tax more than doubled to

£f4.2bn

Acquisition of

MBNA

credit card business, announced in December

Read more on pages 33 to 36
or visit www.lloydsbankinggroup.com

Annual Report and Accounts 2016

Strong balance sheet position with pro forma
CET1 ratio (post dividend) of

13.8%

Progressive and sustainable ordinary dividend

2.55p pershare

with an additional special dividend of
0.5p per share

Cost:income ratio of

48.7%

Our market leading cost:income ratio reduced
further, reflecting our operational efficiency

Asset quality ratio of

15 bps

Asset quality remains strong with no
deterioration in the underlying portfolio
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Strategic report

Divisional highlights

We operate across four business areas
to execute our strategy and drive value
for all our stakeholders

Read more on pages 40 to 47
or visit www.lloydsbankinggroup.com

RETAIL

Our Retail division is a leading provider of current accounts,
savings and mortgages to personal and small business
customers in the UK.

UNDERLYING PROFIT

£3,003m [ 40%
24% £11.7bn

market share of current  of lending to
account switchers first-time buyers

Active online users m
2016 I 125
2015 11.5
2014 10.5
Business start-ups supported 000s
2016 I 121
2015 103
2014 99

1 Proportion of Group underlying profit excluding run-off and central items.
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COMMERCIAL BANKING

Our Commercial Banking division has a rich heritage of
supporting UK businesses from SMEs to large corporates
and financial institutions.

UNDERLYING PROFIT

£2 468m .

3% 17%

growth in SME share of mid-market

lending banking
relationships

Return on risk-weighted assets

2016 I
2015
2014

Funding for UK manufacturers

2016 I
2015
2014

%

24
24
20

fbn

12
14
1.0



Lloyds Banking Group

CONSUMER FINANCE

Our Consumer Finance division provides motor
finance solutions, consumer loans and credit cards
to consumer and commercial customers.

UNDERLYING PROFIT

£1283m ’

15% 9%

share of credit growth in UK
card balances consumer finance
assets

Motor finance UK balances

2016 ——
2015
2014

Credit card balance growth

2016 ———
2015
2014

1 Proportion of Group underlying profit excluding run-off and central items.

fbn

15.6
130
10.2

N A

Annual Report and Accounts 2016

INSURANCE

Our Insurance division provides customers with
long-term savings, investment and protection
products and general insurance.

UNDERLYING PROFIT

£837m
6m 14%

life, pensions and share of the home
investments customers  insurance market

Corporate pension, planning
and retirement funds
2016 I

2015
2014

Annualised payments to annuity
customers in retirement
201 I

2015
2014

fbn

427
354
333

fm

932
798
787
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Strategic report

Chairman's statement

Our purpose as a UK focused bank
is to help Britain prosper and we are
playing a vital role in supporting
people, businesses and communities
across the UK.

Lord Blackwell

Chairman

Overview and strategy

2016 was another year of good progress for the Group, both
financially and strategically. Our strong financial performance, the
strength of our capital position and the progressive return of the
Group to private ownership are testament to the hard work of our
colleagues to transform and simplify our business since the depths
of the financial crisis. On the back of that recovery, the agreement
to acquire MBNA is a significant strategic step which reinforces our
ability to deliver sustainable growth whilst helping Britain prosper.
However, we recognise that future success will depend on adapting
our business model to provide the cost and quality of service
required to meet customer needs effectively in a rapidly evolving
digital future, and we are working hard to ensure we have the
strategy and plans to achieve that transformation.

Meanwhile, the UK financial services sector continues to face a
number of near term challenges. The economic environment
remains uncertain, the level of regulatory change remains high,
competition continues to be fierce and the pace of technological
change requires continuing innovation while posing new threats
from data and cyber security. This reinforces our conviction that our
differentiated, simple, low risk, UK retail and commercial strategy is
the right approach. It has helped us deliver over the last few years
and will, I believe continue to do so going forward.

As a result of our business performance and strong capital position,
| am pleased to announce that the Board has recommended a final
ordinary dividend of 1.7 pence per share, bringing the total ordinary
dividend for 2016 to 2.55 pence per share, an increase of 13 per cent
on last year. In addition the Board has felt able to propose an
additional distribution of 0.5 pence per share as a special dividend
after prudently holding back sufficient capital to cover the expected
cost of the MBNA acquisition. This is in line with the Group's policy
to deliver a progressive and sustainable ordinary dividend whilst
distributing surplus capital when appropriate to do so.

Our purpose

Our purpose as the UK's largest retail and commercial bank is to
help Britain prosper. This means not only providing outstanding
service to our customers, but also responding to the UK's social

and economic issues we believe we are best placed to address.

Our investment programmes and extensive range of clear and
simple products and services already support this ambition, helping
to meet the needs and grow the prosperity of people, businesses
and communities across the UK while building the deep, long-term
customer relationships that are vital to our future. However, we want
to do even more. Our Helping Britain Prosper Plan sets out our
targets to support housing, growth, trade and infrastructure and to
tackle social disadvantage. We are not just a British bank — we take
pride in being a bank for Britain, at the heart of the UK's economy.

06

Corporate culture

The Board and senior management have a vital role to play in
shaping and embedding a healthy corporate culture, and this
continued to be a major focus in 2016. At the heart is our core
value of ‘doing the right thing for customers’ — rebuilding trust
that is the foundation for our customer franchise.

Over the last year the Group has made significant strides in
removing past practices and organisational barriers that we
believed were inconsistent with those values. We have also taken
important steps in defining the culture and behaviours we believe
we need to support our values and embedding those in the way we
operate. While we still have further to go, | know that this approach
is aligned with the commitment of our dedicated colleagues across
the organisation who come to work every day wanting to deliver
great customer service. Getting this culture right will be critical to
our success in an increasingly competitive environment.

Communities

As well as their commitment to customers, | am extremely proud

of the way our colleagues support communities across the country
— another aspect of helping Britain prosper. | am particularly
pleased that so many have once again taken the time to volunteer
and raise funds for charities and community groups. Over the
course of this year 34,000 of our colleagues took part in volunteering
activities, contributing 240,000 hours of their time by sharing their
skills and experience to help make sustainable differences to local
charities, schools, colleges and businesses.

Another way we support millions of people across Britain is

through the funding of our independent Foundations. Since the
Foundations were set up over 30 years ago, they have donated
almost £600 million to charities across the UK. This year, | have once
again been delighted to meet with the Foundations and some of the
amazing charitable organisations they support, and to see the

huge difference our funding makes to so many local communities.

Our charity partnership provides another part of our overall
approach to addressing social disadvantage throughout the UK.
Over the past two years our colleagues have raised more than
£12.5 million for BBC Children in Need, £4 million more than our
original target. There is no doubt that this will make a significant
impact across the UK, directly benefiting more than 40,000
disadvantaged children and young people.

Our target is to raise £22 million by 2020 for our chosen charity
partners. Starting this year, our new charity partner is Mental Health
UK. There is a growing recognition that mental health and financial
health are closely linked, and yet there is no single source of support
in this area. By bringing our two organisations together we aim to
create the perfect partnership to start developing this support for
people across the UK.
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Directors

We review the Board's composition and diversity regularly and

are committed to ensuring we have the right balance of skills and
experience within the Board. As announced last year, Stuart Sinclair
joined the Board in January 2016 and Dyfrig John retired from the
Board at our AGM in 2016. We are very grateful to Dyfrig for his
contribution to the Group.

We have agreed a number of changes to our Board composition for
2017. Anthony Watson, our Senior Independent Director, will retire
at the 2017 AGM after serving more than eight years on the Board.
Anita Frew will succeed Anthony as Senior Independent Director,
combining this with the role of Deputy Chairman, which she has
held since May 2014. Nick Luff, an independent Non-Executive
Director, has notified the Board that in light of his other
commitments he does not intend to seek re-election at the 2017
AGM. Nick will be succeeded as Chairman of the Audit Committee
by Simon Henry. Both Anthony and Nick leave with our thanks and
best wishes for the future.

Remuneration

Our approach to reward aims to provide a clear link between
remuneration and delivery of the Group's key strategic objectives,
namely, becoming the best bank for customers whilst delivering
long-term, superior and sustainable returns to shareholders. We
believe in offering fair reward where colleagues are rewarded for
performance aligned to the long-term sustainable success of the
business, our commitment to rebuilding trust and changing the
culture of the Group.

Despite the uncertain environment, the Group continued to perform
strongly with good underlying profits, significantly increased statutory
profits, strong capital generation and increased ordinary dividends.
As a result, the Group's total bonus outcome has increased to

£392.9 million. This is after a 19 per cent collective performance
adjustment reflecting additional conduct-related provisions which
impacted negatively on profitability and shareholder returns.

Total bonus outcome remains a small proportion of underlying
profit at 4.8 per cent. Cash bonuses are capped at £2,000 with
additional amounts paid in shares and subject to deferral and
performance adjustment.

More information on how we ensure our approach to remuneration
supports our strategy can be found in the Directors’ remuneration
report on page 84.

Outlook

I would like to thank all my colleagues across the Group for their
continued hard work and commitment. We have made significant
progress. There is always more to do and we will have further
challenges to face as we transform the bank to reflect the changing
environment. However, we remain committed to our strategy and
believe that our customer focus and simple business model with its
multi-brand, multi-channel proposition continue to provide the best
opportunities for competitive advantage and future success. As we
rebuild trust, my ambition is for Lloyds to earn its place as one of the
great British institutions, in which both colleagues and customers
can take shared pride.

N

Lord Blackwell

Chairman

A
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CONTINUING TO HELP BRITAIN
PROSPER IN TIMES OF CHANGE

In 2014 we launched our Helping Britain Prosper Plan, focused
on the social and economic issues that we believe we are best
placed to help people in Britain address. The Plan contains
measurable targets to support people, businesses and
communities in the UK.

Despite the uncertainty created by the political and economic
events of 2016, we have continued to achieve many of our
targets. Highlights include:

—provided £1.2 billion of new funding to UK manufacturing
businesses

—helped more than 10,000 clients to start exporting
for the first time

— helped more than 75,000 first-time buyers
—supported more than 121,000 start-up businesses
— created more than 1,000 new apprenticeship positions

We operate the UK's largest digital bank and, in response to
the rapidly evolving digital environment, we have also met our
overall target to create 20,000 digital champions (of which 7,000
were in 2016) to help improve the digital skills and financial
capability of individuals and organisations.

Looking ahead we have set a new target to support the low
carbon economy by incentivising energy efficient commercial
property development through Britain's first Green Loan Initiative.

Read more about our Plan on page 18 and online
at www.lloydsbankinggroup.com/ProsperPlan

A STRONG FOCUS ON
CORPORATE CULTURE

The Board places great emphasis on shaping and embedding
a healthy corporate culture. Our core values of 'putting
customers first', 'keeping it simple' and ‘making a difference
together' are central to our next stage of cultural
transformation.

Measurement and monitoring

The Responsible Business Committee (RBC) provides
oversight of the work being done to develop measures

for reporting on cultural change. The RBC is supported

in particular by the work of two executive committees: the
Responsible Business Management Committee and the
Group Customer First Committee, who drive the development
of a culture framework and a culture dashboard to enable

us to monitor progress.

Quantitative components we measure include our net
promoter score, complaints data, colleague engagement
surveys, whistleblowing, regulatory engagement information
and assurance from risk on compliance with policies and the
Risk Framework. We also host breakfasts, dinners, branch visits
and staff engagement events.

The culture of the Board itself is measured in the Board
Effectiveness Review which is facilitated externally every three
years. You can read more about this review in our corporate
governance report on page 66.

@ Read more on corporate culture

in the corporate goverance report on page 52
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Strategic report

Group Chief Executive's review

We have delivered strong
financial performance in 2016

as we continue to make good
progress against our strategic
priorities. We are well positioned
for future success.

Antdnio Horta-Osério
Group Chief Executive

We have delivered strong financial performance in 2016 as we
continue to make good progress against our strategic priorities.
Underlying profit was £7.9 billion and statutory profit has more than
doubled to £4.2 billion. We continue to improve our customers’
experience, simplifying the business whilst growing in targeted
areas and in December announced the acquisition of MBNA's prime
UK credit card business. Strong capital generation, which is a
consequence of our business model, has enabled us to fully cover
the expected capital impact of the MBNA acquisition, increase our
ordinary dividend by 13 per cent and pay a special dividend. As
asimple, low risk, UK focused bank we are committed and well
positioned to help Britain prosper and become the best bank for
customers and shareholders.

Operating environment

Given our UK focus, our performance is inextricably linked to the
health of the UK economy which has been more resilient than the
market expected post referendum, with GDP growth of 2 per cent
in 2016. The UK's decision to leave the European Union means the
exact nature of our relationship with Europe going forward remains
unclear and the economic outlook is uncertain. However, the
recovery in recent years with low unemployment, reduced levels

of household and corporate indebtedness and increased house
prices means the UK is well positioned.

The regulatory environment also continues to evolve and there are
anumber of areas on which we await further clarity but, given the
strength of our balance sheet and the capital generative nature of
our business model, we are well placed to meet these regulatory
requirements and the economic uncertainty. Following the
de-risking of the balance sheet in recent years our PRA Buffer has
been reduced but, in light of expected future regulatory capital
developments, the Group will continue to target a CET1 ratio of
around 13 per cent.

Financial performance

The Group has delivered strong financial performance in the year.
Underlying profit was £7.9 billion with an underlying return on
required equity of 13.2 per cent (return on tangible equity of

14.1 per cent). Income was slightly lower which was more than offset
by lower operating costs, resulting in an improved cost:income
ratio of 48.7 per cent. Impairment increased, primarily due to lower
releases and write-backs, but asset quality remains strong with no
signs of deterioration in the portfolio. The difference between
underlying profit and statutory profit reduced significantly in 2016,
as statutory profit before tax more than doubled to £4.2 billion,
largely due to lower PPl provisions, and this enabled the Group to
generate approximately 190 basis points of CET1 capital during
the year.

08

Our balance sheet remains strong with a pro forma CET1 ratio of
13.8 per cent, a total capital ratio of 21.4 per cent and a pro forma
leverage ratio of 5.0 per cent. In line with our progressive and
sustainable ordinary dividend policy, the Board has recommended
a final ordinary dividend of 1.7 pence per share, taking the total
ordinary dividend for the year to 2.55 pence per share, an increase
of 13 per cent on 2015. The Group has held back ¢.80 basis points of
CET1 capital to cover the estimated capital impact of the MBNA
acquisition; however, given our strong capital generation in the year,
the Board has also recommended a special dividend of 0.5 pence
per share.

Strategic progress

We have continued to make good progress on our strategic
priorities in 2016.

Creating the best customer experience

We are committed to meeting our customers’ evolving needs and
preferences through our multi-brand and multi-channel approach.
We operate the UK's largest branch network and the largest digital
bank with over 12.5 million active online users. We have more than
8 million mobile banking users and for the second consecutive year,
the Lloyds Bank app has been rated the best banking app of all the
UK major banks for functionality.

Customer migration to digital channels continues at pace with more
than 60 per cent of our simple customer needs now met online and
digital is now the number one channel for new loans and credit
cards. We continue to invest in our customer propositions to
improve processes and the way our customers interact with us.

In Commercial Banking we have continued to improve the online
banking platform and in Retail Business Banking we are now able
to open new customer accounts in 5-6 days, down from 21 days
previously, with a best-in-class automated digital ID and verification
process. In Consumer Finance, Black Horse has reduced processing
times for new loans, while increasing security and protection for
customers. In Insurance we have introduced online tools which will
allow customers to consolidate their workplace pension assets and
employers to process employee monthly pension contributions on
the same day, down from 22 days in 2014.

This progress has been reflected in further reductions in the level of
customer complaints and our net promoter score, which continued
to improve in 2016 and is now nearly 50 per cent higher than at

the end of 2011. Our latest ‘Building the Best Team'’ survey results
show that colleague engagement is at an all-time high and in line
with top performing UK corporates. Our strong performance in

2016 reflects the hard work undertaken by colleagues across the
Group and | would like to thank everyone for their significant efforts
and commitment.
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Becoming simpler and more efficient

Our cost leadership is a significant source of competitive advantage
and cost management remains a strategic priority. In response to
the lower rate environment we have accelerated the delivery of
our cost initiatives, and announced at the half year an increase to
the Simplification run-rate savings target and a reduction in our
non-branch property portfolio. We remain on track to deliver both,
having already achieved £0.9 billion of the increased £1.4 billion
Simplification run-rate target. As a result of the continued focus

on costs, our market-leading costiincome ratio has improved and
we continue to target further reductions.

Delivering sustainable growth

The Group aims to deliver sustainable growth in line with its low
risk business model. We have continued to make good progress

in growing market share in areas where we are underrepresented,
and have grown lending to SME and Mid Markets clients by around
£2 billion in the year. In Consumer Finance we have continued to
grow our motor finance and credit card portfolios organically and
the agreement to acquire MBNA's prime UK credit card business
will give us the opportunity to create a best-in-class credit card
operation. In Insurance, we will continue to invest in developing
the brand and the business, including our financial planning and
retirement capabilities, and have also completed four bulk annuity
deals. In addition, we are committed to supporting first-time home
buyers and remain the largest lender to this customer group.

Helping Britain prosper

We remain committed to supporting the people, businesses and
communities in the UK through our Helping Britain Prosper Plan.
Notably, we have provided £1.2 billion of new funding to
manufacturing businesses, supported 121,000 start-ups and helped
10,000 clients to start exporting in 2016. Our economic contribution
to Britain extends beyond the products and services we offer and
the funding we provide to our customers and clients. Since we
launched our Apprenticeship Scheme we have created more than
4,000 roles, including 1,000 in 2016 and we have committed to
creating 8,000 by 2020. We have also exceeded our target to create
20,000 digital champions, a year earlier than expected. Furthermore,
we are the highest payer of UK tax in the most recent PwC Total Tax
Contribution Survey for the 100 Group, having paid £1.8 billion in
2015. Our tax payment in 2016 was £2.3 billion.

The combination of the progress we have made towards our
strategic priorities and our strong financial performance has
enabled the UK government to further reduce its stake in the Group
to less than 5 per cent, at a profit, returning over £18.5 billion to the
UK taxpayer since 2009.

Outlook

Our financial targets reflect our confidence in the future prospects
of the Group. In 2017 we expect the net interest margin to be
greater than 2.70 per cent and the asset quality ratio to increase

to around 25 basis points (before MBNA). We continue to target a
costiincome ratio of around 45 per cent exiting 2019, with reductions
every year. We now expect a return on required equity of between
12.0 and 13.5 per cent and a return on tangible equity of between
13.5 and 15.0 per cent in 2019. Going forward, the Group expects

to generate between 170 and 200 basis points of CET1 capital

per annum, pre dividend.

Summary

Following the simplification and transformation of our business

in recent years, the Group is now focused on delivering the best
customer experience and on continuing to develop our digital
capabilities. Our cost leadership and lower risk positioning provide
competitive advantage which enables us to deliver superior returns
to shareholders. We continue to believe that our simple, low risk
business model is the right one, and our strategic progress and
strong financial performance position us well for future success.

M;-'d ﬂhh ﬂf:*‘*

Antdnio Horta-Osério
Group Chief Executive
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KEY EVENTS IN THE YEAR

There have been a number of notable events and
achievements for the Group in 2016, both within the Group
and more widely across the UK. Read our timeline for some

key events of the past 12 months.

JANUARY

Ambassador

programme launch

QOur senior leaders represent
the Group, build strategic
relationships and promote
our ambition to help

Britain prosper across

FEBRUARY

Full year 2015 results
Total ordinary dividend
declared for 2015 of 2.25 pence

the regions per ordinary share as well as a
special dividend of 0.5 pence

per share

APRIL

MAY Top 50 employer
Help to Grow scheme The Group was named in
We were the first bank The Times 2016 Top 50

to take part in a scheme
designed to boost lending
to fast growing businesses,
committing £30 million

of growth loans

Employers for Women for
the fifth consecutive year

JULY

Euromoney awards

We won Best Bank in the
UK for the fourth year
running and World's Best
Bank for Adapting to the
Regulatory Environment

Cost guidance updated
in half year results
announcement
Run-rate savings target
increased from £1 billion
to £1.4 billion per annum

JUNE

EU referendum
The UK voted to leave
the European Union

SEPTEMBER

Commitment to

helping Britain prosper
We announced our aim
to provide over £60 billion
of lending in the next

12 months

AUGUST

Interest rate cut

The Bank of England's
Monetary Policy
Committee cut UK
interestratesto a

record low of 0.25 per cent

DECEMBER

MBNA acquisition

The Group announced

it is to buy the credit card
business, MBNA, from
Bank of America, subject
to competition and
regulatory approval

OCTOBER

Top 10 employer

The Group was named
as one of the UK's

Top 10 Employers

for Working Families

09
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Market overview

Given our UK focus, our financial

performance is inextricably linked to the
performance of the UK economy and its
regulatory and competitive environment

ECONOMIC ENVIRONMENT

Resilient UK economy post referendum

During 2016 the UK economy performed broadly in line with market
expectations at the start of the year despite the decision to leave
the European Union and significant changes in the political
landscape, both in the UK and abroad.

Although post referendum most forecasters were predicting a
reduction in growth, in practice growth has been resilient and the
UK economy is estimated to have grown by 2 per cent in 2016, just
shy of 2.2 per cent in 2015. Business and consumer confidence did
fall immediately post referendum, but most of this has now been
recovered and consumers’ retail spending growth actually
accelerated in the months after the referendum.

Manufacturers are expecting exports to benefit from the weaker
pound, but confidence in the service sector has weakened. Towards
the end of 2016 inflation started to rise and is likely to become

a bigger headwind to consumers' spending growth through the
coming year.

UK house prices increased by around 7 per cent during the year,
largely driven by strong growth in the first quarter. Prices have
continued to increase, albeit at slower rates, during the rest

of the year in almost all geographic areas, although the most
expensive parts of London have seen some reductions over

the last six months.

Growth in our markets

Household and business deleveraging since 2009 has created
capacity for an increased pace of borrowing and the markets
in which we operate continued to grow in 2016. Specifically:

- Mortgage market growth increased to 3 per cent, from 2.7 per cent
in 2015, the strongest since 2007, and although buy-to-let growth
was impacted by the change in stamp duty policy in April, it still
grew significantly faster than the market as a whole

— Unsecured consumer credit growth rose to 8 per cent led by motor
finance. Although the strongest growth since before the financial
crisis, the level of unsecured debt remains close to a 20 year low
relative to households’ income

Mortgages %
207 I 30
2015 27
2014 16
Consumer unsecured %
2016 I 83
2015 60
2014 4.1
SME borrowing %
2016 S 20
2015 0.1
2014 37)

- Business borrowing from banks increased by 2 per cent,
the first growth since 2008, and SMEs by 2 per cent also

—Household deposit growth rose to 6 per cent, the strongest
since 2008

—Business deposit growth weakened, to 6 per cent, but remains
strong after three years of elevated growth and a very high level
of liquidity

Interest rates low for longer

Interest rates remain at historical lows with the base rate having
been cut to 0.25 per cent in August, and are expected to remain
low in the foreseeable future. Market rates currently imply an
increase to the base rate to 0.5 per cent during 2018, and to

0.75 per cent a year later. This flattening of the yield curve along
with continued competition has meant bank margins remain under
pressure. Significant competition has meant lending rates across
the market remain low, particularly in mortgages, although deposit
rates have fallen further during the year, offsetting the impact of
lower lending rates.

Impairment expected to remain benign

Improving indebtedness, along with the continued low interest rate
environment, is continuing to keep impairment levels low and they
remain below through-the-cycle levels.

The expected mild rise in unemployment is likely to lead to an
increase in impairment from the very low level of 2016, but it
should remain low over the longer term.

Outlook for 2017

How the economy evolves in 2017 is highly dependent on the type
of EU-exit deal that companies expect to be achieved in 2019, how
deeply that impacts investment and employment plans, and how
much squeezed consumer spending power is offset by improved
competitiveness of exports following the fall in sterling. Each of
these carries a high degree of uncertainty.

The UK economic environment will also continue to be impacted
by global uncertainties including the slowdown in China, European
elections and the global trade environment, particularly in light

of the recent US presidential election.

The consensus expectation is that UK GDP growth will slow from
2 per centin 2016 to 1.6 per cent in 2017, and unemployment will
remain low, but will rise from 4.9 per cent at the end of 2016 to
5.2 per cent at the end of 2017. House prices are expected to
continue to rise, by around 3 per cent, supported by the ongoing
shortage of property for sale, low levels of housebuilding and
exceptionally low interest rates, while commercial real estate
prices are expected to fall by 4 per cent.

If the economy evolves in line with this consensus view, we would
expect growth across our markets to remain broadly stable in
aggregate, with a mild weakening in the growth of unsecured
consumer credit and commercial real estate lending offset by
a marginal rise in mortgages and other lending to businesses.
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REGULATORY ENVIRONMENT

The regulatory landscape in which we operate continues to evolve,
but the key themes of protecting consumers and small business
customers, ensuring competitive markets and strengthening the
prudential and capital framework remain.

Competition

During 2016 the Competition and Markets Authority (CMA) review
of current accounts and SME Banking concluded that it needed to
intervene in these markets only to increase levels of transparency
and comparability in order to promote greater levels of customer
switching. In addition, the FCA and PSR reviewed a series of
individual markets ranging from credit cards to payments
infrastructure. Ensuring fair competition remains a core element
of regulatory reform with the mortgage market a key area of

focus for 2017.

Conduct

In 2016 the Senior Manager & Certification Regimes were
implemented, introducing greater clarity and accountability into
decision making for financial institutions. In addition, the FCA
announced in December it would extend the timetable for its
announcement on a potential deadline for PPl complaints until

the first quarter of 2017. We continue to work to ensure we provide
appropriate and fair products with clear, simple and relevant terms.

Capital

Although the Bank of England is comfortable with the capital level

for the UK banking sector as a whole, a number of changes to capital
requirements, particularly with regard to credit and operational risk,
have been proposed by the Basel Committee for Banking Supervision
and further discussions are scheduled for March 2017. We performed
well in the recent Bank of England stress tests and remain comfortably
in excess of minimum requirements on our key capital and leverage
ratios. Given this and our strong capital generation, we are well
positioned in the event of any changes.

Ring-fencing and resolution

Good progress continues to be made towards implementation of
ring-fencing in January 2019 in line with the EU Bank Recovery and
Resolution Directive and additionally for UK banks, the Financial
Services (Banking Reform) Act. Due to our UK retail and commercial
focus the vast majority of our business will sit within the ring-fence,
and we therefore expect ring-fencing to be less onerous for us than
many of our UK peers.

Summary

There are a number of other regulatory changes that have

been implemented or developed through 2016, several of which
are relevant to our business, including caps and prohibitions

on early-exit charges for pension-scheme members,

the implementation of the revised Markets in Financial Instruments
Directive, the application of the Interchange Fee Regulation,
changes to the regulation of claims-management companies,

the final report of the Financial Advice Market Review, the entry
into force of the General Data Protection Regulation and the
cancellation of plans to create a secondary annuities market.

Overall however, we believe our simple, low risk, UK focused
strategy puts us in a strong position to adapt to the evolving
regulatory landscape.

Annual Report and Accounts 2016

CUSTOMER TRENDS AND
COMPETITION

In the competitive open markets in which we operate, customers
are benefiting from an increasing range of products and services
from a growing choice of providers and via a range of channels.
Access through digital platforms, including via mobile devices,
has increased significantly in recent years, changing customer
behaviours and expectations in terms of how they shop for
goods and undertake banking, and these trends are expected
to accelerate.

Customers require different products and services at different
stages of their lives, with many motivated by their desire to achieve
better value for money, not least in the current low interest rate
environment. Security and reputation remain important factors,
with customers wanting clear and transparent products delivered
with good service and access to relevant, expert advice.

We have seen an influx of new entrants to the market, with a variety
of business models. Many of these have expertise and experience
in digital product offerings, with strong funding positions, credible
brands, and in some cases pre-existing customer bases and branch
networks. In addition, non-banks such as technology firms and
supermarkets are disrupting the banking industry.

Our strategy, which focuses on our multi-brand, multi-channel
distribution model, simpler processes, customer-driven product
range and expertise across insurance and banking, puts usin a
unique position to respond to these market conditions and meet
the needs of individual and corporate customers. Above all, it
recognises that our market is competitive, additional challengers
continue to emerge and that to succeed we need to focus on the
ever-changing needs of our customers.

Key opportunities

— Customer needs: our differentiated customer focused
strategy along with our multi-channel distribution network,
in particular our evolving digital capability, position us well
to address changing customer needs.

— Regulatory environment: greater clarity is emerging
on regulatory requirements and our simple, low risk,
UK focused strategy places us in a strong position.

— Low cost position: this enables us to provide competitive
differentiation for the benefit of customers and shareholders.

Key challenges

— Economic environment: uncertain impact of EU referendum
decision and continued low interest rates.

- Regulatory environment: the level of regulatory change
remains high with continued focus on ring-fencing,
resolution, competition, capital and conduct.

— Competition: increased competition for lending and
deposits could further impact margins.

- Digital transformation: the pace of change is significant

and we will need to continue to invest to meet evolving
customer needs.
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Our business model

As a UK focused bank we are well placed to

help Britain prosper, delivering for customers,

shareholders and wider society. Our
differentiated business model gives us
competitive advantage, enabling us to
continue to deliver for our customers
in a challenging environment

EXTERNAL
ENVIRONMENT

EXTERNAL ENVIRONMENT

Our business model is influenced by external
factors which continue to evolve.

We are adapting to changing customer
behaviour such as the increased adoption
of digital products.

Our focus on the UK means our future is
inextricably linked to the UK economic and
political environment, so we need to be
agile to adapt to the uncertainty following
the vote to leave the European Union.

The level of regulation remains high, Retail
although we are now seeing more clarity
around competition, conduct, capital and
ring-fencing and resolution.

Insurance

Consumer Finance

In a very competitive market, we continue
to differentiate ourselves (see panel below
for more information).

As a bank that supports millions of people,
businesses and communities, we believe we
are in a unique position to help tackle some
of the biggest social and economic issues
facing the UK today.

BUSINESS AREAS

Our business areas are structured according
to the products and services we provide to
best serve our customers' financial needs.

We currently have four business areas:

Commercial Banking

COMPETITIVE
STRENGTHS

pRODUCTS

HELPING
BRITAIN PROSPER

BEST BANK FOR
CUSTOMERS

PRODUCTS

Our product range is driven by the needs of
our retail and commercial customers and
informed through comprehensive customer
analysis and insight.

Lending
mortgages, credit cards, personal
and business loans

Deposit taking
current accounts, savings accounts

Insurance
home insurance, motor insurance, protection

Investment
pensions and investment products

Commercial financing
term lending, debt capital markets,
private equity

Risk management
interest rate hedging, currency, liquidity

OUR COMPETITIVE STRENGTHS

UK focus

Operating primarily in the UK means we are focused on a single
developed market that we truly understand while avoiding the
complexities and costs of multi-jurisdictional operations.

Simple, low cost operating model

Our simpler operating model and focus on operational efficiency
provides a cost advantage which benefits both customers and
shareholders.

Low risk business

Being a low risk bank is fundamental to our business model.

Our low risk appetite is reflected through the low level of non-
performing loans and non-core assets and our credit default swap
spread, which is amongst the best in the banking sector worldwide.

Financial strength

Our balance sheet and funding position have both been
transformed in recent years and they are now amongst the
strongest in the banking sector worldwide.
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STRATEGIC PRIORITIES CREATING VALUE 2
We are adapting to the changes brought about Qutcomes for our stakeholders: @
by technology, changing customer behaviour
and regulation in a competitive market Best bank for customers
environment. To achieve this, we are focusing Doing the right thing for our customers by meeting their financial needs, helping them
on three strategic priorities whilst building the succeed, improving our service proposition and creating value for them, is fundamental —
best team. to our business model and the long-term sustainability of the business.
X
. . (%]
Creating the best customer experience Superior and sustainable returns g
The successful delivery of our business model and strategy should enable delivery 3
.. N, of superior and sustainable returns for our shareholders. &
Becoming simpler and more efficient ©
3
2
Delivering sustainable growth Helping Britain Prosper Plan
Our response to some of the social and economic issues facing the UK is our
S db I Helping Britain Prosper Plan which sets out clear targets to address issues where —_
upported by our colleagues we can make a measurable and meaningful contribution. These include the shortage
of affordable homes; supporting small businesses and the UK's manufacturing base;
Building the best team helping people and organisations acquire the digital skills and capabilities they need; 3
and tackling disadvantage in local communities. o
QQL
@ Read more on pages 14 to 15 or &
visit www.lloydsbankinggroup.com o
2
=)
@
Multi-brand proposition Skilled and engaged people o
Offering our services through a number of recognised brands Our colleagues provide real advantage. We invest in skills and 5
enables us to address the needs of different customers segments training while ensuring alignment to our customer focused 2
more effectively. strategy and commitment to build the best team. g.,
Multi-channel approach Operating responsibly g
Operating in an integrated way through a range of distribution A sustainable and responsible approach to doing business =
channels, including the largest branch network digital bank is integral to everything we do. 5

in the UK, ensures our customers can interact with us when and
how they want.
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Our strategic priorities

In order to help Britain prosper and to achieve our aim of
becoming the best bank for customers, we are focusing
on three strategic priorities. These are supported by our

commitment to building the best team

AREAS OF FOCUS

L] 1.

& VMl

CREATING THE BEST
CUSTOMER EXPERIENCE

— Improving customer experience with our multi-brand,
multi-channel approach, combining digital capabilities
with face-to-face services

— Transforming our digital presence, providing simpler,
seamless interactions across online and mobile while
sustaining extensive customer reach through our leading
branch network

Progress in 2016

21% 5-6 days

digital market to open a business
share account, down from

21 days
>60% 62.7 pts
of simple customer

customer satisfaction
needs met via online

is increasing, up
and mobile 3.4 points in the year

- Largest UK digital bank and enhanced digital offering
-12.5 million active online users including 8 million mobile users
with more than 2 billion logons in 2016
- Increasing market share
- Number 1 rated UK banking app for functionality

— Faster and easier banking
- Introduction of 'selfie’ verification for account applications
- Video meetings and live webchat support for mortgage
and remortgage applicants
- Instant mortgage lending decisions through our online
Agreement in Principle
— Further investment in UK's largest branch network
- Branches reformatted to reflect changing customer needs
with the number of mobile banking vans increased
— Net promoter score of 62.7 points, an increase of nearly
50 per cent since the end of 2011
- Total customer complaints have been on a downward
trend since 2012

BECOMING SIMPLER
AND MORE EFFICIENT

- Creating operational capability which is simpler and
more efficient through further system enhancement
and integration

Becoming more responsive to changing customer
expectations while maintaining our cost leadership
amongst UK high street banks

Progress in 2016

48.7%

continued reduction
in cost:income ratio

£0.9bn

Simplification run-rate
savings on track

55%

of approved mortgage
applications to offer in
less than 14 days

c.50%

reduction in time
taken to open a
savings account

— Cost leadership with continued reductions in costincome ratio
to 48.7 per cent
- Actively responding to lower interest rates through accelerated
cost delivery and targeting further efficiency savings
- On track to deliver £1.4 billion of Simplification run-rate savings:
£0.9 billion achieved to date
- Transforming our key customer journeys, making it simpler, faster
and more convenient to meet our customers' financial needs
- Time taken to open savings account in branch down from
45 minutes to 15-30 minutes
- 55 per cent of approved mortgage applications proceed
to offer in less than 14 calendar days, up from 37 per cent
- Introduced a flexible online home insurance offering with new
functionality and more choice for customers
- Launched a new digital service for employers, significantly
reducing processing times for monthly corporate pension
scheme management
- Simplification of SME on-boarding process from 15 paper
application forms to 1 digital form
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DELIVERING
SUSTAINABLE GROWTH

— Further developing Group-wide growth opportunities within
our prudent risk appetite

— Helping Britain prosper

— maintaining market leadership in our main retail businesses,
making the most of our multi-brand, multi-channel strategy

— leverage Group strengths to capture growth in
underrepresented areas

Progress in 2016

3%

SME lending growth,
ahead of the market

£2.8bn

Consumer Finance UK
customer asset growth

121,000

new business start-ups
supported

75,000

first-time buyers
supported

- Growth in targeted areas

- SME lending growth of 3 per cent, ahead of the market

- Consumer Finance UK customer asset growth of £2.8 billion

- Black Horse motor finance growth of 20 per cent

- Completion of four bulk annuity transactions, taking external
deal size to more than £1.85 billion since our entry into the
market in 2015

- Announced the acquisition of MBNA, a prime UK credit card
business, in line with strategic goal to grow in consumer finance

— Maintain market leadership in key retail business lines
- Market leadership retained in current accounts and deposits
- Focus on protecting margin in current competitive low growth
mortgage market. £39 billion of gross new mortgage lending
in 2016 and remain largest lender to first-time buyers

Annual Report and Accounts 2016

SUPPORTED BY

BUILDING THE
BEST TEAM

— Committed to building a business our colleagues are proud
to work for by creating the best environment for our
colleagues to succeed

— Providing colleagues with the right skills and tools;
and giving them the opportunity to share their views

Progress in 2016

%
Ipts  32.4%
employee of senior roles
engagement at an held by women
all-time high

No.1

private sector
employer for
LGBT people

6 days

formal training
per colleague on
average per year

—Employee engagement at 71 points, equalling our
highest ever score

— Line Manager Index at 86 points, our highest score ever

— Our Line Manager Academy, launched in 2015, won the
‘Most effective cultural transformation initiative’ award
at the London Institute of Banking & Finance’s Financial
Innovation Awards 2016

— Average of 6 days formal training per colleague per year

—32.4 per cent of senior roles now held by women

—Number 1 private sector employer in the Stonewall Top 100

— Launch of Families Matter, a network for parents and carers

—40,000 colleagues on boarded to HIVE, a new collaboration
platform; 59 per cent are active users against industry
benchmarks of 20-24 per cent

— Provided new opportunities for colleagues to become
shareholders; over 80 per cent now have an ownership interest
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Key performance indicators

Delivering for customers and shareholders

Our key performance indicators have been considered by

the Board and identify the most effective output measures for
assessing financial performance and progress towards becoming
the best bank for customers. As a result of strategic progress in
2016, we have reported good underlying profits, significantly
increased statutory profit, strong capital generation, increased
ordinary dividends and a special dividend.

Customer relationships are key to our strategy and we specifically
measure customer satisfaction and complaint levels. We also track
our performance against the targets of our Helping Britain Prosper
Plan, about which you can read more on page 17.

This year an additional key performance indicator has been included
to reflect our performance on employee engagement, a key metric
for becoming the best bank for customers.

Underlying profit before tax G» £m
2016 I 7867
2015 8,112
2014 7.756

Underlying profit decreased slightly in 2016, largely due to slightly
lower income and higher impairments, partly offset by lower costs.

Statutory profit before tax £m
2016 I 47238
2015 1,644
2014 1762

Pre-tax statutory profit increased significantly to £4,238 million in
2016 compared to £1,644 million in 2015, with the increase largely
driven by lower PPl charges.

Ordinary dividend p
2076 I 255
2015 225
2014 0.75

An increased ordinary dividend of 2.55 pence per share, in line with
our progressive and sustainable dividend policy. In addition, the
Board has recommended a special dividend of 0.5 pence per share.

Underlying return on required equity %
2016 I 132
2015 150
2014 136

The underlying return on required equity reduced in 2016,
reflecting lower underlying profit and a higher tax charge.

Earnings per share p
207 I 29
2015 08
2014 17

Earnings per share increased in the year, largely due to the
significant increase in statutory profit.

Remuneration aligned with performance

To ensure our employees act in the best interests of customers

and shareholders, remuneration at all levels of the organisation

is aligned to the strategic priorities and financial performance of

the business and also takes into account specific risk management
controls. Variable remuneration including bonuses for all colleagues,
including our Executive Directors, is based on the performance of
the individual, the business area and the Group as a whole.

Performance is assessed against a balanced scorecard of
objectives across five areas (customer, people, control
environment, building the business, finance) which are reviewed
on a regular basis. Executive management are also eligible to
participate in a long-term incentive plan, which encourages
delivery of superior and sustainable long-term returns for
shareholders, whilst supporting the Group's aim of becoming
the best bank for customers and helping Britain prosper. KPls
that are directly linked to remuneration are marked with this

symbol GED.

Common equity tier 1 ratio %
2016 I 138
2015’ 130
2014 128

Our common equity tier 1 ratio remains strong at 13.8 per cent
despite increased dividends. It also remains one of the strongest
compared to our major UK banking peers.

1 Pro forma

Cost:income ratio @D %
20 I 487
2015 493
2014 498

Our costiincome ratio further improved to 48.7 per cent
and remains the lowest of our major UK banking peers.

Asset quality ratio bp
2016 I 15
2015 14
2014 23

Our asset quality ratio remains low at 15 basis points, reflecting
our effective risk management and continued low interest rates.

Total shareholder return @ %
201 G000 (10)
2015 @)
2014 (@

Our share price fell by 13 per cent in 2016, and although dividends
increased in the year, our TSR still fell by 10 per cent.

Read more about our financial performance on
page 33 or online at www.lloydsbankinggroup.com
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Customer satisfaction G

207 I 627
2015 59.3
2014 59.2

Our net promoter score is the measure of customer service at key
touch points and the likelihood of customers recommending us. It
has continued to improve in the year and is now nearly 50 per cent
higher than at the end of 2011.

Best bank for customers index % favourable

207 I 78
2015 78
2014 72

The index is the outcome of a survey of more than 70,000 colleagues
which shows how strongly they believe we are committed to
becoming the best bank for customers. Our score remained

the same as in 2015.

Employee engagement index GD % favourable

2016 I 71
2015 70
2014 71

Colleague engagement remains high with our employee
engagement index at 71, equalling our previous highest score. Our
performance excellence and line management indices both reached
their highest ever scores. These results indicate our colleagues have
a sense of pride and are motivated to succeed while believing we are
committed to delivering great products and services for customers.

Annual Report and Accounts 2016

Digital active customer base G m
201 I 125
2015 15
2014 104

Reflecting the pace of digital adoption, our number of active digital
customers increased in the year, from 11.5 million to 12.5 million.

Customer complaints @
(FCA reportable complaints per 1,000 accounts')

H1 H2

2076 D 1.9 2016 n/a

2015 20 2015 19
2014 16 2014 15

The FCA changed the approach to complaint classification and
reporting from 30 June 2016. Updated complaint data is not yet
available on the new basis but will be available by the end of the first
quarter. Total customer complaints have been on a downward trend
since 2012 and have continued to fall in the second half of 2016.

1 Excluding PP

Helping Britain Prosper Plan performance 2016

This is the third year we have tracked and reported
performance against all our Plan metrics and targets.

NU¥A3RESEQFE ACHIEVED ACHIE':l/gl-Dr
People 9 6 3
Businesses 8 7 1
Communities 7 7 0

This year we made good progress and achieved 20 of our
24 targets.

Apprenticeships: we created more than 1,000 new
apprenticeship places, with a third of them being offered
to candidates from the UK's most disadvantaged areas

Manufacturing: we provided £1.2 billion in new funding
to Britain’s manufacturing businesses — helping support
a crucial sector of the UK economy

Trade: we helped business grow and trade — we supported
121,000 start-up businesses and helped more than 10,000 clients
export for the first time

Digital: we reached our target to recruit more digital champions
in local communities — we now have 23,000 colleagues helping to
build Britain’s digital capability

Read more about our 2016 performance
at www.lloydsbankinggroup.com/ProsperPlan

First-time buyers: we helped 75,000 first-time buyers, and
remained one of the largest lenders to this market in the UK but
fell short of our target to support 1 in 4 of all first-time buyers this
year. We want to remain a leading provider in this market

Lending: we increased our net lending to SME and Mid Markets
companies by £1.6 billion, despite the challenging market
conditions, meaning we missed our £2 billion Plan target' this year.
We remain open for business and committed to helping
businesses prosper in the UK and globally

Disabled colleagues: we maintained the engagement scores of
disabled colleagues at 2015 levels but didn't increase them —so
we'll do more to help them in 2017 through training, development
and our award-winning workplace adjustment programme

Senior women: our 2016 progress was below our 33 per cent
target. However we remain committed to our 2020 goal of
40 per cent women in senior roles. Our 2016 focus was on
improving our internal female talent pipeline

1 The Plan target excludes net lending to the Social Housing and CRE sectors.
Social Housing is included under a separate target in the 2016 Plan: we delivered
£955 million of new funding support.
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Our Helping Britain Prosper Plan

People, businesses and communities
across Britain are facing significant
challenges. We're helping to address
them through our Helping Britain
Prosper Plan

A plan to help Britain

We believe no other bank is better placed to help Britain prosper.
We serve approximately 25 million customers and 1 million small
businesses but we want to be more than just a bank. We want to go
beyond business as usual and help address social and economic
challenges such as Britain’s housing shortage, the skills gap in key
industries, social mobility and social disadvantage.

We are part of the fabric of Britain, visible on almost every high
street through our iconic brands. The challenges Britain faces
affect us directly, our operations and our colleagues.

Through our independent charitable Foundations, which support
thousands of charities, we help some of the most disadvantaged
people in Britain. In 2016 we invested £18.5 million in our
Foundations and our colleagues donated their skills and expertise
to help the charities they support become more sustainable.

The Plan is core to our strategy: we know from long experience that
when Britain prospers, so do we. So the Plan is an investment in our
collective long-term success. It supports our strategy to become the
best bank for customers and it's fundamental to rebuilding trust in
our brands and the sector.

Evolving the Plan

We launched the Plan in 2014, drawing on advice from our senior
leaders and many external stakeholders, including our Independent
Stakeholder Panel and Foundations, to help us shape it. These
stakeholders play a role in its continuing evolution.

Since the launch of the Plan we have achieved a lot, meeting 20 of
our 25 targets in 2014, and 27 of our 28 targets in 2015. In 2016, we
adjusted the Plan to make it more focused on what we can do best
for Britain, more ambitious and more measurable in terms of the
outcomes we want to achieve. In 2016 we achieved 20 out of our
24 targets.

Helping Britain prosper is about creating
opportunities for all to share in the
economic and social benefits of a
successful UK. As a sustainable, low-risk
business we can support this success in
many ways

Sara Weller

Independent Director and
Chairman, Responsible Business Committee

Read more about our Plan online at
www.lloydsbankinggroup.com/ProsperPlan

OUR FOCUS AREAS

HELPING PEOPLE PROSPER

We are providing more support for individuals and families
whether they are buying a home, planning for later life

or looking for a rewarding job. We are making our Group
more diverse and inclusive to reflect the Britain we serve.

Key actions

We have made good progress against our People targets.
Recognising the potential shortfall in many people’s pension
provisions, we have exceeded our target and had over 280,000
visits to our retirement planning website.

We supported 75,000 first-time homebuyers, but missed our target
to support 1in 4. We want to do more to support the whole housing
market by making first-time buyer mortgages easier to access and
by being a leading supporter of new build mortgages. Our 2017
Plan reflects this ambition. Our new mortgage lending totalled
£38.7 billion in 2016 and we are a leading supporter of the
government's Help to Buy scheme, having advanced £5.3 billion
under the mortgage guarantee element since 2013.

We continue to make progress against our target that women
hold 40 per cent of our senior roles by 2020. In 2016, despite
focusing on building a talent pipeline of female managers, we fell
slightly short of our 33 per cent senior management goal. We also
fell just short of our target to fully engage more of our disabled
colleagues but we will continue to support them through our
award-winning workplace adjustment programme and our

Progress in 2016

1in4

new build mortgages
provided in 2016

colleague network.
32.4%

of senior roles now
held by women

Supporting
mental health

We have launched a mental
health awareness campaign
for colleagues and are
introducing training so that line
managers can understand and
help those affected.
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HELPING BUSINESSES PROSPER

We are helping businesses of all types and sizes to prosper by
offering them the funding, support and encouragement they
need to grow at home or abroad. We are supporting the
transition to a low carbon economy.

Key actions

We have provided £1.2 billion of new funding support to
manufacturing businesses and, through our £5 million investment
in the Lloyds Bank Advanced Manufacturing Training Centre in
Coventry, we are helping to train the next generation of highly
skilled manufacturing apprentices, graduates and engineers.

We have helped more than 10,000 of our clients to start exporting for
the first time, exceeding our Helping Britain Prosper Plan target of
5,000 businesses a year. This puts us on course to exceed our target
of helping 25,000 businesses export for the first time, by 2020.

We increased net lending to SME and Mid Markets companies by
£1.6 billion, but fell short of our £2 billion Plan target'. Since 2011, our
net lending to SMEs has increased by 30 per cent whilst the market
has contracted 11 per cent, and since 2012 our lending to Mid
Markets companies has increased by 15 per cent, compared to a
market that has declined 3 per cent. We aim to increase lending

to the sector by £2 billion in 2017.

We also want to do more to support green business initiatives, so
we've set a new environmental target to provide funding to help

10 million square feet of commercial real estate, equivalent to seven
London Shards, become more energy efficient by 2020.

Progress in 2016

£10bn

of infrastructure
projects supported

121,000

start-up businesses
helped

Housing Growth
Partnership

Mike and Ali Afshar of AMA
Homes are one of many smaller
house building businesses
benefiting from our £30 million
Partnership with the
government.

1 The Plan target excludes net lending to the Social Housing and CRE sectors.

Social Housing is included under a separate target in the 2016 Plan: we delivered £955 million of new funding support.

Annual Report and Accounts 2016

HELPING COMMUNITIES PROSPER

We are helping communities by addressing inequality,
supporting disadvantaged people and championing
Britain's diversity.

Key actions

By working with our independent charitable Foundations we have
continued to support communities across the UK. In 2016 we gave
£18.5 million to our Foundations and have supported 3,700 charities,
which reach some of the most disadvantaged people in Britain
today.

Our colleagues completed more than 260,000 hours of volunteering
putting us on track to deliver 2.3 million hours by 2020. We are doing
more to encourage colleagues to use their skills and expertise,
though mentoring and skills-based volunteering, which accounted
for 35 per cent of all colleague volunteering hours in 2016.

In 2016 the number of Digital Champions reached 23,000 and

we have trained almost 10,000 of these to offer digital support to
people and organisations in their local communities. This means
we have achieved our Helping Britain Prosper Plan target of 20,000
Digital Champions early. We've set a new target for 2017 to train
700,000 individuals, SMEs and charities in digital skills, including
internet banking.

Progress in 2016

£955m 23,000

colleague digital
champions

new funding support
for social housing

Helping the homeless

Edinburgh charity Fresh Start
helps previously homeless people
to resettle when they find a home.
A Bank of Scotland Foundation
grant helped them to pay an
Operations Manager's salary

and fund project work.

(%
(=
S
Q
=
]

Q
(9]
=
o

o©
o
=
=

sjuswialels edueuly J,uauJeESeueL,u Sy 9dUBUJISAOD) s}jnsal |ejdueul4

UONBWIOUI JISYI0



Strategic report

Doing business responsibly

A sustainable and responsible
approach to doing business is
integral to everything we do

Responding to a changing Britain

2016 was a year of significant change in Britain and considerable
change worldwide. As Britain faces an uncertain period it is vitally
important that we help people, businesses and communities

to address the challenges they face: challenges related to housing,
employability, savings, business growth, international trade,
financial exclusion and disadvantage.

A responsible approach

Doing business responsibly is fundamental to our strategy to
become the best bank for customers, our Helping Britain Prosper
Plan, our Code of Responsibility and all of our Group policies and
standards and the future success of the business.

We are committed to sustainable development and delivering a
prosperous Britain for all. This includes working with others to deliver
relevant areas of the United Nation’s agenda, such as the Sustainable
Development Goals. As signatories to the UN Global Compact we
have pledged to embed their 10 principles, including human rights,
labour, environment and anti-corruption, into the way we operate.
Our first annual Communication on Progress will be published online
in April 2017.

We aspire to conduct business in a way that values and respects
the human rights of our colleagues, suppliers, customers and the
communities we operate in.

Our responsible approach is reflected by our continued presence
in the FTSE4Good Index and our position in the CDP Climate A list
in recognition of our transparent reporting and efforts to reduce
our emissions.

Focusing on what matters most

In 2016 we undertook a comprehensive materiality survey to analyse
and rank the responsible business issues that our stakeholders
deem most important to our business. Using a range of internal and
external sources, we identified 30 economic, social, environmental
and governance issues across eight key categories and asked
stakeholder groups to share their views: colleagues, customers,
investors, community groups, government and legislators and
special interest groups and opinion formers.

In 2016 many of the same issues as 2015 emerged as the most
material, with human rights, colleague diversity and wellbeing,
economic impact, and data privacy and security growing in
importance. The top material issues are as follows:

HOW WE RUN OUR BUSINESS

. BUILDING TRUST

. ECONOMIC IMPACT

. SERVING OUR CUSTOMERS FAIRLY

. HUMAN RIGHTS, DIVERSITY AND WELLBEING

s wN =

Visit www.lloydsbankinggroup.com/ResponsibleBusiness
for more information
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1. HOW WE RUN OUR BUSINESS

We must run our business in a responsible and sustainable manner,
complying with laws and regulations, managing and mitigating risks
and delivering sustainable returns for customers and shareholders.

.‘ v
- »

Ensuring good governance

We have an effective top-to-bottom governance structure,
providing an environment in which colleagues are encouraged

and supported to do the right thing and to work responsibly. This
governance structure includes our Group Board and the Board-level
Responsible Business Committee and cascades to every part of our
business. In 2016 we established an Executive level Responsible
Business Management Committee which reports to the Chief
Executive and is responsible for recommending and implementing
the Group's Responsible Business strategy. Read more about the
Responsible Business Committee's activity in 2016 on page 79.

Beyond regulatory compliance

Operating responsibly requires running our business in ways that
meet relevant legal and regulatory requirements. In addition, we
have a number of internal policies and procedures related to doing
business responsibly including our Ethics Policy. We support the UN's
wider development agenda, including the Guiding Principles on
Business and Human Rights. We welcome the Modern Slavery Act
and increased transparency and will publish our first Transparency
Statement on or before 30 June 2017.

Engaging with stakeholders

We know that engaging with different stakeholder groups is extremely
important. It enables us to understand the issues they face and their
expectations of the Group. Their contributions influence our
strategic thinking and also help us to shape our corporate reporting.

We held more than 1,100 meetings with investors in 2016. We
regularly engage SRI/ESG investors as well as mainstream investors
and investment analysts to provide them with information on our
performance, strategic plans and how we do business responsibly.
This year we held a number of responsible business webinars and
roadshows with investors and analysts and undertook a governance
lunch for major investors at which responsible business was actively
discussed. We also briefed ratings agencies about our performance
against our Conduct Risk Appetite Metrics. Read more on page 145.

OUR STAKEHOLDER PANEL

We've had a Panel in place since 2012 but in 2016 we
established a smaller and more focused Independent
Stakeholder Advisory Panel. It will provide informed and
constructive external challenge and advice on our Responsible
Business strategy and programmes, including the Helping
Britain Prosper Plan.

‘The Stakeholder Panel will be powerful in helping us to stay
focused on our priorities, to advise us and to challenge us to
think innovatively about emerging issues.'

Sara Weller, Chairman, Responsible Business Committee
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2. BUILDING TRUST

Our Group strategy highlights our intention to build the best team
in a responsible culture where colleagues put customers first. To
embed this culture, we need to be clear about how we expect
colleagues to behave at work.

Building a more responsible culture

We have established a clear and simple view of the culture we
want to build, which is based on our Values. Throughout 2016, we
continued to reinforce these Values and the behaviours that define
them, through our Group Culture plan. We have created a Culture
Dashboard, which helps us to monitor progress and a Group
Customer First Committee, which ensures that ‘Customer, Culture
and Conduct’ remain key considerations. We also encourage
colleagues to share their concerns, without fear of reprisal, if they
believe the codes, policies and procedures that support our
culture are being contravened. They can do this in a number of
ways, including through our Speak Up service which is managed
independently of the Group. During 2016, 286 concerns were raised
with the Speak Up team and 171 progressed to investigations. Of
the investigations completed by year end 57 per cent were upheld
and remedial action was taken where appropriate.

We have a comprehensive Anti-Bribery Policy in place which
complies with laws and regulations wherever we operate, and which
applies to all directors, colleagues, and anyone else acting on our
behalf. All colleagues, including contractors, complete annual
anti-bribery training and are encouraged to report confidentially any
instances of suspected bribery. The Group is a member of
Transparency International UK's Business Integrity Forum, a network
of major international companies committed to anti-corruption and
high ethical standards in business practices.

Making our business more transparent

We are committed to conducting our business responsibly and
dealing transparently and fairly with any queries or concerns our
stakeholders may have about our business.

We maintain regular dialogue with colleagues to assess their views.
We measure our progress in building our culture along with
colleagues’ pride in the Group through our colleague surveys. The
‘Best Bank for Customers' and the ‘Building the Best Team’ surveys
are conducted by an independent third party and provide a clear view
of colleagues’ thoughts and feelings. We use the results to inform
decisions about the Group's future direction and to support
improvement of each team’s performance. The 2016 results show that
colleagues are engaged and they believe collaboration and working
in an agile way are improving. We asked colleagues if they think
Lloyds Banking Group is a responsible business. 87 per cent of them
agreed that 'The behaviour of the people | work with is consistent
with Lloyds Banking Group's Values and Codes of Responsibility”.

We regularly provide colleagues with information on the Group's
performance and matters that concern their role, such as changes in
the economic and regulatory environment, organisational changes
and reward and remuneration. Colleagues are offered share
schemes as part of wider incentive arrangements, to encourage
shared ownership of the business. Details of how rights relating to
the control of the company attaching to such shares are exercised,
which are incorporated by reference in the strategic report, are
available on page 234.

Annual Report and Accounts 2016

Responsible lending and investment

We recognise the need to address climate change, protect
biodiversity, support local communities and ensure human
rights are protected. We assess and manage social, ethical and
environmental risk in our lending activity and the Group is a
signatory to the Equator Principles, which provide a framework
for determining, assessing and managing environmental and
social risk in project finance transactions.

We do not finance any activities prohibited by international
conventions supported by the UK government, such as the
Oslo Convention on Cluster Munitions and the Ottawa Treaty
on Anti-Personnel Landmines. Consequently, we will not enter
into credit or investment relationships with businesses believed
to be in breach of these conventions.

The management of risk for investment funds offered to customers
by Scottish Widows is effected through a robust and comprehensive
end to end governance and oversight reporting process, including

a Responsible Investment Governance Framework. This covers the
ongoing engagement process with fund managers, monitoring of
mandate adherence and onward reporting through Investment
Committees and Boards. The Group is a signatory of the
Stewardship Code and the UN Principles of Responsible Investment.
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3. ECONOMIC IMPACT

We contribute to the UK economy through our products and
services, and through the commitments in our Helping Britain
Prosper Plan. We also make a positive economic impact as a major
employer and purchaser.

Sustainable business performance and growth
During 2016 we have made good progress against our strategic
priorities whilst delivering strong financial performance. Our cost
leadership and lower risk positioning provide competitive
advantage. Our differentiated, UK focused business model
continued to deliver for customers and shareholders.

Operating sustainably and responsibly is critical to the long-term
success of the business and creating value for our stakeholders,
and benefits the wider UK economy.

Making an economic contribution to Britain

We make a significant direct and indirect contribution to the
economy. We employ approximately 75,000 colleagues (full time
equivalent). We are helping to create additional jobs and bring
talented people into our business through our Graduate and
Apprenticeship Schemes. We've created more than 4,000
apprenticeships since we launched our Apprenticeship scheme

in October 2012. We run a sector-leading and award-winning
programme, offering a broad range of apprenticeships at all levels,
including a degree-level apprenticeship in IT and Digital. In 2016,
we provided a further 1,000 new roles, a third of which have been
offered to external candidates from the UK's most disadvantaged
areas. We have committed to create 8,000 new apprenticeships by
2020, as part of our Helping Britain Prosper Plan.
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Strategic report

Doing business responsibly continued

Our approach to tax

The Group continues to be one of the largest contributors to
UK tax revenues. We were ranked as the highest payer of UK
taxes in the most recent PwC Total Tax Contribution Survey for
the 100 Group which is broadly the FTSE100 and some large
UK private companies, having paid £1.8 billion in 2015.

In 2016, we paid £2.3 billlion in tax. We are also a major tax collector,
gathering £2 billion on behalf of HMRC in 2016 (2015: £2.2 billion).

Our approach to tax is governed by a Board-approved Tax Policy
which we have discussed with HMRC. We comply with the HMRC
Code of Practice on Taxation for Banks and the Confederation of
British Industry’s Statement of tax principles. We do not interpret
tax laws in a way that we believe is contrary to the intention of
Parliament, and we do not promote tax avoidance products to
our customers.

Tax paid in 2016: £2.3 billion
‘ I Corporation tax: £676m
N Bank levy: £253m
I Bank surcharge: £118m

I Irrecoverable VAT: £710m
Employers NIC: £375m

, I Business rates, stamp duties and other levies: £163m

Helping businesses trade

During 2016, we helped more than 10,000 of our clients to start
exporting for the first time, exceeding our Helping Britain Prosper
Plan target of 5,000 businesses a year. This puts us on course to
exceed our target of helping 25,000 businesses export for the first
time, by 2020.

OUR TRADE PORTAL

Businesses who want to trade internationally can use our new
International Trade Portal to access a wealth of practical
information and advice. We also make it easy for them by
linking with 100 partner banks outside the UK and we have
launched a marketing campaign promoting the benefits of
doing business internationally.

Supporting manufacturing and infrastructure
In 2016 we exceeded our target to support £10 billion of
infrastructure projects within the Group's National Infrastructure
Plan. Projects supported include finance provision for the Port of
Dover, with the creation of its new cargo terminal, the Beatrice
Offshore Windfarm, one of the largest private investments ever
made in Scottish infrastructure, and the creation of a wood pellet
power plant in Teesside which will generate enough electricity to
power 600,000 homes.

We've provided £1.2 billion of new funding support to UK
manufacturing businesses in 2016. We have also committed a

£5 million sponsorship over five years to the Lloyds Bank Advanced
Manufacturing Training Centre, where over 1,000 apprentices,
graduates and engineers will acquire valuable specialist
manufacturing skills by 2020, to help secure a pipeline of

new talent into UK manufacturing.
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4. SERVING OUR CUSTOMERS FAIRLY

We serve a diverse customer base through many different channels.
Ensuring our products and services are accessible and suitable to
the individual needs of our customers is at the heart of everything
we do; consistently offering the best experience, providing
products and services when they need our support.

Protecting our customers

We protect our 25 million customers including those who bank
digitally, using state of the art security measures, including secure
log-on and log-off features as well as systems that detect possible
anomalies in calls we receive and highlight fraudulent payments in
real time. We help customers keep themselves safe by providing
best practice information and championing public information
campaigns, such as Take 5.

We are a strategic partner of Get Safe Online, a joint initiative
between the government, the National Crime agency and many
public and private sector organisations. In 2016, we made a
significant contribution to the Joint Fraud Task Force, which brings
together government, law enforcement and industry partners to set
a strategic direction for fraud prevention measures. In London, the
Task Force has spearheaded the Banking Protocol, enabling bank
colleagues to request immediate police support when they believe
that customers are being targeted by fraudsters. We will champion
the Protocol’s national rollout in 2017.

Tackling money laundering and terrorist financing
We take steps to make sure our products are not used for criminal
purposes such as money laundering and terrorist financing, in liaison
with legislators and regulators. We undertake due diligence on
customers throughout the duration of their relationship with us, and
monitor unusual activity on all accounts using advanced technology
to detect potential criminal activity. If we spot anything suspicious
we take immediate and appropriate action. All our colleagues are
aware of our Anti-Money Laundering and Counter Terrorist Policy
and have access to training to help them understand what is
required of them.

Widening financial inclusion and supporting

vulnerable customers

We want to do more to help customers who are financially excluded
or at risk of becoming so. Our financial inclusion strategy, launched
in 2014, focuses on four themes: providing accessible products and
services that meet customers’ needs; improving awareness and
understanding of the impacts of financial exclusion across the bank;
working in partnership with and signposting to other organisations
that might be better suited to meet customer needs; and continuing
to invest in financial education.

Opening a basic bank account can be the first step towards financial
inclusion for many customers. In 2016, we provided almost 350,000
(2015: over 300,000) new basic bank accounts and also helped
70,000 customers upgrade from basic to more mainstream
products. We also recognise that not having the right ID can be

a major barrier to opening an account, so we aim to treat each
customer as an individual, and ensure our colleagues have ways to
accept many different forms of ID, in order to help them onto the
banking platform. We know we have more to do to achieve this level
of personal service.
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CREDIT UNIONS

As part of our commitment to help financially disadvantaged
people across Britain, we announced a further £1 million to
support 21 credit unions in January 2016, the third stage of our
£4 million four year commitment. Our support should allow
each credit union to lend additional funds, resulting in an
increase in sustainable sector lending of around £20 million
from 2014 to 2017.

Digital technology also offers an important opportunity to make
financial services more accessible. Almost 6 million adults in the UK
have never used the internet and just under 50 per cent of charities
and more than 1 million small and medium-sized businesses lack
basic digital skills. Increasing digital capability is one of the most
important factors that will drive financial inclusion over the coming
years, so we aim to use our expertise and reach to promote wider
understanding and access, as shown in our Lloyds Bank Consumer
Digital Index which surveys 1 million customers.

We have improved our services for customers who are disabled or
have suffered bereavement and work with third sector organisations
such as Macmillan to support customers affected by cancer. We
provide assistance for customers with mental health problems or
dementia, and run dementia awareness training for branch and
telephony colleagues. This year, we also reviewed our digital services,
together with the charity Abilitynet, to ensure we provide the best

service for our 4 million vulnerable customers who bank with us online.

Improving customer experience and satisfaction
Improving our customers’ experience of and satisfaction with

our products and services is central to our Customer Journey
Transformation (CJT) initiative. CJT involves rethinking and
redesigning customer journeys to meet our customers’ evolving
needs, particularly as digital becomes more mainstream in the

way people and businesses bank.

We have improved the customer experience in branch and online
using digital. We opened more than 40,000 savings accounts in our
branches using digital technology this year, saving customers as
much as 20 minutes of their time. We introduced processes to make
banking faster and easier, including ‘selfie’ verification for account
applications and video meetings and live webchat support for
mortgage and remortgage applicants. Our in-house customer
innovation labs tested more than 30 new technologies and services
with our customers in 2016 including ‘smart’ customer alert services
and new ways to upload documents digitally.

Dealing with customer complaints

In 2016 we emphasised the need to identify, understand and eradicate
the root causes of customer complaints. We encourage colleagues to
share ideas about how to remove the issues that drive complaints and
improve customers' experience. When customers do complain, we
resolve complaints as quickly as possible, focusing on achieving fair
outcomes. Where a complaint is referred to the Financial Ombudsman
Service, they tend to agree with our decisions in the majority of cases.

We welcome the changes the Financial Conduct Authority has
made to complaint classification and reporting, which came into
effect from 30 June 2016. These changes ensure a transparent
approach to complaints reporting, ensuring that businesses are
clear on the root causes of customer dissatisfaction, and that the
volume of complaints that businesses receive are contextualised
to the size of the organisation.

The impact we're making

Gold rated

by the Business Disability Forum
for our work with customers
and colleagues
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5. HUMAN RIGHTS, DIVERSITY
AND WELLBEING

We believe that everyone should have the opportunity to reach
their full potential at Lloyds Banking Group —whatever their role
or background. Our aim is to build a bank that represents modern
Britain where colleagues' talents are recognised, and their human
rights are respected. We aim to align our activity and policies with
international best practice and recognised standards, such as the
UN Declaration on Human Rights.

-

Promoting equal opportunities and

Inclusion & Diversity

We widen and promote Inclusion & Diversity (I&D) through

our Group Executive Committee, executive level I&D sponsors,
quarterly 1&D forum and I&D Operational committee, which
oversees implementation of our strategy. During 2016,

we launched a new Group-wide ‘everyone’ campaign to explain
the relevance and importance of inclusion to all colleagues,
introduced our new 'Family Matters’ network for parents and
carers and re-launched our REACH (Race, Ethnicity and Cultural
Heritage) network.

We became the first UK company to include gender dysphoria

in our Private Medical Benefit provision and were ranked number
one private sector employer in the Stonewall Top 100. The Group
was also named a Times Top 50 Employer for Women and Top 10
Employer for Working Families.

Occupational health, safety and wellbeing

We provide access to comprehensive online tools to support
common health topics, such as fitness, smoking, diet and mental
health. We also issue monthly colleague newsletters on relevant
issues and support national health and wellbeing campaigns
such as National Worklife Balance Week. In November we held a
Mental Health and Wellbeing week. We are now working with our
new charity partner, Mental Health UK, to create an environment
which is fully inclusive and supportive of colleagues living with
mental health conditions.

Working in partnership with external, market leading specialists, we
support colleagues’ health and wellbeing by providing access to an
Occupational Health Service, an Employee Assistance Programme
(EAP) and company paid private medical cover. Colleagues can
obtain independent advice through the EAP and also have access
to our award-winning Issue Resolution Scheme.

The impact we're making

86%

of colleagues believe
the Group is an inclusive
place to work

25,000

members of our five
colleague diversity
networks
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Strategic report

Doing business responsibly continued

Our inclusion and diversity data

2016 2015
Gender
Board members Male 10 10
Female 3 3
Senior managers' Male 5,019 5,561
Female 2,317 2,405
Colleagues' Male 32,669 34,602
Female 43,519 46,920
Ethnicity
Percentages of colleagues from
an ethnic minority 7.9% 6.8%
Ethnic minority managers 6.4% 6.4%
Ethnic minority senior managers 4.8% 3.7%
Disability
Percentage of colleagues who
disclose they have a disability 2.2% 1.1%
Sexual orientation
Percentage of colleagues who
disclose they are lesbian, gay,
bisexual or transgender 1.5% 1.2%

1 Colleague scope of reporting: UK payroll headcount includes established and fixed
term contract colleagues. Excludes parental leavers, Non-Executive Directors,
contractors, temp, agency and internationals.

Seniors Managers: Grades F+
Managers: Grade D-E

Data source: HR system (HR Online). Apart from gender data, all diversity information is
based on colleagues’ voluntary self-declaration. As a result this data is not 100 percent
representative; our systems do not record diversity data for the proportion of colleagues
who have not declared this information.

RESPONSIBLE BUSINESS
PERFORMANCE

In addition to the issues highlighted as most material by our
stakeholders, we also report annually on other aspects of
responsible business, which we regard as integral to our operations.

Developing and rewarding our colleagues

We want to ensure that every colleague feels valued and
empowered to thrive in a truly inclusive business. We offer a
competitive and fair reward package that supports our aims as a
responsible business. After a detailed review in 2015 of the variable
pay arrangements used to incentivise customer-facing colleagues,
variable pay for colleagues in the Retail division is no longer linked
to individual or branch level sales or product targets. To build on
these changes, a single variable pay arrangement was introduced
for these colleagues in 2016. Customer-facing colleagues in Retail
are now incentivised by reference to balanced scorecard metrics
with clearly identified performance descriptors, in line with the
Group annual bonus plan approach. These changes ensure that
colleagues are rewarded for action and behaviour which puts
customers first. We have recognition agreements with two trade
unions, Accord and Unite, which collectively negotiate and consult
on behalf of around 95 per cent of our colleagues.

Learning and development

All colleagues have access to our learning management system,
Discover Learning, and with the launch of our Career Development
Resource Centre it is now even easier for them to access learning
materials to develop in their current roles or for career moves.
During 2016, colleagues logged-in more than 11 million times;
overall, almost 480,000 days of formal training were undertaken, an
average of 6 days per colleague. In addition, 30,000 active learners
use e-learning provided by one of our partners, Skillsoft.

We launched the Group's Digital Academy, a suite of learning
modules available to all colleagues supporting our aim of creating
the most digitally capable workforce in Financial Services. In the
first six months this received 15,500 colleague visits. We also
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launched a Personal Learning Calendar which focuses on a relevant
topic each month such as delivering the best customer experience.

An average of 77 per cent of the colleagues who participated in this
year's ‘Building the Best Team Survey’, responded favourably to
questions about training confirming that they believe they get the
training and development needed to do their job effectively and
meet customer demands. This is an increase of 2 per cent from last
year, putting us 15 per cent above the UK average.

Throughout 2016, we continued to support colleagues studying for
professional qualifications and contributed to the developing work
of the Banking Standards Board, including their independent
research into, and subsequent Report on, ‘Professionalism

in Banking".

Supporting line managers and senior leaders
We have continued to develop our Line Manager Academy to
meet the changing needs of our line manager population. During
the year colleagues attended Academy training programmes more
than 3,200 times. Our Leadership Academy provides senior leaders
with relevant development solutions. In 2016 we developed five new
Programmes for the Academy which together attracted almost

300 attendees. In March 2016 we launched our Strategic Leaders
Programme which supports our senior 175 leaders in the Group
with the aim of driving the culture we need to be the best bank

for customers.

Support for disabled colleagues

We are committed to being a more disability confident employer.
More than 5,000 colleagues disclosed a disability in our most recent
colleague survey. We also potentially serve around six million
customers affected by disability or long-term health issues. We are
recognised as a leading employer for disabled people with cutting
edge practices for customers and colleagues; in 2016 we won a
Business Disability SMART Award for the third year running for our
workplace adjustments process and were highly commended for
our colleague disability network. We have a range of programmes
to support colleagues who become disabled or develop a
long-term health condition. Our workplace adjustments process,
which includes physical equipment, has supported over 18,000
colleagues to date.

Since 2002 we have been running Personal Development and
Career Development Programmes for disabled colleagues. 1,500
of our colleagues have completed this programme to date.

We aim to appoint the best person available into any role and to
attract talented people from diverse backgrounds. We encourage
and give full and fair consideration to job applications from people
with a disability and are unbiased in the way we assess, select,
appoint, train and promote people. We offer a guaranteed interview
scheme for candidates who declare a disability and meet the
minimum requirements of the role. We continue to run a work

a Disability Work Experience Programme in partnership with
Remploy. This is one of the largest disability-focused work
experience initiatives in the financial services sector.

Agile working

As a founder member of a group of leading employers supporting
workforce agility in the UK, we've been looking closely at ways to
become more agile as an organisation over the past 18 months. To
bring agile working to life we launched a ‘Getting Smart about Agile
Working' campaign, which had a high profile across the whole
Group. Our most recent survey indicates that over 26,000 of our
colleagues work in an agile way. In 2016 we've also implemented a
new job sharing website, a new approach to agile hiring and agile
working training for all colleagues.

The impact we're making

26,000 4,000

members of our colleague
disability network 'Access'

colleagues work
in an agile way
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Managing and reducing our
environmental impacts

Our ability to help Britain prosper is inextricably linked to wider
environmental issues. Man-made climate change and global
trends, such as resource scarcity, extreme weather and rising
energy and commaodity prices, have an impact on our stakeholders
and our own operations. We are committed to managing our direct
environmental impact and reducing our greenhouse gas emissions.
We manage our impacts through our Environmental Action Plan,
which focuses on reducing risk and creating value through
improved efficiency.

Our emissions

This year our overall carbon emissions, measured in CO, equivalent
tonnes (CO,e), have decreased by 12.95 per cent year-on-year

and by 38.83 per cent against our 2009 baseline. This is mainly
attributable to the reduction in consumption of gas and electricity
(which make up the largest proportion of our emissions) and our
energy optimisation programme. Read more about our emissions
in the Directors' report on page 81.

CO_e emissions
2 Oct2015-  Oct2014—  Oct2013—

Sept2016  Sept2015'  Sept 2014’
344,316 @ 395,554 437,721
52,438 @ 57,255 59,856
205,127 @ 239,721 261,623
86,752 @ 98,579 116,242

Total CO,e tonnes
Total scope 1
Total scope 2
Total scope 3

1 Restated 2013/2014 and 2014/2015 emissions data to improve the accuracy of reporting,
using actual data to replace estimations.

Emissions in tonnes CO,e in line with the GHG Protocol Corporate Standard (2004).
We are in the process of transitioning to the revised Scope 2 guidance.

Criteria used to measure and report Scope 1, 2, 3 emissions is provided in the
Lloyds Banking Group Reporting Criteria statement available online at
www.lloydsbankinggroup.com/ResponsibleBusiness.

Scope 1 emissions include mobile and stationary combustion of fuel and operation
of facilities.

Scope 2 emissions have been calculated using a location based methodology,
as set out by the GHG Protocol.

Supporting the low carbon economy

We continue to develop products and services to support
customers' transition to a lower carbon, more resource efficient
economy. Since 2014 we have launched two Environmental, Social
and Governance (ESG) bonds totalling £500 million. Lloyds Bank
became the first UK bank to develop an ESG deposit scheme

in response to client demand to invest in products that create
positive impacts.

In March 2016 Lloyds Bank launched its innovative £1 billion Green
Loan Initiative for commercial real estate lending. The initiative — the
first of its kind in the UK — provides clients with loans at discounted
margins to help incentivise energy efficiency and finance investment
in green buildings. We completed the first tranche of deals in the
second half of 2016, totalling £72 million, and have helped borrowers
like HPH, a Bath-based property company with a diverse property
portfolio, to fund energy efficiency projects. We have now set a
target in our Helping Britain Prosper Plan to fund 10 million square
feet of commercial real estate to become more energy efficient by
2020, the equivalent of seven London Shards.

In 2016 our UK-based team was responsible for financing renewable
projects with a combined capacity of more than 1.78GW. Globally,
our investments in renewable energy are in excess of 74GW in
capacity and cover solar, offshore and onshore wind, waste to
energy and biomass.

In 2016 Lloyds Bank played a key part in financing a major offshore
wind farm off the Norfolk coast, with operations in Grimsby. Race
Bank will provide enough energy to power 400,000 homes with a
potential capacity of 573MW. It is anticipated the project, when in
operation, will create more than 100 jobs associated with building
and maintaining turbines for the Humber region.

@ indicatoris subject to limited ISAE3000 (revised) assurance by Deloitte LLP for the 2016
Annual Responsible Business Reporting. Deloitte’s 2016 assurance statement and the 2016
Reporting Criteria are available online at www.lloydsbankinggroup.com/RBdownloads.

Annual Report and Accounts 2016

Supporting communities and tackling
social disadvantage

We are an integral part of communities across the UK and believe
we are in a unique position to help them prosper through our
community programmes and investment. These programmes

are focused on three themes: education, employability and
enterprise. Our total community investment in 2016 was over

£63 million @ which includes our colleagues’ time, direct donations
and the money we give to our independent charitable Foundations.
The Foundations receive a share of the Group's profits annually.

THE FOUNDATIONS

We want to do more to help tackle disadvantage through our
independent charitable Foundations. Our England and Wales
Foundation is the UK's largest corporate foundation. Since
1985, we have given almost £600 million to tackle disadvantage
in communities across the UK.

£18.5m

given to our Foundations in 2016

Our charity of the year

In 2016 we raised £6.1 million @ for our charity of the year, BBC
Children in Need. This brings the total raised over our two year
partnership to more than £12.5 million. The money we have raised
will make a significant impact across the UK.

In 2017 we will begin a two year partnership with Mental Health UK,
a collaboration of four national mental health charities. Our target
is to raise £4 million to help develop and launch the first helpline
dedicated to supporting people experiencing mental health and
money management issues. We plan to use the partnership to
further improve the awareness and management of mental health
within the organisation, and to help our frontline colleagues to
improve their service to customers.

Engaging with our stakeholders

Working with our suppliers

We are working together with our suppliers and others in our supply
chain to ensure we source goods and services in ways that are
responsible, sustainable and mutually beneficial. Our supply base
comprises around 4,000 companies supplying us mainly with
services, ranging from HR and recruitment through to marketing
and legal advice. We also buy products to enable us to operate our
banking services such as IT hardware and property-related goods.
In 2016, we reduced our supplier expenditure to £5.3 billion from
£5.8 billion in 2015. 94 per cent of this was spent with suppliers
based in the UK.

Supporting regional prosperity

Our Group Ambassador Programme supports our ambition to
enable social and economic prosperity in all parts of the UK. Our
ten Ambassadors, who are all senior colleagues, have a mandate
from the Group Chief Executive to support economic and social
development across the whole of the UK. They work with politicians,
government officials, regional development agencies and local
enterprise partnerships as well as local councils to help achieve this.
In 2016 the Ambassadors have worked on three core themes:
housing, the rural economy and agriculture, and education and skills
with a supporting focus on digital.

The impact we're making

97%

of supplier invoices paid within 30 days
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Strategic report

Risk overview

Effective risk management,
governance and control

As a Group, managing risk effectively is fundamental to our strategy
and to operating successfully. We are a simple, low risk, UK focused,
retail and commercial bank with a culture founded on a prudent
through-the-economic-cycle appetite for risk.

A strong risk management culture is crucial for sustainable growth
and within Lloyds it is at the heart of everything we do.

Our approach to risk is founded on an effective control framework
which guides how our colleagues approach their work, the way they
behave and the decisions they make. Risk appetite — defined as the
amount and type of risk that we are prepared to seek, accept or
tolerate —is approved by the Board and is embedded within
policies, authorities and limits across the Group.

Achievements in 2016

As a Group we have continued to deliver against our strategic
priorities in 2016, simplifying and strengthening the business whilst
growing in targeted areas. Risk has created a strong foundation to
enable this progress, ensuring we react appropriately to the ever
changing macro-economic and regulatory environment. Our
prudent risk culture and appetite, along with close collaboration
with the business, has enabled effective decision making and the
achievement of a number of risk related deliverables in the year.
These included:

Conduct

The Group's conduct strategy programme was fully implemented
in 2016, embedding conduct into the everyday management of our
business, ensuring that we retain a consistent and relentless focus
on delivering improved customer outcomes through an open
transparent culture.

RISK AS A STRATEGIC DIFFERENTIATOR

Capital strength

The Group continues to maintain a strong capital position, with

a pro forma CET1 ratio of 13.8 per cent, through a combination of
strong statutory profit driven by good underlying profit and lower
PPI, along with lower risk-weighted assets. Risk-weighted assets
reduced by 3 per cent to £216 billion, reflecting the continued
de-risking of the portfolio, and were primarily driven by active
portfolio management including asset sales, an improvement

in asset quality and capital efficient securitisation activity.

The Group was also subject to the UK stress testing run
by the Bank of England; passing on all levels, with no capital
inadequacies identified.

Asset quality

Effective risk management ensured asset quality remained strong
with no deterioration in the underlying portfolio. The impairment
charge increased to £645 million (2015: £568 million) with the asset
quality ratio increasing slightly to 15 basis points, but this was largely
due to lower provision releases and write-backs. The gross asset
quality ratio remained unchanged at 28 basis points. Our prudent
risk appetite and robust risk management framework were also
reflected in impaired loans, which reduced by over £1 billion to
£8.5 billion, and the impaired loans ratio, which continued to fall
and is now below 2 per cent.

Group strategy and risk appetite are developed together to ensure one informs the other to deliver on our purpose to help Britain prosper

whilst becoming the best bank for customers.

Risks are identified, managed and mitigated using our comprehensive Risk Management Framework (RMF), (see page 27) and our clearly
defined risk appetite, embedded in policies, authorities and limits provides a clear framework for effective business decision making.
The principal risks we face, which could significantly impact the delivery of our strategy, are discussed on pages 28 to 31.

We believe effective risk management can be a strategic differentiator, in particular:

Prudent approach to risk

Implementing a prudent approach to risk appetite across the Group, aligned to the embedding of a strong risk culture, driven both from
the top and across the wider business, ensures we operate within risk appetite.

Strong control framework

The Group's RMF acts as the foundation for the delivery of effective risk control and ensures that the Group risk appetite is continually

developed and adhered to.

Business focus and accountability

Effective risk management is a key focus and is included in key performance measures against which individual business units are
assessed. The business areas in the first line of defence are accountable for risk but with oversight from a strong and importantly

independent, second line of defence Risk Division.

Effective risk analysis, management and reporting

Continuing to deliver close monitoring and stringent reporting to all levels of management and the Board on a regular basis ensures
appetite limits are maintained and subject to stressed analysis at a risk type and portfolio level.

Sustainable growth

Embedding a risk culture that ensures proactive support and constructive challenge takes place across the business is important

for delivering sustainable growth.
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Risk governance

The Board approves the Group's overall RMF and sets risk appetite,
both of which are designed to ensure that we manage our risks in
the right way to achieve our agreed strategic objectives. It has a
dedicated Risk Committee of Non-Executive Directors who keep
the design and performance of the Group’s RMF under close

and regular scrutiny and interact closely with the executive risk
management committee operating at Group Executive Committee
level. The Board and senior management encourage a culture of
transparency and openness to ensure that issues are escalated
promptly to them where required.

The Board approved RMF and risk appetite are put into effect using
an enterprise-wide framework which applies to every area of the
business and covers all types of risk. The framework is designed

to ensure we follow a consistent approach to risk management

and reporting throughout the Group, so that all risks are fully
understood and managed in relation to our agreed risk appetite.

It includes our policies, procedures, controls and reporting.

A high level structure is shown in the diagram below.

The framework is reviewed, updated and approved by the Board at
least annually to reflect any changes in the nature of our business

Accountability for ensuring risk is
managed consistently with the Risk
Framework approved by the Board @

Setting risk appetite and strategy. Approval
of the risk management framework and
Group-wide risk principles

Review risk appetite, frameworks and principles
to be recommended to the Board. Be exemplars of
risk management

Determined by the Board and Senior
Management. Business units formulate their
strategy in line with the Group's risk appetite

Supporting a consistent approach to
Group-wide behaviour and risk decision making.
Consistency is delivered through the policy
framework and risk committee structures

Monitoring, oversight and assurance
ensures effective risk management
across the Group

Defined processes exist to
identify, measure and control
our current and emerging risks

In line with our Codes of
Responsibility. Culture
ensures performance, risk
and reward are aligned

Risk-specific needs
defined in detail for
implementation by
each business

Management

Risk appetite

Governance frameworks

Three Lines of Mandate of the

defence model

Risk identification,
measurement
and control

Risk monitoring,
aggregation and

Risk resources

Risk culture and capabilities

Primary risk drivers

Annual Report and Accounts 2016

and external regulations, law, corporate governance and industry
best practice. This helps us to ensure we continue to meet our
responsibilities to our customers, shareholders and regulators.

Our risk appetite and the policy framework define clear parameters
within which our business units must operate in order to deliver the
best outcome for customers and stakeholders. An updated risk
appetite statement was approved by the Board in 2016.

The Board delegates authorities for risk management through
the Group Chief Executive and the management hierarchy to
individuals, an approach which is consistent with the focus of

the Senior Managers and Certification Regime (SM&CR) on the
principle of individual accountability. At a senior level, executives
are supported in their decision making by a committee-based
governance structure. The concept of individual accountability
for risk management is embedded in the RMF and culture at
every level, and guides the way all employees approach their
work, behave and make decisions.

An important element of the framework is the maintenance
of strong internal controls which are owned and operated by
individual business areas. The Group's risk governance
arrangements supported the effective implementation of the
requirements of the SM&CR which came into force in 2016.

Confirmation of the effectiveness
of the Risk Framework and
@ underlying risk and control

Board Authorities

Through Board-delegated Executive
Authorities there is effective oversight of risk
management consistent with risk appetite

The Risk Appetite Framework ensures
our risks are managed in line
with our risk appetite

Supports a consistent approach
to enterprise-wide behaviour
and decision making

Maintains a robust control framework,
identifying and escalating emerging risks

Risk Division and supporting sustainable growth

Carried out by all three
lines of defence and is an
integral part of our control

reporting effectiveness assessment

Processes and infrastructure
are being invested in to

further improve our risk
management capabilities

Risk-type specific
sub-frameworks
e.g. credit risk
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Strategic report

Risk overview continued

The most significant risks which could
impact the delivery of our long-term
strategic objectives and our response,
are detailed below

The Group has considered many of the potential implications
following the UK's vote to leave the European Union and the
impact to its customers, colleagues and products — as well
as legal, regulatory, tax, finance and capital implications.

PRINCIPAL RISKS

Continued uncertainty surrounding the political and
macroeconomic environment remains but the potential impacts
of external factors have been considered in all principal risks and
uncertainties to ensure any material uncertainties continue to

be monitored and are appropriately mitigated.

Principal risks and uncertainties are reviewed and reported
regularly and no new risks have been identified in the year.

KEY MITIGATING ACTIONS

Credit risk

The risk that customers and/or other counterparties whom we have
either lent money to or entered into a financial contract with, or other
counterparties with whom we have contracted, fail to meet their
financial obligations, resulting in loss to the Group.

Adverse changes in the economic and market environment we operate in

or the credit quality and/or behaviour of our customers and counterparties
could reduce the value of our assets and potentially increase our write downs
and allowances for impairment losses, adversely impacting profitability.

Example:

— Whilst we have a deep understanding of credit risks across our commercial,
mortgage and other portfolios; a changing economic environment, e.g. interest
rate rises, can impact on customer affordability and therefore our performance.

- Credit policy, incorporating prudent lending criteria, aligned
with Board approved risk appetite, to effectively manage risk.

— Robust risk assessment and credit sanctioning to ensure we
lend appropriately and responsibly.

— Extensive and thorough credit processes and controls to ensure
effective risk identification, management and oversight.

— Effective, well-established governance process supported
by independent credit risk assurance.

— Early identification of signs of stress leading to prompt action
in engaging the customer.

Regulatory and legal risk

The risks of changing legislation, regulation, policies, voluntary codes of
practice and their interpretation in the markets in which we operate can have

a significant impact on the Group's operations, business prospects, structure,
costs and/or capital requirements and ability to enforce contractual obligations.

Examples:
— Increased regulatory oversight and Prudential regulatory requirements.

—Increased legislative requirements, such as ring-fencing legislation.

— Ensure we develop comprehensive plans for delivery of all legal
and regulatory changes and track their progress. Group-wide
projects implemented to address significant impacts.

— Continued investment in people, processes, training and IT to assess
impact and help meet our legal and regulatory commitments.

— Engage with regulatory authorities and industry bodies on
forthcoming regulatory changes, market reviews and investigations.

Conduct risk

Conduct risk can arise from a number of areas including selling products

to customers which do not meet their needs; failing to deal with customers'’
complaints effectively; not meeting customers’ expectations; and exhibiting
behaviours which do not meet market or regulatory standards.

Example:
— The most significant conduct cost in recent years has been PPl mis-selling.

- Conduct risk appetite metrics provide a granular view on how
our products and services are performing for customers.

- Product approval, review processes and outcome testing
supported by conduct management information.

— Learning from past mistakes through root cause analysis and
clear customer accountabilities for colleagues, with rewards
driven by customer-centric metrics.

— The development of a refined framework for addressing thematic
issues impacting customers in vulnerable circumstances.

Operational risk

We face significant operational risks which may result in financial loss,
disruption of services to customers, and damage to our reputation. These
include the availability, resilience and security of our core IT systems and
the potential for failings in our customer processes.

Examples:

—Aresilient IT environment is critical to providing reliable services to
customers and enabling sustainable growth.

— The dynamic threat posed by cyber risk on the integrity of electronic
data or the availability of systems.

— Continual review of our IT environment to ensure that systems
and processes can effectively support customers’ requirements.

- Enhancing the resilience of systems that support critical business
processes with independent verification of progress on an
annual basis.

- Investing in enhanced cyber controls to protect against external
threats to the confidentiality or integrity of electronic data, or the
availability of systems and responding to findings from third
party industry testing.

People risk

Key people risks include the risk that we fail to maintain organisational skills,
capability, resilience and capacity levels in response to increasing volumes
of organisational, political and external market change.

Example:
— Inability to attract or retain colleagues with key skills could impact the
achievement of business objectives.

— Focused action to attract, retain and develop high calibre
people. Delivering initiatives which reinforce behaviours to
generate the best outcomes for customers and colleagues.

—Managing organisational capability and capacity to ensure there
are the right skills and resources to meet our customers’ needs.

— Effective remuneration arrangements to promote appropriate
colleague behaviours and meet regulatory expectations.
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KEY RISK INDICATORS  ALIGNMENT TO STRATEGIC PRIORITIES AND FUTURE FOCUS

Impairment charge Delivering sustainable growth @ Read more on page 124
2016 D £645m

2015 £568m We have a conservative and well balanced UK credit portfolio, managed through the economic cycle
and supported by strong credit portfolio management.

Impaired assets Credit risk decisions are consistent, fair and responsible, taking account of customers’ circumstances.
2016 D  £5,95m We support sustainable growth and meet our targets in the Helping Britain Prosper Plan while staying

within prudent risk appetite.
2015 £9,590m A , A A
Impairments remain below long term levels and are expected to increase as the level of write-backs

and releases normalise. Emerging credit risks that have the potential to increase impairment include
the global and UK economic environment, in particular increasing interest rates, as it can impact
customer and counterparties’ affordability.

s}jnsal |ejdueul4

Ml ACISISCELEL AN Delivering sustainable growth @ Read more on page 166
investment spend

9dUBUJISAOL)

2016 D) 555m We are committed to operating sustainably and responsibly, and commit significant resource
2015 £454m  @nd expense to ensure we meet our legal and regulatory obligations.

We respond as appropriate to impending legislation and regulation and associated consultations
and participate in industry bodies. We continue to be subject to significant ongoing and new
legislation, regulation and court proceedings.

Conduct risk appetite metric Creating the best customer experience @ Read more on page 145 Z
performance-Group 3
2016 I  52.1% As we transform and simplify our business, minimising conduct risk is critical to achieving our strategic %
' goals and meeting market and regulatory standards. Q
2015 87.4% g
The successful transition of our customer-focused Conduct Strategy into Business as Usual, following o
robust review by the Group Customer First Committee, supports our vision of being the best bank for -
customers, enabling the creation of the best customer experience through learning from past mistakes.
-
Availability of core systems Creating the best customer experience @ Read more on page 152 5
2016 N  99.97% 8
2015 99979 We recognise that resilient and secure technology is critical to creating the best customer experience o
and maintaining trust across the wider industry. %
The availability and resilience of IT systems remains a key strategic priority and the Cyber programme %
continues to focus on enhancing cyber security controls. The control environment is regularly assessed 2
through internal and third party testing.
Best bank for customers index Creating the best customer experience @ Read more on page 168 Q
2016 D 78% 6]
2015 78% Continued regulatory change relating to personal accountability and remuneration rules could affect the 5
Group's ability to attract and retain the calibre of colleagues required to meet our changing customer g
needs. We continue to focus on developing colleagues, their capabilities and skills in order to create the 3
best customer experience and to respond quickly to the rapidly evolving change in customers’ decision 5
S5

making, in an increasingly digital marketplace.

1 This key risk indicator is also a key performance indicator (KPI).
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Risk overview continued

PRINCIPAL RISKS KEY MITIGATING ACTIONS

Insurance risk

Key insurance risks within the Insurance business are longevity, persistency and — Processes for underwriting, claims management, pricing
property insurance. Longevity risk is expected to increase as our presence in the and pl’OdUCfE dESign seek to control exposure. Lpngevity
bulk annuity market increases. Longevity is also the key insurance risk in the Group's and bul'k'pncmg experts support the bulk annuity
Defined Benefit Pension Schemes. proposition.

— The merits of longevity risk transfer and hedging solutions
are regularly reviewed for both the Insurance business and
the Group's Defined Benefit Pension Schemes.

— Property insurance exposures are mitigated by a broad

— Uncertain property insurance claims impact Insurance earnings and capital, e.g. extreme reinsurance programme.
weather conditions, such as flooding, can result in high property damage claims.

Examples:
—Increases in life expectancy (longevity) beyond current assumptions will increase
the cost of annuities and pension scheme benefits.

Capital risk

The risk that we have a sub-optimal quantity or quality of capital or that capital — A comprehensive capital management framework

is inefficiently deployed across the Group. that sets and monitors capital risk appetite, including

dividend policy appropriately.

Example: . ) ) ) ) — Close monitoring of capital and leverage ratios to ensure

- A worsening macroeconomic environment could lead to adverse financial we meet current and future regulatory requirements.
performance, which could deplete capital resources and/or increase capital — Comprehensive stress testing analysis to evidence
requirements due to a deterioration in customers’ creditworthiness. capital adequacy under various adverse scenarios.

Funding and liquidity risk
The risk that we have insufficient financial resources to meet our commitments — Holding liquid assets to meet potential cash and

as they fall due, or can only secure them at excessive cost. collateral outflows, regulatory requirements and
maintaining a further pool of secondary assets that

can be used to access central bank liquidity facilities.
— Undertaking daily monitoring against a number of

Example:

—Our funding and liquidity position is underpinned by a significant and stable customer
depo‘sit base and is supported by strong relgtion;hips thh corporate ct{stomers anld market and Group-specific early warning indicators,
certain wholesale market segments. A deterioration in either the Group's or the UK's maintaining a contingency funding plan detailing
credit rating, or a sudden and significant withdrawal of customer deposits, would actions and strategies available in stressed conditions.
adversely impact our funding and liquidity position.

Governance risk

Against a background of increased regulatory focus on governance and risk - Leveraging our considerable change experience to
management, the most significant challenges arise from the requirement to improve meet ring-fencing and resolution planning requirements
the resolvability of the Group and to ring-fence core UK financial services and activities and the continuing evolution of SM&CR.

from January 2019 and further requirements under the SM&CR which come into force ~ — Programme in place to address ring-fencing and

from March 2017. resolution planning. In close and regular contact with

regulators to develop plans for our anticipated
operating and legal structure.

— Evolving risk and governance arrangements that
continue to be appropriate to comply with regulatory
objectives.

Example:
- Non-compliance with or breaches of ring-fencing, resolution and SM&CR
requirements will result in legal and regulatory consequences.

Market risk

The risk that our capital or earnings profile is affected by adverse market rates, in particular - Structural hedge programmes implemented to manage

interest rates and credit spreads in the Banking business, equity and credit spreads in the liability margins and margin compression, and the

Insurance business, and credit spreads in the Group's Defined Benefit Pension Schemes. Group's exposure to Bank Base Rate.

Examples: — Equity and credit spread risks are closely monitored

— Earnings are impacted by our ability to forecast and model customer behaviour and, where appropriate, asset liability matching is
accurately and establish appropriate hedging strategies. undertaken to mitigate risk.

—The Insurance business is exposed indirectly to equity through the value of future ~The Group's Defined Benefit Pension Schemes have
management charges on policyholder funds. Credit spread risk within the Insurance increased their credit allocation and hedged against
business primarily arises from bonds and loans used to back annuities. Credit spreads nominal rate/inflation movements.
affect the value of the Group's Defined Benefit Pension Schemes' liabilities. — Stress and scenario testing of Group risk exposures.
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KEY RISK INDICATORS  ALIGNMENT TO STRATEGIC PRIORITIES AND FUTURE FOCUS

it ditidrisiel Creating the best customer experience @ Read more on page 167
value of new business premiums Y
2016 D 18,919m  We are committed to meeting the changing needs of customers by working to provide a range of §
2015 £9460m insurance products via multiple channels. The focus is on creating the best customer experience by @
! helping customers protect themselves today whilst preparing for a secure financial future. @
Insurance (General Insurance) . s L o . ' . <
. . Strategic growth initiatives within Insurance are developed and managed in line with a defined risk =
gross written premiums ; : . . w
appetite, aligned to the Group risk appetite and strategy.
2016 D £1,108m
2015 £1,148m
Common equity tier 1 ratio'? Delivering sustainable growth @ Read more on page 159
2016 D  138% o
2015 13.0% Ensuring we hold an appropriate level of capital to maintain financial resilience and market confidence, e
underpins our strategic objectives of supporting the UK economy and delivering sustainable growth. g
Leverage ratio? Looking ahead, there are a number of regulatory capital framework changes which are yet to be finalised. %
2016 D 5.0% These changes are being monitored closely as there is a risk that these could lead to higher capital o
= requirements in the longer term.
2015 4.8%
Regulatory liquidity Delivering sustainable growth @ Read more on page 154 T
2016 D £121bn
2015 £123bn  We maintain a strong funding position in line with our low risk strategy. Our funding position has been
significantly strengthened in recent years and our loan to deposit ratio remains within our target range. 2
o
Loan to deposit ratio Liquid assets now exceed our total wholesale funding. This provides a substantial buffer in the event of 3
o, amarket-wide stress which could reduce our options to fund our balance sheet in future. >
2016 IS 109% 2
2015 109% g
)
=
Delivering sustainable growth @ Read more on page 169
Ring-fencing will ensure we become safer and continue to create the best customer experience by providing
further protection to core Retail and SME deposits, increasing transparency of our operations and -
N/A facilitating the options available in resolution. 1
Resolution planning is intended to reduce the probability of failure and, through ensuring continuity 3
of critical banking services, the impact on customers should we fail. %
Our Governance framework and strong culture of ownership and accountability enabled effective, on time, g
compliance with the SM&CR requirements which came into force from March 2016 and preparation for the g
SM&CR Certification requirements effective from March 2017. o
@
Pension surplus/(deficit) Delivering sustainable growth @ Read more on page 146 —
2016 G (£244m)
2015 £736m We manage our exposure to movements in market rates throughout the year, leading us to promote low
volatility earnings and offer a comprehensive customer proposition with market risk hedging strategies Q
to support strategic aims, including delivering sustainable growth. 3
Mitigating actions are implemented to reduce the impact of market movements, resulting in a more 5
stable capital position. This allows us to more efficiently utilise available capital resources to deliver )
sustainable growth. g
Consistent with similar pension schemes, the Group's Defined Benefit Pension Schemes were adversely S

impacted by the credit spread volatility in the third quarter of 2016. The interest rate and inflation hedging
programmes remain effective.

1 This key risk indicator is also a key performance indicator (KPI).
2 The CET1 and leverage ratios at 31 December 2016 and 31 December 2015 are reported on a pro forma basis, including dividends paid by the Insurance business in February 2017
and February 2016 respectively, in relation to prior year earnings. 1
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BUILDING BRITAIN'S
CONSTRUCTION SKILLS

Afaque Quareshi is retraining for a career in construction
thanks to the collaboration between Lloyds Bank, London
Borough of Newham and Lendlease. The Group
provided £1 million to support training and recrui
through its Construction Skills Fund, which was es

to address the skills gap in the construction secto

139

industry recognised qualifications delivered in 2016 thanks
to the Skills Fund
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Summary of Group results

Good underlying performance with strong improvement in statutory profit

The Group's underlying profit was £7,867 million, 3 per cent lower than 2015, with slightly lower income and higher impairments, partly offset by lower
costs. The underlying return on required equity was 13.2 per cent and the underlying return on tangible equity was 14.1 per cent. Statutory profit
before tax more than doubled to £4,238 million, compared with £1,644 million in 2015, as the level of PPI provisions reduced significantly.

Total loans and advances to customers were £450 billion, compared with £455 billion at 31 December 2015, and customer deposits were similarly
£5 billion lower than a year ago at £413 billion.

The balance sheet remains strong and the CET1 ratio at 31 December 2016 was 13.8 per cent on a pro forma basis and reflects the retention of
.80 basis points of CET1 capital to cover the estimated capital impact of the MBNA acquisition. The Group generated ¢.190 basis points of CET1
capital, pre dividends, in the period and tangible net asset value per share increased to 54.8 pence (31 December 2015: 52.3 pence).

Given the significant amount of capital generated in the year, the Board has recommended a final ordinary dividend of 1.7 pence per share, making a
total ordinary dividend of 2.55 pence per share, an increase of 13 per cent on 2015 and in line with our progressive and sustainable ordinary dividend
policy. In addition, the Board has recommended a special dividend of 0.5 pence per share.

Total income

2016 2015 Change

£ million £ million %

Net interest income 11,435 11,482 -
Other income 6,065 6,155 (O]
Total income 17,500 17,637 )
Operating lease depreciation' (895) (764) (17)
Net income 16,605 16,873 2
Banking net interest margin 2.71% 2.63% 8bp
Average interest-earning banking assets £435.9bn £4419bn 1

1 Net of gains on disposal of leased assets.

Total income of £17,500 million was 1 per cent lower than 2015, with a small reduction in net interest income and a 1 per cent fall in other income.

Net interest income fell by £47 million to £11,435 million. The net interest margin increased to 2.71 per cent (2015: 2.63 per cent), with lower deposit
and wholesale funding costs, including the benefit from the ECN redemptions in the first quarter, more than offsetting the continuing pressure on
asset pricing. Average interest-earning banking assets reduced by 1 per cent with growth in SME and Consumer Finance balances more than offset
by reductions in the mortgage and run-off portfolios. The Group expects that the net interest margin for 2017 will be greater than 2.70 per cent
(before MBNA).

The Group manages the risk to its capital and earnings from adverse movements in interest rates centrally by hedging liabilities which are deemed to
be stable or less sensitive to change in market interest rates. As at 31 December 2016, the balance hedged was c.£111 billion with an average duration
of c.3 years and an earning rate of approximately 1.6 per cent over LIBOR. In 2016, the benefit from the structural hedge totalled £1.7 billion over
LIBOR (2015: £1.8 billion).

Other income was £6,065 million in 2016 (2015: £6,155 million). Other income increased in the fourth quarter compared with the same period last
year largely as a result of improved Insurance income and was higher than the third quarter of 2016, largely due to increased Commercial Banking
fees and commissions and improved Insurance income. The year-on-year reduction of 1 per cent was largely due to continued pressure on fees and
commissions, including the impact of the market-wide cap on card interchange fees introduced in late 2015, lower returns in the Insurance business
and reduced income from the run-off portfolio.

Operating lease depreciation increased 17 per cent to £895 million due to continued growth in the Lex Autolease business and additional charges
in Commercial Banking related to certain leasing assets.

Operating costs

2016 2015 Change

£ million £ million %

Operating costs 8,093 8,311 3

Costiincome ratio 48.7% 49.3% 0.6)pp

Operating jaws 1.0% 1.0% -
Simplification savings annual run-rate 947 373

Operating costs were £8,093 million, 3 per cent lower than 2015, driven by the continued focus on cost management and actions to simplify the
business. Investment in the business continues to increase, particularly in digital, and in 2016 the Group made further improvements to the branch
network to meet changing customer preferences, investing in new distribution technology, designing new branch formats and upgrading call
centre technology.

The Simplification programme remains on track to deliver the increased target of £1.4 billion of annual run-rate savings by the end of 2017, with
£0.9 billion of run-rate savings delivered to date. The total spent on the Simplification programme to date is £1.6 billion with an expected further
spend of £0.6 billion by the end of 2017, of which around £0.2 billion will be included in restructuring costs.

The Group's market-leading cost:iincome ratio improved to 48.7 per cent (2015: 49.3 per cent) with positive operating jaws of 1 per cent. The Group
remains committed to achieving annual improvements in the costiincome ratio and continues to target a cost:income ratio of around 45 per cent
exiting 2019.
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Financial results

Summary of Group results continued

Impairment
2016 2015 Change
£ million £million %
Total impairment charge 645 568 (14)
Asset quality ratio 0.15% 0.14% Top
Gross asset quality ratio 0.28% 0.28% -
Impaired loans as a % of closing advances 1.8% 2.1% (0.3)pp
Provisions as a % of impaired loans 43.4% 46.1% 2.7)pp
Provisions as a % of impaired loans excluding run-off 41.2% 43.0% (1.8)pp

Asset quality remains strong with no deterioration in the underlying portfolio. The impairment charge increased to £645 million from £568 million in
2015 with the asset quality ratio increasing slightly to 15 basis points. This increase was largely due, as expected, to a reduction in the level of provision
releases and write-backs. The gross asset quality ratio (excluding releases and write-backs) remained unchanged at 28 basis points. Looking forward
the Group expects a further reduction in releases and write-backs in 2017 and, as a result, the asset quality ratio to increase to around 25 basis points.

The average indexed loan to value (LTV) of the Retail mortgage portfolio improved to 44.0 per cent (31 December 2015: 46.1 per cent) and the
percentage of lending with an indexed LTV of greater than 100 per cent improved to 0.7 per cent (31 December 2015: 1.1 per cent).

Impaired loans continued to fall and at 31 December 2016 were £8.5 billion, 1.8 per cent of total loans and advances compared with £9.6 billion,
and 2.1 per cent at 31 December 2015.

Statutory profit
2016 2015 Change
£ million £ million %
Underlying profit 7,867 8,112 (3)
Volatility and other items
Enhanced Capital Notes (790), (107)
Market volatility and asset sales 439 (81)
Amortisation of purchased intangibles (340), (342)
Restructuring costs (622) (170)
Fair value unwind and other items (231) (192)
TSB costs - (745)
(1,544) (1,631)
Payment protection insurance provision (1,000) (4,000)
Other conduct provisions (1,085) (837)
Statutory profit before tax 4,238 1,644 158
Taxation (1,724) (688)
Profit for the year 2,514 956 163

Statutory profit before tax more than doubled to £4,238 million (2015: £1,644 million) primarily due to lower PPI provisions of £1,000 million
(2015: £4,000 million).

The charge of £790 million for Enhanced Capital Notes in 2016 represented the write-off of the embedded derivative and the premium paid
on the redemption of the remaining notes in the first quarter.

Market volatility and asset sales of £439 million included a gain on sale of the Group's interest in Visa Europe of £484 million and negative insurance
volatility of £21 million. The main item in the 2015 charge of £81 million was negative insurance volatility of £105 million.

Restructuring costs were £622 million in 2016 and comprised costs relating to the Simplification programme, the announced rationalisation of the
non-branch property portfolio and the work on implementing the ring-fencing requirements.

A provision of £1 billion to cover further operating costs and redress relating to PPl was recognised in the third quarter and complaint levels in the
second half have been around 8,300 per week on average. The Group's current PPl provision reflects our interpretation of the Financial Conduct
Authority's (FCA) consultation paper regarding a potential time bar of the end of June 2019 and the Plevin case.

In addition there was a charge of £1,085 million to cover a range of other conduct issues of which £475 million was recognised in the fourth quarter.

The charge for the year included £280 million in respect of complaints relating to packaged bank accounts, £261 million in respect of arrears-related
activities on secured and unsecured retail products and £94 million related to insurance products sold in Germany, together with a number of other
conduct risk provisions totalling £450 million across all divisions.

Statutory profit in 2015 included a charge of £745 million, comprising £660 million relating to the sale of TSB and £85 million of TSB dual-running costs.

Taxation

The tax charge was £1,724 million (2015: £688 million) representing an effective tax rate of 41 per cent (2015: 42 per cent). The high effective tax rate in
2016 was due to the banking surcharge, restrictions on the deductibility of conduct provisions, and the negative impact on the net deferred tax asset
of both the change in corporation tax rate and the expected utilisation by the insurance business. The Group continues to expect a medium term
effective tax rate of around 27 per cent.

34



Lloyds Banking Group Annual Report and Accounts 2016

Return on required equity and tangible equity

The underlying return on required equity was 13.2 per cent (2015: 15.0 per cent) and the underlying return on tangible equity was 14.1 per cent
(2015: 16.0 per cent). The reduction in both return measures reflects the lower underlying profit and higher underlying tax charge following
implementation of the banking tax surcharge.

The return on required equity increased to 5.3 per cent (2015: 1.5 per cent) and the return on tangible equity increased to 6.6 per cent
(2015: 2.6 per cent) both largely reflecting the lower PPl provision made in the year.

Going forward, the Group remains confident in its future prospects and now expects to deliver a return on required equity of between
12.0 and 13.5 per cent and a return on tangible equity of between 13.5 and 15.0 per cent in 2019.

1iodaui oibeieng

Balance sheet

At 31 Dec At 31 Dec Change

2016 2015 %

Loans and advances to customers' £450bn £455bn (O]

Customer deposits? £413bn £418bn (O]
Loan to deposit ratio 109% 109% - g
Wholesale funding £111bn £120bn (8) é‘
Wholesale funding <1 year maturity £35bn £38bn (7) =
Of which money-market funding <1 year maturity’ £14bn £22bn (36) ?T
Liquidity coverage ratio — eligible assets £121bn £123bn 2 .

1 Excludes reverse repos of £8.3 billion (31 December 2015: £nil).
2 Excludes repos of £2.5 billion (31 December 2015: £nil).
3 Excludes balances relating to margins of £3.2 billion (31 December 2015: £2.5 billion) and settlement accounts of £1.8 billion (31 December 2015: £1.4 billion).

Loans and advances to customers were £450 billion compared with £455 billion at 31 December 2015. The reduction reflects continued strong growth
in Consumer Finance, up 11 per cent, and SME lending, up 3 per cent, with both segments outperforming the market. This was offset by further

)
reductions in ‘closed’ portfolios, reduced lending to financial institutions and lower ‘open book’ mortgage balances, reflecting the Group's prudent o
stance on risk and its focus on protecting margin in the current competitive low growth market. Mortgage open book balances fell by £4.5 billion o
to £266 billion during the year, of which £3.4 billion was in the first half and £1.1 billion was in the second half. Mortgage open book balances are §
expected to be broadly stable in 2017. 3
Deposits fell 1 per cent to £413 billion, with increased high quality deposits from Commercial clients offset by lower Retail and Consumer Finance
tactical balances, largely in response to the active management of deposit and funding requirements. The Group has maintained its strong funding
position with a loan to deposit ratio of 109 per cent (2015: 109 per cent).
Wholesale funding decreased by £9 billion to £111 billion as excess liquidity is managed down. Wholesale funding with a residual maturity of less -
than one year was £35 billion (2015: £38 billion), and the Group's term funding ratio was unchanged at 68 per cent.
The Group’s liquidity position remains strong, with the liquidity coverage ratio comfortably meeting regulatory requirements. =
(%]
Capital ratios and risk-weighted assets o
At 31 Dec At 31 Dec Change 5
2016 2015 % &
Pro forma common equity tier 1 ratio' 13.8% 13.0% 0.8pp %
Pro forma common equity tier 1 ratio pre dividend' 14.9% >
Transitional tier 1 capital ratio 17.0% 16.4% 0.6pp
Transitional total capital ratio 21.4% 21.5% 0.Mpp
Pro forma leverage ratio' 5.0% 4.8% 0.2pp
Risk-weighted assets £216bn £223bn ) -
Shareholders’ equity £43bn f41bn 4 §
Tangible net assets per share 54.8p 52.3p 2.5p E,—l
1 The CET1 and leverage ratios at 31 December 2016 and 31 December 2015 are reported on a pro forma basis, including dividends paid by the Insurance business in February 2017 and :)'T
February 2016 respectively, in relation to prior year earnings. g
The CET1 ratio improved to 13.8 per cent (2015: 13.0 per cent) on a pro forma basis and reflects the retention of ¢.80 basis points of CET1 capital %
to cover the estimated capital impact of the MBNA acquisition. The pro forma ratio includes the 2016 dividend paid by the Insurance business in @
February 2017.
The Group continues to be strongly capital generative and over the year generated ¢.190 basis points of CET1 capital, pre dividend. This largely —
comprised ¢.220 basis points of underlying capital generation, along with benefits from a reduction in risk-weighted assets (c.40 basis points) and the
insurance dividend (c.20 basis points) partially offset by conduct (c.100 basis points) and other items. This strong capital generation has enabled us to
fully cover the expected CET1 capital impact of the MBNA acquisition, increase the ordinary dividend and pay a special dividend. Going forward we e)
now expect to generate 170 to 200 basis points of capital per annum pre dividends. This will enable us to support sustainable growth in the business ;:F
and help Britain prosper whilst delivering sustainable returns to shareholders. s
S
The Group is pleased to announce that following their annual review the PRA has reduced our PRA Buffer to reflect the significant de-risking g
undertaken by the Group in recent years. Going forward however, there remain a number of potential regulatory capital developments (including the 3
introduction of the systemic risk buffer in 2019) and as a result the Board's view of the current level of CET1 capital required to grow the business, meet 2
regulatory requirements and cover uncertainties remains unchanged at around 13 per cent. =

The amount of capital we believe is appropriate to hold is likely to vary from time to time depending on circumstances and the Board will continue to give
due consideration, subject to the situation at the time, to the distribution of any surplus capital through the use of special dividends or share buy backs.
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Summary of Group results continued

The Group’s total capital ratio remains strong at 21.4 per cent, significantly in excess of regulatory requirements.

Risk-weighted assets fell by 3 per cent to £216 billion with the reduction mainly arising in the fourth quarter primarily as a result of active balance sheet
management including securitisations.

The leverage ratio on a pro forma basis increased to 5.0 per cent (2015: 4.8 per cent), largely reflecting the increase in tier 1 capital.

The tangible net asset value per share increased to 54.8 pence (31 December 2015: 52.3 pence) after payment of the 2015 final and 2016 interim
dividends totalling 2.85 pence. The increase reflects good underlying profitability partly offset by tax and other statutory items.

Dividend

The Board has recommended a final ordinary dividend of 1.7 pence per share, together with a capital distribution in the form of a special dividend
of 0.5 pence per share. This is in addition to the interim ordinary dividend of 0.85 pence per share that was announced at the 2016 half year results.

The total ordinary dividend per share for 2016 of 2.55 pence per share has increased by 13 per cent, from 2.25 pence per share in 2015 and is in line
with our progressive and sustainable ordinary dividend policy. We continue to expect ordinary dividends to increase over the medium term with a
dividend payout ratio of at least 50 per cent of sustainable earnings.

The special dividend of 0.5 pence per share represents the distribution of capital over and above the Board's view of the current level
of capital required to grow the business, meet regulatory requirements and cover uncertainties, and allows for the estimated capital impact
of the MBNA acquisition.
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Underlying basis — segmental analysis

Run-off and
Commercial Consumer Central
Retail Banking Finance Insurance items Group w
2016 £m £m £m £m £fm £m g
Net interest income 6,497 2,735 1,941 (146) 408 11,435 &
Other income 1,053 1,987 1,338 1,755 (68) 6,065 g
Total income 7,550 4,722 3,279 1,609 340 17,500 8
Operating lease depreciation - (105) (775) - (15) (895) -
Net income 7,550 4,617 2,504 1,609 325 16,605
Operating costs (4,174) (2,133) (939) (772) (75) (8,093)
Impairment (373) (16) (282) - 26 (645)
Underlying profit 3,003 2,468 1,283 837 276 7,867
Banking net interest margin 2.20% 3.26% 5.88% 2.71% 3.
Q
Average interest-earning banking assets £302.7bn £88.6bn £33.9bn £10.7bn £435.9bn 5
Asset quality ratio 0.12% 0.02% 0.83% 0.15% é
Return on risk-weighted assets 5.45% 2.44% 4.09% 3.55% .
Loans and advances to customers' £297.7bn £100.4bn £35.1bn £16.5bn £449.7bn
Customer deposits? £271.0bn £132.6bn £7.9bn £1.5bn £413.0bn
Run-off and
Commercial Consumer Central
Retail® Banking?® Finance® Insurance items Group
2015 £m £fm fm fm £fm £m
Net interest income 6,664 2,576 1,954 (163) 451 11,482 g
Other income 1,115 2,072 1,359 1,827 (218) 6,155 %
Total income 7,779 4,648 3,313 1,664 233 17,637 %
Operating lease depreciation - (30) (720) - (14) (764) ®
Net income 7779 4,618 2,593 1,664 219 16,873
Operating costs 4,339) (2,162) (977) (702) (131) 8,311)
Impairment (349) 22 (235) - (6) (568)
TSB - - - - 118 118
Underlying profit 3,091 2,478 1,381 962 200 8,112 %U
o
g
Banking net interest margin 2.22% 2.98% 6.61% 2.63% 3
Average interest-earning banking assets £307.0bn £90.0bn £30.5bn £14.4bn £4419bn Lr%
Asset quality ratio 0.11% 0.01% 0.77% 0.14% o
Return on risk-weighted assets 5.71% 2.36% 4.27% 3.53%
Loans and advances to customers £305.6bn £102.0bn £31.5bn £16.1bn £455.2bn
Customer deposits £273.7bn £131.9bn £11.1bn £1.6bn £418.3bn
1 Excludes reverse repos of £8.3 billion (31 December 2015: £nil). )
2 Excludes repos of £2.5 billion (31 December 2015: £nil). 3
3 Restated. 8
L
. A
Alternative performance measures =
The Group uses a number of alternative performance measures, including underlying profit, in the discussion of its business performance and financial (3D
position. Further information is provided on page 289. S
[
Underlying basis
In order to allow a comparison of the Group's underlying performance, the results are adjusted for certain items including losses on redemption of the —_
Enhanced Capital Notes and the volatility in the value of the embedded equity conversion feature; market volatility and asset sales, which includes
the effects of certain asset sales, the volatility relating to the Group’s own debt and hedging arrangements and that arising in the insurance businesses
and insurance gross up; the amortisation of purchased intangible assets; restructuring costs, comprising severance related costs relating to the o
Simplification programme, the costs of implementing regulatory reform and ring-fencing and the rationalisation of the non-branch property portfolio; 5
the unwind of acquisition-related fair value adjustments; TSB build and dual-running costs and the loss relating to the TSB sale in 2015; and payment 2
protection insurance and other conduct provisions. g.,
3
S
=
)
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Summary of Group results continued

Consolidated income statement - underlying basis

2016 2015 Change
£ million £ million %
Net interest income 11,435 11,482 -
Other income 6,065 6,155 (1
Total income 17,500 17,637 (1
Operating lease depreciation (895) (764) (17)
Net income 16,605 16,873 2
Operating costs (8,093) (8,311) 3
Impairment (645) (568) (14)
TSB - 118
Underlying profit 7,867 8,112 ()
Volatility and other items (1,544) (1,631)
Payment protection insurance provision (1,000) (4,000)
Other conduct provisions (1,085) (837)
Statutory profit before tax 4,238 1,644 158
Taxation (1,724) (688)
Profit for the year 2,514 956 163
Earnings per share 2.9p 0.8p 263
Dividends per share — ordinary 2.55p 2.25p 13
- special 0.5p 0.5p
Total dividends 3.05p 2.75p "
Banking net interest margin 2.71% 2.63% 8bp
Average interest-earning banking assets £436bn £442bn (1)
Costiincome ratio 48.7% 49.3% 0.6)pp
Asset quality ratio 0.15% 0.14% Tbp
Return on risk-weighted assets 3.55% 3.53% 2bp
Underlying return on required equity 13.2% 15.0% (1.8)pp
Return on required equity 5.3% 1.5% 3.8pp
Underlying return on tangible equity 14.1% 16.0% (19pp
Return on tangible equity 6.6% 2.6% 4.0pp
Balance sheet and key ratios
At 31 Dec At 31 Dec Change
2016 2015 %
Loans and advances to customers' £450bn £455bn m
Customer deposits? £413bn £418bn 1
Loan to deposit ratio 109% 109% -
Total assets £818bn £807bn 1
Pro forma common equity tier 1 ratio® 13.8% 13.0% 0.8pp
Pro forma common equity tier 1 ratio pre dividend? 14.9%
Transitional total capital ratio 21.4% 21.5% 0.Mpp
Pro forma leverage ratio® 5.0% 4.8% 0.2pp
Risk-weighted assets £216bn £223bn 3
Tangible net assets per share 54.8p 52.3p 2.5p

1 Excludes reverse repos of £8.3 billion (31 December 2015: £nil).

2 Excludes repos of £2.5 billion (31 December 2015: £nil).

3 The common equity tier 1 and leverage ratios at 31 December 2016 and 2015 are reported on a pro forma basis, including the dividends paid by the Insurance business in February 2017
and February 2016 respectively, in relation to prior year earnings.
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Five year financial summary

The financial statements (statutory basis) for each of the years presented have been audited by PricewaterhouseCoopers LLP, independent auditors.

2016 2015 2014 2013 2012"
Income statement data for the year ended 31 December (£m) i
Total income, net of insurance claims 17,267 17,421 16,399 18,478 20,517 5
Operating expenses (12,277) (15,387) (13,885) (15,322) (15,974) LSA
Trading surplus 4,990 2,034 2,514 3,156 4,543 g
Impairment (752) (320) (752) (2,747) (5,149) 8
Profit (loss) before tax 4,238 1,644 1,762 415 (606)
Profit (loss) after tax for the year 2,514 956 1,499 (802) (1,387)
Profit (loss) for the year attributable to ordinary shareholders 2,001 466 1125 (838) (1,471)
31 December 31 December 31 December 31 December 31 December
2016 2015 2014 2013 2012"
Balance sheet data (Em) %-'
o
Share capital 7146 7146 7146 7,145 7,042 3
Shareholders' equity 43,020 41,234 43,335 38,989 41,896 %
Other equity instruments 5,355 5,355 5,355 - - 2
Net asset value per ordinary share 60.2p 579p 60.7p 54.6p 59.5p @
Customer deposits 415,460 418,326 447,067 439,467 426,216
Subordinated liabilities 19,831 23,312 26,042 32,312 34,092
Loans and advances to customers 457,958 455,175 482,704 492,952 516,764
Total assets 817,793 806,688 854,896 842,380 933,064
2016 2015 2014 2013 2012 o
Share information %
Basic earnings (loss) per ordinary share 29p 0.8p 1.7p (1.2p 2Mp é
>
Diluted earnings (loss) per ordinary share 29p 0.8p 1.6p (1.2p 20p 2
Dividends per ordinary share?? 3.05p 2.75p 0.75p - -
Market price (year end) 62.5p 73.1p 75.8p 789p 479p
Number of shareholders (thousands) 2,510 2,563 2,626 2,681 2,733
Number of ordinary shares in issue (millions)* 71,374 71,374 71,374 71,368 70,343
2016 2015 2014 2013 2012
)
Financial ratios (%)° 7N
Dividend payout ratio® 104.0 359.3 451 - - 3
=]
Post-tax return on average shareholders’ equity 49 1.3 29 (2.0) (3.3 S
)
Post-tax return on average assets 0.30 0.1 0.17 (0.09) (0.14) %
Costiincome ratio’ 711 88.3 84.7 829 779 2
31 December 31 December 31 December 31 December 31 December
2016 2015 2014 2013 2012
Capital ratios (%)% ?
Total capital 21.4 21.5 22.0 20.8 17.3
-
Tier 1 capital 17.0 16.4 16.5 14.5 13.8 g'
Common equity tier 1 capital/Core tier 1 capital 13.6 12.8 12.8 14.0 12.0 §A
1 Restated in 2013 for IAS 19 (Revised) and IFRS 10. :’:—;—_
2 Annual dividends comprise both interim and final dividend payments. Under IFRS, the total dividend for the year represents the interim dividend paid during the year @
and the final dividend which will be paid and accounted for during the following year. %
3 Dividends per ordinary share in 2016 include a recommended special dividend of 0.5 pence; and in 2015 included a special dividend of 0.5 pence. =
4 This figure excludes the limited voting ordinary shares owed by the Lloyds Bank Foundations. ¢
5 Averages are calculated on a monthly basis from the consolidated financial data of Lloyds Banking Group.
6 Total dividend for the year divided by earnings attributable to ordinary shareholders adjusted for tax relief on distributions to other equity holders. I
7 The costiincome ratio is calculated as total operating expenses as a percentage of total income (net of insurance claims).
8 Capital ratios for 2014 reflected CRD IV transitional rules as implemented by the PRA on 1 January 2014. Capital ratios for 2013 and earlier years have not been restated
to reflect the implementation of CRD IV. O
9 Capital ratios for 2012 were not restated to reflect the adoption of IAS 19 (Revised). ;:;
g.
g
3
o
oh
=]
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Divisional results — Retail

Retail offers a broad range of financial
service products, including current accounts,
savings and mortgages, to UK personal
customers, including Wealth and small
business customers

It is also a distributor of insurance, and a range of long-term savings
and investment products. Its aim is to be the best bank for customers
in the UK, by building deep and enduring relationships that deliver
value to customers, and by providing them with greater choice and
flexibility. It will maintain its multi-brand and multi-channel strategy,
and continue to simplify the business and provide more transparent
products, helping to improve service levels and reduce conduct risks.

Active online users m
201 I 12.5
2015 115
2014 105
Business start-ups supported 000s
2016 121
2015 103
2014 99

24%

market share of current account switchers

£11.7bn

of lending to first-time buyers

40

Progress against strategic initiatives

The division has made good progress against its strategic objectives;
improving the customer experience and realigning branch and other
capabilities in line with changing customer needs.

Creating the best customer experience

— Largest UK digital bank with over 12.5 million active online users
including over 8 million mobile users.

— 55 per cent of approved mortgage applications proceed to offer
within 14 days compared to 37 per cent in 2015.

— Instant mortgage lending decisions through the online Agreement
in Principle.

— Customers can now complete their full remortgage application
online.

— Reduced appointment times for opening a new savings account
by 44 per cent and matured savings accounts can now be renewed
in just a few minutes.

— Extended online and mobile phone application processes to all
current accounts.

— Lloyds Bank and Bank of Scotland current account online journeys
have been rated #1 and #2 respectively by industry researcher
eBenchmarkers.

Becoming simpler and more efficient

— Continued the branch network optimisation programme in response
to changing customer behaviour.

— Investing in new distribution technology and rolling out WIFI
and tablet solutions.

— Designing new branch formats and upgrading call centre
technology.

— Closed further branches, but maintaining the UK’s largest branch
network with a 21 per cent market share.

Delivering sustainable growth

— Continued to attract new customers through positive switching
activity, accounting for more than 1in 5 switchers in 2016.
- Since the launch of the Group's Helping Britain Prosper Plan in 2014

the Group has continued to be the leading supporter of first-time
house buyers, with £11.7 billion lent in 2016.

— Exceeded Helping Britain Prosper target by supporting over
121,000 start-up businesses whilst also launching a range of new
products and services to improve the customer experience for
small businesses.

Financial performance

—Underlying profit decreased 3 per cent to £3,003 million reflecting
the challenging interest rate environment, continued pressure on
other operating income and increased investment in the business.

— Net interest income decreased 3 per cent driven largely by a
reduction in mortgage balances reflecting the focus on protecting
margins. Banking margin fell by just 2 basis points despite the
continuing low interest rate environment.

— Other income was 6 per cent lower than 2015 driven by changing
customer behaviour and improvements to the customer proposition.

- Operating costs decreased 4 per cent to £4,174 million as efficiency
savings more than covered an increase in investment. Staff numbers
have reduced by 11 per cent in the year.

— Impairment charge increased 7 per cent to £373 million, however
underlying credit quality remains stable.

- Loans and advances to customers fell 3 per cent to £297.7 billion,
with the open mortgage book (excluding specialist mortgage
books and Intelligent Finance) reducing by £4.5 billion to £266
billion during the year, of which £3.4 billion was in the first half and
£1.1 billion in the second half. The fall reflects the decision to protect
net interest margin in the current competitive low growth market.

— Customer deposits decreased 1 per cent to £271.0 billion, driven
by the decision to reduce tactical balances.

- Risk-weighted assets increased £0.6 billion to £55.2 billion reflecting
the Group's focus on balancing margin and risk considerations
offset by a more prudent approach to secured risk-weighted
asset modelling.
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2016 2015' Change
£m £m %
Net interest income 6,497 6,664 3
Other income 1,053 1,115 (6)
Total income 7,550 7779 3
Operating lease depreciation - -
Net income 7,550 7,779 3)
Operating costs (4.174) 4,339) 4
Impairment (373) (349) (7)
Underlying profit 3,003 3,091 (3)
Banking net interest margin 2.20% 2.22% (2Qbp
Average interest-earning banking assets £302.7bn £307.0bn (1)
Asset quality ratio 0.12% 0.11% Top
Impaired loans as % of closing advances 1.5% 1.3% 0.2pp
Return on risk-weighted assets 5.45% 5.71% (26)bp
Return on assets 0.99% 1.00% (Nbp
Key balance sheet items
At 31 Dec At 31 Dec'
2016 2015 Change
fbn fbn %

Loans and advances excluding closed portfolios 271.0 275.5 2
Closed portfolios 26.7 301 (]
Loans and advances to customers 297.7 305.6 (3)
Relationship balances 253.8 2493 2
Tactical balances 17.2 244 (30)
Customer deposits 271.0 273.7 (1
Risk-weighted assets 55.2 54.6 1

1 Restated.
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Financial results

Divisional results - Commercial Banking

Commercial Banking has a client-led, low
risk, capital efficient strategy, helping
UK-based clients and international clients
with a link to the UK

Through its four customer facing divisions — SME, Mid Markets,
Global Corporates and Financial Institutions — it provides clients
with a range of products and services such as lending, transactional
banking, working capital management, risk management, debt
capital markets services, as well as access to private equity through
Lloyds Development Capital.

Return on risk-weighted assets %
2016 I 24
2015 24
2014 20
Funding for UK manufacturers £bn
2016 12
2015 14
2014 10

3%

growth in SME lending

17%

share of mid-market banking relationships
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Progress against strategic initiatives

The division has made significant progress against its strategic
objectives; delivering a return on risk-weighted assets of

2.44 per cent, exceeding the investor commitment of returns
greater than 2.40 per cent by the end of 2017 while continuing to
grow lending in key client segments.

Creating the best customer experience

— Awarded Business Bank of the Year at the FD's Excellence Awards
for the 12th consecutive year.

— Increased net promoter scores across all client divisions surveyed
in 2016.

— Supported over 10,000 first time exporters which is helping the UK
government achieve its ambition to deliver 100,000 new exporters
by 2020.

Becoming simpler and more efficient

— Reduced SME relationship manager hours spent on business
account opening from seven to two hours, enabling more time
to be spent face to face with clients.

— Continued to invest in next generation digital capabilities and
client analytics to transform clients’ experiences. The ‘CB Online’
transaction banking platform now has over 2,000 clients registered.

Delivering sustainable growth

— Increased lending in SME and Mid Markets by around £2 billion in
2016 and provided UK manufacturers with over £1 billion of funding
support in 2016.

— Facilitated over £10.5 billion of financing to support UK government
infrastructure projects, including the creation of a wood pellet power
plant in Teesside which will provide energy to 600,000 homes and
Race Bank Offshore Windfarm which will play a key part in the UK's
green energy future.

Financial performance
— Underlying profit in line with prior year at £2,468 million.

- Return on risk-weighted assets of 2.44 per cent with a 7 per cent
reduction in risk-weighted assets, total income growth and
disciplined cost management.

- Total income up 2 per cent with growth across SME, Mid Markets
and Financial Institutions.

— Net interest income up 6 per cent with a 28 basis points
improvement in net interest margin, supported by high quality
deposit growth, disciplined deposit pricing and reduced funding
costs. Other income down 4 per cent due to non-recurring income
recognised in 2015 relating to refinancing support of Global
Corporates clients. This has been partially offset by growth in
CB Markets of 8 per cent and increased momentum in the second
half of the year with other income up 9 per cent against the first half
of 2016.

— Operating lease depreciation increased due to additional charges
relating to certain leasing assets.

— Operating costs down 1 per cent with performance reflecting
disciplined cost management and headcount rationalisation,
supported by efficiency initiatives resulting in positive jaws.

— Impairment charge of £16 million reflects the benefit of active risk
management and the continued low interest rate environment.
Asset quality ratio remains low at 2 basis points.

— Risk-weighted assets decreased by £7.2 billion, reflecting the
disciplined approach to capital, including capital efficient
securitisation activity and credit management. This has received
global recognition through the award of Credit Portfolio Manager
of the Year at the 2016 Risk Awards.

— Loans and advances to customers fell by 2 per cent to £100.4 billion.
Above market growth in SME lending and increases in Mid Markets
and Global Corporates offset by lower lending in Financial
Institutions.

— Deposits increased 1 per cent to £132.6 billion. Strong momentum
in attracting high quality deposits with Global Transactional Banking
balances up 10 per cent, further optimising the portfolio and
strengthening the Group balance sheet.
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2016 2015' Change
£m £m %
Net interest income 2,735 2,576 6
Other income 1,987 2,072 (4)
Total income 4,722 4,648 2
Operating lease depreciation (105) (30)
Net income 4,617 4,618 -
Operating costs (2,133) (2,162) 1
Impairment (charge) release (16) 22
Underlying profit 2,468 2,478 -
Banking net interest margin 3.26% 298% 28bp
Average interest-earning banking assets £88.6bn £90.0bn 2)
Asset quality ratio 0.02% 0.01% Tbp
Impaired loans as % of closing advances 2.2% 2.5% 0.3)pp
Return on risk-weighted assets 2.44% 2.36% 8bp
Return on assets 1.29% 1.18% Mbp
Key balance sheet items
At 31 Dec At 31 Dec’
2016 2015 Change
£bn fbn %
Loans and advances to customers 100.4 102.0 2
Customer deposits 132.6 1319 1
Risk-weighted assets 96.0 103.2 (7)

1 Restated.
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Financial results

Divisional results — Consumer Finance

Consumer Finance comprises all the
Group's consumer lending products
including motor finance, credit cards,
and unsecured personal loans along
with its European business

Its aim is to deliver sustainable growth, within a prudent risk
appetite, in these markets through its multi-brand, multi-channel
distribution model.

Motor finance UK balances

2016 ———
2015
2014

Credit card balance growth

2016
2015
2014

fbn

15.6
13.0
10.2

N B

15%

share of credit card balances

9%

growth in UK consumer finance assets
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Progress against strategic initiatives

The division continues to make significant progress against its
strategic objectives, and has delivered its original target of increasing
UK customer assets by £6 billion a year ahead of target, whilst
maintaining a prudent approach to new business and managing
residual value risk conservatively. In line with its strategy to grow

in consumer finance the Group has entered into an agreement to
acquire MBNA's prime UK credit card business with £7.0 billion of
assets and ¢.2.8 million customers, which will give us the opportunity
to create a best-in-class credit card operation.

Creating the best customer experience

— Credit Cards launched the innovative Halifax FlexiCard, giving
customers more control, with dedicated repayment plans.

—In the Motor business, Black Horse launched a personal contract
purchase (PCP) product for caravans and motorhomes, which now
accounts for 11 per cent of applications in this sector.

— Lex Autolease built a bespoke system to manage vehicle servicing
and maintenance, including online self-service functionality and has
been used by over 10,000 customers since May.

— Loans have significantly enhanced the digital sales process with
the introduction of an upfront eligibility checker.

Becoming simpler and more efficient

— Consumer Finance continues to focus on efficiency with further
significant improvements to processes implemented in the year.
This has also helped reduce customer complaints by 11 per cent.

- Lex Autolease simplified the way it sells ¢.80,000 vehicles per annum
at end of contract, reducing the number of operating sites and
associated costs, whilst increasing speed of vehicle disposals.

—Black Horse launched the Mobile Finance Calculator across the
dealer network, allowing dealers to provide more accurate indicative
customer pricing early on in the process.

Delivering sustainable growth

- Black Horse balances have grown by 20 per cent in the year, ahead
of market growth, and continue to benefit from partnerships with
key manufacturers such as Jaguar Land Rover.

— Credit card balances grew broadly in line with the market at
4 per cent, and the Group was the number one issuer of new
cards in the UK.

— The acquisition of MBNA will enable the Group to enhance its
position and offering within the UK prime credit card market and
brings capabilities including data analytics and digital expertise in
addition to a well-recognised brand. This will be complementary to
the Group's existing operation and provides further opportunities
for growth and delivering excellent customer service.

— Unsecured loan balances contracted marginally in the year as the
Group continues to focus on low risk franchise customers.

Financial performance

— Underlying profit at £1,283 million was down 7 per cent, driven
by slightly lower income and increased impairment, but return
on risk-weighted assets remained strong at 4.09 per cent.

— Net interest income at £1,941 million was down 1 per cent with
strong asset growth offset by the 73 basis point reduction in net
interest margin. This was largely due to the focus on high quality,
lower margin motor finance business, with the margin also impacted
by lower Euribor and planned reductions in deposits, in line with the
Group's funding strategy.

— Other income was down 2 per cent at £1,338 million due to the
market-wide reduction in card interchange fees. Excluding this,
other income was 3 per cent higher driven by continued fleet
growth in Lex Autolease.

— Operating costs fell 4 per cent to £939 million with continued
investment in the business more than offset by underlying efficiency
savings. The division maintained a strong cost:income ratio, in line
with 2015 at 37.4 per cent.

— The impairment charge of £282 million increased by £47 million,
primarily due to overall growth and the non-recurrence of a
favourable one-off release in 2015. Credit quality remains good
with new business written within the Group's prudent credit and
conduct appetite.

— UK customer assets were up 9 per cent year-on-year, driven primarily
by growth in Black Horse.

— Customer deposits were down 29 per cent to £7.9 billion driven by
re-pricing activity and the Group's deposit strategy.
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Annual Report and Accounts 2016

2016 2015' Change
£m £m %
Net interest income 1,941 1,954 Q)]
Other income 1,338 1,359 2)
Total income 3,279 3,313 (1
Operating lease depreciation (775) (720) (8)
Net income 2,504 2,593 (3)
Operating costs (939) (977) 4
Impairment (282) (235) (20)
Underlying profit 1,283 1,381 (7)
Banking net interest margin 5.88% 6.61% (73)bp
Average interest-earning banking assets £33.9bn £30.5bn "
Asset quality ratio 0.83% 0.77% 6bp
Impaired loans as % of closing advances 2.1% 29% (0.8)pp
Return on risk-weighted assets 4.09% 4.27% (18)bp
Return on assets 3.29% 3.95% (66)bp
Key balance sheet items
At 31 Dec At 31 Dec’
2016 2015 Change
£bn fbn %
Loans and advances to customers 3541 315 "
Operating lease assets 41 3.5 17
Total customer assets 39.2 35.0 12
Of which UK 32.8 30.0 9
Customer deposits 79 1.1 (29)
Risk-weighted assets 3241 30.7 5

1 Restated.

45

1iodaui oibeieng

o
>
o
>
Q.
L
=
)
[%2]
C
=
%]

92UBUJISA0D)

SjusWale)s [eoURUIY JuswaBeuew 3siy

UONeWIOUI JISYI0



Financial results

Divisional results — Insurance

The Insurance division is committed
to providing a range of trusted and
value-for-money protection, pension
and investment products to meet the
needs of its customers

With over £110 billion of funds under management, Scottish Widows
is helping six million customers protect what they value most and plan
financially for the future. In addition, the general insurance business is
protecting the homes, belongings, cars and businesses of over three
million customers.

Corporate pension, planning

and retirement funds £fbn
2006 I 427
2015 354
2014 333

Annualised payments to annuity

customers in retirement fm
2016 932
2015 798
2014 787

é6m

life, pensions and investments customers

14%

share of the home insurance market
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Progress against strategic initiatives

The Group will continue to invest in developing the Insurance business
and will seek to grow in areas where it has competitive advantage

and is underrepresented, for the benefit of both customers and
shareholders.

Creating the best customer experience

- Regained '5 star’ Service Awards in both Life & Pensions and
Investment categories at the 2016 Financial Adviser Service Awards
together with ‘Most Improved Provider’ award. These accolades
are voted on by 5,000 UK financial advisers and reflect improved
customer service alongside simplified and streamlined processes.

- Strengthened the general insurance business with the launch of a
flexible online home insurance offering, delivering increased direct
sales, significant new functionality and more choice for customers.

— A founder member of the UK government’s Flood Re initiative
and played a lead role in setting up the scheme, which has
enabled customers in high flood risk areas to secure affordable
home insurance.

Becoming simpler and more efficient

— Launched a new digital service for employers, significantly
reducing processing times for monthly corporate pension scheme
management.

- Introduced an online tool allowing customers to consolidate other
workplace pensions assets into the Group. This builds on the
existing '5 Steps to Retirement’ website, enabling customers to
take control of their retirement plans.

Delivering sustainable growth

- Successfully completed four bulk annuity transactions in 2016, taking
the combined external deal size to over £1.85 billion since entering
the market in late 2015.

- Continued to leverage Group capabilities to source attractive, low
risk, higher yielding assets to back annuity liabilities. Total assets
acquired to date are £7 billion.

— Growth in corporate pension sales in a competitive environment,
driven by increased uptake of new schemes.

— Scottish Widows Protect monthly applications have increased
tenfold, providing £2.4 billion of life assurance and critical illness
cover to individuals and businesses across the UK.

— Corporate pension, planning and retirement funds under
management increased to over £42 billion reflecting net inflows
and positive market movements.

Financial performance

— Underlying profit decreased by 13 per cent to £837 million.

A 17 per cent increase in new business income was more than offset
by adverse economics impacting existing business income together
with increased investment costs.

— Life and pensions sales (PVNBP) decreased by 6 per cent. Excluding
the internal With-Profits fund bulk annuity transfers in 2015 and 2016,
PVNBP increased 23 per cent reflecting the four bulk annuity deals
secured, growth in corporate pensions and increased momentum
in both planning and retirement and protection.

— General insurance gross written premiums (GWP) decreased by
3 per cent, reflecting the continued softening of the Home market
and the run off of legacy products.

— Costs increased by 10 per cent to £772 million, reflecting increased
investment and £28 million annual levy associated with the Flood
Re scheme.

Capital

— The estimated pre dividend Solvency Il ratio of 160 per cent
(1 January 2016 pre dividend position: 160 per cent) represents
the shareholder view of Solvency Il surplus. Benefits from capital
optimisation initiatives have been offset by adverse interest
rate volatility and the payment of a £500 million dividend in
February 2016.

— Paid a further £500 million to the Group in February 2017, bringing
total dividends paid since the formation of the Group in 2009, to
£7.1 billion.
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Performance summary

2016 2015 Change

fm £m %

Net interest income (146) (163) 10
Other income 1,755 1,827 4)
Total income 1,609 1,664 3
Operating costs (772) (702) (10)
Underlying profit 837 962 (13)
Life and pensions sales (PVNBP)! 8,919 9,460 (6)
New business income 381 326 17
General Insurance total GWP 1,108 1,148 3
General Insurance combined ratio 85% 83% 2pp
Solvency Il ratio (pre dividend) 160% 160% -

1 Presentvalue of new business premiums. With-Profit fund bulk annuity transfer sales were £2,386 million in 2015 and £243 million in 2016. Excluding these transfers, LP&l sales have improved
23 per cent in 2016.

Profit by product group

2016 2015

Existing Existing
New bfjsiness b.usiness ) Total New b.usiness bgsiness . Total
income income income income income income
£m £m £m £m fm £m
Corporate pensions 123 135 258 140 175 315
Bulk annuities 121 16 137 125 - 125
Planning and retirement 109 95 204 40 94 134
Protection 19 33 52 12 37 49
Longstanding LP&l 9 393 402 9 467 476
381 672 1,053 326 773 1,099
Life and pensions experience and other items 223 235
General insurance 354 323
Net interest income and free asset return (21) 7
Total costs (772) (702)
Underlying profit 837 962

New business income has increased by £55 million, or 17 per cent, driven by growth in planning and retirement and protection propositions.
This has more than offset lower income from corporate pensions.

Existing business income has decreased by £101 million, primarily driven by adverse economics.

There was a net benefit of £223 million (2015: £235 million) as a result of experience and other items. This included one off benefits following an update
to the methodology for calculating the illiquidity premium and the addition of a new death benefit to legacy pension contracts, to align terms with
other pensions products. These were partly offset by the effect of recent reforms on activity within the pensions market.

General insurance income net of claims has increased by £31 million primarily driven by lower weather related claims.
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Financial results

Divisional results — Run-off and Central items

Run-off
2016 2015 Change
£m £fm %
Net interest income (110) (88) (25)
Otherincome 120 145 (17)
Total income 10 57 (82)
Operating lease depreciation (15) (14) (7)
Net income (5) 43
Operating costs (77) (150) 49
Impairment release / (charge) 26 (8)
Underlying loss (56) (115) 51
2016 2015 Change
£fbn fbn %
Loans and advances to customers 9.6 10.3 (7)
Total assets 1.3 12.2 (7)
Risk-weighted assets 8.5 10.2 (17)
The lower income and costs reflect further reductions in the run-off portfolios.
Central items
2016 2015
£m fm
Total income 330 176
Costs 2 19
Impairment release - 2
TSB - 118
Underlying profit 332 315

Central items includes income and expenditure not attributed to divisions, including the costs of certain central and head office functions.

Total income increased to £330 million (2015: £176 million) largely as a result of sales of liquid assets including gilts, and the timing of dividends from

the Group's strategic investments.

The results in 2015 include TSB for the first quarter only.
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Other financial information

Banking net interest margin

The banking net interest margin is calculated by dividing banking net interest income by average interest-earning banking assets. Non-banking net
interest income includes the net interest expense reported by the Insurance business, net interest income earned from non-banking assets, negative

fair value adjustments relating to certain past liability management exercises and consolidation adjustments between net interest and other income £
to eliminate the impact of certain intragroup transactions. Non-banking assets include loans and advances within Commercial Banking where the %
predominant income stream is fees rather than net interest, and loans sold by Commercial Banking and Retail to Insurance to back annuitant liabilities. %
The table below shows the reconciliation between the statutory net interest income and the underlying net interest income. _r.ZB
2016 2015 9
£m £m -
Group net interest income - statutory basis 9,274 11,318
Insurance gross up 1,898 38
Volatility and other items 263 318
TSB - (192)
Group net interest income — underlying basis 11,435 11,482 3
Insurance division net interest expense 146 163 §
Other non-banking net interest expense / (income) 245 (15) g
Banking net interest income - underlying basis 11,826 11,630 g
Average interest-earning banking assets £435.9bn £4419bn @
Banking net interest margin 2.71% 2.63%

Other non-banking net interest expense was £245 million (2015: net interest income £15 million). The change in the year was largely driven by

a reduction in the net interest income reported by the non-banking businesses, the continued reduction in run-off non-banking assets together

with a change to the funding cost charged to the remaining run-off non-banking assets to better reflect their maturity profile.

The insurance gross up of £1,898 million (2015: £38 million) largely represents amounts payable to unitholders in consolidated open-ended investment

vehicles managed by the Insurance business. The increased expense in the year reflects strong market performance in the second half of 2016. g
The table below shows the reconciliation between loans and advances and average interest-earning banking assets. E
Quarter Quarter Quarter Quarter §
ended ended ended ended ®
31 Dec 30 Sept 30 June 31 Mar
2016 2016 2016 2016
fbn £bn £bn fbn
Net loans and advances to customers 449.7 451.7 453.0 456.7
Impairment provision and fair value adjustments 37 3.8 41 4.3
Non-banking items:
Fee based loans and advances (9.4) (8.7) (9.1) (10.9) g
Sale of assets to Insurance (6.7) (6.2) (6.1) (5.7) g
Other non-banking (5.0) (5.5) (4.9) (5.3) é
Gross banking loans and advances 432.3 435.1 437.0 4391 g
Averaging 1.7 0.8 (1.4) (0.9) %
Average interest-earning banking assets (quarter) 434.0 435.9 435.6 438.2
Average interest-earning banking assets (year-to-date) 435.9 436.6 436.9 438.2
Volatility arising in insurance businesses
-
Volatility included in the Group’s statutory results before tax comprises the following: >
2016 2015 3
fm £m @
@
Insurance volatility (152) (303) ?.7’*
Policyholder interests volatility 241 87 §
Total volatility 89 216) @
Insurance hedging arrangements (180) M
Total (91) (105)
Insurance volatility o
The Group's insurance business has policyholder liabilities that are supported by substantial holdings of investments. IFRS requires that the changes ;:;
in both the value of the liabilities and investments are reflected within the income statement. The value of the liabilities does not move exactly in =
line with changes in the value of the investments. As the investments are substantial, movements in their value can have a significant impact on the &
profitability of the Group. Management believes that it is appropriate to disclose the division’s results on the basis of an expected return in addition 3
to results based on the actual return. The impact of the actual return on these investments differing from the expected return is included within =3
insurance volatility. S
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Other financial information continued

Return measures

The Group's underlying return on required equity for 2016 was 13.2 per cent (2015: 15.0 per cent) and the underlying return on tangible equity
was 14.1 per cent (2015: 16.0 per cent). The reduction in both return measures was as a result of lower underlying profit and higher tax.

2016 2015
£bn fbn
Underlying return on required equity
Average shareholders' equity 42.7 42.8
Average non-controlling interests 0.4 0.6
Excess equity based on 12 per cent CET 1 requirement (2.4) (2.7)
Average required equity 40.7 40.7
Underlying profit after tax and profits attributable to other equity holders (£m) 5,410 6,155
Notional earnings on excess equity (£m) (24) (37)
5,386 6,118
Underlying return on required equity 13.2% 15.0%
Underlying return on tangible equity
Average shareholders' equity 42.7 42.8
Average intangible assets (3.8) 4.0
Average tangible equity 38.9 38.8
Underlying profit after tax and profits attributable to other equity holders (£m) 5,410 6,155
Amortisation of intangible assets (post tax) (Em) 174 156
Profit attributable to non-controlling interests (£m) (101) (96)
5,483 6,215
Underlying return on tangible equity 141% 16.0%
Tangible net assets per share
The table below sets out a reconciliation of the Group's shareholders’ equity to its tangible net assets.
2016 2015
£m £m
Shareholders’ equity 43,020 41,234
Goodwill (2,016) (2,016)
Intangible assets (1,681) (1,838)
Purchased value of in-force business (340) (377)
Other, including deferred tax effects 170 264
Tangible net assets 39,153 37,267
Ordinary shares in issue, excluding Own shares 71,413m 71,263m
Tangible net assets per share 54.8p 52.3p
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HELPING RECENTLY HOMELESS PEOPLE 1
- REBUILD THEIR LIVES -
-
L With a grant from the Bank of Scotland Foundation, the . & '
h 1 charity Fresh Start helps recently homeless people in
Edinburgh to rebuild their lives in secure, well-equipped
accommodation. Fresh Start is one of thousands of charities

supported by our four Foundations and by colleagues who
volunteer their expertise to help them.

£18.5 miillion

given to support our Foundations in 2016 ; N f_ 'l

i .



Governance

Letter from the Chairman

Dear Shareholders

| am pleased to present our corporate governance report for 2016.
This report sets out our approach to governance in practice, the
work of the Board and includes reports from each of the Board's
Committees.

The Board's approach, led by me, your Chairman, is to ensure
corporate governance is embedded into the thinking and processes
of the business. This is vitally important because we believe a
commitment to good governance ensures we continually challenge
our assumptions and risks, and underpins the delivery of our
strategy to become the best bank for customers and generate
sustainable returns for shareholders.

Board changes

There were two changes to the Board in 2016. Stuart Sinclair joined
the Board in January 2016 and Dyfrig John retired from the Board
in May 2016.

The Board has agreed the following changes to our Board
composition. Anthony Watson, our Senior Independent Director, will
retire at the 2017 annual general meeting (AGM) after serving more
than eight years on the Board. Anita Frew will succeed Anthony as
Senior Independent Director. Anita will combine the role of Senior
Independent Director with the role of Deputy Chairman, which she has
held since May 2014. Anita’s significant board, financial and investment
management experience, including as a Senior Independent Director,
make her ideally suited to take on this role. Nick Luff, an independent
Non-Executive Director, has notified the Board that in light of his

other commitments he does not intend to seek re-election at the 2017
AGM. Nick will be succeeded as Chairman of the Audit Committee

by Simon Henry. Simon has significant financial experience in the UK
listed environment, retiring as Chief Financial Officer of Royal Dutch
Shell plc in March 2017. His background and experience enable him to
fulfil the role of Audit Committee Chairman and for SEC purposes the
role of Audit Committee financial expert. Both Anthony and Nick leave
with our thanks and best wishes for the future.

The structure, size and composition of the Board and its Committees
will continue to be kept under review.

Building stakeholder relationships
Understanding our stakeholders’ concerns supports us in the
delivery of our strategy to become the best bank for customers
as it helps us to focus on what is important.

We define our stakeholders as ‘those who affect and are affected
by our operations’. In addition to our shareholders, customers and
colleagues, they include government, regulatory bodies,
suppliers and wider society.

Stakeholder engagement takes many different forms, both
through formal updates at Board and through more in-formal
channels, such as site and branch visits. You can read more on
page 64. We place great importance on colleague surveys and
customer satisfaction measures, which help inform our decisions
and track progress.
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Culture and values

One of my goals as Chairman is to ensure we continue to build

a culture in which our colleagues are empowered, inspired and
rewarded to do the right thing for customers. Our approach

to culture and values is led by the Board, where there is a clear
emphasis on setting the "tone from the top". This is reflected

in the focus we give in the Board to ensuring every aspect of

our management approach — including targets and incentives,
organisational structures, values and behaviours — helps support the
right culture, and is cascaded through our governance structure to
every part of the business. We recognise that everyone is different
and a key element to achieving our vision is having a diverse and
inclusive workforce that reflects the diversity of modern Britain.

Diversity and succession planning

The Board has always placed great emphasis on seeking membership
that reflects diversity in its broadest sense while maintaining the
necessary levels of skills and experience required to oversee a major
financial institution. During the year, we reviewed our Board Diversity
Policy and agreed a specific target to maintain at least three female
Board members and, recognising the emerging target for FTSE
companies to move towards 33 per cent female representation, to
take opportunities to increase the number of female Board members
over time where that is consistent with other skills and diversity
requirements.

The Board also places high emphasis on ensuring the development
of diversity in the senior management roles within the Group and
supports and oversees the Group's objective of achieving 40 per cent
of senior roles held by female executives by 2020, along with other
metrics which promote the engagement of other underrepresented
groups within the business. The role of succession planning in
promoting diversity is recognised and the Group has a range of
policies to help provide mentoring and development opportunities.

Corporate governance framework

The Board recognises that governance is not static but must adapt to
continually changing risks and changes in the regulatory environment.
The corporate governance arrangements are therefore regularly
reviewed to ensure they remain effective.

In 2016 we established two further sub-committees of the Board

Risk Committee to focus on Financial Markets and IT Resilience &
Cyber, in addition to an existing Stress Testing & Recovery Planning
sub-committee. The sub-committees were constituted to enable
members of the Board Risk Committee to dedicate additional time and
resource to better understand and to enable fuller review and challenge
of these risks. Additionally, a Cyber Security Advisory Panel was
established to bring an industry perspective and allow for discussion

of the key cyber related activities and threats.

We engage with our shareholders through a full calendar of
meetings and events, including the AGM and webcasts. The
Board is briefed regularly through the year on both retail
shareholder and institutional investor issues and concerns. More
details of our shareholder relationship programme can be found
on page 68.

As reported in 2015, we established a board-level Responsible
Business Committee, underlining the Group's commitment to
being a responsible business. The Committee focuses its work
on the three areas of People, Businesses and Communities and
reports on its first full year of activities on page 79.

We have had an independent Stakeholder Panel for a number
of years who represent the views of a range of stakeholders.
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In September 2016 the Chairman and members of the Scottish Widows Board
visited the Financial Planning & Retirement Lab in Edinburgh, to learn about
innovative solutions for meeting the evolving needs of customers as they plan
for retirement.

Board effectiveness review

The Board carries out an annual evaluation of its effectiveness.
Having undertaken an external review in 2015, in 2016 this was
conducted internally and was overseen by the Nomination and
Governance Committee. The results of the review are set out on
page 66, together with information about our progress against
the 2015 review actions.

Remuneration

Our approach to reward aims to provide a clear link between
remuneration and delivery of the Group's key strategic objectives,
supporting the aim of becoming the best bank for customers,
whilst delivering long-term, superior and sustainable returns to
shareholders. This year, we will be seeking shareholder support
for a new remuneration policy, which will formally apply, subject
to shareholder approval, from the date of the AGM in 2017.

Strategy

As well as reviewing progress in implementing the Group's 2015-2017
strategic review, the Board spent considerable time in 2016 exploring
the challenges arising from the rapidly emerging digital environment.
There were several meetings which focused on Group strategy,
including a two day offsite which debated the transformation required
to be 'Bank of the Future' in order to underpin continued competitive
success. This will provide the backdrop to the next phase of our
strategic development, on which we will report later this year.

The announcement in December 2016 that we had agreed to acquire
MBNA is a significant step which reinforces our ability to deliver
sustainable growth whilst helping Britain prosper.

Looking forward to 2017, our corporate governance priorities will

be completing the Group's strategic review and ensuring we are
equipped to deliver the key programmes; implementing the actions
from the 2016 Board Effectiveness Review; and taking forward the
necessary changes to implement our ring-fencing preparations.
Managing extensive change while maintaining high levels of current
performance and managing continually changing risks is an
immensely challenging task. | would like to thank the Board and

all our colleagues for their tremendous support and commitment
throughout the year in meeting these challenges.

th

Lord Blackwell

Chairman
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OUR CULTURE AND VALUES

It is important to define culture in a
way that makes it actionable. This is
why we have defined our culture based
on behaviours we expect to see from
all colleagues in their day-to-day work

The Board and senior leaders have a vital role to play in shaping
and embedding a healthy corporate culture, and this has been
a major focus for the Board's attention over the last year. As a
Group we are clear that our Values of ‘putting customers first’,
'keeping it simple’ and ‘making a difference together’, remain
central to the next stage of our cultural evolution. Our Group
Values are core to our strategy and are at the heart of what we
do and how we work.

We have established a clear and simple approach to our culture
that sets out how our purpose of helping Britain prosper and
our vision of becoming the best bank for customers will be
achieved by all colleagues living the Values in everything they
do. We believe it is important to define culture in a way that
makes it actionable, so we have described it based on
behaviours we expect to see from all colleagues in their
day-to-day work.

In 2017 we are embedding these behaviours in our key people
processes, so our Values will be reinforced across all colleague
experiences such as recruitment, performance management
and career development. We want to ensure colleagues are
empowered, inspired and incentivised to do the right thing for
our customers. Our colleague surveys show continued strong
engagement and commitment to helping us be the best bank
for customers.

Governance and oversight

We have an effective top-to-bottom governance structure
providing active oversight of our Culture, Conduct and
Customer objectives, which cascades to every part of

the business.

We have a Group Customer First Committee to provide
senior level active oversight and governance to upgrade and
accelerate our customer focus, embed our target culture and
conduct agenda. This committee drives our focus on culture
and has encouraged the creation of a culture dashboard, to
enable us to monitor our progress. Colleague feedback is
combined alongside regular metrics to provide a view that

is truly representative.

The Group Executive Committee, the Responsible Business
Committee and the Board receive regular updates on progress.
The culture dashboard is also shared with the Board to ensure
further opportunity for oversight. During the June Board
strategy offsite, the Group Chief Executive led the presentation
of a 'deep dive' session on culture, providing the Board with an
opportunity to offer feedback on our culture plans.
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Governance

Board of Directors

Comprising Directors with the right mix
of skills and experience, the Board is
collectively responsible for overseeing
delivery of the Group's strategy

01 Lord Blackwell

®000

Appointed: June 2012 (Board), April 2014 (Chairman)

Skills and experience: Lord Blackwell has deep financial services knowledge
including in insurance and banking, as well as regulatory and public policy
experience gained from senior positions in a wide range of industries. His
breadth of experience, credibility with key stakeholders and strong leadership
qualities make him an effective Chairman. Lord Blackwell was previously the
Chairman of Scottish Widows Group, and Interserve plc, Director of Group
Development at NatWest Group, a Senior Independent Director of Standard
Life and also chaired their UK Life and Pensions Board. His past Non-Executive
Directorships have included Halma plc, Dixons Group, SEGRO and Ofcom.

He was Head of the Prime Minister’s Policy Unit from 1995 to 1997 and was
appointed a Life Peerin 1997. He has an MA in Natural Sciences from the
University of Cambridge, a Ph.D in Finance and Economics and an MBA

from the University of Pennsylvania.

External appointments: Governor of the Yehudi Menuhin School.

00000

Appointed: December 2010 (Board), May 2014 (Deputy Chairman)

Skills and experience: Anita has significant board, financial and general
management experience across a range of sectors, including banking, asset
and investment management, manufacturing and utilities. She was previously
Chairman of Victrex plc, the Senior Independent Director of Aberdeen Asset
Management and IMI plc, an Executive Director of Abbott Mead Vickers,

a Non-Executive Director of Northumbrian Water and has held various
investment and marketing roles at Scottish Provident and the Royal Bank

of Scotland. Her extensive board level, asset and investment management
experience makes her a strong Deputy Chairman and Chairman of the
Remuneration Committee. She has a BA (Hons) in International Business from
the University of Strathclyde, a MRes in Humanities and Philosophy from the
University of London and an Honorary DSc for contribution to industry and
finance from the University of Cranfield.

02 Anita Frew

External appointments: Chairman of Croda International Plc and
aNon-Executive Director of BHP Billiton.
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BOARD DIVERSITY

Gender diversity

2016
2015 e
2014 e

Bl Male B Female
Skills and experience

Retail/commercial banking

Financial markets/wholesale banking/corporate clients

Insurance

Core technology operations/digital impact

Government/regulator interface

CEO/CFO/CRO

Consumer/marketing/distribution

Board tenure Age

ENO0-2yrs HEM4-6yrs
I 2-4yrs W 6-8yrs

I 46-55 W 56-65 I 66-75

This information is provided at 31 December 2016
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03 Alan Dickinson

Appointed: September 2014

Skills and experience: Alan is a highly regarded retail and commercial banker
having spent 37 years with the Royal Bank of Scotland, most notably as

Chief Executive of RBS UK. More recently, he was a Non-Executive Director of
Willis Limited and Chairman of its Risk Committee. He was formerly Chairman
of Brown, Shipley & Co. Limited and a Non-Executive Director of Nationwide
Building Society where he was Chairman of its Risk Committee. Alan’s strategic
focus and core banking experience complements the balance of skills on

our Board and makes him ideal for the role of Chairman of the Board Risk
Committee. He is a Fellow of the Chartered Institute of Bankers and the Royal
Statistical Society and has an MBA from the Manchester Business School and
aBachelor of Science from the University of Birmingham.

External appointments: Chairman of Urban & Civic plcand a Governor
of Motability.

04 Simon Henry ° e

Appointed: June 2014

Skills and experience: Simon has deep international experience in board level
strategy and execution. His extensive knowledge of financial markets, treasury
and risk management and his qualification as an Audit Committee Financial
Expertis of particular value in our Board Risk and Audit Committees. Simon
has a BAin Mathematics, an MA from the University of Cambridge andis a
fellow of the Chartered Institute of Management Accountants.

External appointments: Chief Financial Officer and an Executive Director of
Royal Dutch Shell plc with responsibility for Shell’s Finance, IT, Strategy and
Planning functions (until 9 March 2017). Non-Executive Director of Rio Tinto plc
and Rio Tinto Limited (from 1 July 2017). Chair of the European Round Table
CFO Taskforce, Member of the Main Committee of the 100 Group of UK FTSE
CFOs, the Advisory Panel of CIMA and of the Advisory Board of the Centre for
European Reform.

Annual Report and Accounts 2016

05 Nick Luff

000

Appointed: March 2013

Skills and experience: Nick has significant financial experience in the UK listed
environment having served in a number of senior finance positions within a
range of sectors. His background and experience enables him to fulfil the role
of Audit Committee Chair and, for SEC purposes, the role of Audit Committee
Financial Expert. Nick was previously the Group Finance Director of Centrica
plc, Finance Director of The Peninsular & Oriental Steam Navigation Company
and Chief Financial Officer of P&O Princess Cruises plc. He previously served
as a Non-Executive Director and was the Audit Committee Chair of QinetiQ
Group plc. He is a Mathematics graduate from the University of Oxford and

a Chartered Accountant.

External appointments: Executive Director and Chief Financial Officer
of RELX Group.

06 Deborah McWhinney o e

Appointed: December 2015

Skills and experience: Deborah has an extensive executive backgroundin
managing technology, operations and new digital innovations across banking,
payments and institutional investment. She broadens the Board's diversity
from a global market perspective. Deborah is a former Chief Executive
Officer, Global Enterprise Payments and President, Personal Banking and
Wealth Management at Citibank. She was previously President of Institutional
Services at Charles Schwab Corporation and held executive roles at Engage
Media Services Group, Visa International and Bank of America, where she held
senior roles in Consumer Banking. She holds a BScin Communications from
the University of Montana.

External appointments: Member of the Supervisory Board of Fresenius
Medical Care AG & Co. KGaA, Independent Director of Fluor Corporation
and IHS Markit Ltd, a Trustee of the California Institute of Technology and
of the Institute for Defense Analyses.

KEY

Member of Audit Committee

Member of Nomination and Governance Committee
Member of Remuneration Committee

Member of Responsible Business Committee

Member of Risk Committee

000060

Committee Chairman

BOARD OF DIRECTORS KEY
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Governance

Board of Directors continued

07 Nick Prettejohn o0

Appointed: June 2014

Skills and experience: Nick has significant financial services experience,
particularly ininsurance where he has served as Chief Executive of Lloyd's of
London and Prudential UK and Europe as well as Chairman of Brit Insurance.
He is aformer Non-Executive Director of the Prudential Regulation Authority
and of Legal & General Group Plc as well as Chairman of the Financial Services
Practitioner Panel. He has the knowledge and experience to provide valuable
insight and contribute effectively as a Non-Executive Director and Member
of the Audit Committee and Risk Committee as well as the governance
experience and leadership qualities to chair Scottish Widows Group. Nick has
a First Class Degree in Philosophy, Politics and Economics from Balliol College,
University of Oxford.

External appointments: Member of the BBC Trust (until 31 March 2017),
Chairman of the Britten-Pears Foundation, the Royal Northern College of
Music and the Financial Conduct Authority's Financial Advice Working Group.

08 Stuart Sinclair @ @

Appointed: January 2016

Skills and experience: Stuart has extensive experience in retail banking,
insurance and consumer finance. He is a former Non-Executive Director of TSB
Banking Group plc, TSB Bank plc, LV Group and Virgin Direct. In his executive
career, he was President and Chief Operating Officer of Aspen Insurance after
spending nine years with General Electric, as Chief Executive Officer of the

UK Consumer Finance business then President of GE Capital China. Before
that he was Chief Executive Officer of Tesco Personal Finance and Director of
UK Retail Banking at the Royal Bank of Scotland. He was a Council member of
The Royal Institute for International Affairs (Chatham House). He has an MAin
Economics from the University of Aberdeen and an MBA from the University
of California.

External Appointments: Non-Executive Director and Chair of the Risk
Committee at Provident Financial plc; Senior Independent Director and Chair
of Risk at QBE Insurance (Europe) Limited and Senior Independent Director
and Chair of Risk at Swinton Group Limited.
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09 Anthony Watson CBE

L ke g

Appointed: April 2009 (Board), May 2012 (Senior Independent Director)

Skills and experience: Tony is our Senior Independent Director and with
over40years of experience in the investment management industry and
related sectors, he is well placed to carry out this role. His former positions
include Chief Executive of Hermes Pensions Management and Chairman of
the Asian Infrastructure Fund, MEPC, the Marks & Spencer Pension Trustees
and of the Strategic Investment Board (Northern Ireland). He is also a former
Member of the Financial Reporting Council, a Senior Independent Director of
Hammerson and a Non-Executive Director of the Shareholder Executive and
Vodafone Group. He has a BSc (Hons) in Economics from Queen’s University
Belfast, a Diploma in Security Analysis from the New York Institute of Finance
andis a Barrister at Law, England and Wales.

External appointments: Senior Independent Director of Witan Investment
Trust, Chairman of the Lincoln’s Inn Investment Committee and a member
ofthe Norges Bank Investment Management Corporate Governance

Advisory Board.
000

10 Sara Weller CBE

Appointed: February 2012

Skills and experience: With a background in retail and associated sectors,
including financial services, Sara brings a broad perspective to the Board.
She is a passionate advocate of customers, the community, financial inclusion
and the development of digital skills which directly support Lloyds Banking
Group's strategy and her role as Chairman of the Responsible Business
Committee. Sara has considerable experience of boards at both executive and
non-executive level. Her previous appointments include Managing Director
of Argos, various senior positions at J Sainsbury including Deputy Managing
Director, Lead Non-Executive Director at the Department of Communities
and Local Government, a Non-Executive Director of Mitchells & Butlers
aswell as a number of senior managementroles for Abbey National and

Mars Confectionery. She has an MA in Chemistry from Oxford University.

External appointments: Non-Executive Director of United Utilities Group
and Chair of their Remuneration Committee, a Governing Council Member
of Cambridge University, Chairman of the Planning Inspectorate and Board
member at the Higher Education Funding Council.
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11 Anténio Horta-Osério 13 Juan Colombas
Appointed: January 2011 (Board), March 2011 (Group Chief Executive) Appointed: January 2011 (Chief Risk Officer), November 2013 (Board) 57‘3
Skills and experience: Anténio brings extensive experience in, and Skills and experience: Juan has significant banking and risk management ~
understanding of, both retail and commercial banking. This has been experience, having spent 31 years working in these fields both é
built over a period of more than 30 years, working both internationally internationally andin the UK. Juan is responsible for developing the 3
aswell asin the UK. Anténio’s drive, enthusiasm and commitment Group's risk framework, recommending its risk appetite and ensuring @
to customers, along with his proven ability to build and lead strong thatall risks generated by the business are measured, reviewed and 3
management teams, brings significant value to all stakeholders of monitored on an ongoing basis. He was previously the Chief Risk o
Lloyds Banking Group. Previously he worked for Goldman Sachs, Officer and an Executive Director of Santander's UK business. Prior =
Citibank and held various senior management positions at Grupo to this position, he held anumber of senior risk, control and business
Santander before becoming its Executive Vice President. He was a management roles across the Corporate, Investment, Retail and Risk
Non-Executive Director of Santander UK and subsequently its Chief Divisions of the Santander Group. He has served as the Group's Chief
Executive. He is also a former Non-Executive Director of the Court of Risk Officer and as amember of the Group Executive Committee since
the Bank of England and Governor of the London Business School. January 2011. Juan has a BScin Industrial Chemical Engineering from
Anténio has a Degree in Management & Business Administration the Universidad Politécnica de Madrid, a Financial Management degree
from the Universidade Catélica Portuguesa, an MBA from INSEAD from ICADE School of Business and Economics and an MBA from the o
and has completed the Advanced Management Program at Harvard Institute de Empresa Business School. §
Business School. External appointments: Vice Chairman of the International Financial a,
External appointments: Non-Executive Director of EXORN.V., Risk Institute. o
Fundagdo Champalimaud and Sociedade Francisco Manuel dos Santos a
in Portugal, amember of the Board of Stichting INPAR and Chairman of ol
the Wallace Collection. %
3
=
w
12 George Culmer 14 Malcolm Wood
Appointed: May 2012 (Board) Appointed: November 2014 _
Skills and experience: George has extensive operational and financial 5 ; . .
L ) . : ’ : Skills and experience: Malcolm was previously General Counsel and
expertise including strategic and financial planning and control. He has C :
ey . e ompany Secretary of Standard Life after a career as a corporate
worked in financial services in the UK and overseas for over 25 years. A e ;
. ) o e : " lawyer in private practice in London and Edinburgh. He has a wealth of
George was an Executive Director and Chief Financial Officer of RSA . . . - X (@)
B . experience in governance, policy and regulation. He is a Fellow of the 5
Insurance Group, the former Head of Capital Management of Zurich . ’ o 5
. . . o - : . . Institute of Chartered Secretaries and Administrators and a Member of )
Financial Services and Chief Financial Officer of its UK operations as ’ o =
A ; - o ; the Chartered Institute for Securities and Investment and the GC100. -
well as holding various senior management positions at Prudential. He 3
is a Non-Executive Director of Scottish Widows. George is a Chartered o
Accountant and has a history degree from the University of Cambridge. 5
External appointments: None. §~

@ Directors’ biographies can be found at

www.lloydsbankinggroup.com/our-group/directors
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Group Executive Committee

Delivering our vision and managing
a more agile organisation

The depth of diverse experience and complementary skills in our
management team strengthens our ability to adjust to changing
market environments and deliver our strategy to become the best
bank for customers

01 Anténio Horta-Osério

Anténio joined the Board in January 2011 as an Executive Director and
became Group Chief Executive in March 2011. Full biography on page 57.

02 George Culmer

George joined the Board as an Executive Director in May 2012.
Full biography on page 57.

03 Juan Colombas

Juan joined the Group as Chief Risk Officer in January 2011 and joined the
Board as an Executive Director in November 2013. Full biography on page 57.

04 Andrew Bester

Andrew joined the Group in 2012 from Standard Chartered Bank where he
held a variety of senior roles including Global COO and, later, Chief Financial
Officer of Consumer Banking. Previously, Andrew worked at Xchanging Plc
and Deutsche Bank and trained as a Chartered Accountant. Andrew sits on
the Board of the Global Financial Markets Association (GFMA) and the
Advisory Board of the University of Cambridge Programme for Sustainability
Leadership and is a member of The Prince of Wales's UK Corporate Leaders'
Group. Andrew is Executive Sponsor for Inclusion & Diversity and the Group's
Ambassador’s programme.

58

05 Karin Cook

Karin joined the Group in 2013 as Chief Operating Officer, Commercial
Banking and became Group Director, Operations in 2015. Karin joined from
HSBC where she was Global Chief Operating Officer for Private Banking and
previously, Global Head of OTC Derivative Operations. Prior to HSBC, Karin
spent nine years at Morgan Stanley in London and five years at Goldman
Sachs in Paris, in a variety of Operations and Finance roles. She holds a
degree in Modern Languages from Cambridge University. Karin is a
Non-Executive Director of Scottish Widows Ltd and is also the Group's
Executive Sponsor for Sexual Orientation and Gender Identity.

06 Simon Davies

Simon joined the Group in 2016 from Linklaters LLP where he was Firmwide
Managing Partner, a position he held from January 2008. Prior to this, Simon
spent 12 years in Asia, specialising in M&A and securities advice, serving
terms in each of Hong Kong and Tokyo and was Managing Partner for Asia
from 2003-2007. He is a Solicitor of the High Court of the Hong Kong Special
Administrative Region, as well as a Solicitor of the Senior Courts of England
and Wales. Simon joined Linklaters in London in 1990, having studied at
Emmanuel College, Cambridge. Simon is Group Executive sponsor for
Ethnicity. He is also a member of TheCityUK China Market Advisory Group
and a trustee of the National Youth Theatre of Great Britain.

07 Antonio Lorenzo

Antonio joined the Group in 2011 as head of the Wealth and International
division and Group Corporate Development, leading a strategic review

and subsequent programme of reducing non-core assets and exiting
international locations. From 2013, he assumed the role of Group Director,
Consumer Finance & Group Corporate Development, leading the division's
growth strategy whilst completing the sale of TSB, before being appointed
as Chief Executive, Scottish Widows and Group Director, Insurance. Antonio
is also Group Executive Sponsor for Emerging Talent.

Antonio joined the Group from Santander, where he had worked in a number
of different leadership roles and jurisdictions since 1998. He was part of the
management team that completed the take-overs of Abbey National in 2004
then Bradford & Bingley and Alliance & Leicester in 2008, and was

Chief Financial Officer of Santander UK. Before Santander, Antonio spent
over nine years at Arthur Andersen.
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08 Vim Maru

Vim is the Group Director for the Customer Products and Marketing division
responsible for Retail customer products and all marketing across Lloyds
Banking Group. Vim joined the Group in June 2011 as Managing Director,
Customer Products, responsible for Retail product design and management
across all of the Group's brands. He was appointed to the Group Executive
Committee in August 2013. Vim is a non-executive member of the Group's
Insurance Board. Previously Vim worked for over 12 years at Santander, in a
range of roles in Corporate Strategy, Mergers & Acquisitions, the Life Division
and most recently held the position of Director, Retail Products. Vim holds an
Economics degree from the London School of Economics and is a member of
the Institute of Chartered Accountants.

09 Zaka Mian

Zak joined the Group in 1989 as a Business Analyst in IT. He was appointed
Group Director, Digital and Transformation in 2016 and is responsible for
the Group-wide digital business across Retail, Consumer Finance, Insurance
and Commercial divisions, and the associated Transformation programmes.
Before his current role, Zak led the Digital Transformation programme for
anumber of years and was also Retail CIO and head of IT architecture.

Zak has a computer science degree from York University.

10 David Oldfield

David was appointed in June 2015 as Group Director for the Retail division
responsible for the retail branch network across Lloyds, Halifax and Bank of
Scotland brands, along with UK Wealth and Business Banking. Additionally,
in February 2016, David assumed responsibility for the Consumer Finance
division. David started his career with Lloyds Bank 32 years ago on the
graduate entrant programme and has held a number of key leadership
roles across all divisions of the Group since that time. Immediately prior to
this role he was appointed to the Group Executive Committee in May 2014
as Group Director, Operations. David is a Fellow of the Chartered Institute
of Bankers. He is also Group Executive Sponsor for Disability.
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11 Janet Pope

Janet joined the Group in 2008 to run the Savings business. She was
previously Chief Executive at Alliance Trust Savings, prior to which she

was EVP Global Strategy at Visa International. Janet spent 10 years at
Standard Chartered Bank where she held a variety of roles including

Retail Banking MD for Africa and non-executive directorships at Standard
Chartered Bank Zimbabwe, Kenya, Zambia and Botswana. Janet has held
non-executive positions on the audit committees of the Department for
Communities and Local Government, The Rent Service (Department for Work
and Pensions) and the Office of the Deputy Prime Minister. Janet studied at
the London School of Economics. She has a Master’s degree in Economics
and holds an MBA from Cass Business School.

12 Matthew Young

Matt joined the Group as Corporate Affairs Director in 2011. Prior to Lloyds,
he was Communications Director at Santander during a period when the
bank made a successful entry into the UK market following the acquisition
and subsequent rebranding of Abbey National, Alliance & Leicester, and
Bradford & Bingley. Matt joined Santander from NatWest in 1999 where

he held a number of senior communications roles. Matt has a degree in
Political Science and a postgraduate certificate in Education. He is a Board
member of the British Bankers Association, a member of the PR Guild, and
a former trustee of the Prince of Wales sponsored charity, In Kind Direct.
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Governance

Corporate governance report

This report sets out our approach to
governance in practice, the work of the
Board and its committees and explains
how the Group applied the principles of
the UK Corporate Governance Code
(the Code) during 2016

LEADERSHIP
The Board

The Group is led by an effective, committed and unitary Board,
which is collectively responsible for the long-term success of the
Company. The Board comprises a Chairman (who was independent
on appointment), independent Non-Executive Directors and
Executive Directors. The names and biographies of current
Directors are set out on pages 54 to 57.

There is a clear division of responsibility at the head of the
Company, which is documented in the Group's Corporate
Governance Framework. The Chairman has overall responsibility
for the leadership of the Board and for ensuring its effectiveness
while the Group Chief Executive manages and leads the business.

The Corporate Governance Framework, which is reviewed annually
by the Board, sets out a number of key decisions and matters that
are reserved for the Board's approval.

The Board sets the strategy, oversees its delivery and establishes
the culture, values and standards of the Group.

The Board ensures that the Group manages risk effectively,
monitors financial performance and reporting and ensures that
appropriate and effective succession planning arrangements and
remuneration policies are in place. It provides and encourages
entrepreneurial leadership across the Group within this framework.

Key roles and responsibilities

Chairman

Lord Blackwell

Lord Blackwell leads the Board and promotes
the highest standards of corporate
governance. He sets the Board's agenda

and builds an effective and complementary
Board. The Chairman leads Board succession
planning and ensures effective
communication with shareholders.

Deputy Chairman

Anita Frew

Anita Frew as Deputy Chairman ensures
continuity of Chairmanship during any
change of chairmanship. She supports the
Chairman in representing the Board and
acting as a spokesperson. She deputises for
the Chairman and is available to the Board
for consultation and advice. The Deputy
Chairman represents the Group's interests
to official enquiries and review bodies.

Company Secretary
Malcolm Wood

Senior Independent Director

Anthony Watson

As the Senior Independent Director, Anthony
Watson is a sounding board for the Chairman
and Group Chief Executive. He acts as a
conduit for the views of other Non-Executive
Directors and conducts the Chairman'’s
annual performance appraisal. He is available
to help resolve shareholders’ concerns and
attend meetings with major shareholders
and financial analysts to understand issues
and concerns.

Non-Executive Directors

Alan Dickinson, Simon Henry, Nick Luff,
Deborah McWhinney, Nick Prettejohn,
Stuart Sinclair, Sara Weller

The Non-Executive Directors challenge
constructively and help develop and set the
Group's strategy. They actively participate
in Board decision making and scrutinise
management performance. The Non-
Executive Directors satisfy themselves on the
integrity of financial information and review
the Group's risk exposures and controls.
The Non-Executive Directors, through the
Remuneration Committee, determine the
remuneration of Executive Directors.

Group Chief Executive

Anténio Horta-Osério

Anténio Horta-Osério manages the Group
on a day-to-day basis and makes decisions
on matters affecting the operation,
performance and strategy of the Group's
business. He delegates aspects of his own
authority, as permitted under the Corporate
Governance Framework, to members of the
Group Executive Committee (GEC). He
provides leadership and direction to senior
management and coordinates all activities to
implement the strategy and for managing the
business in accordance with the Group's risk
appetite and business plan set by the Board.

Executive Directors

Juan Colombas, George Culmer

Under the leadership of the Group Chief
Executive, the Executive Directors make and
implement decisions in all matters affecting
operations, performance and strategy. They
provide specialist knowledge and experience
to the Board. They are responsible for the
successful leadership and management of
the Risk and Finance divisions respectively.
The Executive Directors design, develop and
implement strategic plans and deal with
day-to-day operations of the Group.

The Company Secretary advises the Board and ensures good information flows and comprehensive practical support are provided to

Directors. He maintains the Group's Corporate Governance Framework and organises Directors’ induction and training. The Company
Secretary communicates with shareholders as appropriate and ensures due regard is paid to their interests. Both the appointment and
removal of the Company Secretary is a matter for the Board as a whole.
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LLOYDS BANKING GROUP BOARD

Group Chief Nomination and
Executive Governance
Committee
Read more
on page 69
Group Chief Audit
Executive Committee
Committees
Read more Read more
on page 121 on page 72

Remuneration
Committee

Board Risk
Committee

Read more
on page 113

Read more
on page 76

Responsible
Business
Committee

Read more
on page 79

A full schedule of all matters reserved to the Board and Terms of Reference for each of the Board Committees
can be found at www.lloydsbankinggroup.com/our-group/corporate-governance

Board Committees

The Board is supported by its Committees which make
recommendations on matters delegated to them under the Corporate
Governance Framework, in particular in relation to internal control, risk,
financial reporting, governance and remuneration matters.

This enables the Board to spend a greater proportion of its time
on strategic, forward looking agenda items. Each Committee
comprises Non-Executive Directors only and is chaired by an
experienced Chairman. The Committee Chairmen report to the
Board on the activities of the Committee at each Board meeting.

The Board recognises that governance must be dynamic and evolve
to meet current and future demands. Therefore, in 2016 two further
sub-committees of the Board Risk Committee were established to
focus on Financial Markets and IT Resilience & Cyber, in addition to
an existing Stress Testing & Recovery Planning sub-committee. The
sub-committees were constituted to enable members of the Board
Risk Committee to dedicate additional time and resource to better
understand and to enable fuller review and challenge of the risks
associated with the topic of the sub-committee. Current direct Board
level oversight of these activities through regular updates and annual
review continues unchanged.

Additionally, a Cyber Security Advisory Panel was established to
bring an industry perspective and allow for discussion of the key
cyber related activities and threats.

The Board in 2016

Non-Executive Directors see attendance at Board and Committee
meetings as only one part of their role. In addition to the annual
schedule of Board and Committee meetings, the Non-Executive
Directors undertake a full programme of activities each year, as set
out on page 64.

Non-Executive Directors regularly meet with senior management
and spend time increasing their understanding of the business
through site visits, formal briefing sessions or more informal events
including breakfast meetings with senior staff, which the Chief
People, Legal and Strategy Officer also attends. Board dinners

are held prior to each scheduled Board meeting. This allows the
Directors greater time to discuss their views, ensuring that there is
sufficient time for the Board to discuss matters of a material nature at
Board meetings. Some of these pre meetings are for Non-Executive
Directors only, some also include the Group Chief Executive and
others the full Board and GEC members. At least once a year,

a meeting is held without the Chairman in attendance.

Prior to the AGM in Scotland the Board held a joint discussion with
the Board of Scottish Widows Group Limited allowing in-depth
focus on insurance matters.

Attendance at Board meetings in 2016

Eligible to attend' Attended

Directors who served during 2016
Anténio Horta-Osério
Lord Blackwell
Juan Colombas
George Culmer
Alan Dickinson
Anita Frew
Simon Henry?

Nick Luff

Deborah McWhinney
Nick Prettejohn?
Stuart Sinclair*
Anthony Watson
Sara Weller

Former directors who served
during 2016

Dyfrig John® 4 4

VO 0 Vv Vv VWV Vv VW OV VvV VWV VvV Vv o
O 0O V0V W OV VW O VW VW VW VW VvV o

1 The attendance of Directors at Committee meetings is displayed within the individual
Committee reports found on pages 69 to 80 and for the Remuneration Committee on
page 113. Whilst all Non-Executive Directors are, where appropriate, invited to and
regularly attend other Committee meetings, only their attendance at Committees of
which they are members is recorded.

2 Mr Henry was unable to join the July Board meeting due to the second quarter 2016
results announcement for Royal Dutch Shell ple, of which he is Chief Financial Officer,
being presented on the same day.

3 Mr Prettejohn was unable to join the June Board meeting due to a prior commitment.

4 Joined the Board on 4 January 2016.

5 Retired on 11 May 2016.
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Corporate governance report continued

How Board meetings are run

The Chairman ensures Board meetings are structured to facilitate
open discussion, debate and challenge. Through his opening
remarks, the Chairman sets the focus of each meeting.

In the rare event of a Director being unable to attend a meeting,
the Chairman discusses the matters proposed with the Director
concerned, seeking their support and or feedback accordingly.
The Chairman subsequently represents those views at the meeting.

Directors are sent papers for the Board meeting typically seven days
in advance of the meeting in order that they may have the time to
consider the proposals put forward and seek clarification or further
information as required. The Board makes full use of technology
such as video conferencing, teleconferencing, a Board portal and
tablets in its meeting arrangements. This leads to greater flexibility,
security and efficiency in Board paper distribution.

Ensuring the right focus to deliver
the Group's strategy

The Board recognises the need to be adaptable and flexible

to respond to changing circumstances and emerging business
priorities, whilst ensuring the continuing monitoring and oversight
of core issues.

The Group has a comprehensive and continuous agenda setting
and escalation process in place for ensuring the Board has the right
information at the right time and in the right format to enable the
Directors to make the right decisions. The Chairman leads the
process, assisted by the Group Chief Executive and Company
Secretary. The process ensures that sufficient time is being set
aside for strategic discussions and business critical items.

The process of escalating issues and agenda setting is reviewed
at least annually as part of the Board Effectiveness Review with
enhancements made to the process, where necessary, to ensure
it remains effective.

The Non-Executive Directors also receive regular updates from the
Group Chief Executive's office including a weekly email which gives
context to current issues. In-depth and background materials are
regularly provided via a reading room on the Board portal.

Senior Managers and Certification Regime

Last year, the Corporate Governance Framework was reviewed
in preparation for the introduction in March 2016 of the Senior
Managers and Certification Regime (SM&CR) and, as relevant to

the Scottish Widows Group, the Senior Insurance Managers Regime.

The review, which was part of a wider range of initiatives undertaken
to prepare the Group for the introduction of SM&CR, found that the
framework was generally aligned with the requirements of the
SM&CR but a number of changes were recommended.

These included amendments to the statements of responsibilities
of the Directors and members of the GEC and minor amendments
to the terms of reference of a number of Board and Group Chief
Executive Committees.

Board oversight: MBNA acquisition

In December 2016 the Group announced that it had agreed to
acquire MBNA, a UK consumer credit card business, from Bank
of America. This is a significant strategic step which reinforces the
Group's ability to deliver sustainable growth whilst helping Britain
prosper and will enhance the Group's position and offering in the
UK prime credit card market. The transaction is expected to
complete by the end of the first half of 2017, subject to the receipt
of competition and regulatory approval.
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AGENDA SETTING PROCESS

Yearly planner prepared by the Company
Secretary to map out the flow of key items of
business to the Board

The Chairman holds monthly meetings to

review the draft agenda and planner with the
Company Secretary and the Chief of Staff

Draft Board agenda discussed between the
Chairman and the Group Chief Executive and
reviewed at GEC meetings

Board paper template and guidelines
and targeted training for authors

Matters may be added to agendas in response
to external events, Non-Executive Director
requests and the quarterly Board Topic Review
meetings

PROCESS FOR ESCALATING ISSUES

Board and Committee agendas and topics

Corporate
Governance
Framework
imposes clear
responsibility on

Time allocated at Quarterly Board
each GEC meeting | Topic Review

to consider meetings led
whether any by the Chairman
matters require

escalation

GEC members to
escalate matters

The Board considered the opportunity at a number of meetings
during 2016 and spent considerable time at each meeting
discussing and reviewing the acquisition and approving next
steps. As part of its oversight role, the Board challenged and
scrutinised the rationale for the acquisition and received detailed
progress updates and papers. Key issues considered by the Board
in reaching the decision to approve the acquisition included:
strategic context; funding options; financial effects; due diligence
findings; cost synergies; risks; and their impact on the Group.
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BOARD FOCUS IN 2016

Financial Strategy Culture and values
—Budget for 2016 — Review of progress in implementing — Customer performance dashboard
— Group operating plan the Group's 2015-17 strategy — Conduct, culture and values

— Draft results and presentation to analysts ~Approval of large transactions — Responsible Business report

- Approval of dividends —MBNA acquisition - Helping Britain Prosper Plan

— Funding and Liquidity plan — EU referendum outcome

—Capital plan — Review of future environment

and business model

® ® ®

Regular agenda items
— Group performance report from the Group Chief Executive

- Report on financial performance, including budgets, forecasts and capital position from the Chief Financial Officer

— Risk report from the Chief Risk Officer
— Chairman'’s activities report
— Reports from Committee Chairmen

O, O, O,

Governance and shareholders Regulatory Risk management
—Board effectiveness and Chairman'’s - Ring-fencing and resolution — Approval of Group risk appetite

performance reviews — SM&CR updates — Approval of Risk Management Framework
—Board Diversity Policy - Regulatory updates - Review of internal control systems
—Review of Corporate Governance —Whistleblowing updates —Review and approval of PRA and

Framework EBA stress testing results
—Investor Relations updates — CMA market review into retail banking services
—AGM briefing —IT resilience and cyber security

—In the first half of 2016, preparation for
proposed public offering of shares in
the Company by HM Treasury

BOARD MEETINGS AND ACTIVITY IN 2016

BD BD
AUG SEP OCT
Board site
2015 full Q1 AGM Strategy Half year Q3 visit to Halifax
year results offsite results results and Group
results and meeting and operating
dividend dividend plan with

strategic focus

KEY

Board meeting

Board meeting and deep dive

Deep dive

The deep dive sessions, strategy offsite meeting
and site visit to Halifax are described on page 64
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Governance

Corporate governance report continued

BOARD ACTIVITIES IN 2016 - SUPPORTING DELIVERY OF THE GROUP'S STRATEGIC PRIORITIES

Deep dives

The Board regularly takes the opportunity to hold ‘deep dive’
sessions with senior management outside of formal Board
meetings.

The purpose of the sessions is to provide the Board with
deeper insight into key areas of strategic focus. The sessions
are structured to allow for plenty of opportunity for discussion
and include presentations and videos.

In 2016 'deep dive’ sessions were held on the following topics:
— Commercial Banking
— Customer perspective
— Data infrastructure and information security

— Consumer Finance

Customer segmentation

— Retail product pricing

Creating the best

customer experience

Becoming simpl
and more efficie

Board strategy offsite

The Board sets aside time each year outside of the annual
Board calendar to hold a strategy offsite giving the Directors
the opportunity to solely focus on strategic issues.

This year the Board and the GEC held a two day offsite in June
to discuss the strategic challenges and opportunities the Group
faces in the future, based on four scenarios for how banking
could evolve over the next ten years. The offsite enabled the
Board to take a view of the longer-term outlook for the Group.
The Board debated the transformation required to be '‘Bank of
the Future’ in order to underpin continued competitive success.
This will provide the backdrop to the next phase of strategic
development, on which the Group will report later in 2017.

The agenda included case studies from banking and other
industries, and presentations from senior management and
smaller break-out sessions on specific topics.

The offsite concluded with a group discussion leveraging the broad
range of experience and perspectives from across the Board.

Delivering sustainable growth

Board visit to Halifax

Over two days in November the Board visited the Group's
Halifax offices. In addition to the Board and Committee
meetings, a separate strategy meeting, attended by GEC
members, was held reviewing the Group operating plan. During
the visit, the Chairman and several Non-Executive Directors,
spent half a day with some of the ¢3,000 colleagues based in
Halifax. The visit included a walk through the Mortgage
Transformation lab to learn about the improvements being
made to the customer mortgage journey.

The Chairman and Non-Executive Directors also spent time with
the Banking Complaints Team, where they followed a complaint
through to its outcome and joined a ‘ huddle’ discussing how
Financial Ombudsmen Service learnings could be used to
ensure fair customer outcomes in the future.

Showing support for customers and the community

In September, Lord Blackwell spent two days in Aberdeen where he met with more than 100
business customers. During his visit, he delivered the keynote speech at a dinner for customers
and local influencers, emphasising the Group's vital role in helping Britain prosper and the
importance of building long-term customer relationships. At a breakfast for Mid Markets clients
and local business leaders, he outlined his views on the economy and the importance of

Chairman’s engagement programme

The Chairman undertakes an extensive engagement
programme each year representing the Group at industry
events, acting as a spokesperson for the Group and meeting
with clients, regulators, investors, the media, the Foundations
and their beneficiaries.

The programme includes visits to regional offices, branches,

IT and operations centres, where the Chairman meets local
management and colleagues through meetings, floor walks,
team talks and Town Hall sessions. The Town Hall sessions are
an opportunity for colleagues to hear from the Chairman on the
Group's performance and strategic direction, and importantly,
to ask questions. These events are very popular and are always
well attended.

supporting local businesses.

Lord Blackwell also found time to host a Town Hall and Q&A session for colleagues at the Group's
Albyn Place office. His final stop was an inspiring visit to Fly Cup Catering in Inverurie, a charity
funded by the Bank of Scotland Foundation which provides catering training, employment
experience and placements for adults with learning difficulties.

Speaking about the visit, he said: 'l came away enthused by the commitment and enthusiasm of
everyone | met, and by the general sense of cautious optimism from our commercial clients and
relationship managers. It is extremely helpful to me to hear these perspectives first hand and to
meet more of our tremendous colleagues.’
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EFFECTIVENESS

Board induction

The Chairman personally ensures that on appointment each Director
receives a full, formal and tailored induction. The emphasis is on
ensuring the induction brings the business and its issues alive for

the new Director, taking account of the specific role they have been
appointed to fulfil and the skills/experience of the Director to date.

Directors who take on or change roles during the year attend
induction meetings in respect of those new roles.

An outline of the induction programme is set out opposite and
Deborah McWhinney and Stuart Sinclair share their experiences
on joining the Board on page 71.

Professional development and training

The Chairman leads the learning and development of Directors
and the Board generally and regularly reviews and agrees with
each Director their training and development needs.

Ample opportunities, support and resources for learning are
provided through a comprehensive programme, which is in place
throughout the year comprising both formal and informal training
and information sessions.

The Company Secretary maintains a training and development
log for each Director.

Time commitments

Non-Executive Directors are required to devote such time as is
necessary for the effective discharge of their duties. The estimated
minimum time commitment set out in the terms of appointment

is 35-40 days per annum including attendance at Committee
meetings. For Committee Chairmen and the Senior Independent
Director, this increases to a minimum of 45 to 50 days. As described
elsewhere , the time devoted on the Group's business by the
Non-Executive Directors is in reality considerably more than

the minimum requirements.

Executive Directors are restricted to taking no more than one
non-executive director role in a FTSE 100 company and may not
take on the chairmanship of such a company. The Chairman is
committed to this being his primary role, limiting his other
commitments to ensure he can spend as much time as the role
requires. In February 2016, the Chairman retired as Chairman of
Interserve plc. The Chairman'’s biography can be found on page 54.

Conflicts of interest

The Board has a comprehensive procedure for reviewing and, as
permitted by the Companies Act 2016 and the Company'’s articles
of association, approving actual and potential conflicts of interests.

Directors have a continuing duty to notify the Chairman and
Company Secretary as soon as they become aware of actual or
potential conflict situations. Changes to the commitments of all
Directors are reported to the Nomination and Governance
Committee and the Board and a register of potential conflicts and
time commitments is regularly reviewed and authorised by the
Board to ensure the authorisation status remains appropriate.

Stuart Sinclair is Senior Independent Director at both QBE Insurance
(Europe) Limited, a general insurance and reinsurance company, and
Swinton Group Limited, an insurance broker for home and motor
insurance. The Board has recognised that potential conflicts may
arise in relation to his position at QBE Insurance and in relation

to Swinton Group. The Board has authorised the potential conflicts
and requires Mr Sinclair to recuse himself from discussions, should
the need arise.

Access to advice

The Group provides access, at its expense, to the services of
independent professional advisers in order to assist Directors

in their role. Board Committees are also provided with sufficient
resources to undertake their duties. All Directors, including
Non-Executive Directors, have access to the services of the
Company Secretary in relation to the discharge of their duties.

Annual Report and Accounts 2016

BOARD INDUCTION PROGRAMME

Core — Strategic and corporate induction
programme

— Governance and Director
responsibilities

— Senior Managers and
Certification Regime

— Detailed risk induction programme

— Detailed briefings on each of the
Group's business divisions

— Branch and site visits

— Opportunity to meet with major
shareholders as requested

One-to-one — Chairman

briefings — Company Secretary
— Executive Directors

— GEC members

— Group Audit Director

— Senior executives from across
the Group

Bespoke
programme

— The Chairman personally ensures a new
Director receives a tailored induction.

— Specific briefings are provided on the
Committees on which the new Director
will serve.

Briefing and reading materials

Briefing and reading materials are made available on the Board portal.

PROFESSIONAL DEVELOPMENT AND
TRAINING PROGRAMME AT A GLANCE

Training and
information sessions

g

Site visits,
Board dinners and
breakfast meetings

Briefing material
on Board portal

y

Deep dives

Management and
one-to-one meetings on
key topics
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Corporate governance report continued

Board effectiveness

The Chairman of the Board leads the annual review of the Board's
effectiveness and that of its Committees and individual Directors
with the support of the Nomination and Governance Committee,
which he also chairs. The annual evaluation is facilitated externally
at least once every three years.

2016 evaluation of the Board's performance
The 2016 evaluation was conducted internally between November
2016 and December 2016 by the Company Secretary, and was
overseen by the Nomination and Governance Committee.

The 2016 review sought the Directors’ views on a range of topics
including: strategy; planning and performance; risk and control;
Board composition and size; balance of skills and experience;
diversity; culture and dynamics; the Board's calendar and agenda;
the quality and timeliness of information; and support for Directors
and Committees.

If Directors have concerns about the Company or a proposed action
which cannot be resolved, it is recorded in the Board minutes. Also
on resignation, Non-Executive Directors are encouraged to provide
a written statement of any concerns to the Chairman, for circulation
to the Board. No such concerns were raised in 2016 and up to the
date of this report.

Anthony Watson, Senior Independent Director, is due to retire at the
2017 AGM. At the time of the 2017 AGM, he will have served on the
Board for more than eight years and therefore, in compliance with
the Code, his review was particularly rigorous.

Outcome of 2016 Board effectiveness review
The reviews concluded that the performance of the Board, its
Committees, the Chairman and each of the Directors continues to
be effective. All Directors demonstrated commitment to their roles.

Many Directors commented favourably on the performance of

the Board as a whole, describing it as hardworking, collegiate,
questioning and highly engaged. Developments during 2016,
including the continued use of deep dives, the establishment of
sub-committees of the Board Risk Committee and the Cyber Security
Advisory Panel have generally been welcomed and Directors have
commented on the high quality of debate within the Board. Highlights
mentioned by several Directors were the strategy offsite in June and
governance of the acquisition of the MBNA UK consumer credit

card business, where the Board was highly engaged in oversight and
challenge of the acquisition process. Directors also spoke highly of
the work done by the Chairman and the Chairs of the Committees

in structuring agendas and ensuring that business is covered at

the meetings.

2015 Board effectiveness review (external)

2016 EVALUATION PROCESS

Step 1 Detailed questionnaire completed by each Director

Step2  Individual meetings held between each Director and
the Company Secretary

Step3  Evaluation of the findings by the Company Secretary
and report prepared

Step4  Draft conclusions discussed by the Company
Secretary with the Chairman

Step5  Discussion of the Company Secretary's report and
draft conclusions and actions agreed

Chairman'’s evaluation

The Senior Independent Director carried out the evaluation of
the Chairman’s performance using a questionnaire and individual
meetings with Directors other than the Chairman. The outcome
of the evaluation of the Chairman’s performance was discussed
by the Directors in the absence of the Chairman.

Recommendations from the 2016 Board

effectiveness review (internal)
The review identified a number of actions to maintain and improve
the Board's effectiveness.

Volume of Board/Committee papers

The most common observation by Directors concerned the volume
of information which they received. Directors would like to receive
more concise reports with clearer signposting of the key issues.

Links to strategy
Several Directors said they would welcome more frequent linkage
to strategy in the regular business of the Board.

Conduct of Board/Committees
Several Directors said that they would value more time in agendas
for discussion, while recognising the pressures on meeting time.

In accordance with the three year cycle, the 2015 evaluation was facilitated externally by JCA Group between October 2015 and January 2016.
The review was commissioned by the Chairman, assisted by the Company Secretary and overseen by the Nomination and Governance
Committee. A summary of the Board's progress against the actions arising from the 2015 effectiveness review are set out below.

Recommendations

Actions taken/progress

Strategy

- Continue to focus on strategy, with particular attention to the longer

term horizon and the impact of the changing technology and

- 2016 strategy offsite focused on reviewing future environment and
business model

competitive landscape —Regular Board deep dives and discussion topics related to digital

disruption and strategic development held during the year

Succession planning

— Maintain a proactive approach to succession planning for Executive - Non-Executive Director discussion on Executive succession carried out

and Non-Executive Directors and for senior management — Non-Executive Directors are informed about and able to input

on Group Chief Executive succession planning
— Chairman and Nomination and Governance Committee continued
to review Non-Executive Director profile and succession

Board information

— Continue the progress made in 2015 in ensuring that information
provided to the Board and its Committees is clear, concise, relevant
and focused

— Continued progress on reducing unnecessary material and
presentations

—Revised Board template and guidance in place

— Review and continue to evolve metrics used to assess business
performance to ensure that they provide an appropriate level of
detail and insight for the Board

— Regular reporting on business performance has continued
to develop in response to Board feedback
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INTERNAL CONTROL
Board responsibility

The Board is responsible for the Group's risk management and
internal control systems, which are designed to facilitate effective
and efficient operations and to ensure the quality of internal and
external reporting and compliance with applicable laws and
regulations. The Directors and senior management are committed
to maintaining a robust control framework as the foundation for the
delivery of effective risk management. The Directors acknowledge
their responsibilities in relation to the Group's risk management and
internal control systems and for reviewing their effectiveness.

In establishing and reviewing the risk management and internal
control systems, the Directors carried out a robust assessment of
the principal risks facing the Company, including those that would
threaten its business model, future performance, solvency or
liquidity, the likelihood of a risk event occurring and the costs of
control. The process for identification, evaluation and management
of the principal risks faced by the Group is integrated into the
Group's overall framework for risk governance. The Group is
forward-looking in its risk identification processes to ensure
emerging risks are identified. The risk identification, evaluation and
management process also identifies whether the controls in place
result in an acceptable level of risk. At Group level, a consolidated
risk report and risk appetite dashboard are reviewed and regularly
debated by the Group Risk Committee, Board Risk Committee and
the Board to ensure that they are satisfied with the overall risk
profile, risk accountabilities and mitigating actions. The report and
dashboard provide a monthly view of the Group's overall risk profile,
key risks and management actions, together with performance
against risk appetite and an assessment of emerging risks which
could affect the Group’s performance over the life of the operating
plan. Information regarding the main features of the internal control
and risk management systems in relation to the financial reporting
process is provided within the risk management report on pages 116
to 169. The Board concluded that the Group's risk management
arrangements are adequate to provide assurance that the risk
management systems put in place are suitable with regard to the
Group's profile and strategy.

Control effectiveness review

An annual control effectiveness review (CER) is undertaken to
evaluate the effectiveness of the Group's control framework with
regard to its material risks, and to ensure management actions are

REMUNERATION

Annual Report and Accounts 2016

in place to address key gaps or weaknesses in the control
framework. Business areas and head office functions assess the
controls in place to address all material risk exposures across all risk
types. The CER considers all material controls, including financial,
operational and compliance controls. Senior management complete
an attestation to confirm the CER findings which are reviewed and
independently challenged by the Risk Division and Group Audit

and reported to the Board. Action plans are implemented to
address any control deficiencies.

Reviews by the Board

The effectiveness of the risk management and internal control
systems is reviewed regularly by the Board and the Audit
Committee, which also receives reports of reviews undertaken by
the Risk Division and Group Audit. The Audit Committee receives
reports from the Company’s auditor, PricewaterhouseCoopers LLP
(which include details of significant internal control matters that they
have identified), and has a discussion with the auditor at least once
a year without executives present, to ensure that there are no
unresolved issues of concern.

The Group's risk management and internal control systems are
regularly reviewed by the Board and are consistent with the
Guidance on Risk Management, Internal Control and Related
Financial and Business Reporting issued by the Financial Reporting
Council and compliant with the requirements of CRD IV. They have
been in place for the year under review and up to the date of the
approval of the annual report. The Group has determined a
pathway to compliance with BCBS 239 risk data aggregation

and risk reporting requirements and continues to actively

manage enhancements.

Conclusion

Our Controls Frameworks are continuously improved and enhanced,
addressing known issues and keeping pace with the dynamic
environment. Progress continues to be made in IT, Cyber, and
Financial Crime. The 2016 CER assessment provides reasonable
assurance that the Group's controls are effective or that where
control weaknesses are identified, they are subject to management
oversight and action plans. The Audit Committee, in conjunction
with the Board Risk Committee, concluded that the assessment
process was effective and recommended them to the Board

for approval.

The statement by the Chairman of the Remuneration Committee, the Directors’ Remuneration policy and the Directors’ Remuneration

Implementation Report are set out on pages 84 to 114.

Spotlight on subsidiary governance

The Group conducts the majority of its business through

a number of subsidiary entities. The Corporate Governance
Framework sets out minimum governance standards and

a subsidiary directors’ handbook sets out detailed guidance
on the role and responsibilities of a subsidiary director.

An annual certification process, at individual entity level, of
compliance with the minimum governance standards set out in
the Corporate Governance Framework enhances management
of any legal, regulatory and reputational risks associated with the
Group's subsidiary entities. The process provides GEC members
with additional oversight of subsidiary entities within their
respective business area, including an escalation process for any

matters of non-compliance. In addition, the process provides
continued focus on simplification of the Group's legal entity
structure through consideration of the lifecycle of each entity.

Scottish Widows Group Limited

The Board of the Group's insurance subsidiary, Scottish Widows
Group Limited, which also sits as the Board of its major
subsidiaries, is chaired by a Non-Executive member of the Lloyds
Banking Group Board and contains a balance of independent
Non-Executive Directors, Group executives (serving as Non-
Executives) and Insurance Division executives. This composition
supports its legal and regulatory requirements for independent
decision making within the overall framework of Group policies
and controls.
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Corporate governance report continued

SHAREHOLDER RELATIONSHIPS

The Board recognises and values greatly the need to deliver

a programme of engagement that offers all shareholders the
opportunity to receive Company communications and to share
their views with the Board.

The Group has a diverse range of shareholders and investors
with different communication and engagement needs which
are addressed by specialist teams.

The Group's website enables access to documents and
communications as soon as they are published, including a
live webcast of the AGM. Recordings of webcasts and other
analyst presentations are also available.

Relationships with institutional investors

Investor Relations has primary responsibility for managing and
developing the Group's external relationships with existing and
potential institutional equity investors and analysts. With support
from senior management, they achieved this through a combination
of more than 1,100 meetings and various presentations in 2016. The
presentations were primarily aligned to results and included content
on strategic progress and financial and operational performance.

In addition to this direct shareholder engagement, Investor Relations
provides regular reports to the executive team and Board on key
market issues and shareholder concerns.

Corporate governance meeting with
institutional shareholders

In October 2016, the Chairman hosted a meeting with a number of
large institutional shareholders focused on the Group's corporate
governance arrangements. Following an overview from the
Chairman on the Group's strategy and culture and Board
governance, the shareholders heard from each of the Chairmen

of the Audit, Board Risk, Remuneration and Responsible Business
Committees and the Senior Independent Director. The meeting
was also attended by the Company Secretary and the Group
Investor Relations Director. The meeting was structured to allow
for an open dialogue and discussion on the matters of importance
to institutional shareholders. Those in attendance were especially
interested in hearing about the Group's approach to becoming a
more responsible business.

Governance and executive remuneration

Lord Blackwell (Chairman and Chairman of the Nomination

and Governance Committee) and Anita Frew (Deputy Chairman
and Chairman of the Remuneration Committee) participated in
meetings and discussions with investors and other stakeholders,
including the Group's regulators, regarding governance and the
strategic direction of the Group. They also engaged with proxy
advisors, regulators and shareholders on issues relating specifically
to executive remuneration.

Relationships with retail shareholders

The Company Secretary has a team dedicated to engage with retail
shareholders who, with support from the Company's registrar
Equiniti Limited, deliver the Group’s shareholder service strategy,
including the AGM. Group Secretariat provides feedback to the
Board and appropriate Committees to ensure the views of retail
shareholders are received and considered. Important shareholder
information, including details on the arrangements for the 2017
AGM, can be found on pages 286 and 287.

Annual General Meeting 2016 at a glance

The AGM is an opportunity for shareholders to hear directly from
the Board on the Group's performance and strategic direction,
and importantly, to ask questions.

—nearly 200 shareholders represented

—over 70 per cent of total voting rights voted

—over 97 per cent of votes cast 'in favour’ of the Directors’
Remuneration Report

—all resolutions voted on by way of a poll
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2016 RELATIONSHIP PROGRAMME
°

JANUARY
TO MARCH
Preliminary results
Analyst briefings

Mailing of Annual Report and
Accounts, which includes an
update from the Group Chief
Executive

Notice of AGM and voting

materials
APRIL TO JUNE
Q1 interim management
statement
Annual General Meeting
JULY
TO SEPTEMBER

Half year results
Analyst briefings

Group Chief Executive
half-year update to
shareholders

OCTOBER
TO DECEMBER

Q3 interim management
statement

Corporate governance meeting
with institutional shareholders

A summary of the reports and communications to be issued
in 2017 can be found on page 286.

Statement of compliance

UK Corporate Governance Code - The UK Corporate
Governance Code 2014 (the 'Code') applied to the 2016
financial year. The Group confirms that it applied the main
principles and complied with all provisions of the Code
throughout the year, and that it has applied the UK Corporate
Governance Code 2016 since its financial year end. The Code
is publicly available at www.frc.org.uk

The British Bankers’ Association Code for Financial Reporting
Disclosure - The Group has adopted the British Bankers’
Association’s Code for Financial Reporting Disclosure and its
2016 financial statements have been prepared in compliance
with its principles.
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NOMINATION AND GOVERNANCE
COMMITTEE REPORT

We are committed to the highest
standards of corporate governance,
designed to ensure rigour in the Board's
discussions and decision making

Dear Shareholder

A key priority for the Committee, under my leadership, is to keep
the composition of the Board and its Committees under review
and to make appropriate recommendations to the Board. There
were two changes to the Board in 2016. Stuart Sinclair joined the
Board in January 2016 and Dyfrig John retired from the Board in
May 2016. Stuart’s appointment followed that of Deborah
McWhinney, who joined the Board in December 2015.

As set out earlier in the report, a number of Board changes have
been agreed since the year end. Anthony Watson, our Senior
Independent Director, will retire at the 2017 AGM after serving
more than eight years on the Board, and Nick Luff, an
independent Non-Executive Director and Chairman of the Audit
Committee, has notified the Board that in light of his other
commitments he does not intend to seek re-election at the 2017
AGM. On the Committee’s recommendation, the Board has
appointed Anita Frew to succeed Anthony as Senior Independent
Director, which she will combine with the role of Deputy
Chairman. Anita’s significant board, financial and investment
management experience, including as a Senior Independent

Committee purpose and responsibilities

The purpose of the Committee is to keep the Board's governance,
composition, skills, experience, knowledge, independence and
succession arrangements under review and to make appropriate
recommendations to the Board to ensure the Company'’s
arrangements are consistent with the highest corporate
governance standards.

The Committee reports to the Board on how it discharges its
responsibilities and makes recommendations to the Board, all of
which have been accepted during the year. The Committee's terms
of reference can be found at www.lloydsbankinggroup.com/
our-group/corporate-governance

Committee composition, skills and experience

To ensure a broad representation of experienced and independent
Directors, membership of the Committee comprises the Chairman,
the Deputy Chairman, who is also the Chairman of the
Remuneration Committee, the Senior Independent Director,

the Chairman of the Audit Committee and the Chairman of the
Risk Committee. The Group Chief Executive attends meetings

as appropriate.

Annual Report and Accounts 2016

Committee meetings

Eligible to attend Attended

Committee Chairman
Lord Blackwell 5 5

Committee members who
served during 2016

Alan Dickinson
Anita Frew
Nick Luff’

5
5
5
Anthony Watson 5

o b~ o1

1 Mr Luff was unable to attend the February Committee meeting due to a prior
commitment.

Director, make her ideally suited to take on this role. On the
Committee's recommendation, the Board has appointed Simon
Henry to succeed Nick as Chairman of the Audit Committee.
Simon has been a member of the Audit Committee since June
2014 and his background and experience enable him to fulfil the
role of Audit Committee Chairman and for SEC purposes the role
of Audit Committee financial expert.

The Committee will continue to keep under review the structure,
size and composition of the Board and its Committees and to
make appropriate recommendations to the Board.

Another important role for the Committee is ensuring the
adequacy of succession planning, including contingency
arrangements, both for Board appointments and key senior
management roles. An in-depth review was conducted during the
year of the Group's talent management approach and succession
pipeline and this will continue to be a focus during 2017.

Lord Blackwell

Chairman, Nomination and Governance Committee

Annual effectiveness review

During the year, the Committee met its key objectives and carried
out its responsibilities effectively, as confirmed by the annual
effectiveness review.

How Committee meetings are run

The management of the Committee is in keeping with the basis on
which meetings of the Board are managed, as detailed on page 62.
Its structure facilitates open discussion and debate, with steps taken
to ensure adequate time for members of the Committee to consider
proposals which are put forward.

Matters considered by the Committee

During the year the Committee considered a number of issues
relating to the Group's governance arrangements, both internal
and external. It assisted the Chairman in keeping the composition
of the Board and its Committees under review and to lead the
appointment process for nominations to the Board.

These issues are summarised on the next page.
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Corporate governance report continued

How the Nomination and Governance Committee spent its time in 2016

KEY ISSUES COMMITTEE REVIEW AND CONCLUSION

Board and Committee size ~ During the year the Committee, led by the Chairman, continued to keep under review the structure, size and
and composition composition of the Board and its Committees and to make appropriate recommendations to the Board.

The Board should be of sufficient size to reflect a broad range of views and perspectives whilst allowing all
Directors to participate effectively in meetings. The Board currently comprises three Executive Directors,
nine independent Non-Executive Directors and the Chairman who was independent on appointment.

Details of Board changes are set out on page 52.

Succession planning The Committee, led by the Chairman, continued to keep the adequacy of succession arrangements under review
to ensure the desired mix of skills and experience of Board members now and in the future. Full details of the
Group's approach to succession planning can be found on the next page.

Diversity policy The Committee reviewed the Board Diversity Policy in light of new and emerging best practice and recommended
to the Board a specific target to maintain at least three female Board members and to take opportunities to
increase the number of female Board members over time. The Board Diversity Policy is set out below.

Effectiveness The Committee oversaw the annual evaluations of the performance of the Board and its Committees. In January 2016,
the Committee reviewed the findings of the 2015 Board Effectiveness Review and recommended actions to the Board
to address the areas identified for improvement. Progress against the plan was reviewed during the year. In preparation
for the 2016 Board Effectiveness Review, the Committee made recommendations to the Board on the process and
timing of the review, which was carried out internally by the Company Secretary. Full details of the 2016 Board
Effectiveness Review together with details of the progress against the 2015 review actions are set out on page 6.

Corporate governance In 2016, the Committee:

- oversaw the annual review of the Corporate Governance Framework, including the amendments necessary
to accommodate the SM&CR and recommended it to the Board for approval

—received regular corporate governance updates from the Company Secretary

—recommended to the Board a revised share dealing policy for Directors and GEC in light of the new Market
Abuse Regulation

- reviewed reports from the Chairman on communications from shareholders

—received updates on the SM&CR

- approved the appointment of Trustees to the Bank’s Foundations

—received updates on ring-fencing governance

Independence and time In assessing independence, the Committee did not rely solely on the Code criteria but considered whether, in fact,

commitments the Non-Executive Director was demonstrably independent and free of relationships and other circumstances that
could affect their judgement. It did this with reference to the individual performance and conduct in reaching
decisions. It also took account of any relationships that had been disclosed and authorised by the Board.

Based on its assessment for 2016, the Committee is satisfied that, throughout the year, all Non-Executive
Directors remained independent as to both character and judgement.

The Committee reviewed the role, including capabilities and time commitment, of the Chairman,
Deputy Chairman, Senior Independent Director, Non-Executive Directors, the Group Chief Executive
and Executive Directors and found them to be appropriate.

Board Diversity Policy

The Board places great emphasis on ensuring that its membership reflects diversity in its broadest sense. A combination of demographics,
skills, experience and personal attributes on the Board is important in providing a range of perspectives, insights and challenge needed to
support good decision making.

New appointments are made on merit, taking account of the specific skills and experience needed to ensure a rounded Board and the
diversity benefits each candidate can bring to the overall Board composition. On gender diversity the Board has a specific target to maintain
at least three female Board members and, recognising the emerging target for FTSE companies to move towards 33 per cent female
representation, to take opportunities to increase the number of female Board members over time where that is consistent with other skills
and diversity requirements.

The Board also places high emphasis on ensuring the development of diversity in the senior management roles within the Group and
supports and oversees the Group's objective of achieving 40 per cent of senior roles held by female executives by 2020, along with other
metrics which promote the engagement of other underrepresented groups within the business. This is underpinned by a range of policies
within the Group to help provide mentoring and development opportunities for female executives and to ensure unbiased career progression
opportunities. Progress on this objective is monitored by the Board and built into its assessment of executive performance.

You can read more on the Group's diversity programmes, including details of the Group’s commitment to raise the percentage of women
employed in senior management roles to 40 per cent by 2020 on page 18 of the strategic report.

A copy of the Board Diversity Policy is available on our website at www.lloydsbankinggroup.com/our-group/responsible-business and
information on Board diversity can be found on page 54.

Female representation on the Board is currently 23 per cent (based on three female directors and 10 male directors).
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Our approach to succession planning

Good succession planning contributes to the delivery of the Group's
strategy by ensuring the desired mix of skills and experience of
Board members now and in the future. The Board is also committed
to recognising and nurturing talent within executive and
management levels across the Group to ensure the Group creates
opportunities to develop current and future leaders. The role of
succession planning in promoting diversity is recognised and the
Group has a range of policies which promote the engagement of
underrepresented groups within the business in order to build a
diverse talent pipeline.

Board size and composition

Under the leadership of the Chairman, the Committee continued to
keep under review the structure, size and composition of the Board
and its Committees. At the core of the process is an ongoing
assessment led by the Chairman of the collective Board's technical
and governance skill set. From this the Chairman creates a board
skills matrix which the Committee uses to track the Board's
strengths and identify gaps in the desired collective skills profile

of Board members, giving due weight to diversity in its broadest
sense. Recommendations are made to the Board as appropriate.

BOARD INDUCTION

Annual Report and Accounts 2016

Senior management succession

During the year, the Committee, led by the Chairman, also reviewed
the succession plans for the Group Chief Executive and other key
senior management roles.

The Committee's review was shaped by an in-depth review and
broader discussion by the Non-Executive Directors of the Group's
talent management approach and succession pipeline for key senior
executive roles. This annual talent review allows the Board to
identify talent and ensure the Group has the right succession plans
and development programmes in place. The review noted the work
done to strengthen the approach to talent and development during
the year, including the extension of the annual talent review
programme and improved tracking and review of succession plans.
There was recognition of the further work to be done to continue to
increase the diversity of the succession pipeline. The robustness of
the succession plans for the Group Chief Executive and other key
senior management roles in terms of contingency arrangements
and over the medium to longer term were also reviewed.

Deborah McWhinney and Stuart Sinclair share their insights

Deborah McWhinney and Stuart Sinclair who joined the Board in December 2015 and January 2016 respectively,

share their insights on their induction and first year on the Board

How did the induction programme help you
prepare for your role on the Board?

Deborah

| found the programme very well structured and comprehensive.
There was a good mix of formal presentations and more informal
sessions. [t really brought the business and its issues alive for me
and, having spent my career in the United States, the tailored and
in-depth overview of the UK regulatory landscape was especially
instructive.

Colleagues were always very open and willing to spend time
with me to ensure my questions were fully answered. The level
of openness within the senior management team is reflective
of the Group's wider culture.

Stuart

| have been through quite a few inductions over the years and
what was especially effective about the Group's induction was
the mixture of highly structured overviews on key topics such
as capital, liquidity and conduct, together with self-selected
"top-ups’ and site visits. Attending functions, conferences,
product forums, customer focus groups and branches provided
valuable context too.

At all times colleagues were welcoming and never failed to find
answers to my questions. As a newly appointed Non-Executive
Director, | felt that a ‘go anywhere, ask anything’ culture

was apparent.

How will you reflect on your first year
on the Board?

Deborah

| have extensive experience in managing IT operations and digital
innovations. | was therefore delighted to be asked to join the new
sub-committee of the Board Risk Committee, solely focusing on
IT resilience and cyber security, bringing an independence of
judgement and challenge to Board discussions.

What also struck me during my first year is the very genuine
commitment to diversity in its broadest sense. There is a real
understanding that diversity is more than gender, it's a ‘frame
of mind’ that helps bring diversity of thought to Board debate
and conversations. | support the Group's diversity programmes
through mentoring women in senior roles and by speaking

at diversity events.

Stuart

I have really enjoyed my first year on the Board because the
Group to me was a mixture of relatively familiar topics such as
retail network analysis, product testing, capital models and
conduct requirements and newer topics such as ring-fencing.

Board and Committee meetings are open, fact-based and
collegiate in the best sense: on any given topic there will
typically be both experts and generalists. The Board culture
works to draw all Directors into the subject, allowing for
appropriate consideration and challenge from many angles,
which enables an appropriate decision to be reached.
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Corporate governance report continued

AUDIT COMMITTEE REPORT

It is the Audit Committee’s job to review
the integrity of the financial statements
and the effectiveness of the internal and
external auditor. The Audit Committee
has delivered on its responsibilities

Dear Shareholder

Throughout 2016, the Audit Committee has continued to focus on
its key objectives, overseeing financial reporting, internal controls,
whistleblowing, and internal and external audit.

Overseeing financial reporting requires an assessment of key
accounting judgements and related disclosures. The cost of
redress relating to Payment Protection Insurance (PPI) has been
substantial, and accounting provisions for this cost remain the
most significant judgement made in drawing up the Group's
financial statements.

Estimates of the cost have changed as complaint trends and
regulatory factors have evolved. The Committee has reviewed
these estimates, and challenged the assumptions behind them,
as well as ensuring that appropriate disclosures have been made
to explain the uncertainties that remain.

Committee purpose and responsibilities

The purpose of the Committee is to monitor and review the Group's
financial and narrative reporting arrangements, the effectiveness

of the internal controls over financial reporting and the risk
management framework, whistleblowing arrangements and

each of the internal and external audit processes.

The Audit Committee reports to the Board on how it discharges
its responsibilities and makes recommendations to the Board,

all of which have been accepted during the year. A full list of
responsibilities is detailed in the Committee’s terms of reference,
which can be found at www.lloydsbankinggroup.com/our-group/
corporate-governance

Committee composition, skills and experience

The Committee acts independently of the executive to ensure that
the interests of the shareholders are properly protected in relation
to financial reporting and internal control.

All members of the Committee are independent Non-Executive
Directors with competence in the financial sector with the
Committee as a whole having competence relevant to the financial
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Committee meetings

Eligible to attend Attended
Committee Chairman
Nick Luff 8 8
Committee members
who served during 2016
Alan Dickinson 8 8
Anita Frew 8 8
Simon Henry 8 41
Deborah McWhinney 8 8
Nick Prettejohn 8 72
Anthony Watson 8 8

Mr Henry was unable to attend Audit Committee meetings in January, July, October
and December due to prior executive commitments. Mr Henry will succeed Mr Luff as
Audit Committee Chairman following Mr Luff's retirement at the AGM in May 2017. Prior
to taking on the Chairmanship of the Audit Committee, Mr Henry is retiring as Chief
Financial Officer of Royal Dutch Shell plc in March 2017.

2 Mr Prettejohn was unable to attend the June Audit Committee meeting due to

a prior commitment.

The Committee also considered other areas of significant
judgement that were relevant to the financial statements. These
included other conduct provisions, loan impairments, tax matters,
actuarial assumptions for insurance and pension accounting, and
the appropriate classification of gilts held by the Group for
liquidity purposes. Further details are set out in this report.

The transformation of the internal audit function has also been

a focus for the Committee. This has included reviewing the scope
and direction of internal audit’s work, overseeing changes to the
leadership of the function, supporting independence of audit,
and encouraging improved reporting of audit findings. The
Committee has also monitored the effectiveness of the external
audit as the new lead audit partner was introduced.

Nick Luff

Chairman, Audit Committee

sector. Nick Luff is a Chartered Accountant and has significant
financial experience in the UK listed environment enabling him to
fulfil the role of Audit Committee Chairman, for the purposes of the
UK Corporate Governance Code (the ‘Code’) as a member having
recent and relevant financial experience, and for SEC purposes, the
role of Audit Committee financial expert. In addition, Simon Henry is
a Chartered Global Management Accountant and has extensive
knowledge of financial markets, treasury and risk management, and
also qualifies as a member having recent and relevant financial
experience under the Code and an Audit Committee financial
expert under SEC rules.

How Committee meetings are run

The management of the Committee is in keeping with the basis on
which meetings of the Board are managed, as detailed on page 62.
Its structure facilitates open discussion and debate, with steps taken
to ensure adequate time for members of the Committee to consider
proposals which are put forward.

During the course of the year, the Committee held separate
sessions with the internal and external audit teams, without
members of the executive management present.
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Based on the outcome of the annual board effectiveness review

in 2015 additional training for Committee members has been
introduced. Targeted training on risk weighted assets, derivative
accounting, IFRS9 and insurance accounting has been provided.
This year’s annual effectiveness review confirmed the Committee
met its key objectives and carried out its responsibilities effectively.

Whilst the Committee’s membership comprises the Non-Executive
Directors noted above, all Non-Executive Directors may attend
meetings as agreed with the Chairman of the Committee. The
Interim Group Audit Director, the external auditor, the Group Chief
Executive, the Chief Financial Officer and the Chief Risk Officer also
attend meetings of the Committee as appropriate.

Matters considered by the Committee

How the Audit Committee spent its time in 2016

Financial reporting

Annual Report and Accounts 2016

During the year the Committee considered a number of issues
relating to the Group's financial reporting, these issues are
summarised below, including discussion of the conclusions
the Committee reached, and the key factors considered by
the Committee in reaching its conclusions.

In addition, the Committee considered a number of other significant
issues not related directly to financial reporting, including internal
controls, internal audit and external audit. These issues are also
discussed in detail in the next section, including insight into the key
factors considered by the Committee in reaching its conclusions.

During the year, the Committee considered the following significant financial issues in relation to the Group's financial statements and disclosures,

with input from management, Group Audit and the external auditor:

KEY ISSUES

COMMITTEE REVIEW AND CONCLUSION

Payment Protection Insurance (PPI)

In determining the adequacy of the
provision for redress payments and
administration costs in connection with the
mis-selling of PPl the Group makes a number
of assumptions based on management
judgement. Such assumptions include the
number of future complaints that will be
received and the extent to which they will

be upheld; average redress payments; and
related administrative costs.

During the year the Group provided a
further £1,000 million to cover further
operating costs and redress, including the
impact of a proposed June 2019 deadline.
To 31 December 2016, the Group has
provided a total of £17,025 million in respect
of PPl mis-selling redress and
administration costs.

Other conduct provisions

The Group has also made provisions
totalling £1,085 million in respect of other
conduct matters, including £280 million
for packaged back accounts and

£261 million for secured and unsecured
arrears handling activities.

—The Committee continued to challenge the assumptions made by management to determine
the provision for PPl redress and administration costs. The Committee oversaw continued use
of sensitivities reflecting the uncertainty that remains around the ultimate cost of PPl redress.

— The Committee also reviewed management’s assessment of the potential impact of a
consultation paper by the Financial Conduct Authority which set a proposed deadline of June
2019 for consumers to make their PPl complaints and on the potential impact of the Plevin case.

- Group Audit undertook periodic agreed upon procedures over the process used by
management to calculate the PPl provision. Procedures undertaken were designed to identify
the use of reasonable, consistent and supportable assumptions and inputs. No items were raised
by exception for consideration by the Committee.

—The Committee concluded that the provision for PPl redress and the Group's external
disclosures were appropriate.

- The disclosures relating to PPl are set out in note 38: ‘Other provisions’ on page 230 of the
financial statements.

— For packaged bank accounts, the Committee has continued to monitor the utilisation of the
provision and management'’s assessment of both the remaining exposure and the additional
provisions required. This has included reviewing the expected level of complaints and the
average redress payments.

—The Committee has understood the basis for determining the provision in respect of the Group's
secured and unsecured arrears handling activities. The provision includes the cost of both
identifying and rectifying the customers affected.

— Group Audit undertook periodic agreed upon procedures over the process that has been used
by management to calculate the extent of conduct related provisions. Procedures undertaken
were designed to identify the use of reasonable, consistent and supportable assumptions and
inputs. No items were raised by exception for consideration by the Committee.

- The Committee was satisfied that the provisions for other conduct matters were appropriate.
The disclosures relating to other conduct provisions are set out in note 38: ‘Other provisions'
on page 230 of the financial statements.

Allowance for impairment losses on
loans and receivables

Determining the appropriateness of
impairment losses requires the Group to
make assumptions based on management
judgement.

- The Committee challenged the level of provisions made and the assumptions used to calculate
the impairment provisions held by the Group.

- Group Audit has provided assurance to the Audit Committee that the impairment governance
processes are effective.

—The Committee was satisfied that the impairment provisions were appropriate. The disclosures
relating to impairment provisions are set out in note 52: ‘Financial risk management’ on page 261
of the financial statements.

73

1lodeuoibaleng

s}jnsal |ejdueuly

9dueulanon)

sjuswialels |edueuly 1U6UJ869UQUJ Sy

uoneuwlojur isyio



Governance

Corporate governance report continued

KEY ISSUES COMMITTEE REVIEW AND CONCLUSION

Recoverability of the deferred tax asset —The Committee considered the recognition of deferred tax assets, in particular the forecast
taxable profits based on the Group's operating plan, the split of these forecasts by legal entity

A deferred tax asset can be recognised , ) : !
and the Group's long-term financial and strategic plans.

only to the extent that it is recoverable.

The recoverability of the deferred tax —The Committee agreed with management’s judgement that the deferred tax assets were

asset in respect of carry forward losses appropriately supported by forecast taxable profits, taking into account the Group's long-term
requires consideration of the future levels financial and strategic plans. The disclosures relating to deferred tax are set out in note 37:

of taxable profit in the Group. ‘Deferred tax’ on page 228 of the financial statements.

Uncertain tax positions —The Committee took account of the respective views of both management and the relevant tax

authorities when considering the uncertain tax positions of the Group. The Committee also

The Group has open tax matters which . ; .
P P understood the external advice obtained by management to support the views taken.

require it to make judgements about the
most likely outcome for the purposes of — The Committee was satisfied that the provisions and disclosures made in respect of uncertain

calculating its tax position. tax positions were appropriate. The relevant disclosures are set out in note 48: ‘Contingent
liabilities and commitments’ on page 242 of the financial statements.

Retirement benefit obligations — The Committee considered the financial and demographic assumptions used to determine the
defined benefit liabilities, in particular mortality assumptions and the discount rate, which have

The Group must make both financial ;
been updated to reflect recent experience.

and demographic assumptions of a ) o L L )
judgemental nature to determine the — The Committee was also satisfied that the Group'’s quantitative and qualitative disclosures made

value of the defined benefit obligation. in respect of retirement benefit obligations are appropriate. The relevant disclosures are set out
in note 36: ‘Retirement benefit obligations’ on page 222 of the financial statements.

Value-In-Force (VIF) asset and —The Committee challenged the economic and non-economic actuarial assumptions made by
insurance liabilities management which underpin the calculation of the VIF asset and the insurance liabilities. The

Determining the value of the VIF asset and Committee also reviewed the movements in the key assumptions since 31 December 2015.

insurance liabilities is judgemental and —The Committee was satisfied that the value of the VIF asset and insurance liabilities were
requires economic and non-economic appropriate. The disclosures are set out in note 24: ‘Value of in-force business’ on page 213 and
actuarial assumptions. note 32: 'Liabilities arising from insurance contracts and participating investment contracts’ on

page 217 of the financial statements.

Reclassification of gilts held within the - During the year, the Group reclassified approximately £20 billion of gilts within the liquidity
liquidity portfolio portfolio as ‘available-for-sale’; the gilts were previously classified as 'held-to-maturity’.
Determining the appropriate accounting - The Committee considered and was satisfied with management's assessment
treatment for gilts held within the liquidity of the circumstances which support the reclassification of the gilts, the appropriateness
portfolio. of the accounting treatment and related disclosure.

—The disclosure is set out in note 49: ‘Financial instruments’ on page 245 of the financial

statements.

One-off transactions —The sale of Visa Europe is one example of one-off transactions considered by the Audit

Determining the appropriate accounting Committee during the year.

for certain one-off transactions requires — The Committee was satisfied that the accounting treatment of the sale was appropriate.
management to assess the facts and
circumstances specific to each transaction.

Viability statement —The Committee assisted the Board in performing its assessment of the viability of the Company
and the Group with input from management. The viability assessment, which was based on the
Group's operating, capital and funding plans, included consideration of the principal and
emerging risks which could impact the performance of the Group, and the liquidity and capital
projections over the period.

The Directors are required to confirm
whether they have a reasonable
expectation that the Company and the
Group will be able to continue to operate

and meet their liabilities as they fall due — The Committee was satisfied that the viability statement could be provided and advised the
for a specified period. The viability Board that three years was a suitable period of review.
statement must also disclose the basis for — The viability statement is disclosed on page 82 of the Directors’ report.

Directors’ conclusions and explain why the
period chosen is appropriate.
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Other significant issues

The following matters were also considered by the Committee:

Risk management and internal control systems
Full details of the internal control and risk management systems in
relation to the financial reporting process are given within the risk
management section on pages 116 to 169. Specific matters that the
Committee considered during the year included:

—the effectiveness of systems for internal control, financial reporting
and risk management;

—the extent of the work undertaken by the Finance teams across
the Group and consideration of the resources to ensure that the
control environment continued to operate effectively;

—the major findings of internal investigations into control
weaknesses, fraud or misconduct and management’s response
along with any control deficiencies identified through the
assessment of the effectiveness of the internal controls over
financial reporting under the US Sarbanes- Oxley Act.

The Committee was satisfied that internal controls over financial
reporting were appropriately designed and operating effectively.

Group Audit
In monitoring the activity, role and effectiveness of the internal
audit function and their audit programme the Committee:

—monitored the effectiveness of Group Audit and their audit
programme through quarterly reports on the activities undertaken
and a report from the Quality Assurance function within
Group Audit;

—approved the annual audit plan and budget and reviewed
progress against the plan through the year;

— oversaw the process for the appointment of an Interim Group
Audit Director; and

— considered the major findings of significant internal audits,
and management's response.

Speak Up (the Group's whistleblowing service)
The Committee received and considered reports from management
on the Group's whistleblowing arrangements including summaries
of cases and ongoing reviews of the Whistleblowing Governance
Structure. On consideration of the reports submitted, the
Committee was satisfied with the actions which had been taken, the
report first having been considered and approved by the Board's
Whistleblowing Champion, Anita Frew.

Auditor independence and remuneration

Both the Board and the external auditor have safeguards in place to
protect the independence and objectivity of the external auditor. In
2016 the Audit Committee approved an amended policy to regulate
the use of the auditor for non-audit services to ensure compliance
with the revised Ethical Standards for Auditors from the Financial
Reporting Council (FRC).

In order to ensure the objectivity and independence of the

external auditor, the policy sets a financial threshold above which

all non-audit services provided by the external auditor must be
approved in advance by the Committee, with additional provision
made for the approval of non-material services which are below the
threshold by certain members of senior management. The policy
further formalises within the Group the restriction on the provision
of non-audit services by the external auditor which the FRC consider
to be prohibited.

The total amount of fees paid to the auditor for both audit and non
audit related services in 2016 is disclosed in note 11 to the financial
statements on page 201.
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External auditor

The Committee oversees the relationship with the external auditor.
During the year, the Committee considered the auditors’ terms of
engagement (including remuneration), their independence and
objectivity and approved the audit plan (including methodology
and risk identification processes).

In accordance with regulations there was a change of lead
audit partner.

The Committee also considered the effectiveness and performance
of the auditor and the audit process.

These assessments considered data and information from a number
of sources including:

—the results of an internal effectiveness survey; and

—the FRC's Audit Quality Inspection Report (AQIR) on PwC
published in May 2016.

The Committee concluded that it was satisfied with the auditor’s
performance and recommended to the Board a proposal

for the reappointment of the auditor, to be approved at the
Company's AGM.

Statutory Audit Services compliance

The Company and the Group confirm compliance with the
provisions of The Statutory Audit Services for Large Companies
Market Investigation (Mandatory Use of Competitive Tender
Processes and Audit Committee Responsibilities) Order 2014
for the year to 31 December 2016.

PwC have been auditor to the company and the Group since 1995,
having previously been auditor to certain of the Group's constituent
companies. PwC were re-appointed as auditor with effect from

1 January 2016 following a tender process conducted during 2014.
There will be a mandatory rotation for the 2021 audit, if not earlier.

75

1lodeuoibaleng

s}jnsal |ejdueuly

9dueulanon)

sjuswialels |edueuly 1U6UJ869UEUJ Sy

uoneuwlojur isyio



Governance

Corporate governance report continued

BOARD RISK COMMITTEE REPORT

Pt

A

The Committee has continued to take
a dynamic approach to the consideration
of existing and emerging risks

Dear Shareholder

| am pleased to report on how the Board Risk Committee has
discharged its responsibilities throughout 2016.

The Committee has continued to take a dynamic approach to the
consideration of existing and emerging risks, through a balanced
agenda which included standing areas of risk management,
together with specific focus on emerging risks focusing significant
additional resource where considered necessary. An example of
this has been the establishment of dedicated sub-committees to
further enhance focus on particular areas, such as IT resilience
and cyber security, enabling members of the Committee to direct
more time to better understand, and challenge, the associated
risks and actions being taken by management.

The Committee has continued to build upon the progress
reported last year around furthering the understanding of
complex risks and seeking to enhance risk management. | am
pleased to report that good progress continued to be made
throughout 2016 in reducing risks across the Group's material

Committee purpose and responsibilities

The purpose of the Board Risk Committee is to review the risk
culture of the Group, setting the tone from the top in respect of risk
management. The Committee is also responsible for ensuring the
risk culture is fully embedded and supports at all times the Group's
agreed risk appetite, covering the extent and categories of risk which
the Board considers as acceptable for the Company.

In seeking to achieve this, the Committee assumes responsibility

for monitoring the Group’s Risk Management Framework, which
embraces risk principles, policies, methodologies, systems, processes,
procedures and people. It also includes the review of new, or material
amendments to risk principles and polices, and overseeing any action
resulting from material breaches of such policy.

More details on the Group's wider approach to risk management
can be found in the risk management section on pages 116 to 169.
Full details of the Committee’s responsibilities are set out in its terms
of reference, which can be found at www.lloydsbankinggroup.com/
our-group/corporate-governance
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Committee meetings

Eligible to attend Attended

Committee Chairman
Alan Dickinson 8 8

Committee members
who served during 2016

Lord Blackwell

Anita Frew

Simon Henry

Nick Luff

Deborah McWhinney
Nick Prettejohn
Stuart Sinclair
Anthony Watson
Sara Weller

Former Committee members
who served during 2016

Dyfrig John® 4 4

o 0 O O 0 O o 0 oo

1 MrHenry was unable to attend the May Risk Committee meeting due to prior executive
commitments.

2 Mr Luff was unable to attend the July Risk Committee meeting due to prior executive
commitments.

3 Mr John retired on 11 May 2016.

lending portfolios within both the Mortgage and Commerecial
businesses. The Committee will continue to review progress
and developments during 2017.

The Group continues to operate in an environment subject to
considerable change and, during 2016, another key area of
activity for the Committee has been the proactive review,
oversight and management of risks arising from the outcome of
the EU referendum and wider geo-political risks. The Committee
will continue to monitor developments and any impact on the
Group's risk profile.

The Committee has concluded, through its detailed work, that
the Group continues to have strong discipline in the management
of both emerging and existing risks, and the Committee’s work
continues to help support the Group in achieving its core aim of
operating as a safe, low risk bank.

Alan Dickinson
Chairman, Board Risk Committee

Committee composition, skills and experience

Alan Dickinson, Chairman of the Committee, is a highly regarded retail
and commercial banker, having spent 37 years with the Royal Bank

of Scotland, most notably as Chief Executive of RBS UK, overseeing
the group’s Retail and Commercial operations in the UK. The
Committee is composed of independent Non-Executive Directors,
who provide core banking and risk knowledge, together with breadth
of experience which brings knowledge from other sectors, and a clear
awareness of the importance of putting the customer at the centre of
all that the Group does.

Since January 2016, all Non-Executive Directors have been members
of the Board Risk Committee. The Chief Risk Officer has full access
to the Committee and attends all meetings. The Interim Group
Audit Director and members of the Executive also attend meetings
as appropriate.

During the year the Committee met its key objectives and carried
out its responsibilities effectively, as confirmed by the annual
effectiveness review.
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How Committee meetings are run

The management of the Committee is in keeping with the basis on
which meetings of the Board are managed, as detailed on page 62,
with a structure which facilitates open discussion and debate. Steps
are taken to ensure adequate time for members to consider proposals
which are put forward.

As the most senior risk forum in the Group, the Committee interacts
with other related risk forums, including the Executive Group Risk
Committee. Such interaction assists with the agenda planning
process, where in addition to annual agenda planning, matters
considered by the Group Risk Committee are reviewed to ensure
escalation of all relevant matters to the Board Risk Committee.

Annual Report and Accounts 2016

Matters considered by the Committee

Over the course of the year the Committee considered a wide range
of risks facing the Group, both standing and emerging, across all key
areas of risk management, in addition to risk culture and risk appetite,
as noted above.

As part of this review, certain risks were identified which required
further detailed consideration. Set out below is a summary of these
risks, with an outline of the material factors considered by the
Committee, and the conclusions which were ultimately reached.

In addition, during 2016, two further sub-committees of the Board
Risk Committee were established to focus on Financial Markets and IT
Resilience & Cyber, in addition to an existing Stress Testing & Recovery

KEY ISSUES

Planning sub-committee. The sub-committees were constituted to
enable members of the Board Risk Committee to dedicate additional
time and resource to better understand and to enable fuller review and
challenge of the risks associated with the topic of the sub-committee.

COMMITTEE REVIEW AND CONCLUSION

EU referendum

The Committee regularly reviewed a range
of lead economic and Key Performance
Indicators across the portfolios, to help
identify any early signs of deterioration

in the economy and the Group’s credit

risk profile.

Cyber risk and IT resilience

Aresilient IT environment is critical to
providing reliable services to customers and
enabling sustainable growth. The dynamic
threat posed by cyber risk and the potential
for external attacks on the integrity of
electronic data or the availability of systems
are key risks for the Group and central area
of focus for the Committee.

Conduct risk
The Committee continues to focus closely
on the Group's approach to conduct risk.

UK Secured and buy-to-let

Regular reviews were undertaken of

the risks associated with the UK Secured
portfolio, including specifically the
buy-to-let segment.

As a result of the referendum outcome and to manage the impact of uncertainty caused by the
referendum process and ensuing economic concerns, detailed EU exit portfolio assessments were
undertaken to understand potential impacts on the Bank's credit risk profile and to assess the
potential need for any changes to Group risk appetite. Additional regular monitoring of internal and
external early warning and key performance indicators was instigated and continues to be closely
monitored by the Committee to track any adverse movement in the risk profile of the Retail and
Commercial portfolios, and to ensure that risk appetite remains appropriate.

Conclusion: Regular monitoring continues to assist the Committee in its assessment of the portfolios,
with management continuing to take action to mitigate potential risks associated with the EU exit
decision. Key credit risks continue to be well managed through strong, effective risk management
and risk appetite, including early identification and management of potential concern customers.

Given the dynamic nature and significance of IT and cyber risks the Committee has established

a sub-committee to enable more in depth consideration of IT resilience and cyber risks. During
the year the sub-committee gave consideration to a wide range of issues including insider risk,
cyber reverse stress testing, IT Resilience and Cyber Programme updates, cyber insurance and
cloud technology. Alongside this an advisory panel comprising external industry experts has been
established to provide the sub-committee with an external view of current and evolving industry
wide cyber security threats, challenges and developments.

Conclusion: Much has been achieved in respect of IT resilience and cyber security initiatives and
the focus given by the Committee during 2016 has raised awareness across the Group. However,
IT resilience and cyber security risk will remain a key area of focus for the Committee in 2017.

Throughout 2016, the Committee considered reports on the proactive identification and resolution
of conduct issues which have had an impact on customers. The pace and quality of required
remediation received particular attention together with actions taken to address root cause analysis
and the prevention of similar issues. Consideration was also given to the conduct risks within the
collections process for customers in arrears as well as customers in financial difficulties. In addition
the Committee considered developments in the Group’s conduct culture as well as reports on
complaints, conduct risk appetite metrics and product governance.

Conclusion: Whilst good progress has been made as a result of the Group’s conduct strategy
initiatives, continued improvement in the Group's conduct risk profile will remain a priority for the
Group in 2017 and will continue to be a subject of focus for the Committee.

In reviewing the UK Secured portfolio, consideration was given to the quality of new lending, the
credit performance of the portfolio, the risk adjusted returns, and the adequacy of impairment
and capital provisions under both expected and stressed conditions. The Committee specifically
considered appetite for higher loan to value lending following the government’s announcement
to discontinue the Help to Buy 2 scheme. Additionally, for the buy-to-let segment, the Committee
reviewed management’s plans to implement changes in response to the revised tax regime and
additional regulatory requirements for underwriting.

Conclusion: The Group'’s mortgage portfolio remains well balanced, with overall debt to value ratios
having improved and concentration risks reduced. Management continues to take appropriate
action to address the risks arising from these portfolios and the Committee will continue to review
developments during the course of 2017.
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Corporate governance report continued

KEY ISSUES

COMMITTEE REVIEW AND CONCLUSION

Data risk

Data risk has been identified as a key focus
within the Group to take into account the
growing importance of data as a means of
competitive advantage and to underpin key
risk decision making and risk management.

Residual value risk

A review of the impact of used car prices
on the residual value risk of motor finance
businesses was undertaken.

Stress testing

The review of stress testing exercises and
their results continued to be a key area of
focus during the year.

Model risk

The approach to model risk management,
including the Group's model governance
framework, material models and regulatory
requirements were reviewed.

Commercial Banking portfolios

The Committee considered a range of
regular and ad-hoc papers covering key
risks associated with the Commercial
Banking portfolios.
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The Committee continued to focus attention on key data initiatives within the Group. The Committee
considered a number of reports on data risk throughout 2016 covering, amongst other topics,

user access management, risk data aggregation and reporting and data privacy, all of which have
impacts across the Group. Additionally, regular reporting on data risk, as a distinct risk type, has been
introduced in 2016 in recognition of the growing importance of data as an asset to the Group as well
as the forthcoming EU General Data Protection Regulation (GDPR).

Conclusion: Improvement to risk data systems, governance and controls over the last two years have
strengthened risk reporting, whilst there remains opportunity to develop further. Data risk will remain
a key area of focus for the Committee in 2017 in line with the growing importance of data as an asset
to the Group and maturity of the Group Chief Data Office.

Given the increased uncertainty around used car prices in the current market environment,
consideration was given to the residual value risk associated with the Group’s growing motor finance
businesses and the impact of a range of possible scenarios for the future path of used car prices and
deteriorating macro environment.

Conclusion: The combination of pricing that reflects the future value of vehicles, and prudent
provisioning, appropriately reflects potential risk. The Committee introduced a new risk appetite
limit to reflect planned business growth and manage the concentration of residual value risk. The
Committee will continue to monitor this throughout 2017.

The Committee reviewed a diverse set of stress testing scenarios in 2016, including internally defined
moderate and severe economic downturns, reverse stress test events including a large scale cyber-
attack and external scenarios set by the Bank of England and the European Banking Authority.

The assessment included a review of the resilience of the Group, including specific areas of focus
such as credit risk as well as impacts on the Group’s capital and liquidity positions. An assessment
of the impact on dividends and mitigating actions proposed by management in each scenario was
also undertaken.

Conclusion: The Group's capital and liquidity positions remained above required minimums and the
relevant risk appetite metric, with outcomes reflecting the ongoing de-risking by the Group. The
implementation and assessment of robust and well managed stress testing arrangements will remain
a key area of focus for the Committee in the coming year.

Assessment was made of the overall governance framework for models including scope, the
model landscape, the role of the Group Model Governance Committee and modelling standards.
Additionally, the Committee considered the Group's material models at Divisional level, including
their purpose, design and how regular performance monitoring and validation ensure they
remain fit-for-purpose and identify areas for improvement in an evolving regulatory environment.
The Committee also observed a structured reporting framework which facilitates good senior
management awareness and escalation, when required.

Conclusion: The Group's management of model risk is robust with a strong control framework,
consisting of specialist teams, regular performance monitoring, annual validation and appropriate
escalation of issues. Model risk will continue to be an area of focus for the Committee via regular
reporting, including risk appetite measures.

The Committee continued to provide oversight of the risks in the Commercial Banking portfolios
via a regular update on the credit quality in key sectors such as Commercial Real Estate, Acquisition
Finance and SME as well as oversight of large single name exposures.

Additional topics covered in 2016 included country risk, the potential impact of the EU referendum,

a review of the exposure to European Banks and deep dives in to the oil and gas sector. There was
also increased focus on the Financial Markets business and the associated traded market risk through
a newly created sub-committee.

Conclusion: Regular and cyclical assessments of key portfolios has assisted the Committee in its
oversight of risk management within Commercial Banking and any impact arising from both existing
and emerging risks. Management continues to take satisfactory action to mitigate and address

risks and the Committee will continue to review core aspects of the Commercial Banking business
during 2017.
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RESPONSIBLE BUSINESS
COMMITTEE REPORT

Being a responsible business is
fundamental to our strategy. We are
proud that our colleagues support so

many people, businesses and communities

across the UK to achieve a better future
through the work of our Helping Britain
Prosper Plan

Dear Shareholder

| am pleased to present the second Responsible Business
Committee report, following its establishment in July 2015.

Responsible Business practices are fundamental building blocks
of our strategy, and the Committee has made good progress in
continuing to support the embedding of responsible business
activities during 2016.

The Committee focuses its work on the three areas of People,
Businesses and Communities. At each meeting we explore in
depth the progress made towards achieving the Group's
purpose of helping Britain prosper, through becoming the best
bank for customers.

Key areas reviewed have been: work to deepen our
customer-centric culture; programmes to tackle disadvantage,
including through our Foundations, our role in supporting UK
businesses build for the future; and the development of the
programme of skills-based volunteering undertaken by
colleagues across the Group.

The Committee is supported in its work by two business-wide
committees which report to the Group Chief Executive: the
Group Customer First Committee and the Responsible Business
Management Committee. Information on the work of these
committees can be found on page 122.

Committee composition and effectiveness

The membership of the Committee comprises Sara Weller,
independent Non-Executive Director (Chairman of the Committee)
the Group Chairman and the Deputy Chairman. All Non-Executive
Directors are invited to attend the Committee’s meetings.

The Group Chief Executive attended two meetings in 2016.

During the year, the Committee met its key objectives and

carried out its responsibilities effectively, as confirmed by the
annual effectiveness review.

Annual Report and Accounts 2016

Committee meetings

Eligible to attend Attended

Committee Chairman
Sara Weller 5 5

Committee members who
served during 2016

Lord Blackwell 5 5
Anita Frew 5 4

1 Ms Frew was unable to attend the Committee meeting in April 2016 due to a prior
business commitment

| welcomed the opportunity during the year to get involved in
responsible business activities in different parts of the country,
including taking part in a panel for the School for Social
Entrepreneurs (more detail on page 80). And | very much enjoyed
meeting the profoundly deaf founder of the Yumma Café, a
catering business aimed specifically at supporting deaf people.
This was a great example of how the personal experience which
drives many social entrepreneurs is making a significant
difference. | would like to thank all those who attended our
meetings this year for their support.

I would like to thank all the Board Directors and executives
who attended and contributed to the Committee during the
year. Most of all, | would like to recognise the tremendous
contribution of our colleagues who have given their support
to people, businesses and communities across the country,
to help Britain prosper.

Sara Weller
Chairman, Responsible Business Committee

The operation of the Committee

Committee meetings are managed in accordance with the principles
outlined on page 62 for the management of Board agendas and
meetings. These principles are intended to facilitate open debate and
constructive challenge. The Committee Chairman reviews the draft
agenda regularly to ensure that adequate time is devoted to issues of
interest to Committee members and that its key responsibilities are
addressed. The Committee Chairman reports regularly to the Board
on the Committee’s work and presents the Helping Britain Prosper
Plan to the Board for approval prior to publication.
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Corporate governance report continued

How the Committee spent its time in 2016
The Committee has reviewed and discussed the following topics:

—the development of the Group's responsible business strategy,
with input from the Group Chief Executive

—the Group's approach to measuring stakeholder and customer
trust against its peers in financial services and acknowledged
leaders in generating trust

—the continuing development of the Group's culture programme, in
conjunction with the Board

—the results of colleague surveys as they relate to the Group’s
responsible business activities

—the steps taken to identify vulnerable customers and to ensure the
Group's products and customer service approach take account of
their varying needs

—the initiatives in place to tackle financial disadvantage amongst
customers and to promote financial and digital inclusion

—the work of the School for Social Entrepreneurs and the Schools
Activity Programme

—areport on the Group's charitable Foundations, and their planned
future activities, from the Chief Executive of the Lloyds Bank
Foundation for England and Wales

—the Group's responsible and sustainable finance approach,
including the creation of the Green Loan Initiative and the work
being done to develop innovative solutions to meet the increasing
demand of customers for responsible lending products

Responsible Business Committee and

external stakeholders

The members of the Committee have an ongoing dialogue with
key stakeholders with an interest in the Committee’s activities.
Committee members look forward to engaging with key
stakeholders, including the independent Stakeholder Panel, in 2017.

U

Sara Weller joined colleagues, representatives from the SSE Dartington
school and a member of South Gloucestershire Council on a panel
to select the next cohort of Social Entrepreneurs.

HELPING BRITAIN PROSPER PLAN:
THE COMMITTEE'S ROLE

The Committee is responsible for overseeing the design and
development of the Helping Britain Prosper Plan, the
measurement of performance against the Plan and the internal
and external communication of the Plan.

®
APRIL 2016

Review of campaign for

the 2016 Plan and its impact
on colleague and
stakeholder engagement in
order to identify
opportunities to raise the
profile of the Plan and the
activities which underpin it

JULY

Report on progress against
the metrics in the 2015/16
Plan with updates from
divisional sponsors and
review of outline approach

to the 2016/17 Plan
OCTOBER
Detailed review of metrics
and design of the 2016/17
Plan and outline of 2017
campaign
DECEMBER
Detailed consideration of
an agreement on the
metrics to include in the
2016/17 Plan to be
presented to the Board
JANUARY 2017

Final review of draft 2016/17
Plan before recommending
to the Board for approval

Responsible business in action: School for Social Entrepreneurs

The Lloyds Bank and Bank of Scotland Social Entrepreneurs
programme is delivered through a partnership with the School for
Social Entrepreneurs and the Big Lottery. The programme aims to
support 2,000 social entrepreneurs by 2020.

In July 2016, Sara Weller was asked to join a panel to select the
next cohort of 21 Social Entrepreneurs to secure a place on the
programme. This was an opportunity to understand how each of
the social entrepreneurs is supported through a 12 month package
comprising a series of interactive learning sessions, a senior
colleague from within Lloyds Bank to support them as they
develop their social business, and a small grant.
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The panel membership comprised local colleagues, representatives
from the SSE Dartington school and a member of South
Gloucestershire Council. Each candidate ‘pitches’ their social
business idea for three minutes before being interviewed by

the panel.

The programme attracts a diverse array of applicants, ranging from
an artisan bakery providing employment opportunities for young
adults with learning difficulties to an artists' space dedicated to
tackling problems of isolation through arts and creativity.
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Directors' report

Corporate governance statement

The corporate governance report found on pages 52 to 80 together
with this report of which it forms part, fulfils the requirements of the
Corporate Governance Statement for the purpose of the Financial
Conduct Authority’s Disclosure Guidance and Transparency Rules (DTR).

Profit and dividends

The consolidated income statement shows a statutory profit before
tax for the year ended 31 December 2016 of £4,238 million

(2015: £1,644 million).

The Directors have recommended a final dividend, which is subject

to approval by the shareholders at the AGM, of 1.7 pence per share
(2015: 1.5 pence per share) totalling £1,212 million (2015: £1,070 million).
The Directors have also recommended a special dividend of

0.5 pence per share (2015: 0.5 pence per share) totalling £356 million
(2015: £357 million). The final and special dividend will be paid on

16 May 2017.

The final dividend in respect of 2015 of 1.5 pence per ordinary share
was paid to shareholders on 17 May 2016, the special dividend in
respect of 2015 of 0.5 pence per ordinary share was paid to
shareholders on 17 May 2016 and an interim dividend for 2016 of
0.85 pence per ordinary share was paid on 28 September 2016; these
dividends totalled £2,034 million. Further information on dividends is
shown in note 45 on page 238 and is incorporated by reference.

Appointment and retirement of Directors

The appointment and retirement of Directors is governed by the
Company's articles of association, the UK Corporate Governance
Code and the Companies Act 2006. The Company's articles of
association may only be amended by a special resolution of the
shareholders in a general meeting.

No Directors have been appointed to the Board since the 2016 AGM.
In the interests of good governance and in accordance with the
provisions of the UK Corporate Governance Code, all Directors will
however retire, and those wishing to serve again, will submit
themselves for re-election at the forthcoming AGM. Anthony Watson,
Senior Independent Director, will retire at the 2017 AGM after serving
more than eight years on the Board and Nick Luff, an independent
Non-Executive Director, has notified the Board that he does not
intend to seek re-election at the 2017 AGM.

Biographies of current Directors are set out on pages 54 to 57.

Details of the Directors seeking re-election at the AGM are set out
in the Notice of Meeting.

Board composition changes
Changes to the composition of the Board since 1 January 2016 up
to the date of this report are shown in the table below:

Joined the Board Retired from the Board

Stuart Sinclair
Dyfrig John

4 January 2016
11 May 2016

Information incorporated by reference

Annual Report and Accounts 2016

Directors’ and Officers’ liability insurance
Throughout 2016 the Group had appropriate insurance cover

in place to protect Directors, including the former Director who
retired during the year, from liabilities that may arise against them
personally in connection with the performance of their role. As well
as insurance cover, the Group agrees to indemnify the Directors to
the maximum extent permitted by law. Further information on the
Group's indemnity arrangements is provided below. No Director
or former Director sought to recover costs or expenses under their
indemnity in 2016.

Directors’ indemnities

The Directors of the Company, including the former Director who
retired during the year, have entered into individual deeds of
indemnity with the Company which constituted ‘qualifying third party
indemnity provisions' for the purposes of the Companies Act 2006.
The deeds indemnify the Directors to the maximum extent permitted
by law and remain in force for the duration of a Director’s period of
office. The deeds were in force during the whole of the financial year
or from the date of appointment in respect of the Director appointed
in 2016. In addition, the Group had appropriate Directors' and
Officers' liability insurance cover in place throughout 2016.

Deeds for existing Directors are available for inspection at the
Company's registered office.

The Company has also granted deeds of indemnity by deed poll
and by way of entering into individual deeds, which constitute
‘qualifying third party indemnity provisions' to the Directors of the
Group's subsidiary companies, including to former Directors who
retired during the year and since the year end. Such deeds were in
force during the financial year ended 31 December 2016 and remain
in force as at the date of this report.

Qualifying pension scheme indemnities have also been granted to
the Trustees of the Group's Pension Schemes, which were in force
for the whole of the financial year and remain in force as at the date
of this report.

Power of Directors in relation to shares

The Board manages the business of the Company under the powers
set out in the articles of association, these powers include the
Directors' ability to issue or buy back shares. The Directors were
granted authorities to issue and allot shares and to buy back shares
at the 2016 AGM. Shareholders will be asked to renew these
authorities at the 2017 AGM. The authority in respect of purchase

of the Company's ordinary shares is limited to 7,145,465,640 ordinary
shares, equivalent to 10 per cent of the issued ordinary share capital
of the Company.

The Company did not repurchase any of its shares during the year
(2015: none).

The following additional information forms part of the Directors’ report, and is incorporated by reference.

Content Pages
Group results Summary of Group results 33to 36
Ordinary dividends Dividends on ordinary shares 238
Directors’ biographies Board of Directors 54 to 57
Directors in 2016 Board of Directors 54 to 57
Directors’ emoluments Directors’ remuneration report 84 to 114
Internal control and financial Financial reporting risk 168 to 169
risk management Risk management and Financial instruments 116 to 169 and
245 to 257
Information included in the Future developments 6to 31
strategic report Greenhouse gas emissions (additional information) 25
Inclusion and diversity 23t0 24
Engaging colleagues 21
Disclosures required under Significant contracts 241 to 242
Listing Rule 9.8.4R Dividend waivers 238
Principal risks and uncertainties Funding and liquidity 30 and 154 to 158
Capital position 159 to 166
Share capital and control Share capital and restrictions on the transfer of shares or voting rights — note to the accounts 234
Special rights with regard to the control of the Company — note to the accounts 234
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Directors' report continued

Substantial shareholders
Information provided to the Company by substantial shareholders
pursuant to the DTR is published via a Regulatory Information Service.

As at 31 December 2016, the Company had been notified by its
substantial shareholders under Rule 5 of the DTR of the following
interests in the Company's shares:

% of issued share

capital with rights

to vote in all

circumstances at

Interest in shares  general meetings'

The Solicitor for the Affairs of

Her Majesty’s Treasury 4,943,698,4907 6.93%
BlackRock Inc. 3,668,756,765° 5.14%
Norges Bank 2,133,494,625* 2.99%

1 Percentage provided was correct at the date of notification.

2 Adirect holding. The Solicitor for the Affairs of Her Majesty’s Treasury notified the
Company on 6 January 2017 that their holding had decreased, to 4,243,603,868 shares,
representing 5.95 per cent of the issued share capital, and on 27 January 2017 that their
holding had decreased, to 3,567,130,415 shares, representing 4.998 per cent of the issued
share capital.

The most recent notification provided by BlackRock Inc. under Rule 5 of the DTR
identifies (i) an indirect holding of 3,599,451,380 shares in the Company representing
5.04 per cent of the voting rights in the Company, and (i) a holding of 69,305,385 in other
financial instruments in respect of the Company representing 0.09 per cent of the voting
rights of the Company. BlackRock Inc.'s holding most recently notified to the Company
under Rule 5 of the DTR varies from the holding disclosed in BlackRock Inc.'s Schedule
13-G filing with the US Securities and Exchange Commission dated 24 January 2017,
which identifies beneficial ownership of 4,566,352,317 shares in the Company
representing 6.4 per cent of the issued share capital in the Company. This variance is
attributable to different notification and disclosure requirements between these
regulatory regimes.

4 Adirectholding.

w

No further notifications have been received under Rule 5 of the DTR
as at the date of this report.

Change of control

The Company is not party to any significant contracts that are subject
to change of control provisions in the event of a takeover bid. There
are no agreements between the Company and its Directors or
employees providing compensation for loss of office or employment
that occurs because of a takeover bid.

The Company is party to a deed of covenant with each of the four
Lloyds Foundations (the Foundations) which hold limited voting
shares in the Company (the limited voting shares are further
described in note 40 on page 234). Under the terms of the deeds
of covenant, the Company makes an annual payment to each of the
Foundations. In the event of a successful offer for more than 50 per
cent of the issued ordinary share capital of the Company, each
limited voting share would convert to an ordinary share under

the terms of the Company’s articles of association. The payment
obligation under the deeds of covenant would come to an end
one year following the conversion of the limited voting shares.

Branches
The Group provides a wide range of banking and financial services
through branches and offices in the UK and overseas.

Research and development activities
During the ordinary course of business the Group develops new
products and services within the business units.

Post balance sheet events
There have been no other material post balance sheet events.

Going concern

The going concern of the Company and the Group is dependent on
successfully funding their respective balance sheets and maintaining
adequate levels of capital. In order to satisfy themselves that the
Company and the Group have adequate resources to continue to
operate for the foreseeable future, the Directors have considered
anumber of key dependencies which are set out in the risk
management section under principal risks and uncertainties: funding
and liquidity on page 30 and pages 154 to 158 and capital position on
pages 159 to 166 and additionally have considered projections for the
Group's capital and funding position. Accordingly, the Directors
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conclude that it is appropriate to continue to adopt the going
concern basis in preparing the accounts over the next 12 months,
from the date of approval of the financial statements.

Viability statement

The Directors have an obligation under the UK Corporate
Governance Code to state whether they believe the Company

and the Group will be able to continue in operation and meet their
liabilities as they fall due over a specified period determined by the
Directors, taking account of the current position and the principal
risks of the Company and the Group.

In making this assessment, the Directors have considered a wide
range of information, including the principal and emerging risks
which could impact the performance of the Group, and the Group's
five year operating plan which comprises detailed customer,
financial, capital and funding projections together with an
assessment of relevant risk factors. In particular in 2016, the
assessment included consideration of the effects of the continuing
low interest rate environment, the impact of a potential slow-down
in economic growth as a result of the uncertainty surrounding the
UK's exit from the EU, the possible effect upon the Group's financial
position of the implementation of IFRS 9 “Financial Instruments” and
the implications of ring-fencing, which over the next two years will
lead to internal restructuring and the establishment of the ring-
fenced sub-group and a non-ring-fenced sub-group.

Group, divisional and business unit operating plans covering a period
of five years are produced and subject to rigorous stress testing on
an annual basis. The planning process takes account of the Group's
business objectives, the risks taken to seek to meet those objectives
and the controls in place to mitigate those risks to remain within the
Group's overall risk appetite.

The Group's planning process comprises the following key stages:

— Each year, divisional teams develop their operating plans which
are based on Group and divisional targets. These targets are
driven by the Group's strategy, risk appetite and objectives in
the context of the operating environment and external market
commitments, which are revised annually by the Board.

- The financial projections and the underlying assumptions in
respect of expected market and business changes, and future
expected legal, accounting and regulatory changes are subject
to rigorous review and challenge from both divisional and Group
executives. The Board obtains independent assurance from Risk
Division over the alignment of the plan with Group strategy and
Board risk appetite. This assessment also identifies the key risks
to delivery of the Group's operating plan.

—The Group operates a robust stress testing framework to assess
compliance of the operating plan with the Group risk appetite.
The plan, which incorporates detailed capital and funding plans,
is subject to both regulatory and internal stress testing scenarios,
in addition to reverse stress testing. Further information on stress
testing and reverse stress testing is provided on page 119. The
internal stress testing scenarios are designed to be severe but
plausible; and take full account of the availability and likely
effectiveness of the mitigating actions that could be taken to avoid
or reduce the impact or occurrence of the underlying risks. In
considering the likely effectiveness of such actions, the conclusions
of the Board's regular monitoring and review of risk and internal
control systems, as discussed on page 67, is taken into account.

—The final five year operating plan, Risk Division assessment and
the results of the stress testing are presented to the Board for
approval. Once approved, the operating plan drives detailed
divisional and Group targets for the following year.

The Directors have specifically assessed the prospects of the
Company and the Group over the first three years of the current
plan. The uncertain economic and political environment caused

by the UK's plans to leave the EU and the pace of regulatory change
mean that the assumptions supporting the fourth and fifth years of
the operating plan are likely to be less reliable. As a result, the Board
considers that a three year period continues to present a reasonable
degree of confidence over expected events and macroeconomic
assumptions, whilst still providing an appropriate longer-term
outlook, although the remaining period of the operating plan
contains no information which would cause different conclusions
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to be reached over the longer-term viability of the Company
and Group.

Information relevant to the assessment can be found in the
following sections of the annual report and accounts:

—The Group's principal activities, business and operating models
and strategic direction are described in the strategic report on
pages 1to 31;

— Emerging risks are disclosed on page 118;

- The principal risks, including the Group's objectives, policies and
processes for managing credit, capital, liquidity and funding, are
provided in the risk management section on pages 124 to 169; and

—The Group's approach to stress testing and reverse stress testing,
including both regulatory and internal stresses, is described on
page 119.

Based upon this assessment, the Directors have a reasonable
expectation that the Company and the Group will be able to
continue in operation and meet its liabilities as they fall due over
the next three years to 31 December 2019.

Greenhouse gas emissions

The Group has voluntarily reported greenhouse gas emissions and
environmental performance since 2009, and since 2013 this has been
reported in line with the requirements of the Companies Act 2006.
Our total emissions, in tonnes of CO, equivalent, are reported in the
strategic report on page 25.

Deloitte LLP has provided limited level ISAE 3000 (Revised)
assurance over selected non-financial indicators as noted by @.
Their full, independent assurance statement is available online
at www.lloydsbankinggroup.com/ RBdownloads

Methodology

The Group follows the principles of the Greenhouse Gas (GHG)
Protocol Corporate Accounting and Reporting Standard to calculate
our Scope 1, 2 and 3 emissions from our worldwide operations.

The reporting period is 1 October 2015 to 30 September 2016,
which is different to that of our Directors’ report (January 2016 —
December 2016). This is in line with Regulations in that the majority
of the emissions reporting year falls within the period of the
Directors' report. Emissions are reported based on an operational
boundary. The scope of reporting is in line with the GHG Protocol
and covers Scope 1, Scope 2 and Scope 3 emissions. Reported
Scope 1 emissions cover emissions generated from gas and oil used
in buildings, emissions from UK company-owned vehicles used for
business travel and emissions from the use of air conditioning and
chiller/refrigerant plant. Reported Scope 2 emissions cover
emissions generated from the use of electricity, calculated using the
location based methodology. Reported Scope 3 emissions relate to
business travel undertaken by colleagues and emissions associated
with the extraction and distribution of each of our energy sources —
electricity, gas and oil. A detailed definition of these emissions can
be found in our 2016 Reporting Criteria online at
www.lloydsbankinggroup.com/ RBdownloads

Intensity ratio
An intensity ratio of GHG gases (CO,e) per £m of underlying income
has been selected.

Oct 2015 - Oct 2014 -
Sept 2016 Sept 2015
GHG emissions per unit of
underlying income 19.7 224

Omissions

Emissions associated with joint ventures and investments are not
included in this disclosure as they fall outside the scope of our
operational boundary. The Group does not have any emissions
associated with heat, steam or cooling and is not aware of any
other material sources of omissions from our reporting.

Independent auditor and audit information

Each person who is a Director at the date of approval of this report
confirms that, so far as the Director is aware, there is no relevant audit
information of which the Company’s auditor is unaware and each
Director has taken all the steps that he or she ought to have taken

as a Director to make himself or herself aware of any relevant audit
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information and to establish that the Company’s auditor is aware of
that information. This confirmation is given and should be interpreted
in accordance with the provisions of the Companies Act 2006.

Resolutions concerning the re-appointment of
PricewaterhouseCoopers LLP as auditor and authorising the Audit
Committee to set its remuneration will be proposed at the AGM.

Statement of directors’ responsibilities

The Directors are responsible for preparing the annual report,

the Directors’ remuneration report and the financial statements

in accordance with applicable law and regulations. Company law
requires the Directors to prepare financial statements for each
financial year. Under that law, the Directors have prepared the
Group and parent Company financial statements in accordance with
International Financial Reporting Standards (IFRSs) as adopted by
the European Union. Under company law, the Directors must not
approve the financial statements unless they are satisfied that they
give a true and fair view of the state of affairs of the Group and the
Company and of the profit or loss of the Company and Group for
that period. In preparing these financial statements, the Directors
are required to: select suitable accounting policies and then apply
them consistently; make judgements and accounting estimates that
are reasonable and prudent; and state whether applicable IFRSs as
adopted by the European Union have been followed.

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 the Group and enable
them to ensure that the financial statements and the Directors'’
remuneration report comply with the Companies Act 2006 and,

as regards the Group financial statements, Article 4 of the IAS
Regulation. They are also responsible for safeguarding the assets of
the Company and the Group and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularities.

A copy of the financial statements is placed on our website at
www.lloydsbankinggroup.com. The Directors are responsible for the
maintenance and integrity of the Company’s website. Legislation in
the UK governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.

Each of the current Directors who are in office as at the date of this
report, and whose names and functions are listed on pages 54 to 57
of this annual report, confirm that, to the best of his or her
knowledge:

—the Group financial statements, which have been prepared in
accordance with IFRSs as adopted by the European Union, give
a true and fair view of the assets, liabilities, financial position and
profit or loss of the Company and Group; and

—the management report contained in the strategic report and the
Directors’ report includes a fair review of the development and
performance of the business and the position of the Company
and Group, together with a description of the principal risks and
uncertainties that they face.

The Directors consider that the annual report and accounts, taken
as a whole, is fair, balanced and understandable and provides the
information necessary for shareholders to assess the Company’s
position and performance, business model and strategy.

The Directors have also separately reviewed and approved the
strategic report.

On behalf of the Board

Malcolm Wood

Company Secretary

21 February 2017
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