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PRESENTATION OF INFORMATION

In this annual report, references to the ‘Bank’ are to Lloyds Bank plc;
references to 'Lloyds Bank Group' or the ‘Group’ are to Lloyds Bank
plc and its subsidiary and associated undertakings; and references to
the ‘consolidated financial statements’ or ‘financial statements’ are to
Lloyds Bank consolidated financial statements included in this annual
report. References to ‘Lloyds Banking Group’ and 'Parent Group' are
to Lloyds Banking Group plc, the parent company of Lloyds Bank plc,
and its subsidiaries and associated undertakings. References to LBCM
are to Lloyds Bank Corporate Markets plc, a fellow subsidiary of
Lloyds Banking Group, and its subsidiaries. References to the
‘Financial Conduct Authority’ or ‘FCA’ and to the 'Prudential
Regulation Authority’ or ‘PRA’ are to the United Kingdom (the UK)
Financial Conduct Authority and the UK Prudential Regulation
Authority. References to the ‘Financial Services Authority’ or 'FSA" are
to their predecessor organisation, the UK Financial Services Authority.

The consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards (IFRS) as
issued by the International Accounting Standards Board (IASB).
Certain disclosures required by IFRS have been included in sections
highlighted as 'Audited’ within the Operating and financial review
and prospects section of this Annual Report on Form 20-F on pages
13 to 76. Disclosures marked as audited indicate that they are within
the scope of the audit of the financial statements taken as a whole;
these disclosures are not subject to a separate opinion.

Lloyds Bank Group publishes its consolidated financial statements
expressed in British pounds (‘pounds sterling’, ‘sterling’ or '£'), the
lawful currency of the UK. In this annual report, references to ‘pence’
and 'p’ are to one-hundredth of one pound sterling; references to 'US
dollars’, 'US$’ or '$" are to the lawful currency of the United States (the
US); references to ‘cent’ or ‘c’ are to one-hundredth of one US dollar;
references to ‘euro’ or ‘€' are to the lawful currency of the member
states of the European Union (EU) that have adopted a single
currency in accordance with the Treaty establishing the European
Communities, as amended by the Treaty of European Union;
references to ‘euro cent’ are to one-hundredth of one euro; and
references to 'Japanese yen’, 'Japanese ¥' or ¥ are to the lawful
currency of Japan. Solely for the convenience of the reader, this
annual report contains translations of certain pounds sterling amounts
into US dollars at specified rates. These translations should not be
construed as representations by Lloyds Bank Group that the pounds
sterling amounts actually represent such US dollar amounts or could
be converted into US dollars at the rate indicated or at any other rate.
Unless otherwise stated, the translations of pounds sterling into US
dollars have been made at the noon buying rate in New York City for
cable transfers in pounds sterling as certified for customs purposes by
the Federal Reserve Bank of New York (the Noon Buying Rate) in
effect on 31 December 2020. The Noon Buying Rate on 31 December
2020 differs from certain of the actual rates used in the preparation of
the consolidated financial statements, which are expressed in pounds
sterling, and therefore US dollar amounts appearing in this annual
report may differ significantly from actual US dollar amounts which
were translated into pounds sterling in the preparation of the
consolidated financial statements in accordance with IFRS.

The information included in the consolidated financial statements
presented in this Form 20-F for the two comparative years differs from
the information provided in Lloyds Bank Group’s UK results for the
year ended 31 December 2020. As reported in the Bank’s 2018 Form
20-F, an adjusting post balance sheet event that occurred between
the signing of the Bank’s 2018 UK Annual Report and Accounts and its
2018 Form 20-F resulted in the charge recognised in respect of PPI
complaints in the 2018 Form 20-F being £649 million greater than that
recorded in the 2018 UK Annual Report and Accounts. Consequently,
the charge recognised by the Lloyds Bank Group in its UK basis
results for 2019 was £649 million greater than on a US basis. The
Lloyds Bank Group has reported the same net assets on a US basis
and on a UK basis since 30 June 2019.



BUSINESS OVERVIEW

The Lloyds Bank Group is a leading provider of financial services to individual and business customers in the UK. At 31 December 2020, Lloyds
Bank Group had 60,672 employees (on a full-time equivalent basis) and its total assets were £599,939 million. The Lloyds Bank Group reported a
profit before tax for the 12 months to 31 December 2020 of £1,329 million, and its capital ratios at that date were 23.5 per cent for total capital,
19.8 per cent for tier 1 capital and 15.5 per cent for common equity tier 1 capital.

Set out below is the Lloyds Bank Group’s summarised income statement for each of the last two years:

2020 2019

£fm £fm

Net interest income 10,770 12,220
Other income 3,815 4,388
Total income 14,585 16,608
Total operating expenses (9,196) (11,123)
Impairment (4,060) (1,362)
Profit before tax 1,329 4123

The Lloyds Bank Group’s main business activities are retail and commercial banking and it operates primarily in the UK. Services are offered
through a number of well recognised brands including Lloyds Bank, Halifax and Bank of Scotland, and through a range of distribution channels
including the largest branch network and digital bank in the UK.

At 31 December 2020, the Lloyds Bank Group's two primary operating divisions, which are also reporting segments, were Retail and Commercial
Banking. Retail provides current accounts, savings, mortgages, credit cards, motor finance and unsecured loans to personal and business

banking customers. Commercial Banking provides lending, transactional banking, working capital management, risk management and debt
capital markets services to commercial customers.

Profit before tax is analysed on pages 15 and 16 and the table below shows the results of the Lloyds Bank Group’s segments in the last two fiscal
years.

2020 2019!

fm £fm

Retail 1,856 2,204
Commercial Banking 20 1,430
Other (547) 489
Profit before tax 1,329 4,123

1 Segmental analysis restated, as explained on page F-31.

Lloyds Bank plc was incorporated as a public limited company and registered in England under the UK Companies Act on 20 April 1865 with the
registered number 2065. Lloyds Bank plc's registered office and its principal executive offices in the UK are located at 25 Gresham Street,
London EC2V 7HN, United Kingdom, telephone number + 44 (0) 20 7626 1500. Lloyds Bank maintains a website at www.lloydsbank.com.
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STRATEGY OF LLOYDS BANK GROUP

The Lloyds Bank Group is a leading provider of financial services to individual and business customers in the UK. The Lloyds Bank Group’s main
business activities are retail and commercial banking. Services are provided through a number of well recognised brands including Lloyds Bank,
Halifax and Bank of Scotland and through a range of distribution channels, including the largest branch network and digital bank in the UK. The
Lloyds Bank Group strategy is directly aligned to the strategy of its parent, Lloyds Banking Group plc.

Today's environment continues to evolve and provide new challenges. The macroeconomic environment remains uncertain, whilst Lloyds
Banking Group is witnessing increasing societal expectations, an accelerated shift to digital and new technology capabilities in the context of the
pandemic driving a step change in ways of working.

Throughout 2020 the management team, in conjunction with the Board, have worked on developing an evolution of Lloyds Banking Group's
strategy to address these issues. The Group has made significant progress in recent years, leveraging its unique strengths and assets, including
its purpose driven and customer focused business model, low risk approach to business, market leading efficiency and leading multi-channel
propositions, including the largest digital bank and branch network in the UK. This has created the platform for Strategic Review 2021, the next
stage of the Group's journey.

Strategic Review 2021 is focused on Helping Britain Recover and building the UK's preferred financial partner for personal customers and the
best bank for business. Strategic Review 2021 will deliver co-ordinated growth opportunities in the Group’s two core customer segments,
supported by enhanced capabilities in four areas:

e Preferred financial partner for personal customers, through leveraging the Group's unique competitive advantages to significantly deepen
customer relationships

® Best bank for business, through building a leading digital SME proposition, with a disciplined and strengthened business for Corporate and
Institutional clients

® Further develop and leverage the Group's core capabilities, including delivering a modernised technology architecture, building integrated
payment solutions, creating a data driven organisation and implementing reimagined ways of working

Clear execution outcomes for the coming year are outlined for all these areas and underpinned by long-term strategic vision. Strategic Review
2021 will thus enable the Group to deliver revenue generation and diversification whilst unlocking further efficiency gains, within the Group's low
risk and capital efficient business. Lloyds Banking Group's purpose, unique business model and ambitious strategy will allow the Group to Help
Britain Recover and deliver long-term sustainable returns for its shareholders.

BUSINESS AND ACTIVITIES OF LLOYDS BANK GROUP

The Lloyds Bank Group's activities are organised into two financial reporting segments: Retail and Commercial Banking. During 2020, the Group
migrated certain customer relationships from the SME business within Commercial Banking to Business Banking within Retail; the Group has also
revised its approach to internal funding charges, including the adoption of the Sterling Overnight Index Average (SONIA) interest rate
benchmark in place of LIBOR. Comparatives have been restated accordingly.

Further information on the Lloyds Bank Group's segments is set out in note 4 to the financial statements.

MATERIAL CONTRACTS

The Bank and its subsidiaries are party to various contracts in the ordinary course of business.
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ENVIRONMENTAL MATTERS

Lloyds Banking Group sets the environmental goals and measures the environmental achievements of the Lloyds Banking Group as a whole.
Accordingly, the disclosures below are for Lloyds Banking Group as a whole and not specific to the Group.

Helping Britain transition to a sustainable low carbon economy

This section contains certain disclosures in alignment with the recommendations of the Task Force on Climate-related Financial Disclosures
(TCFD).

The Group's unique position within the UK economy means that the successful transition to a more sustainable, low carbon economy is of
strategic importance. The Group supports the aims of the 2015 Paris Agreement, the UK Government’s Net Zero target and Ten Point Plan for a
Green Industrial Revolution and the recommendations of the TCFD.

The economic recovery required post COVID-19 provides a critical opportunity to drive clean growth and ensure that the UK’s decarbonisation
requirements sit at the heart of the UK's policy framework. In 2020, the Group joined over 200 businesses, investors, and business organisations
in calling on the Government to deliver a clean, inclusive, and resilient recovery plan. The Group has produced a separate document outlining its
belief that prioritising a green recovery is critical and the priority areas that the Group thought should feature within any economic stimulus plan.

Lloyds Banking Group Strategy

Lloyds Banking Group's goal and approach

As a signal of commitment, the Group set an ambitious goal in 2020: working with customers, Government, and the market to help reduce the
emissions that the Group finances by more than 50 per cent by 2030, on the path to net zero by 2050 or sooner, which will support the UK
Government's ambition and the 2015 Paris Agreement. During the course of 2020, the Group has calculated an initial estimate of its 2018
financed emissions baseline and has developed its first emission intensity reduction ambition for the power sector, the decarbonisation of which
is critical to the UK achieving its climate targets. The Group will continue to develop additional sector specific ambitions throughout 2021.

In addition, the Insurance and Wealth division (excluding Wealth Private Banking) has published a target to reach net zero across the full
portfolio of investments by 2050, halving the investments’ carbon footprint by 2030.

In order to meet its overall 2030 and 2050 goals, the Group will continue to:
e |dentify new ways to support customers and clients with the management of opportunities and risks associated with climate change, and the
transition to a low carbon economy.

e |dentify, manage, and disclose material sustainability and climate-related risks across the Group and their impacts on the Group and its
financial planning processes, in line with the TCFD framework. This includes working with industry bodies, specialist consultancies and
leading academics to develop a robust climate risk measurement capability.

e Use the scale and reach of the Group to help drive progress towards a sustainable and resilient UK economy through engagement with
customers, communities, industry, Government, shareholders, and suppliers.

e Embed sustainability into the way the Group does business and manages its own operations in a more sustainable way. To support this the
Group has updated the operational climate pledges, setting a new net zero goal for 2030.

The Group participates in several industry initiatives and has signed up to key principles that drive action on climate change and sustainability.
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The Lloyds Banking Group Ambitions

The Group set seven leadership ambitions to support the UK's transition to a sustainable future. In 2020, the Group has focused on enhancing its
green finance products and services to achieve its ambitions. Examples of this include the following:

Lloyds Banking Group Ambition

How the Group are delivering against the ambitions

Business

Become a leading UK commerecial
bank for sustainable growth,
supporting clients to transition to
sustainable business models and
operations, and to pursue new clean
growth opportunities

Since 2018 the Group has supported renewable energy projects that power the equivalent of 10.1
million homes, significantly exceeding the Helping Britain Prosper Plan 2020 target.

The Group launched several new green finance products, tools, and services: a Lloyds Bank and
Bank of Scotland Green Buildings Tool; a Sustainability Fixed Term Deposit and 95 Day Notice
Account; and the Group also structured and co-ordinated the first Sterling Overnight Index
Average (SONIA) Sustainability Linked Loan for Affinity Water

Homes

Be a leading UK provider of customer
support for energy efficient,
sustainable homes

The Group launched the Green Living and Eco Home Hub for Halifax and Lloyds customers

To support Halifax customers with the cost of green home improvements, the Group has also
introduced a Green Living Reward under the UK Department for Business, Energy, and Industrial
Strategy (BEIS) Green Home Finance Innovation Fund

Vehicles
Be a leading UK provider of low
emission/green vehicle fleets

In 2020, the Group more than doubled the number of electric vehicles financed through its Motor
Finance and Leasing subsidiaries, Lex Autolease and Blackhorse

Pensions and investments

Be a leading UK pension provider that
offers customers and colleagues
sustainable investment choices, and
challenges the companies the Group
invest in to behave more sustainably
and responsibly

Scottish Widows has launched a Responsible Investment Framework in March 2020 and supporting
Stewardship Policy.

The Scottish Widows Exclusions Policy focuses on companies that have failed to meet Scottish
Widows environmental, social and governance standards, namely manufacturers of controversial
weapons, UN Global Compact violators and those deriving more than 10 per cent of their revenue
from thermal coal and tar sands extraction. Scottish Widows is currently divesting an initial £440
million from these companies, starting with those investments where Scottish Widows has direct
control and is working to expand the application of this policy into external pooled funds that
underpin the multi-asset funds as well. Early success of engagement activity with one of the
partner asset managers has led the investment manager to introduce an exclusions policy for all its
Europe-domiciled passive funds totalling over £20 billion, leading to an additional divestment of
approximately £280 million within customer pension portfolios.

Through shareholder investments, Scottish Widows provides direct loans for renewable energy,
including for offshore wind and solar energy.

Scottish Widows is also investing £2 billion of Pension and Retirement Portfolio Pension Funds
capital into a new fund, the ACS Climate Transition World Equity Fund, co-created with BlackRock
that looks to increase investment in companies that are well prepared for the low carbon transition
and to reduce exposure to those that are less so

Insurance

Be a leading UK insurer in improving
the resilience of customers' lives
against extreme weather exacerbated
by climate change

The Group continues to partner with RedArc to operate a trauma helpline that aids customers
needing extra help after a traumatic claim such as a fire or flood

The Group is also investing in ways to minimise the impact of flooding on customers. For example,
the Group continues to provide a Rapid Response Vehicle to quickly assess claims and release
funds to customers in the worst affected areas

Green bonds
Be a leading UK bank in the green/
sustainable bonds market

Since the launch of this ambition in 2016, the Group has maintained the role as a leader for UK
corporate clients between 2016 and 2020, raising around £2.9 billion.

Lloyds Banking Group’s own
footprint

Be a leading UK bank in reducing
Lloyds Banking Group’s own carbon
footprint and challenging our suppliers
to ensure Lloyds Banking Group's own
consumption of resources, goods and
services is sustainable

The Group continues to improve the sustainability of its own operations and has recently updated
the Group's operational climate pledges.

This year, the Group has calculated and disclosed the emissions associated with increased
homeworking as a result of COVID-19 and sponsored a white paper in this area.

The Group has continued to reduce the energy and carbon intensity of its properties and has
supported low carbon travel

Lloyds Banking Group’s overall location-based carbon emissions were 159,487 tonnes COye; a 24
per cent decrease since 2019 and 72 per cent since its 2009 baseline (legacy scope).
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Governance

Lloyds Banking Group's governance structure provides clear oversight and ownership of the Group's sustainability strategy and management of
climate-related risks. Governance for climate-related risks is embedded into the Group's existing governance structure and is complementary to
governance of the sustainability strategy.

Lloyds Banking Group Board

Responsible Business Committee Board Risk Committee

Group Executive Committee

Group Risk Committee
Group Executive Sustainability Committee

Group Sustainability team Climate Risk Executive Management
Divisional forums/ Group Sustainability Climate Risk Planning
working groups forum & Prioritisation

Risk management
The Group has adopted a comprehensive approach to embedding climate-related risks into its Enterprise Risk Management Framework
through:

e Creation of a new principal risk for climate risk, in order to drive dedicated focus and a consistent approach, whilst enhancing Board-level
insight.

* Integration of climate risk into the Group's existing principal risks, to ensure comprehensive consideration across all aspects of its business
activity.

Climate Risk is included as both a principal and emerging risk this year given it is such a new and fast-moving area. The Group continues to
ensure its approach for climate risk management has suitable Board- level visibility. The Board has approved a Risk Appetite Statement for
climate risk, as well as an interim metric to ensure the Group continues to progress activities at pace, supported by Board-level risk reporting.

As the understanding and importance of climate risk progresses, climate scenario analysis is becoming an essential capability and risk
management tool. Scenario analysis assists the identification, measurement, and ongoing assessment of climate risks over the longer-term, and
the potential threats to the Group's strategic objectives. In 2020, the Group has developed its climate scenario analysis framework and will see
outputs from this in 2021.

To further accelerate progress, the Group has engaged with third-party consultants to support the development of its climate risk management
framework and high priority sector analysis, thereby extending its modelling and assessment capabilities for quantifying climate risk.

Climate risk and sustainability has been a key consideration in the credit assessment process in recent years, and in 2020 the Group has
deepened the integration of sustainability into its credit risk processes and appetite statements. Lloyds Banking Group continues to refine the
Group's external sector statements, which help articulate appropriate areas of climate-related risk appetite and the Group's approach to the risk
assessment of its customers.

As part of the Group's credit risk policy, the Group has mandatory requirements to consider environmental risks in key risk management
activities. In Commercial Banking, Relationship Managers must continue to ensure that sustainability risk is considered for all new and renewal
facilities, and specifically commented on where credit limits exceed £500,000. The Group has also developed and is piloting a tool in
Commercial Banking to help qualitatively assess clients’ physical and transition risks.

In Retail, the Group considers exposure to physical risks, such as flooding, in mortgages origination criteria and the Group has also introduced
sustainability related criteria into its motor finance businesses. Within Insurance, an assessment of climate-related risks to General Insurance (Gl)
liabilities is integrated into the internal model governance process. The Group further developed its weather modelling capabilities in 2020
through completion of a research partnership between the Group's Gl Weather Modelling Team and the University of Reading on extreme wind
and flood risk in the UK.



BUSINESS

Sectors with increased climate risk
The Group has identified those sectors where it has lending to customers that may likely contribute a higher share of Lloyds Banking Group's
financed emissions (see Table 1). Not all customers in these sectors have high emissions or are exposed to significant transition risks.

The Group continues to enhance and refine this work at both counterparty and sector level, considering both risks and opportunities as it looks
to support customers' responses to climate change.

Table 1. Lending’ to customers in sectors at increased risk from the impacts of climate change

Percentage of total

Lending to Commercial Group loans and
Banking customers (£m)? advances to customers?®
Commercial Banking Sector* Dec 2020 Dec 2019 Dec 2020 Dec 2019
Energy Use in Buildings Real Estate (including Housing Associations) 25,426 27,124 5.04% 5.44%
Agriculture Agriculture, Forestry & Fishing® 7,464 7,219 1.48% 1.45%
Transport Passenger Transport 1,135 1,120 0.22% 0.22%
Industrial Transport 1,374 1,674 0.27% 0.34%
Automotives® 1,485 1,272 0.29% 0.26%
Energy Use in Industry  Housebuilders 870 1,168 0.17% 0.23%
Construction’ 1,210 1,179 0.24% 0.24%
Cement, Construction Materials, Chemicals & Steel Manufacture 317 391 0.06% 0.08%
General Manufacturing 1,301 1,285 0.26% 0.26%
Food Manufacturing and Wholesalers 1,312 1,844 0.26% 0.37%
Energy Supply Oil & Gas® 1,099 1,393 0.22% 0.28%
Utilities 1,638 1,779 0.32% 0.36%
Coal Mining 8 21 0.002% 0.004%
Total 44,639 47,469 8.85% 9.53%

Percentage of total

Loans and advances to Group loans and
customers (£Em) advances to customers?®
Retail Division areas’ Dec 2020 Dec 2019 Dec 2020 Dec 2019
UK Mortgages 294,806 289,198 58.42% 58.04%
UK Motor Finance 15,201 15,976 3.01% 3.21%
Total 310,007 305,174 61.44% 61.25%

Commercial Banking and Retail divisions only. Excludes Insurance and Wealth division.

2 Commercial Banking division only, excludes Commercial Finance. Drawn lending is gross of significant risk transfers. Excludes Business Banking lending, which sits within Retail division. 2019
restated on a consistent basis with 2020.

3 Percentages calculated using total Group loans and advances to customers, before allowance for impairment losses (£504,603 million at 31 December 2020 and £498,247 million at 31
December 2019).

Commercial lending classified using ONS SIC codes at legal entity level.

Agriculture lending includes Agricultural Mortgage Corporation (AMC) based on loans and advances to customers £4,186 million (2019: £3,998 million).

Includes Automotive manufacture, retail and wholesale trade, rentals and parts but excludes finance captives and securitisations.

Construction excludes 41100 Development of building projects (included within Real Estate) and 41202 Construction of domestic buildings (reported separately as Housebuilders).

Excludes Commodity Traders.
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Based on loans and advances to customers within Retail Division.

Metrics and targets

Financed emissions

Lloyds Banking Group believes it is appropriate to provide more financial information on its financed emissions, although the Group also
recognises this is a rapidly developing area, with evolving and sometimes limiting data availability, data completeness and calculation
methodologies. The Group expects these to continue to improve in 2021 and beyond, helping it to refine the Group's approaches, estimates
and understanding of the climate risk within its portfolios. However, in order to enhance disclosure, whilst recognising these limitations, the
Group details in Table 2 an initial estimated view of the 2018 financed emissions baseline across the Group’s own lending activity (excluding
Insurance and Wealth).

This will serve as an initial basis for the Group's goal of helping to reduce the emissions that the Group finances by more than 50 per cent by
2030 and to help it better support customers in their transition plans to a low-carbon economy (see Table 2). The Group selected 2018 as there is
more comprehensive company emissions reporting and UK Government Office of National Statistics (ONS) emissions data available at that time.

The Group has used the emerging industry standard for calculating financed emissions developed by the Partnership for Carbon Accounting
Financials (PCAF). The baseline is an estimate, as client or asset level emissions data is currently not available in all cases and where appropriate,
the Group has used internal and external data and proxies to fill these data gaps. Given this is a new discipline that will continue to develop and
evolve, it is expected that its baseline will change in the future (perhaps materially), which may require restatement. The Group expects
methodologies for calculating financed emissions to mature, with data availability and quality also improving from clients and Government
sources.
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The initial estimated view of the 2018 financed emissions baseline covers approximately 70 per cent of the Group's balance sheet (excluding
Insurance and Wealth)' comprised of:

e Motor vehicle loans (Lex and Black Horse) — at individual vehicle level, vehicle emission intensity and contracted (or estimated) miles driven
per annum

* Mortgages (Retail UK Mortgages) — from Energy Performance Certificates (EPCs) where available with estimates used for properties without
EPC ratings
® Business loans (Commercial Banking only) — on client-level emissions data and asset-based estimates using ONS UK sector emissions

e Cash balances — with no associated emissions

For the remaining balance sheet, 26 per cent currently have no method for calculating emissions and 4 per cent do not have data readily
available to enable emissions to be calculated.?

As currently recommended by PCAF, the baseline only includes Scope 1 and 2 emissions of clients and does not include undrawn lending
commitments, off balance sheet contingents or areas where there is no methodology.

Insurance and Wealth financed emissions

The financed emissions for the Insurance and Wealth division are not included in the Group's total financed emissions or the Group's target to
reduce financed emissions by 50 per cent by 2030. Due to the different nature of banking and investment activity, the Insurance and Wealth
division will be further developing its approach to reporting appropriate climate metrics and targets during 2021.

Table 2. Initial estimated view of the 2018 financed emissions baseline for the Group’s own lending
(excluding the Insurance and Wealth division)

Equivalent share of UK

Estimated MtCO,e total emissions by
Asset Class (Scope 1 & 2 emissions) sector/asset class®
Motor vehicle loans® 3.2 c4%
Mortgages* 6.3 c.b6%
Business loans® 15.9 c.6%
Total 25.412 c.5.6%

Notes to table:

Includes Nil emissions for cash balances,which accounted for 8 per cent of the Group's balance sheet.

2 Examples of areas where there is no current method for calculating emissions include: government securities, derivatives, personal loans, credit cards and reverse repos. Areas where data
was not readily available, but coverage may be expanded in the future include: business banking, non-UK mortgages, loans and advances to banks and some assets at fair value through
profit and loss.

3 Covers 95 per cent of motor vehicle loans and operating lease assets. Excludes assets that do not have a motor , specialist vehicles and vehicles where mileage is difficult to estimate.
Currently does not apply a loan-to-value ratio for emissions.

4 Covers 97 per cent of mortgages. Excludes non-UK mortgages. Uses EPC emissions estimates for 45% of properties and average emission intensity profiles of EPC C to G properties to
calculate emissions for the balance of properties where EPCs are not available. Property index value as at end 2018 is used for current property value in PCAF emission attribution
calculations.

5 Includes 99 per cent of Commercial Banking business loans, based on drawn lending. The PCAF sector-based approach has been used for the majority of the business loans baseline, using
Office of National Statistics (ONS) UK emissions. The business loans method has been applied to project finance (excluding Power project finance) and commercial real estate assets, which
will be refined in the future as better data becomes available.

6 Total UK emissions in 2018 were: 88 MtCO,e from cars and vans; ¢.100 MtCO,e from homes, including emissions from both electricity and heating; and 263 MtCO,e from business (excluding
emissions from electricity used in residential property). Source: Department for Business, Energy and Industrial Strategy - 2018 UK Greenhouse Gas Emissions, Final Figures.

Power sector ambition
In Commercial Banking, the Group has been working to develop a power sector ambition as power sector decarbonisation is critical for the UK
to achieve its Net Zero goal.

The Group has determined that its power generation portfolio, comprising Commercial Banking large corporate and project finance portfolio
facilities, generated financed emissions of 0.7MtCO,e in 2018, with an emission intensity of 141gCO,e/kWh on a drawn basis, covering both UK
and EU exposures. This is lower than the UK average grid emissions intensity of 283 gCO,e/kWh in 2018, due to market leading support for UK
offshore and renewable energy.

Having assessed the Commercial Banking large corporate and project finance power generation portfolio against decarbonisation plans and its
commitment to Help Britain Prosper, the Group is now setting an ambition to reduce the portfolio’s emission intensity to less than 75gCO,e/
kWh by 2030 This is in line with the UK’s net zero ambition but takes into account the combination of UK and European clients in its portfolio.

Achieving the Group’s ambition will be dependent on the UK and European countries putting in place the policy frameworks to meet
decarbonisation goals and major utilities achieving their decarbonisation objectives. The Group will work with the Government and its clients to
help support this transition.

1 The Group has followed the PCAF recommendation to only account for drawn lending exposure in our financed emission disclosure. It is important to highlight that the undrawn portion of
the power generation portfolio could result in fluctuations to the emission and power intensity baseline.

Green finance

In 2020, the Group provided over £2.3 billion of green finance in Commercial Banking, through its Clean Growth Finance Initiative, Commercial
Real Estate Green Lending Initiative, Renewable Energy Financing and Green Bond facilitation. This increased the Group's total green finance to
over £7.3 billion since 2016. In addition, the Group has supported clients with over £1.8 billion of Sustainability Linked Loans since 2017.
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New climate pledges for Lloyds Banking Group’s own operations

In 2019 the Group announced achievement of its 2030 carbon emission reduction goal for its own operations, 11 years early, having reduced
carbon emissions by 63 per cent between 2009 and 2019, and exceeding its 60 per cent reduction target. The Group is now able to announce
three new operational climate pledges which accelerate the Group's plan to tackle climate change and apply across its operations.

* The Group expects to achieve net zero carbon operations by 2030. The Group plans to reduce its direct emissions (known as Scope 1 and 2
emissions) by at least 75 per cent (compared to 2018/9 levels)

* The Group expects to reduce its total energy consumption by 50 per cent by 2030 (compared to 2018/9). Whilst the Group already procures
zero carbon electricity, it remains crucial that the Group reduces the amount of power it consumes to support the UK in meeting an
increasing demand for renewable energy

e The Group expects to maintain travel carbon emissions below 50 per cent of pre COVID-19 (2018/9) levels, embedding for the long-term the
reduced levels of commuting and business travel seen during the pandemic and supporting colleagues to switch to low carbon transport.

Achieving these goals will not be easy, and the Group will need to invest in its buildings over the next decade, supporting the UK to make a
green recovery. The Group will continue to deploy energy efficient technology including LED lighting and improved building controls. The
Group will remove all use of natural gas from its estate, replacing its gas boilers with zero carbon heating technologies and creating more
sustainable branches in communities across the UK. Many of the technologies that the Group will need to use are still new and it will need to
work closely with its partners and supply chain to innovate.

Scope 1,2 and 3 Greenhouse gas emissions

The Group has 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 and its applicable regulations. The Group's total emissions, in tonnes of CO, equivalent, are
reported in the table below. Deloitte LLP has provided limited level ISAE 3000 (Revised) assurance over selected non-financial indicators as
noted by ™ . Deloitte's full, independent assurance statement is available online in the 2020 ESG Report at https://
www.lloydsbankinggroup.com/who-we-are/responsible-business/downloads.html

Methodology

The Group follows the principles of the Greenhouse Gas (GHG) Protocol Corporate Accounting and Reporting Standard to calculate Scope 1, 2
and 3 emissions from its worldwide operations. The reporting period is 1 October 2019 to 30 September 2020. Emissions are reported based on
the operational control approach.

Reported Scope 1 emissions are those generated from gas and oil used in buildings, emissions from fuels used in UK company owned vehicles
used for business travel and fugitive emissions from the use of air conditioning and chiller/refrigerant plant. Reported Scope 2 emissions are
generated from the use of electricity and are calculated using both the location and market-based methodologies. Reported Scope 3 emissions
relate to business travel and commuting undertaken by colleagues, waste and the extraction and distribution of each of the Group's energy
sources — electricity, gas, and oil. This year, in light of the coronavirus pandemic’s impacts on Group operations, the Group has included the
emissions of colleagues working from home before and during the pandemic in the Group's Scope 3 totals.

Intensity ratio

Oct19- Oct18- Oct17-
Legacy Scope Sep20 Sep19 Sep18
GHG emissions (CO,e) per £m of underlying income (Location Based)' 10.4 1.5 13
GHG emissions (CO,e) per £m of underlying income (Market Based)' 4.7 5.6 6.2

Oct19- Oct18- Oct17-
Expanded Scope Sep20 Sep19 Sep18!
GHG emissions (CO,e) per £m of underlying income (Market Based) - expanded scope? 13.6 15.8 17.3
GHG emissions (CO,e) per £m of underlying income (Location Based) - expanded scope? 7.9 9.9 10.6

1 Intensities have been restated for 2017-2018 and 2018-2019 to reflect changes to emissions data only, replacing estimated data with actuals; underlying income figures for those years have
not changed.

2 Scope 3 emissions have been expanded to include additional elements within the Group’s own operations including emissions from waste, colleague commuting and additional elements of
business travel, (including taxis, tube, well to tank emissions of business travel and hotels). We have disclosed these figures parallel to legacy scope numbers to allow fairer comparison to
numbers previously disclosed and to demonstrate performance versus our previous targets. Additionally, October 19-September 20 scope 3 figures include an allowance for emissions from
homeworkers not previously accounted for, owing to the significant increase in materiality year to year due to the impacts of coronavirus. Previous years have not been restated.

This year, the Group's overall location-based carbon emissions were 159,487 tCO,e; a 24 per cent decrease since 2019 and 72 per cent against
its 2009 baseline (legacy scope). Significant reductions were achieved between October and March of this reporting year. These are attributable
to the Group'’s programme of environmental action since 2010, which has delivered a reduction in gas and electricity consumption through
extensive energy management, alongside decarbonisation of the UK electricity grid from October to March 2020. Further reductions have been
caused by the impact of coronavirus on the Group's operations and reported emissions. A large proportion of the Lloyds Banking Group
colleagues worked from home in 2020 in line with travel restrictions and advice, which has led to a considerable reduction in both scope 1 and 3
business travel numbers reported. Group building energy, gas, and electricity, also reduced in part due to the impacts of this operational shift,
though impacts are not as significant.

The Group scope 2 market-based emissions figure is zero tCO,e, as it has procured renewable energy certificates equal to its total electricity
consumption in each of the markets in which the Group operates since January 2019.

Omissions

Emissions associated with joint ventures and investments are not included in this disclosure as they fall outside the scope of the Lloyds Banking
Group operational boundary. The Group does not have any emissions associated with imported heat, steam or imported cooling and is not
aware of any other material sources of omissions from its reporting.
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Carbon Emissions (tonnes CO,e)

Oct19- Oct18- Oct17-
Legacy Scope Sep20 Sep19' Sep18’
Total CO,e (market-based) ¥ 71,704 101,856 116,100
Total CO,e (location-based) ¥ 159,487 208,495 243,028
Total Scope 1 & 2 (location-based) ¥ 126,890 155,270 178,378
- Of Which UK Scope 1 & 2 (location-based) 126,209 152,893 176,676
Total Scope 1 & 2 (market-based) ¥ 39,107 48,631 51,450
- Of Which UK Scope 1 & 2 (market-based) 38,806 47,946 49,213
Total Scope 1& 39,107 48,246 49,505
Total Scope 2 (market-based) M — 385 1,945
Total Scope 2 (location-based) ¥ 32,597 53,225 64,650

Oct19- Oct18- Oct17-
Expanded scope Sep20 Sep19! Sep18!
Total CO,e (market-based) ¥ 120,308 180,153 197,623
Total CO,e (location-based) ¥ 208,092 286,792 324,551
Total Scope 3™ 81,202 131,522 146,173

Oct19- Oct18- Oct17-
Global Energy Use (kWhs) Sep20 Sep19! Sep18!
Total Global Energy Use M 524,024,822 591,341,929 623,467,500
- Of Which UK Energy Use 518,717,523 585,136,101 617,185,723
Total Building Energy 503,709,548 551,778,914 577,606,213
Total Company Owned Vehicle Energy 14,436,436 29,987,906 34,889,251
Total Grey Fleet Vehicle Energy? 5,878,838 9,575,109 10,972,036

Restated 2018/2017 emissions data to improve the accuracy of reporting, using actual data to replace estimates.

N

Grey fleet refers to colleague and hired road vehicles being used for a business purpose. Emissions in tonnes COse in line with the GHG Protocol Corporate Standard (2004). We are
reporting to the revised Scope 2 guidance, disclosing a market-based figure in addition to the location-based figure.

The measure and report Scope 1, 2, 3 emissions is provided in the Lloyds Banking Group Reporting Criteria statement available online at www.lloydsbankinggroup.com/who-we-are/
responsible-business.html

Scope 1 emissions include mobile and stationary combustion of fuel and operation of facilities.
Scope 2 emissions have been calculated in accordance with GHG Protocol guidelines, in both location and market based methodologies.

Scope 3 emissions reported are disclosed in line with our legacy target, per the expanded to include additional elements within the Group’s own operations including emissions from waste,
colleague commuting and additional elements of business travel (including taxis, tube, well to tank emissions of business travel and hotels). We have also disclosed legacy scope numbers to
allow fairer comparison to numbers previously disclosed and to demonstrate performance versus our previous targets.

M Indicator is subject to Limited ISAE3000 (revised) assurance by Deloitte LLP for the 2020 Annual Responsible Business Reporting. Deloitte’s 2020 assurance statement and the 2020
Reporting Criteria are available online at www.lloydsbankinggroup.com/who-we-are/responsible-business.html

Energy Efficiency

Whilst coronavirus has significantly impacted Lloyds Banking Group's energy performance year on year, the Group did see a 4 per cent year to
year energy consumption reduction achieved in a 6-month period prior to the impacts of coronavirus, largely due to the Group’s energy
reduction initiatives. These initiatives include an energy optimisation programme; an energy intervention scheme that includes remote and on-
site optimisation and strategic alterations of building management systems and controls systems to match the run hours of plant to core
operating hours and ensure temperature settings are aligned with Group comfort guidelines. In 2020, 89 deep-dives, 88 on-site optimisations, 13
remote optimisations and 550 bank holiday programming were completed, which resulted in a 105 GWh saving. Additionally, Lloyds Banking
Group saw a 14 per cent year to year energy reduction in our company owned vehicles energy usage in the 6-month period prior to April 2020,
due to our ongoing focus on reducing business travel.

Looking forward

In 2021, Lloyds Banking Group will continue to develop additional sector-based ambitions to support its goal to help reduce the emissions it
finances by more than 50 per cent by 2030. The Group will continue to enhance its methodologies and framework for reporting climate risks and
opportunities, taking into account relevant industry guidelines and regulatory reporting requirements. This will further advance the Group
disclosures and respond to the evolving needs of both its shareholders and other stakeholders.

PROPERTIES

At 31 December 2020, Lloyds Bank Group occupied 1,724 properties in the UK. Of these, 367 were held as freeholds and 1,357 as leasehold. The
majority of these properties are retail branches, widely distributed throughout England, Scotland, Wales and Northern Ireland. Other buildings
include the Lloyds Bank’s head office in the City of London with other customer service and support centres located to suit business needs but
clustered largely in eight core geographic conurbations — London, Edinburgh, Glasgow, Midlands (Birmingham), Northwest (Chester and
Manchester), West Yorkshire (Halifax and Leeds), South (Brighton and Andover) and Southwest (Bristol and Cardiff).

In addition, there are 103 properties which are either sub-let or vacant. There are also a number of Automated Teller Machine (ATM) units
situated throughout the UK, the majority of which are held as leasehold. The Group also has business operations elsewhere in the world,
primarily holding property on a leasehold basis.
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LEGAL ACTIONS AND REGULATORY MATTERS

During the ordinary course of business the Lloyds Bank Group is subject to threatened or actual legal proceedings and regulatory reviews and
investigations both in the UK and overseas. Set out below is a summary of the more significant matters.

PROVISIONS FOR FINANCIAL COMMITMENTS AND GUARANTEES

Provisions are recognised for expected credit losses on undrawn loan commitments and financial guarantees.

PAYMENT PROTECTION INSURANCE (EXCLUDING MBNA)

The Group has made provisions for PPI costs totalling £21,906 million; of which £85 million was recognised in the final quarter of the year ended
31 December 2020. Of the approximately six million enquiries received pre-deadline, more than 99 per cent have now been processed. The
£85 million charge in the fourth quarter was driven by the impact of coronavirus delaying operational activities during 2020, the final stages of
work to ensure operational completeness ahead of an orderly programme close and final validation of information requests and complaints with
third parties that resulted in a limited number of additional complaints to be handled. A small part of the costs incurred during the year also
reflect the costs associated with litigation activity to date.

At 31 December 2020, a provision of £198 million remained unutilised relating to complaints and associated administration costs excluding
amounts relating to MBNA. Total cash payments were £1,459 million during the year ended 31 December 2020.

PAYMENT PROTECTION INSURANCE (MBNA)

As announced in December 2016, the Group's exposure continues to remain capped at £240 million under the terms of the MBNA sale and
purchase agreement. No additional charge has been made by MBNA to its PPl provision in the year ended 31 December 2020; total cash
payments in the year were £241 million and the remaining provision at 31 December 2020 was £61 million (31 December 2019: £302 million).

OTHER PROVISIONS FOR LEGAL ACTIONS AND REGULATORY MATTERS

In the course of its business, the Group is engaged in discussions with the PRA, FCA and other UK and overseas regulators and other
governmental authorities on a range of matters. The Group also receives complaints in connection with its past conduct and claims brought by
or on behalf of current and former employees, customers, investors and other third parties and is subject to legal proceedings and other legal
actions. Where significant, provisions are held against the costs expected to be incurred in relation to these matters and matters arising from
related internal reviews. During the year ended 31 December 2020 the Group charged a further £329 million in respect of legal actions and other
regulatory matters, and the unutilised balance at 31 December 2020 was £261 million (31 December 2019: £395 million). The most significant
items are as follows.

HBOS Reading - review

The Group completed its compensation assessment for those within the Customer Review in 2019 with more than £109 million of compensation
paid, in addition to £15 million for ex-gratia payments and £6 million for the reimbursement of legal fees. The Group is applying the
recommendations from Sir Ross Cranston’s review, issued in December 2019, including a reassessment of direct and consequential losses by an
independent panel, an extension of debt relief and a wider definition of de facto directors. Further details of the panel were announced on 3
April 2020 and the panel's full scope and methodology was published on 7 July 2020. The panel’s stated objective is to consider cases via a non-
legalistic and fair process, and to make their decisions in a generous, fair and common-sense manner. Details of an appeal process for the
further assessments of debt relief and de facto director status have also been announced. The Group continues to make progress on its
assessment of claims for further debt relief and de facto director status, completing preliminary assessments for 98 per cent of claims on both
debt relief and de facto directors. As part of these activities the Group has recorded charges in relation to compensation payments and
associated costs (projected to the fourth quarter of 2021) in 2020 in applying the recommendations, in respect of debt relief and de facto
director status. During 2021, decisions from the independent panel re-review on direct and consequential losses will start to be issued, which is
likely to result in further charges but it is not possible to estimate the potential impact at this stage. The Group is committed to implementing Sir
Ross' recommendations in full.

The Dame Linda Dobbs review, which is considering the Group's handling of HBOS Reading between January 2009 and January 2017, is now
expected to complete towards the end of 2021. The cost of undertaking the review is included in the revised provision.

The 2020 charge of £159 million, and lifetime cost of £435 million, includes both compensation payments and operational costs.

Arrears handling related activities
The Group has provided an additional £35 million in the year ended 31 December 2020 for arrears handling related activities, bringing the total
provided to date to £1,016 million; the unutilised balance at 31 December 2020 was £62 million.

INTERCHANGE FEES

With respect to multi-lateral interchange fees (MIFs), the Lloyds Banking Group is not involved in the ongoing litigation which involves card
schemes such as Visa and Mastercard (as described below). However, the Group is a member/licensee of Visa and Mastercard and other card
schemes. The litigation in question is as follows:

- litigation brought by retailers against both Visa and Mastercard continues in the English Courts (and includes a judgment of the Supreme
Court in June 2020 upholding the Court of Appeal's finding in 2018 that historic interchange arrangements of Mastercard and Visa infringed
competition law); and

- litigation brought on behalf of UK consumers in the English Courts against Mastercard, which the Supreme Court has now confirmed can
proceed.

Any impact on the Group of the litigation against Visa and Mastercard remains uncertain at this time, such that it is not practicable for the Group
to provide an estimate of any potential financial effect. Insofar as Visa is required to pay damages to retailers for interchange fees set prior to
June 2016, contractual arrangements to allocate liability have been agreed between various UK banks (including the Lloyds Banking Group) and
Visa Inc, as part of Visa Inc's acquisition of Visa Europe in 2016. These arrangements cap the maximum amount of liability to which the Lloyds
Banking Group may be subject and this cap is set at the cash consideration received by the Lloyds Banking Group for the sale of its stake in Visa
Europe to Visa Inc in 2016. In 2016, the Group received Visa preference stock as part of the consideration for the sale of its shares in Visa Europe.
In 2020, some of these Visa preference shares were converted into Visa Inc Class A common stock (in accordance with the provisions of the Visa
Europe sale documentation) and they were subsequently sold by the Group. The sale had no impact on this contingent liability.
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LIBOR AND OTHER TRADING RATES

Certain Lloyds Banking Group companies, together with other panel banks, have been named as defendants in private lawsuits, including
purported class action suits, in the US in connection with their roles as panel banks contributing to the setting of US Dollar, Japanese Yen and
Sterling London Interbank Offered Rate and the Australian BBSW reference rate. Certain of the plaintiffs' claims have been dismissed by the US
Federal Court for the Southern District of New York (subject to appeals).

Certain Lloyds Banking Group companies are also named as defendants in (i) UK based claims; and (ii) two Dutch class actions, raising LIBOR
manipulation allegations. A number of the claims against the Lloyds Banking Group in relation to the alleged mis-sale of interest rate hedging
products also include allegations of LIBOR manipulation.

Furthermore, the Swiss Competition Commission concluded its investigation against Lloyds Bank plc in June 2019. However, the Lloyds Banking
Group continues to respond to litigation arising out of the investigations into submissions made by panel members to the bodies that set LIBOR
and various other interbank offered rates.

It is currently not possible to predict the scope and ultimate outcome on the Lloyds Banking Group of the various outstanding regulatory
investigations not encompassed by the settlements, any private lawsuits or any related challenges to the interpretation or validity of any of the
Lloyds Banking Group's contractual arrangements, including their timing and scale. As such, it is not practicable to provide an estimate of any
potential financial effect.

TAX AUTHORITIES

The Lloyds Banking Group has an open matter in relation to a claim for group relief of losses incurred in its former Irish banking subsidiary, which
ceased trading on 31 December 2010. In 2013, HMRC informed the Lloyds Banking Group that its interpretation of the UK rules means that the
group relief is not available. In 2020, HMRC concluded their enquiry into the matter and issued a closure notice. The Lloyds Banking Group's
interpretation of the UK rules has not changed and hence it has appealed to the First Tier Tax Tribunal, with a hearing expected in early 2022. If
the final determination of the matter by the judicial process is that HMRC's position is correct, management estimate that this would result in an
increase in current tax liabilities of approximately £700 million (including interest) and a reduction in deferred tax assets of approximately
£270 million. The Lloyds Banking Group, having taken appropriate advice, does not consider that this is a case where additional tax will
ultimately fall due.

There are a number of other open matters on which the Group is in discussions with HMRC (including the tax treatment of certain costs arising
from the divestment of TSB Banking Group plc), none of which is expected to have a material impact on the financial position of the Group.

CONTINGENT LIABILITIES RELATING TO OTHER LEGAL ACTIONS AND REGULATORY MATTERS

In addition, during the ordinary course of business the Group is subject to other complaints and threatened or actual legal proceedings
(including class or group action claims) brought by or on behalf of current or former employees, customers, investors or other third parties, as
well as legal and regulatory reviews, challenges, investigations and enforcement actions, both in the UK and overseas. All material such matters
are periodically reassessed, with the assistance of external professional advisers where appropriate, to determine the likelihood of the Group
incurring a liability. In those instances where it is concluded that it is more likely than not that a payment will be made, a provision is established
to management's best estimate of the amount required at the relevant balance sheet date. In some cases it will not be possible to form a view,
for example because the facts are unclear or because further time is needed properly to assess the merits of the case, and no provisions are held
in relation to such matters. In these circumstances, specific disclosure in relation to a contingent liability will be made where material. However
the Group does not currently expect the final outcome of any such case to have a material adverse effect on its financial position, operations or
cash flows.
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OPERATING AND FINANCIAL REVIEW AND PROSPECTS

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

The following discussion is based on and should be read in conjunction with the consolidated financial statements and the related notes thereto
included elsewhere in this annual report. For a discussion of the accounting policies used in the preparation of the consolidated financial
statements, see Accounting policies in note 2 to the financial statements.
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OPERATING AND FINANCIAL REVIEW AND PROSPECTS

CRITICAL ACCOUNTING POLICIES
The preparation of financial statements requires management to make estimates and assumptions that affect amounts reported therein. Due to
the inherent uncertainty involved in making estimates, actual results reported in future periods may be based upon amounts which differ from

those estimates.

The accounting policies that are deemed critical to the Lloyds Bank Group's results and financial position, based upon materiality and significant
judgements and estimates, are set out in note 3 to the financial statements.

FUTURE ACCOUNTING DEVELOPMENTS

Future developments in relation to the Lloyds Bank Group's IFRS reporting are discussed in note 47 to the financial statements.
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OPERATING AND FINANCIAL REVIEW AND PROSPECTS

RESULTS OF OPERATIONS - 2020 AND 2019

SUMMARY

2020 2019

£fm £fm

Net interest income 10,770 12,220
Other income 3,815 4,388
Total income 14,585 16,608
Total operating expenses (9,196) (11,123)
Impairment (4,060) (1,362)
Profit before tax 1,329 4123
Tax credit (expense) 137 (1,287)
Profit for the year 1,466 2,836
Profit attributable to ordinary shareholders 1,023 2,515
Profit attributable to other equity holders 417 281
Profit attributable to equity holders 1,440 2,796
Profit attributable to non-controlling interests 26 40
Profit for the year 1,466 2,836

INCOME STATEMENT COMMENTARY

During the year ended 31 December 2020, the Lloyds Bank Group recorded a profit before tax of £1,329 million, a reduction of £2,794 million, or
68 per cent, compared with £4,123 million in 2019; the decrease reflected, in particular, the Group's revised economic outlook for the UK
following the outbreak of the coronavirus pandemic.The Lloyds Bank Group profit before tax for the year ended 31 December 2020 included a
profit before tax of £1,856 million from its Retail division, a 16 per cent decrease compared to 2019, as lower income and a higher impairment
charge have more than offset reduced provisions for conduct risk; and a profit before tax of £20 million from its Commercial Banking division.

Total income decreased by £2,023 million, or 12 per cent, to £14,585 million in 2020 compared with £16,608 million in 2019, reflecting reductions
in both net interest income and other income.

Net interest income was £10,770 million in 2020, a decrease of £1,450 million, or 12 per cent compared to £12,220 million in 2019. Average
interest earning banking assets increased by £19,263 million, or 3 per cent, to £573,514 in 2020 compared to £554,251 million in 2019 as a result
of increased placings with central banks and growth in reverse repurchase agreement balances. Average customer lending was stable; the
impact of increased balances due from SMEs under the UK Government-backed coronavirus support schemes and growth in the open mortgage
book was offset by lower balances in the closed mortgage book and credit cards, as well as the continued optimisation of the Corporate and
Institutional book within Commercial Banking. The net interest margin decreased, reflecting the lower rate environment, actions taken during the
year to support customers and a change in asset mix, largely as a result of reduced levels of customer demand during the coronavirus pandemic.

Other income was £573 million, or 13 per cent, lower at £3,815 million in 2020 compared to £4,388 million in 2019.

Fee and commission income was £439 million, or 19 per cent, lower at £1,924 million compared to £2,363 million in 2019 as a result of decreases
across most categories of fees reflecting reductions in business and transaction volumes as a result of the coronavirus pandemic as well as the
impact of the transfer of business into the Lloyds Banking Group’s wealth management joint venture in 2019. Fee and commission expense
decreased by £118 million, or 11 per cent, to £909 million compared with £1,027 million in 2019; interchange fees were lower as a result of
reduced customer usage of ATMs during the pandemic and there were reductions in card and other fees payable. Net trading income was
£390 million higher at £750 million in 2020 compared with £360 million in 2019, reflecting the change in fair value of interest rate derivatives and
foreign exchange contracts in the banking book not mitigated through hedge accounting. Other operating income was £642 million, or 24 per
cent, lower at £2,050 million in 2020 compared to £2,692 million in 2019, reflecting a lower level of operating lease rental income, following a
reduction in the Lex vehicle fleet size, increased losses on liability management exercises and a lower level of cost recharges to other Lloyds
Banking Group entities.

Operating expenses decreased by £1,927 million, or 17 per cent to £9,196 million in 2020 compared with £11,123 million in 2019 reflecting a
decrease of £1,776 million in charges for redress payments to customers in respect of PPl and other conduct related matters . Excluding these
charges from both years, operating expenses were £151 million, or 2 per cent, lower at £8,782 million in 2020 compared to £8,933 million in 2019.
Staff costs were £370 million, or 9 per cent, lower at £3,615 million in 2020 compared with £3,985 million in 2019. This reflects a reduction in staff
numbers, significantly lower accruals in respect of staff bonuses and reduced levels of agency staff only partly offset by higher redundancy costs.
Premises and equipment costs were £21 million lower at £425 million in 2020 compared with £446 million in 2019 reflecting increased gains on
the disposal of tangible fixed assets, only partly offset by the cost of making the Group's premises COVID-secure. Other expenses were
£168 million, or 9 per cent, higher at £2,068 million in 2020 compared with £1,900 million in 2019 mainly reflecting increased investment spend
and cost recharges from Lloyds Banking Group plc. Depreciation and amortisation costs were £68 million, or 3 per cent, higher at £2,670 million
in 2020 compared to £2,602 million in 2019 due to increased levels of software capitalisation.

The Group incurred a regulatory provisions charge in operating expenses of £414 million in 2020 compared to £2,190 million in 2019. Of this
amount £85 million related to payment protection insurance; this charge was driven by the impact of coronavirus delaying operational activities
during 2020, the final stages of work to ensure operational completeness and final validation of information requests and complaints with third
parties that resulted in a limited number of additional complaints to be handled. Of the approximately six million enquiries received pre-
deadline, more than 99 per cent have now been processed. A small part of the costs incurred during the year also reflect the costs associated
with litigation activity to date. The unutilised provision, excluding MBNA, at 31 December 2020 was £198 million The charge in relation to other
conduct issues was £329 million in 2020, compared to £395 million in 2019. During the year additional charges, both redress and operational
costs of £159 million, have been taken in relation to HBOS Reading, as well as further costs in relation to arrears handling, packaged bank
account complaints and various settlements in relation to historic claims. A number of programmes are now close to conclusion. Others, such as
HBOS Reading, including the conclusion of the recommendations from the Cranston Review, are still ongoing and further costs are likely to be
incurred.
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Impairment losses increased by £2,698 million to £4,060 million in 2020 compared with £1,362 million in 2019. Impairment losses in respect of
loans and advances to customers were £2,458 million higher due primarily to an increase in expected credit loss (ECL) allowances taken to reflect
the deterioration in the UK economic outlook as a consequence of the coronavirus pandemic and further charges taken on existing distressed
clients whose recovery strategies were affected more immediately. Aside from these distressed cases, observed credit performance has
remained stable, in part as a result of the continued effectiveness of government support schemes and payment holidays extended by the
Group. Additional funding has been made available to businesses impacted by lockdown restrictions which has prevented a more material
increase in business failures and unemployment.

Whilst these measures have resulted in the flow of assets into arrears, default and write-off remaining at low levels, significant ECL provisions
have been built up in anticipation that these support schemes will unwind with a consequent increase in unemployment and insolvencies. The
Group's total ECL allowance has therefore increased from £3,380 million to £6,132 million in the year, with the majority of the increase in
provisions for up to date assets in Stage 1 and Stage 2. A central overlay of £400 million has been included in recognition of the significant
uncertainty that remains as to the efficacy of the vaccine, the vaccination programme, potential virus mutation, further lockdowns and economic
performance post lockdown restrictions and Government support, recognising that the full range of these risks is not captured in the Group's
method of generating alternative scenarios around its base case. The scale of the current uncertainty overlay approximately equates to a c.1
percentage point increase in unemployment allied with a 5 per cent lower HPIl in 2021, or a ¢.10 percentage point higher weighting of the severe
downside scenario.

The Group's closing ECL allowance continues to reflect a probability-weighted view of future economic scenarios with a 30 per cent weighting
applied to base case, upside and downside scenarios and a 10 per cent weighting to the severe downside. All scenarios have deteriorated since
the start of the year, following the changes made to the base case. They also reflect a widening of the range of potential outcomes, following
changes to the generation of scenarios around the base case. Overall the Group's loan portfolio continues to be well-positioned, reflecting a
prudent through-the-cycle approach to credit risk and high levels of security. The Retail portfolio is heavily weighted toward high quality
mortgage lending where low loan-to-value ratios provide security against potential risks. The prime consumer finance portfolio also benefits
from high quality growth in past periods in the context of the Group's prudent risk appetite. The commercial portfolio reflects a diverse client
base with relatively limited exposure to the most vulnerable sectors so far affected by the coronavirus outbreak. Within Commercial Banking, the
Group's management of concentration risk includes single name and country limits as well as controls over the overall exposure to certain higher
risk and vulnerable sectors or asset classes.

In 2020, the Lloyds Bank Group recorded a tax credit of £137 million compared to a tax expense of £1,287 million in 2019. The tax credit in 2020
arose primarily as a result of a credit of £435 million on remeasurement of the Group's deferred tax balances following the UK Government's
decision to maintain the corporation tax rate at 19 per cent, which was substantively enacted on 17 March 2020.

The Lloyds Bank Group's post-tax return on average total assets reduced to 0.24 per cent compared to 0.48 per cent in the year ended 31
December 2019.
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BALANCE SHEET AND CAPITAL COMMENTARY

2020 2019
£fm £fm
Assets

Cash and balances at central banks 49,888 38,880
Financial assets at fair value through profit or loss 1,674 2,284
Derivative financial instruments 8,341 8,494
Loans and advances to banks 5,950 4,852
Loans and advances to customers 480,141 474,470
Debt securities 5,137 5,325
Due from fellow Lloyds Banking Group undertakings 738 1,854
Financial assets at amortised cost 491,966 486,501
Financial assets at fair value through other comprehensive income 27,260 24,617
Other assets 20,810 20,592
Total assets 599,939 581,368

Liabilities
Deposits from banks 24,997 23,593
Customer deposits 434,569 396,839
Due to fellow Lloyds Banking Group undertakings 6,875 4,893
Financial liabilities at fair value through profit or loss 6,831 7,702
Derivative financial instruments 8,228 9,831
Debt securities in issue 59,293 76,431
Subordinated liabilities 9,242 12,586
Other liabilities 8,786 10,594
Total liabilities 558,821 542,469
Shareholders’ equity 35,105 33,973
Other equity instruments 5,935 4,865
Non-controlling interests 78 61
Total equity 41,118 38,899
Total equity and liabilities 599,939 581,368

Total assets were £18,571 million, or 3 per cent, higher at £599,93% million at 31 December 2020 compared to £581,368 million at 31 December
2019. Cash and balances at central banks were £11,008 million, or 28 per cent, higher at £49,888 million compared to £38,880 million at 31
December 2019, reflecting increased liquidity holdings following the inflow of customer deposits. Loans and advances to customers increased in
the year by £5,671 million to £480,141 million, compared to £474,470 million at 31 December 2019, due to an increase in reverse repurchase
agreements, held for liquidity purposes, growth in lending to SMEs and in the open mortgage book which was in part offset by lower levels of
other commercial lending, lower credit card balances and unsecured loans and the continued reduction in the Group's closed mortgage book.

Total liabilities were £16,352 million, or 3 per cent, higher at £558,821 million compared to £542,469 million at 31 December 2019. Customer
deposits were £37,730 million, or 10 per cent, higher at £434,569 million at 31 December 2020 compared to £396,839 million at 31 December
2019. There has been significant growth in retail current account and savings balances, reflecting reduced consumer spending during the
coronavirus pandemic, and in commercial current accounts, as businesses have built up funds to cope with the pandemic, which has only partly
been offset by lower levels of other commercial deposits. Debt securities in issue were £17,138 million lower at £59,293 million at 31 December
2020 compared to £76,431 million at 31 December 2019 as the availability of Government support and liquidity measures and increased levels of
customer deposits have reduced the need for new funding issuance.

Total equity has increased by £2,219 million, or é per cent, from £38,899 million at 31 December 2019 to £41,118 million at 31 December 2020 as
a result of retained profits and the issuance of £1,070 million of other equity instruments.

Lloyds Bank Group's common equity tier 1 capital ratio increased to 15.5 per cent from 14.3 per cent at 31 December 2019 largely reflecting
profits for the year, with the impact of the impairment charge partially mitigated through the increase in IFRS 9 transitional relief for capital. The
introduction of the revised capital treatment of intangible software assets also resulted in a significant reduction in intangible assets deducted
from capital. In addition, risk-weighted assets reduced and excess expected losses reduced to nil as they absorbed part of the increase in IFRS 9
expected credit losses. The resultant increases in capital were offset in part by pension contributions made during the year, an increase in
deferred tax assets deducted from capital and the accrual for foreseeable dividends.

The tier 1 capital ratio increased to 19.8 per cent from 18.3 per cent at 31 December 2019, primarily reflecting the increase in common equity tier
1 capital and new AT1 issuances, offset in part by the annual reduction in the transitional limit applied to grandfathered AT1 capital.

The total capital ratio increased to 23.5 per cent from 22.1 per cent at 31 December 2019, which largely reflected the increase in tier 1 capital.

Risk-weighted assets reduced by £1,078 million, or 1 per cent, to £170,862 million at 31 December 2020, compared to £171,940 million at 31
December 2019. Increases reflecting the impact of credit migrations, model calibrations and updates, the full implementation of the new
securitisation framework and the introduction of the revised capital treatment of intangible software assets were more than offset by reductions
in lending balances outside Government-backed schemes, optimisation activity undertaken in Commercial Banking and the impact of the
revised SME supporting factor. In addition operational risk-weighted assets have reduced.
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The PRA is consulting on a proposal to reverse the revised capital treatment of intangible software assets (which currently follows EU capital
regulations), thereby reinstating the original requirement to deduct in full. Excluding the impact of the revised capital treatment Lloyds Bank
Group's common equity tier 1 capital ratio would be 15.0 per cent.

RESULTS OF OPERATIONS - 2018

The Lloyds Bank Group's results for the year ended 31 December 2018, and a discussion of the results for the year ended 31 December 2019
compared to those for the year ended 31 December 2018, were included on pages 13 to 15 of the 2019 Annual Report on Form 20-F, filed on 23
March 2020.
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AVERAGE BALANCE SHEET AND INTEREST INCOME AND EXPENSE - CONTINUING OPERATIONS

2020 2019 2018
Average Interest Average Interest Average Interest
balance income Yield balance income Yield balance income Yield
fm £m % £m fm % fm fm %
Assets'
Financial assets at amortised cost:
Loans and advances to banks 57,610 114 0.20 47,490 269 0.57 60,692 462 0.76
Loans and advances to customers 483,906 13,358 2.76 475,385 15,281 3.21 466,560 15,049 3.23
Debt securities 5,046 92 1.82 5,223 118 2.26 4,111 66 1.61
Financial assets at fair value through
other comprehensive income 26,952 302 112 26,153 430 1.64 32,206 639 1.98
Total interest-earning assets of
banking book 573,514 13,866 2.42 554,251 16,098 2.90 563,569 16,216 2.88
Total interest-earning financial assets
at fair value through profit or loss 2,319 26 1.12 8,354 73 0.87 34,759 434 1.25
Total interest-earning assets 575,833 13,892 2.41 562,605 16,171 2.87 598,328 16,650 2.78
Allowance for impairment losses on
financial assets held at amortised cost (5,332) (3,354) (2,994)
Non-interest earning assets 34,375 30,671 38,986
Total average assets and interest
income 604,876 13,892 2.30 589,922 16,171 2.74 634,320 16,650 2.62
1. The line items below are included on the face of the Group's balance sheet.
2020 2019 2018
Average Average Average
interest Net Net interest Net Net interest Net Net
earning interest interest earning interest interest earning interest interest
assets income margin assets income margin assets income margin
fm fm % £fm £m % £m fm %
Average interest-earning assets and
net interest income:
Banking business 573,514 10,770 1.88 554,251 12,220 2.20 563,569 12,754 2.26
Trading securities and other financial
assets at fair value through profit or
loss 2,319 (80) (3.45) 8,354 (77) (0.92) 34,759 (63) (0.18)
575,833 10,690 1.86 562,605 12,143 2.16 598,328 12,691 2.12

19



OPERATING AND FINANCIAL REVIEW AND PROSPECTS

2020 2019 2018
Average Interest Average Interest Average Interest
balance  expense Cost balance expense Cost balance expense Cost
fm £m % £m fm % fm fm %

Liabilities and shareholders’ funds'
Deposits by banks 6,866 82 1.19 6,262 87 1.39 5973 81 1.36
Customer deposits 316,071 1,270 0.40 315,717 2,054 0.65 331,006 1,997 0.60
Liabilities to banks and customers
under sale and repurchase agreements 32,189 117 0.36 27,935 301 1.08 28,163 245 0.87
Debt securities in issue? 67,239 761 1.13 67,096 476 0.71 67,233 66 0.10
Lease liabilities 1,656 39 2.36 1,617 39 2.41 41 1 2.44
Subordinated liabilities 11,510 827 7.19 9,315 921 9.89 10,531 1,072 10.18
Total interest-bearing liabilities of
banking book 435,531 3,096 0.71 427,942 3,878 0.91 442,947 3,462 0.78
Total interest-bearing financial
liabilities at fair value through profit or
loss 7,824 106 1.35 10,053 150 1.49 38,133 497 1.30
Total interest-bearing liabilities 443,355 3,202 0.72 437,995 4,028 0.92 481,080 3,959 0.82
Interest-free liabilities
Non-interest bearing customer
accounts 95,629 74,130 72,428
Other interest-free liabilities 24,867 37,147 35,883
Non-controlling interests, other equity
instruments and shareholders’ funds 41,025 40,650 44,929
Total average liabilities and interest
expense 604,876 3,202 0.53 589,922 4,028 0.68 634,320 3,959 0.62

1 The line items below are included on the face of the Group's balance sheet except for liabilities to banks and customers under sale and repurchase agreements, which are disclosed in note
42; and lease liabilities which are disclosed in note 27.

2 The impact of the Group's hedging arrangements is included on this line; excluding this impact the weighted average effective interest rate in respect of debt securities in issue would be
2.42 per cent (2019: 2.25 per cent; 2018: 2.74 per cent).

Average balances are based on daily averages for the principal areas of the Group's banking activities with monthly or less frequent averages
used elsewhere. Management believes that the interest rate trends are substantially the same as they would be if all balances were averaged on

the same basis.

The Group's operations are predominantly UK-based and as a result an analysis between UK and non-UK activities is not provided.
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CHANGES IN NET INTEREST INCOME - VOLUME AND RATE ANALYSIS — CONTINUING OPERATIONS

The following table allocates changes in net interest income between volume, rate and their combined impact for 2020 compared with 2019 and
for 2019 compared with 2018.

2020 compared with 2019 2019 compared with 2018
increase/(decrease) increase/(decrease)
Change in Change in
Total Changein Change in rates and Total  Change in Change in rates and
change volume rates volume change volume rates volume
£m £m £m £m fm fm fm fm
Interest income
At amortised cost:
Loans and advances to banks (155) 57 (175) (37) (193) (100) (119) 26
Loans and advances to customers (1,923) 274 (2,158) (39) 232 285 (52) (1)
Debt securities (26) (4) (23) 1 52 18 27 7
Financial assets at fair value through
other comprehensive income (128) 13 (137) (4) (209) (121) (109) 21
Total banking book interest income (2,232) 340 (2,493) (79) (118) 82 (253) 53
Total interest income on financial assets
at fair value through profit or loss (47) (53) 21 (15) (361) (330) (130) 99
Total interest income (2,279) 287 (2,472) (94) (479) (248) (383) 152
Interest expense
Deposits by banks (5) 8 (12) (1) 6 4 2 —
Customer deposits (784) 2 (785) (1) 57 (92) 156 7)
Liabilities to banks and customers
under sale and repurchase agreements (184) 45 (199) (30) 56 ) 58 —
Debt securities in issue 285 1 283 1 410 — 411 (1)
Lease liabilities — 1 (1) —_ 38 38 — —
Subordinated liabilities (94) 217 (252) (59) (151) (124) (31) 4
Total banking book interest expense (782) 274 (966) (90) 416 (176) 596 4)
Total interest expense on financial
liabilities at fair value through profit or
loss (44) (33) (14) 3 (347) (366) 72 (53)
Total interest expense (826) 241 (980) (87) 69 (542) 668 (57)
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RISK OVERVIEW

EFFECTIVE RISK MANAGEMENT
AND CONTROL

Our approach to risk

Lloyds Bank Group adopts the Lloyds
Banking Group enterprise risk management
framework supplemented by additional
management and control activities to
address the Lloyds Bank Group's specific
requirements.

The Group seeks to protect our customers,
colleagues, the Group, investors and society,
while enabling sustainable growth. This is
achieved through informed risk decision-
making and robust risk management,
supported by a consistent risk-focused
culture.

A prudent approach to risk is fundamental to
our business model and drives our
participation choices.

The risk management section from pages 24
to 74 provides an in-depth picture of how risk
is managed within the Group, including the
approach to stress testing, risk governance,
committee structure, risk appetite and
detailed analysis of the principal risk
categories, the framework by which risks are
identified,  managed,  mitigated  and
monitored.

Our enterprise risk management
framework

Risks are identified, managed, mitigated and
monitored using Lloyds Banking Group's
comprehensive enterprise risk management
framework. This is the foundation for the
delivery of effective risk control.

The Group's risk appetite, principles,
policies, procedures, controls and reporting
are regularly reviewed and updated when
needed to ensure they remain fully in line
with regulation, law, corporate governance
and industry good practice.

The Board is responsible for approving the
Group's risk appetite statement at least
annually. Board-level metrics are cascaded
into more detailed business appetite metrics
and limits. Regular close monitoring and
comprehensive reporting to all levels of
management and the Board ensures appetite
limits are maintained and subject to stress
analysis at a risk type and portfolio level, as
appropriate.

Governance s maintained  through
delegation of authority from the Board down
to individuals. Senior executives are
supported by a committee based structure
which is designed to ensure open challenge
and enable effective decision making. More
information on our Risk committees can be
found on pages 28 to 29.

Simplified approach to managing risks
Over the course of the year, there has been a
strong focus on simplifying and enhancing
the enterprise risk management framework.
A One Risk and Control Self-Assessment
(One RCSA) approach to managing risks
across Lloyds Banking Group has been
adopted, which supports the proactive
identification of risks to customers and the
Group’s business objectives, as well as
enabling a strong control framework. More
information on One RCSA is available on
page 26.

Risk culture and the customer

A transparent risk culture resonates across
the organisation and is supported by the
Board and its tone from the top.

Risk management requires all colleagues to
play their part, with individuals taking
responsibility for their actions.

Within our approach there is a strong focus
on building and sustaining long-term

Connectivity of risks: The impact of emerging and strategic risks on the Group's principal risks

Emerging Risk

Principal Risks Emerging Risk
The Board-approved
enterprise-wide risk
categories used to monitor
and report the risk exposures
posing the greatest impact
to the Group.

asSess.

Principal Risks

Impact on other existing
principal risks

Strategic
Risk

Afuture internal or external
event or trend, which could
have a material positive

or adverse impact on the
Group and our customers,
but where the probability,
timescale and/or materiality
may be difficult to accurately

Strategic Risk

A principal risk arising from:

© Afailure to understand
the potential impact of
strategic responses on
existing risk types

© Incorrect assumptions
about internal or external
operating environments

© Inappropriate strategic
responses and business
plans

22

relationships with customers through the
economic cycle.

Senior Management articulate the core risk
values to which the Group aspires, based on
the Group's conservative business model,
prudent approach to risk management and
the Board's guidance.

As a Group, we are open, honest and
transparent with colleagues working in
collaboration with business areas to:

e support effective risk management and
provide constructive challenge

e share lessons learned and understand
root causes when things go wrong

e consider horizon risks and opportunities

Connectivity of risks and our strategic
risk management framework

The unprecedented events of this year have
demonstrated how individual risks in
aggregate can place significant pressure on
the Group's strategy, business model and
performance. It is essential that we not only
manage our individual risks, but understand
how emerging and strategic risks are
connected, and how they impact either
existing principal risks or create new risks. By
doing so we can ensure we continue to
respond dynamically and protect our
customers and support our colleagues and
stakeholders.

Connectivity of risks is very much at the
forefront of the Group’s thinking and
additional work is being launched in 2021 to
further embed this into our risk management
framework.
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LLOYDS BANK GROUP’S PRINCIPAL RISKS

2020 has been a year of significant
uncertainty, including the spread of
COVID-19 and its impact on global and
domestic economies and the UK's exit from
the European Union.

COVID-19 has had a significant impact on all
risk types in 2020. Understanding and
managing its impacts dynamically has been a
major area of focus. The Group has
responded quickly to the challenges faced,
putting in place risk mitigation strategies and
refining its investment and strategic plans.

All of the Group's principal risks, which are
outlined on this page, are reported regularly
to the Board.

The risk management section from pages 24
to 30 provides a more in-depth picture of
how risk is managed within the Group.

Key focus areas in 2020

Climate - New

The Group recognises the evolving pace of
Climate Risk and has adopted a
comprehensive approach to embedding this
risk within its enterprise risk management
framework. This includes the creation of a
new principal risk as well as its integration
into our existing principal risks. Work has also
continued to develop scenario modelling
and other analytical tools and to increase the
level of external disclosure to further align to
the Task Force on Climate-related Financial
Disclosures (TCFD) recommendations.

Market

The Group's structural hedge, nominal
balance £181 billion (2019: £173 billion),
provides protection against margin

compression caused by falling interest rates.
In addition, customer deposits have seen
significant growth in 2020 which creates near
term interest rate exposure. Customer
behaviour and hedging of these balances are
reviewed regularly.

The Group's defined benefit pension
schemes have seen an improvement in IAS19
accounting surplus to £1.6 billion (2019: £0.5
billion), as a result of Deficit Reduction
Contributions and greater than expected
asset returns partially offset by the impact of
the Retail Price Index (RPI) reform announced
by the Chancellor of the Exchequer in
November 2020.

Credit

A range of measures have been deployed to
help support customers, including around 1.3
million payment holidays, c.£12 billion of
additional government support scheme
lending through the Bounce Back Loan
(BBLS) and Coronavirus Business Interruption
Loan (CBILS) schemes, together with liquidity
facilities for larger clients.

This support together with the wide array of
public policy interventions, such as the job
retention scheme, has limited the increase in
unemployment, and helped to suppress
credit defaults and business failures.

The Group has responded dynamically to
mitigate and address credit risk, with specific
focus on higher risk segments, sectors and

counterparties, as well as undertaking
extensive preparation to support the
expected increase in customers who may
experience financial difficulty.

The 2020 full year impairment charge of
£4,060 million (2019: £1,362 million) reflects
the deteriorating economic outlook, with
reserves built in anticipation of an increase in
losses during 2021 as unemployment
increases and more business failures are
seen.

Funding and liquidity

The Group maintained its strong funding and
liquidity position throughout 2020. Customer
deposits increased significantly as spending

reduced and customers deposited
government lending scheme balances.
During the vyear, the Group repaid all

outstanding amounts of its Term Funding
Scheme (TFS) and Funding for Lending
Scheme (FLS) drawings and drew £13.7
billion from the Term Funding Scheme with
additional incentives for SMEs (TFSME).

Capital

The CET1 ratio increased to 15.5' per cent
(14.4" per cent excluding IFRS 9 transitional
relief) from 14.3 per cent at 31 December
2019, largely reflecting profits for the year,
with the adverse impact of the impairment

charge partially mitigated through the
increase in IFRS9 transitional relief. The
capital  position  benefited from the

introduction of the revised capital treatment
of intangible software assets and lower RWAs
and excess expected losses. The resultant
increases in capital were offset in part by the
accrual for foreseeable dividends and other
movements.

Lloyds Bank Group's capital requirements
have reduced in 2020 due to lower Pillar 2A
requirements and the reduction in the UK
countercyclical capital buffer rate in response
to the impact of COVID-19. The Group
therefore has significant headroom to absorb
further potential losses and to continue to
support households and businesses as they
recover from the COVID-19 pandemic.

Change/execution

The Change/execution risk profile has
remained stable in the year. The Group's
change portfolio was reprioritised at pace to
support critical and COVID-19 related
activities.  Enhanced, targeted  control
monitoring was implemented to ensure safe
delivery of change during the year.

Conduct

The Group has adapted quickly to the
impacts of the pandemic, providing
significant support to impacted customers.
Comprehensive preparations have been
undertaken to help identify and further

support those customers in financial
difficulty.

Data

The Group continues to improve its

capabilities in the management of data risk,
with an improvement seen in the regular half
yearly capability assessment. Areas of
improvement include delivery of a new data
risk and control library, embedding data by
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design and ethics principles into the data
science lifecycle, increasing capabilities and
data culture.

Governance

Governance risk has remained stable, despite
the need for accelerated decision-making
and a significant increase in the amount of
remote working, together with a number
changes to GEC and Board members
throughout the year. Ensuring appropriate
and efficient governance remains a key
priority.

People

2020 has seen increased colleague workloads
and significant changes to ways of working,
with up to 50,000 colleagues working from
home. Improved colleague sentiment
demonstrates that the extensive support
measures deployed by the Group, with a
continued focus on colleague wellbeing and
resilience, are helping to mitigate these risks.

Operational resilience

Business continuity plans have proved
resilient, with particular attention applied to
heightened risks in the supply chain.

Operational

Despite anticipated heightened operational
risks in cyber, fraud and technology, the
volume of operational loss events has
remained broadly consistent in 2020
compared to 2019.

Model

Model risk has increased due to the nature
and uncertainty of the economic outlook.
The effect of government led customer
support initiatives have weakened
established relationships between model
inputs and outputs, reducing the ability to
forecast using models alone. While
underlying model drivers are expected to
remain valid in the longer term, year-end
impairment reporting contains a greater
element of governed judgement to reflect
current conditions.

Regulatory and legal

Regulatory risk has been impacted by a small
number of instances of non-compliance and
implementation  of regulatory  change,
requiring forbearance from regulators.
Forbearance requirements have been due to
the re-prioritisation of resource to support
the provision of essential services to
customers and to respond to new regulatory
requirements, such as payment holidays.
Legal risk has been impacted by the UK's exit
from the EU, in particular continued
uncertainty of the future UK legal and
regulatory financial services framework.

Strategic

Strategic risk is a significant source of risk for
the Group, influencing the Group's strategy,
business model, performance and risk profile.
The development of our strategic risk
framework is a key priority for the Group.

1 Includes a 0.5 per cent benefit following the
implementation of the revised capital treatment of
intangible software assets which the PRA is proposing to
reverse.
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RISK MANAGEMENT

All narrative and quantitative tables are unaudited unless otherwise stated. The audited information is required to comply with the requirements
of relevant International Financial Reporting Standards.

Risk management is at the heart of Helping Britain Recover and building the UK's preferred financial partner.

Our mission is to protect our customers, shareholders, colleagues and the Group, while enabling sustainable growth in targeted segments. This
is achieved through informed risk decisions and robust risk management, supported by a consistent risk-focused culture.

The risk overview (pages 22 to 23) provides a summary of risk management within the Group and the key focus areas for 2020, including the
significant impact that COVID-19 has had on all principal risks faced by the Group. The risk overview also highlights the importance of the
connectivity of principal, emerging and strategic risks.

This full risk management section provides a more in-depth picture of how risk is managed within the Group, detailing the Group's approach to
stress testing, risk governance, committee structure, appetite for risk and a full analysis of the principal risk categories (pages 30 to 74), the
framework by which risks are identified, managed, mitigated and monitored.

Each principal risk category is described and managed using the following standard headings: definition, exposures, measurement, mitigation
and monitoring.

LLOYDS BANK GROUP’S APPROACH TO RISK

The Group operates a prudent approach to risk with rigorous management controls to support sustainable business growth and minimise losses.
Through a strong and independent risk function (Risk division), a robust control framework is maintained to identify and escalate current and
emerging risks, support sustainable growth within the Group's risk appetite, and to drive and inform good risk reward decision-making.

To meet ring-fencing requirements, core UK retail financial services and ancillary retail activities are ring-fenced from other activities of Lloyds
Banking Group. Lloyds Bank Group has adopted the enterprise risk management framework (ERMF) of the Parent Group. Lloyds Bank Group has
supplemented the Parent Group enterprise risk management framework with additional risk management related to ring fencing requirements
as required. The Parent Group’s Governance framework, which is tailored to meet the entity specific needs of Lloyds Bank Group, is adopted by
Lloyds Bank Group to ensure effective corporate governance within Lloyds Bank Group.

The Group's ERMF is structured to align with the industry-accepted internal control framework standards.

The ERMF applies to every area of the business and covers all types of risk. It is reviewed, updated and approved by the Board at least annually
to reflect any changes in the nature of the Group's business and external regulations, law, corporate governance and industry best practice. The
ERMF provides the Group with an effective mechanism for developing and embedding risk policies and risk management strategies which are
aligned with the risks faced by its businesses. It also seeks to facilitate effective communication on these matters across the Group.

Role of the Lloyds Bank Group Board and senior management
Key responsibilities of the Board and senior management include:

e approval of the ERMF and Board risk appetite
e approval of Group-wide risk principles and policies
* the cascade of delegated authority (for example to Board sub- committees and the Group Chief Executive)

e effective oversight of risk management consistent with risk appetite

Risk appetite
Risk appetite is defined within the Group as ‘the amount and type of risk that the Group is prepared to seek, accept or tolerate’ in delivering its
strategy.

Group strategy and risk appetite are developed in tandem. Business planning aims to optimise value within the Group's risk appetite parameters
and deliver on its promise to Help Britain Prosper.

The Group's risk appetite statement details the risk parameters within which the Group operates. The statement forms part of the Group's
control framework and is embedded into its policies, authorities and limits, to guide decision-making and risk management. The Board is
responsible for approving the Group's risk appetite statement at least annually. Group Board-level metrics are cascaded into more detailed
business appetite metrics and limits.

Group risk appetite includes the following areas:

Climate: the Group takes action to identify, manage and mitigate its climate risk and support the Group and its customers in transitioning to a
low carbon economy

Market: the Group has robust controls in place to manage its inherent market risk and does not engage in any proprietary trading, reflecting the
customer focused nature of the Group's activities

Credit: the Group has a conservative and well balanced credit portfolio through the economic cycle, generating an appropriate return on equity,
in line with the Group's target return on equity in aggregate

Funding and liquidity: the Group maintains a prudent liquidity profile and a balance sheet structure that limits its reliance on potentially volatile
sources of funding

Capital: the Group maintains capital levels commensurate with a prudent level of solvency to achieve financial resilience and market confidence
Change/execution: the Group has limited appetite for negative impacts on customers, colleagues, or the Group as a result of change activity
Conduct: the Group delivers fair outcomes for its customers

Data: the Group has zero appetite for material regulatory breaches and material legal incidents

People: the Group leads responsibly and proficiently, manages people resource effectively, supports and develops colleague talent, and meets
legal and regulatory obligations related to its people
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Operational resilience: the Group has a limited appetite for disruption to services to customers and stakeholders from significant unexpected
events

Operational: the Group has robust controls in place to manage operational losses, reputational events and regulatory breaches. It identifies and
assesses emerging risks and acts to mitigate these

Model: material models are performing in line with expectations

Regulatory and legal: the Group interprets and complies with all relevant regulation and all applicable laws (including codes of conduct which
could have legal implications) and/or legal obligations

Governance frameworks
The Group's approach to risk is founded on a robust control framework and a strong risk management culture which are the foundation for the
delivery of effective risk management and guide the way all employees approach their work, behave and make decisions.

Governance is maintained through delegation of authority from the Board to individuals through the management hierarchy. Senior executives
are supported where required by a committee based structure which is designed to ensure open challenge and support effective decision-
making.

The Group's risk appetite, principles, policies, procedures, controls and reporting are regularly reviewed and updated where needed to ensure
they remain fully in-line with regulation, law, corporate governance and industry good practice.

The interaction of the executive and non-executive governance structures relies upon a culture of transparency and openness that is encouraged
by both the Board and senior management.

Board-level engagement, coupled with the direct involvement of senior management in Group-wide risk issues at Group Executive Committee
level, ensures that escalated issues are promptly addressed and remediation plans are initiated where required.

Line managers are directly accountable for identifying and managing risks in their individual businesses, ensuring that business decisions strike
an appropriate balance between risk and reward and are consistent with the Group's risk appetite.

Clear responsibilities and accountabilities for risk are defined across the Group through a three lines of defence model which ensures effective
independent oversight and assurance in respect of key decisions.

The risk committee governance framework is outlined on page 27.

Three lines of defence model
The ERMF is implemented through a ‘three lines of defence’ model which defines clear responsibilities and accountabilities and ensures
effective independent oversight and assurance activities take place covering key decisions.

Business lines (first line) have primary responsibility for risk decisions, identifying, measuring, monitoring and controlling risks within their areas of
accountability. They are required to establish effective governance and control frameworks for their business to be compliant with Lloyds
Banking Group policy requirements, to maintain appropriate risk management skills, mechanisms and toolkits, and to act within Group risk
appetite parameters set and approved by the Board.

Risk division (second line) is a centralised function, headed by the Chief Risk Officer, providing oversight and independent constructive challenge
to the effectiveness of risk decisions taken by business management, providing proactive advice and guidance, reviewing, challenging and
reporting on the risk profile of the Group and ensuring that mitigating actions are appropriate.

It also has a key role in promoting the implementation of a strategic approach to risk management reflecting the risk appetite and ERMF agreed
by the Board that encompasses:

* overseeing embedding of effective risk management processes
® transparent, focused risk monitoring and reporting

e provision of expert and high quality advice and guidance to the Board, executives and management on strategic issues and horizon
scanning, including pending regulatory changes

® a constructive dialogue with the first line through provision of advice, development of common methodologies, understanding, education,
training, and development of new risk management tools

The primary role of Internal Audit (third line) is to help the Board and executive management protect the assets, reputation and sustainability of
the Group. The internal audit function is led by the Group Chief Internal Auditor. The internal audit function provides independent assurance to
the Audit Committee and the Board through performing reviews and engaging with committees and executive management, providing opinion,
challenge and informal advice on risk and the state of the control environment. The internal audit function is a single independent internal audit
function, reporting to the Board Audit Committee of Lloyds Banking Group and the Board Audit Committees of the key subsidiaries.

Risk and control cycle from identification to reporting

To allow senior management to make informed risk decisions, the business follows a continuous risk management approach which includes
producing appropriate, accurate and focused risk reporting. The risk and control cycle sets out how this should be approached, with the
appropriate controls and processes in place. This cycle, from identification to reporting, ensures consistency and is intended to manage and
mitigate the risks impacting the Group.

The process for risk identification, measurement and control is integrated into the overall framework for risk governance. Risk identification
processes are forward-looking to ensure emerging risks are identified. Risks are captured and measured using robust and consistent
quantification methodologies. The measurement of risks includes the application of stress testing and scenario analysis, and considers whether
relevant controls are in place before risks are incurred.

Identified risks are reported on a monthly basis or as frequently as necessary to the appropriate committee. The extent of the risk is compared to
the overall risk appetite as well as specific limits or triggers. When thresholds are breached, committee minutes are clear on the actions and time
frames required to resolve the breach and bring risk within tolerances. There is a clear process for escalation of risks and risk events.
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All key controls are recorded and assessed on a regular basis, in response to triggers or minimum annually. Control assessments consider both
the adequacy of the design and operating effectiveness. Where a control is not effective, the root cause is established and action plans
implemented to improve control design or performance. Control Effectiveness against all residual risks is reported and monitored via the
monthly Consolidated Risk Report (CRR). The CRR is reviewed and independently challenged by the Risk Division and provided to the Risk
Division Executive Committee and Group Risk Committee. On an annual basis, a point in time assessment is made for control effectiveness
against each risk category and across sub-groups. The CRR data is the primary source used for this point in time assessment and a year on year
comparison on control effectiveness is reported to the Board.

One Risk and Control Self-Assessment (One RCSA) is part of the Group's Risk and Control Strategy to deliver a stronger risk culture and
simplified risk and control environment. The three lines of defence have worked together to identify improvements to the Group's approach to
risk management. Following pilot activity, this new approach (One RCSA) is being adopted across the Group through a phased implemented
plan. All aspects of the 2020 Plan for implementation of One RCSA have been delivered. The 2021 plans capture the remaining highest risks to
customers and the business, and the Board will continue to review progress with embedding the cultural change and improving the risk and
control environment.

Risk culture

Based on the Group's prudent business model, prudent approach to risk management, and guided by the Board, the senior management
articulates the core risk values to which the Group aspires, and sets the tone at the top. Senior Management establishes a strong focus on
building and sustaining long-term relationships with customers, through the economic cycle. Lloyds Banking Group’'s Code of Responsibility
reinforces colleagues’ accountability for the risks they take and their responsibility to prioritise their customers’ needs.

Risk resources and capabilities

Appropriate mechanisms are in place to avoid over-reliance on key personnel or system/technical expertise within the Group. Adequate
resources are in place to serve customers both under normal working conditions and in times of stress, and monitoring procedures are in place
to ensure that the level of available resource can be increased if required. Colleagues undertake appropriate training to ensure they have the
skills and knowledge necessary to enable them to deliver fair outcomes for customers.

There is ongoing investment in risk systems and models alongside the Group's investment in customer and product systems and processes. This
drives improvements in risk data quality, aggregation and reporting leading to effective and efficient risk decisions.

Financial reporting risk management systems and internal controls
The Group maintains risk management systems and internal controls relating to the financial reporting process which are designed to:

e ensure that accounting policies are appropriately and consistently applied, transactions are recorded accurately, and undertaken in
accordance with delegated authorities, that assets are safeguarded and liabilities are properly stated

® enable the calculation, preparation and reporting of financial, prudential regulatory and tax outcomes in accordance with applicable
International Financial Reporting Standards, statutory and regulatory requirements

e enable certifications by the Senior Accounting Officer relating to maintenance of appropriate tax accounting and in accordance with the
2009 Finance Act

® ensure that disclosures are made on a timely basis in accordance with statutory and regulatory requirements (for example UK Finance Code
for Financial Reporting Disclosure and the US Sarbanes Oxley Act)

® ensure ongoing monitoring to assess the impact of emerging regulation and legislation on financial, prudential regulatory and tax reporting
® ensure an accurate view of the Group’s performance to allow the Board and senior management to appropriately manage the affairs and
strategy of the business as a whole

Risk decision-making and reporting
Risk analysis and reporting enables better understanding of risks and returns, supporting the identification of opportunities as well as better
management of risks.

An aggregate view of the Group's overall risk profile, key risks and management actions, and performance against risk appetite is reported to
and discussed monthly at the Group Risk Committee with regular reporting to the Board Risk Committee and the Board.

Rigorous stress testing exercises are carried out to assess the impact of a range of adverse scenarios with different probabilities and severities to
inform strategic planning.

The Chief Risk Officer regularly informs the Board Risk Committee of the aggregate risk profile and has direct access to the Chair and members
of Board Risk Committee.
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RISK GOVERNANCE

The risk governance structure below is integral to effective risk management across Lloyds Banking Group, including Lloyds Bank Group. Risk
division is appropriately represented on key committees to ensure that risk management is discussed in these meetings. This structure outlines
the flow and escalation of risk information and reporting from business areas and Risk division to Group Executive Committee and Board.
Conversely, strategic direction and guidance is cascaded down from the Board and Group Executive Committee.

Company Secretariat supports senior and Board-level committees, and supports the Chairs in agenda planning. This gives a further line of
escalation outside the three lines of defence.

Risk governance structure
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oo Enterprise Risk Committees g
Reporing First Line of Defence Reparting
— Risk Management
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First and Second Lines of Defence e
Lloyds Bank Group Chief Executive Committees Risk Division Committees and Governance
¢ Lloyds Banking Group Executive Committee (GEC) e Lloyds Banking Group Market Risk Committee
¢ Lloyds Banking Group and Ring-Fenced Banks Risk Committees e Lloyds Banking Group Fraud and Financial Crime Prevention
(GRC) Committee
¢ Lloyds Banking Group and Ring-Fenced Banks Asset and Liability e Lloyds Banking Group Financial Risk Committee
Committees (GALCO) ¢ Lloyds Banking Group Capital Risk Committee
¢ Lloyds Banking Group and Ring-Fenced Banks Customer First « Lloyds Banking Group Model Governance Committee

C itt
omm! ees. . ® Ring-Fence Compliance Committee
¢ Lloyds Banking Group and Ring-Fenced Banks Cost Management

Committees

¢ Lloyds Banking Group and Ring-Fenced Banks Conduct Review
Committees

¢ Lloyds Banking Group and Ring-Fenced Banks People Committees

¢ Lloyds Banking Group and Ring-Fenced Banks Sustainability
Committees

¢ Lloyds Banking Group and Ring-Fenced Banks Conduct
Investigations Committee
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Board, Executive and Risk Committees
The Group's risk governance structure strengthens risk evaluation and management, while also positioning the Group to manage the changing
regulatory environment in an efficient and effective manner.

Assisted by the Lloyds Banking Group Board Risk and Audit Committees, the Board approves Lloyds Bank Group’s overall governance, risk and
control frameworks and risk appetite. Refer to the Corporate Governance section on pages 77 to 82, for further information on Board
committees.

The divisional and functional risk committees review and recommend divisional and functional risk appetite and monitor local risk profile and

adherence to appetite.

Executive and Risk Committees

Lloyds Bank Group Chief Executive is supported by the following:

Committees

Risk focus

Lloyds Banking Group Executive Committee
(GEQ)

Assists the Group Chief Executive in exercising their authority in relation to material matters
having strategic, cross-business area or Group-wide implications.

Lloyds Banking Group and Ring-Fenced Banks
Risk Committees (GRC)

Responsible for the development, implementation and effectiveness of the Group's enterprise
risk management framework, the clear articulation of the Group's risk appetite and monitoring
and reviewing of the Group's aggregate risk exposures and concentrations of risk.

Lloyds Banking Group and Ring-Fenced Banks
Asset and Liability Committees (GALCO)

Responsible for the strategic direction of the Group's assets and liabilities and the profit and
loss implications of balance sheet management actions. The committee reviews and
determines the appropriate allocation of capital, funding and liquidity, and market risk
resources and makes appropriate trade-offs between risk and reward.

Lloyds Banking Group and Ring-Fenced Banks
Customer First Committees

Provides a Group-wide perspective of customer experience and the governing body of
customer plans and targets including governing targets and plans, oversight of customer
outcomes and experience, and learning through best practice externally and leveraging Group
memberships and partnerships.

Lloyds Banking Group and Ring-Fenced Banks
Cost Management Committees

Leads and shapes the Group's approach to cost management, ensuring appropriate
governance and process over Group-wide cost management activities and effective control of
the Group's cost base.

Lloyds Banking Group and Ring-Fenced Banks
Conduct Review Committees

Provides senior management oversight, challenge and accountability in connection with the
Group's engagement with conduct review matters as agreed with the Group Chief Executive.

Lloyds Banking Group and Ring-Fenced Banks
People Committees

Supporting Lloyds Banking Group's People & Property Director in exercising their
responsibilities in relation to the Group's people and colleague policies, overseeing the
development of and monitoring adherence to the remuneration policy, oversees compliance
with Senior Manager and Certification Regime (SM&CR) and other regulatory requirements,
monitors colleague engagement surveys, progress of the Group towards its culture targets and
oversees the implementation of action plans.

Lloyds Banking Group and Ring-Fenced Banks
Sustainability Committees

Recommends and implements the strategy and plans for delivering the Group's aspiration to
be viewed as a trusted responsible business as part of the purpose of Helping Britain Prosper,
reporting to the GEC, GRC, Responsible Business Committee where appropriate on material
sustainability related risk and opportunities across the Group; and recommending to the GEC
and Responsible Business Committee the Group's Responsible Business Report and Helping
Britain Prosper Plan.

Lloyds Banking Group and Ring-Fenced Banks
Conduct Investigations Committee

Responsible for providing recommendations regarding performance adjustment, including the
individual risk-adjustment process and risk-adjusted performance assessment, and making final
decisions on behalf of the Group on the appropriate course of action relating to conduct
breaches, under the formal scope of the SM&CR.

In addition, the Strategic Review 2021 Forum provides strategic deep dives across priority areas to support the Group Chief Executive and
accountable executives in monitoring strategic progress and challenges in focus areas.

The Lloyds Banking Group Risk Committee is supported through escalation and ongoing reporting by business area risk committees, cross-
divisional committees addressing specific matters of Group-wide significance and the following second line of defence Risk committees which
ensure effective oversight of risk management:

Lloyds Banking Group Market Risk Committee Responsible for monitoring, oversight and challenge of market risk exposures across the
Group. Reviews and proposes changes to the market risk management framework, and reviews
the adequacy of data quality needed for managing market risks. It is also responsible for
escalating issues of Group level significance to GEC level (usually via GALCO) relating to the
management of the Group's market risks.

Lloyds Banking Group Fraud and Financial
Crime Prevention Committee

Brings together accountable stakeholders and subject matter experts to ensure that the
development and application of fraud and financial crime risk management complies with the
Group's Strategic Aims, Group Corporate Responsibility, Group Risk Appetite and Group
Fraud and Financial Crime (AML, Anti-bribery and Sanctions) policies. It provides direction and
appropriate focus on priorities to enhance the Group's fraud and financial crime risk
management capabilities in line with business and customer objectives while aligning to the
Group's target operating model.

28



OPERATING AND FINANCIAL REVIEW AND PROSPECTS

Committees Risk focus
Lloyds Banking Group Financial Risk Responsible for overseeing, reviewing, challenging and recommending to GEC / Board Risk
Committee Committee / Board for Lloyds Banking Group and Ring-Fenced Bank (i) Annual Internal Stress

Tests, (i) All Prudential Regulation Authority (PRA) / European Banking Authority (EBA) and any
other regulatory stress tests, (ii) Annual Liquidity Stress Tests, (iv) Reverse Stress Tests, (v)
Individual Liquidity Adequacy Assessment (ILAA), (vi) Internal Capital Adequacy Assessment
Process (ICAAP), (vii) Pillar 3, (viii) Recovery / Resolution Plans, and (ix) relevant ad hoc Stress
Tests or other analysis as and when required by the Committee.

Lloyds Banking Group Capital Risk Committee Responsible for providing oversight of all relevant capital matters within the Lloyds Banking
Group, Ring-Fenced Bank and material subsidiaries, including latest capital position and plans,
capital risk appetite proposals, Pillar 2 developments (including stress testing), Recovery and
Resolution matters and the impact of regulatory reforms and developments specific to capital.

Lloyds Banking Group Model Governance Responsible for supporting the Model Risk and Validation Director in fulfilling their

Committee responsibilities, from a Group-wide perspective, under the Lloyds Banking Group Model
Governance Policy through provision of debate, challenge and support of decisions. The
committee will be held as required to facilitate approval of models, model changes and model
related items as required by Model Policy, including items related to the governance
framework as a whole and its application.

Ring-Fence Compliance Committee This Committee is designed to provide executive sponsorship and strategic direction to
ongoing Perimeter Compliance, the closure and remediation of breaches, monitoring and
reporting of new breaches and associated governance and delivery enhancements to the Ring-
Fencing Compliance Risk Framework.

CAPITAL STRESS TESTING

Overview

Stress testing is recognised as a key risk management tool by the Boards, senior management, the businesses and the Risk and Finance
functions of all parts of the Group and its legal entities. It is fully embedded in the planning process of the Group and its legal entities as a key
activity in medium-term planning, and senior management is actively involved in stress testing activities via a strict governance process.

Scenario stress testing is used for:

Risk Identification:

e Understand key vulnerabilities of the Group and its key legal entities under adverse economic conditions
Risk Appetite:

e Assess the results of the stress test against the risk appetite of all parts of the Group to ensure the Group and its legal entities are managed
within their risk parameters

* Inform the setting of risk appetite by assessing the underlying risks under stress conditions
Strategic and Capital Planning:

e Allow senior management and the Boards of the Group and its applicable legal entities to adjust strategies if the plan does not meet risk
appetite in a stressed scenario

* Support the Internal Capital Adequacy Assessment Process (ICAAP) by demonstrating capital adequacy, and meet the requirements of
regulatory stress tests that are used to inform the setting of the Prudential Regulation Authority (PRA) and management buffers (see capital
risk on pages 56 to 1) of the Group and its separately regulated legal entities

Risk Mitigation:

e Drive the development of potential actions and contingency plans to mitigate the impact of adverse scenarios. Stress testing also links
directly to the recovery planning process of the Group and its legal entities

Internal stress tests

On at least an annual basis, the Group conducts macroeconomic stress tests of the operating plan, which are supplemented with higher-level
refreshes if necessary. The exercise aims to highlight the key vulnerabilities of the Group’s and its legal entities’ business plans to adverse
changes in the economic environment, and to ensure that there are adequate financial resources in the event of a downturn.

Reverse stress testing

Reverse stress testing is used to explore the vulnerabilities of the Group's and its key legal entities’ strategies and plans to extreme adverse
events that would cause the businesses to fail. Where this identifies plausible scenarios with an unacceptably high risk, the Group or its entities
will adopt measures to prevent or mitigate that and reflect these in strategic plans.

Other stress testing activity

The Group's stress testing programme also involves undertaking assessments of liquidity scenarios, market risk sensitivities and scenarios, and
business specific scenarios (see the principal risk categories on page 23 for further information on risk-specific stress testing). If required, ad hoc
stress testing exercises are also undertaken to assess emerging risks, as well as in response to regulatory requests. This wide ranging programme
provides a comprehensive view of the potential impacts arising from the risks to which the Group is exposed and reflects the nature, scale and
complexity of the Group. Lloyds Banking Group will undertake the Bank of England’s Climate Biennial Exploratory Stress test in 2021 and will
leverage the experience gained through that exercise to further embed climate risk into stress testing activities.

Methodology

The stress tests at all levels must comply with all regulatory requirements, achieved through the comprehensive construction of macroeconomic
scenarios and a rigorous divisional, functional, risk and executive review and challenge process, supported by analysis and insight into impacts
on customers and business drivers.

The engagement of all required business, Risk and Finance teams is built into the preparation process, so that the appropriate analysis of each
risk category’s impact upon the business plans is understood and documented. The methodologies and modelling approach used for stress

29



OPERATING AND FINANCIAL REVIEW AND PROSPECTS

testing ensure that a clear link is shown between the macroeconomic scenarios, the business drivers for each area and the resultant stress testing
outputs. All material assumptions used in modelling are documented and justified, with a clearly communicated review and sign-off process.
Modelling is supported by expert judgement and is subject to Lloyds Banking Group Model Governance Policy.

Governance

Clear accountabilities and responsibilities for stress testing are assigned to senior management and the Risk and Finance functions throughout
the Group and its key legal entities. This is formalised through Lloyds Banking Group Business Planning and Stress Testing Policy and Procedure,
which are reviewed at least annually.

The Group Financial Risk Committee (GFRC), chaired by the Chief Risk Officer and attended by the Chief Financial Officer and other senior Risk
and Finance colleagues, is the committee that has primary responsibility for overseeing the development and execution of the Group's stress
tests.

The review and challenge of the Group's detailed stress forecasts, the key assumptions behind these, and the methodology used to translate the
economic assumptions into stressed outputs conclude with the appropriate Finance and Risk Directors’ sign-off. The outputs are then presented
to GFRC and Board Risk Committee for review and challenge, before being approved by the Board.

FULL ANALYSIS OF RISK CATEGORIES
The Group's risk framework covers all types of risk which affect the Group and could impact on the achievement of its strategic objectives. A
detailed description of each category is provided on pages 31 to 74.

Risk categories recognised by the Group are periodically reviewed to ensure that they reflect the Group risk profile in light of internal and
external factors, such as the Group strategy and the regulatory environment in which it operates. The only change to the risk categories during
2020 has been the addition of Climate risk.

Principal risk categories Secondary risk categories

Climate risk — Climate

Page 31

Market risk — Trading book — Pensions

Page 32 — Banking book

Credit risk — Retail credit — Commercial credit

Page 36

Funding and liquidity risk — Funding and liquidity

Page 52

Capital risk — Capital

Page 56

Change/execution risk — Change/execution

Page 62

Conduct risk — Conduct

Page 63

Data risk — Data

Page 65

Governance risk — Governance

Page 66

People risk — People

Page 67

Operational resilience risk — Operational resilience

Page 68

Operational risk — Business process — Financial reporting — Physical security/health and safety

Page 70 — Cyber and information security - Fraud - Sourcing
— External service provision — Internal service provision
— Financial crime — IT systems

Model risk — Model

Page 72

Regulatory and legal risk — Regulatory compliance - Legal

Page 73

Strategic risk — Strategic

Page 74

Lloyds Bank Group considers both reputational and financial impact in the course of managing all its risks and therefore does not classify
reputational impact as a separate risk category.
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CLIMATE RISK
DEFINITION

Climate risk is defined as the risk that the Group experiences losses and/or reputational damage as a result of climate change, either directly or
through its customers. These losses may be realised from physical events, the required adaptation in transitioning to a low carbon economy, or
as a consequence of the responses to managing these changes.

EXPOSURES

Climate risk can arise from:

®  Physical risks - changes in climate or weather patterns which are acute, event driven (e.g. flood), or chronic, longer term shifts (e.g. rising sea
levels)

e Transition risks - associated with the move towards a low carbon economy, e.g. changes to policy, legislation and regulation, technology and
changes to customer preferences. Failure to manage these changes and adapt to climate change could then result in legal risks

Climate risk manifests through, and has potential to impact, the Group's existing principal financial and non-financial risks. The Group has
undertaken an analysis of how its principal risks are impacted by climate change.

MEASUREMENT

The Group is continuing to develop its modelling and assessment capabilities for quantifying climate risk, including building a greater
understanding through climate scenario analysis.

In 2020, the Group has approved a Risk Appetite Statement for climate risk, as well as an interim metric to ensure the Group continues to
progress activities at pace, and also included commentary on climate-related risks as part of the Group's annual ICAAP, using expert judgement
to assess the financial impacts under a number of different climate scenarios.

The Group has also developed and is piloting a tool in Commercial Banking to qualitatively assess the physical and transition risks relating to the
Group's clients.

MITIGATION

Lloyds Banking Group has twelve external sector statements that help articulate appropriate areas of climate related risk appetite and the
Group's approach to the risk assessment of its customers. Lloyds Banking Group is continuing to refine and enhance these statements.

As part of Lloyds Banking Group's credit risk policy, we have mandatory requirements to consider environmental risks in key risk management
activities. In Commercial Banking, Relationship Managers must ensure that sustainability risk is considered for all new and renewal facilities, and
specifically commented on where credit limits exceed £500,000.

Other initiatives to further embed climate risk factors into the risk management activities across the Group include development of a risk
mitigation strategy for vehicle finance and home loans in Retail.

The Group is continuing to develop its climate risk management framework to ensure all activities consider the appropriate climate-related risks
and opportunities and the Group’s processes will continue to evolve as it embeds its approach.

MONITORING

Governance for climate-related risk is embedded into the Group's existing governance structure and is complementary to governance of the
Group's sustainability strategy.

Climate risk is monitored in the Group's risk reporting and more detailed updates are provided regularly to the Lloyds Banking Group and Ring-
Fenced Banks Board Risk Committees regarding the Group's climate risk management activities and key developments.
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MARKET RISK

DEFINITION
Market risk is defined as the risk that the Group's capital or earnings profile is affected by adverse market rates or prices, in particular interest
rates and credit spreads in the Banking business, interest rates, and credit spreads in the Group's Defined Benefit Pension Schemes.

MEASUREMENT

The Lloyds Bank Group risk appetite is calibrated primarily to five multi-risk Lloyds Banking Group economic scenarios, and is supplemented
with sensitivity-based measures. The scenarios assess the impact of unlikely, but plausible, adverse stresses on income with the worst case for
banking activities, defined benefit pensions, insurance and trading portfolios reported against independently, and across Lloyds Bank Group as
a whole.

The Lloyds Bank Group risk appetite is cascaded first to the Group Asset and Liability Committee (GALCO), chaired by the Chief Financial
Officer, where risk appetite is approved and monitored by risk type, and then to the Group Market Risk Committee (GMRC) where risk appetite
is sub-allocated by division. These metrics are reviewed regularly by senior management to inform effective decision-making.

MITIGATION

GALCO is responsible for approving and monitoring group market risks, management techniques, market risk measures, behavioural
assumptions, and the market risk policy. Various mitigation activities are assessed and undertaken across Lloyds Bank Group to manage
portfolios and seek to ensure they remain within approved limits. The mitigation actions will vary dependent on exposure but will, in general,
look to reduce risk in a cost effective manner by offsetting balance sheet exposures and externalising to the financial markets dependent on
market liquidity. The market risk policy is owned by Group Corporate Treasury (GCT) and refreshed annually. The policy is underpinned by
supplementary market risk procedures, which define specific market risk management and oversight requirements.

MONITORING

GALCO and GMRC regularly review high level market risk exposure as part of the wider risk management framework. They also make
recommendations to the Board concerning overall market risk appetite and Lloyds Banking Group's Market Risk Policy. Exposures at lower levels
of delegation are monitored at various intervals according to their volatility, from daily in the case of trading portfolios to monthly or quarterly in
the case of less volatile portfolios. Levels of exposures compared to approved limits and triggers are monitored by Risk and appropriate
escalation procedures are in place.

How market risks arise and are managed across Lloyds Bank Group's activities is considered in more detail below.

BANKING ACTIVITIES

Exposures

The Lloyds Bank Group's banking activities expose it to the risk of adverse movements in market rates or prices, predominantly interest rates,
credit spreads, exchange rates and equity prices. The volatility of market rates or prices can be affected by both the transparency of prices and
the amount of liquidity in the market for the relevant asset, liability or instrument.

Interest rate risk
Yield curve risk in Lloyds Bank Group's divisional portfolios, and in Lloyds Bank Group's capital and funding activities arises from the different
repricing characteristics of Lloyds Bank Group's non-trading assets, liabilities and off-balance sheet positions.

Basis risk arises from the potential changes in spreads between indices, for example where the bank lends with reference to a central bank rate
but funds with reference to LIBOR, and the spread between these two rates widens or tightens.

Optionality risk arises predominantly from embedded optionality within assets, liabilities or off-balance sheet items where either Lloyds Bank
Group or the customer can affect the size or timing of cash flows. One example of this is mortgage prepayment risk where the customer owns an
option allowing them to prepay when it is economical to do so. This can result in customer balances amortising more quickly or slowly than
anticipated due to customers’ response to changes in economic conditions.

Foreign exchange risk

Economic foreign exchange exposure arises from Lloyds Bank Group’s investment in its overseas operations (net investment exposures are
disclosed in note 45 on page F-141). In addition, Lloyds Bank Group incurs foreign exchange risk through non-functional currency flows from
services provided by customer-facing divisions, Lloyds Bank Group's debt and capital management programmes and is exposed to volatility in
its CET1 ratio, due to the impact of changes in foreign exchange rates on the retranslation of non-sterling- denominated RWAs.

Equity risk
Equity risk arises primarily from exposure to the Lloyds Banking Group share price through deferred shares and deferred options granted to
employees as part of their benefits package.

Credit spread risk

Credit spread risk arises largely from (i) the liquid asset portfolio held in the management of Lloyds Bank Group's liquidity, comprising of
government, supranational and other eligible assets; (ii) the Credit Valuation Adjustment (CVA) and Debt Valuation Adjustment (DVA) sensitivity
to credit spreads; (iii) a number of the Lloyds Bank Group's structured medium-term notes where Lloyds Bank Group has elected to fair value the
notes through the profit and loss account; and (iv) banking book assets in Commercial Banking held at fair value under IFRS 9.

Measurement
Interest rate risk exposure is monitored monthly using, primarily:

Market value sensitivity: this methodology considers all repricing mismatches (behaviourally adjusted where appropriate) in the current balance
sheet and calculates the change in market value that would result from an instantaneous 25, 100 and 200 basis points parallel rise or fall in the
yield curve. GBP interest rates are modelled with a floor at zero per cent, with negative rate floors modelled for non-GBP currencies where
appropriate (product-specific floors apply). The market value sensitivities are calculated on a static balance sheet using principal cash flows
excluding interest, commercial margins and other spread components and are therefore discounted at the risk free rate.

Interest income sensitivity: this measures the 12 month impact on future net interest income arising from various economic scenarios. These
include instantaneous 25, 100 and 200 basis point parallel shifts in all yield curves and the five Lloyds Banking Group economic scenarios. GBP
interest rates are modelled with a floor at zero per cent, with negative rate floors modelled for non-GBP currencies where appropriate (product-
specific floors apply). These scenarios are reviewed every year and are designed to replicate severe but plausible economic events, capturing
risks that would not be evident through the use of parallel shocks alone such as basis risk and steepening or flattening of the yield curve.
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Additional negative rate scenarios are also used, where floors are removed or lowered, to ensure that this risk is monitored; however these are
not measured against the limit framework for the purposes of Risk Appetite.

Unlike the market value sensitivities, the interest income sensitivities incorporate additional behavioural assumptions as to how and when
individual products would reprice in response to changing rates. In addition a dynamic balance sheet is used which includes the run-off of
current assets and liabilities and the addition of planned new business.

Reported sensitivities are not necessarily predictive of future performance as they do not capture additional management actions that would
likely be taken in response to an immediate, large, movement in interest rates. These actions could reduce the net interest income sensitivity,
help mitigate any adverse impacts or they may result in changes to total income that are not captured in the net interest income.

Structural hedge: the structural hedging programme managing interest rate risk in the banking book relies on assumptions made around
customer behaviour. A number of metrics are in place to monitor the risks within the portfolio.

Lloyds Banking Group has an integrated Asset and Liability Management (ALM) system which supports non-traded asset and liability
management of Lloyds Bank Group. This provides a single consolidated tool to measure and manage interest rate repricing profiles (including
behavioural assumptions), perform stress testing and produce forecast outputs. Lloyds Bank Group is aware that any assumptions based model
is open to challenge. A full behavioural review is performed annually, or in response to changing market conditions, to ensure the assumptions
remain appropriate and the model itself is subject to annual re-validation, as required under the Lloyds Banking Group Model Governance
Policy. The key behavioural assumptions are:

e embedded optionality within products

e the duration of balances that are contractually repayable on demand, such as current accounts and overdrafts, together with net free
reserves of Lloyds Bank Group

® the re-pricing behaviour of managed rate liabilities, such as variable rate savings

The table below shows, split by material currency, Lloyds Bank Group’s market value sensitivities to an instantaneous parallel up and down 25
and 100 basis points change to all interest rates.

Lloyds Bank Group Banking activities: market value sensitivity (audited)

2020 2019
Up Down Up Down Up Down Up Down
25bps 25bps 100bps 100bps 25bps 25bps 100bps 100bps
£m £m £m £m fm fm fm fm
Sterling 66.3 7.3 265.3 10.4 15.5 (15.8) 60.7 (51.8)
US Dollar (2.2) 3.7 (8.6) 7.9 (2.1) 2.2 (7.9) 9.1
Euro (6.3) (5.0) (24.1) (9.0) (7.0) 2.2 (26.5) 11.1
Other 0.0 0.0 (0.2) 0.0 0.1) 0.1 0.3) 0.3
Total 57.8 6.0 232.4 9.3 6.3 (11.3) 26.0 (31.3)

This is a risk based disclosure and the amounts shown would be amortised in the income statement over the duration of the portfolio.

The market value sensitivity is driven by temporary customer flow positions not yet hedged plus other positions occasionally held, within limits, in
order to minimise overall funding and hedging costs. The sensitivity, to up 100bps, increased in 2020 due to customer balance sheet changes
and the associated hedging, in particular growth in fixed rate mortgages. The level of risk remains low relative to the size of the total balance
sheet.

The table below shows supplementary value sensitivity to a steepening and flattening (c.100 basis points around the 3 year point) in the yield
curve. This ensures there are no unintended consequences to managing risk to parallel shifts in rates.

Lloyds Bank Group Banking activities: market value sensitivity to a steepening and flattening of the yield curve (audited)

2020 2019

Steepener Flattener Steepener Flattener

£m £m fm fm

Sterling (53.2) 14.3 40.7 (41.6)
Us Dollar (6.4) 7.5 (9.6) 10.3
Euro (16.4) (3.9) (15.6) 9.9
Other (0.1) 0.5 (0.0) (0.0)
Total (76.1) 18.4 15.5 (21.4)

The table below shows the banking book net interest income sensitivity to an instantaneous parallel up and down 25 and 100 basis points
change to all interest rates.

Lloyds Bank Group Banking activities: net interest income sensitivity (audited)

2020 2019
Up Down Up Down Up Down Up Down
25bps 25bps 100bps 100bps 25bps 25bps 100bps 100bps
fm fm fm fm £fm fm fm fm
Client facing activity and associated hedges 254.6 (142.5) 1,030.2 (148.0) 92.8 (133.8) 375.4 (658.8)

Income sensitivity is measured on a rolling 12 month basis.

Net interest income sensitivity, to up 100bps, has increased year-on-year in part due to the growth in customer deposits and account
management activity during 2020. This would result in widening margins in a rates up scenario, increasing net interest income.
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The decrease in risk sensitivity year-on-year, to down 100bps, is driven by a reduction in modelled margin compression risk following the fall in
interest rates in 2020. This is due to Lloyds Bank Group's assumptions for modelling GBP interest rates with a floor of zero per cent (product-
specific floors apply) which limits the down-shock applied.

Basis risk, foreign exchange, equity, and credit spread risks are measured primarily through scenario analysis by assessing the impact on profit
before tax over a 12 month horizon arising from a change in market rates, and reported within the Board risk appetite on a monthly basis.
Supplementary measures such as sensitivity and exposure limits are applied where they provide greater insight into risk positions. Frequency of
reporting supplementary measures varies from daily to quarterly appropriate to each risk type.

Mitigation

Lloyds Bank Group's policy is to optimise reward whilst managing its market risk exposures within the risk appetite defined by the Board. Lloyds
Banking Group Market Risk Policy and procedures outlines the hedging process, and the centralisation of risk from divisions into GCT, e.g. via
the transfer pricing framework. GCT is responsible for managing the centralised risk and does this through natural offsets of matching assets and
liabilities, and appropriate hedging activity of the residual exposures, subject to the authorisation and mandate of GALCO within the Board risk
appetite. The hedges are externalised to the market by derivative desks within GCT and the Commercial Bank. Lloyds Bank Group mitigates
income statement volatility through hedge accounting. This reduces the accounting volatility arising from Lloyds Bank Group's economic
hedging activities and any hedge accounting ineffectiveness is continuously monitored.

The largest residual risk exposure arises from balances that are deemed to be insensitive to changes in market rates (including current accounts,
a portion of variable rate deposits and investable equity), and is managed through Lloyds Bank Group's structural hedge. Consistent with Lloyds
Bank Group's strategy to deliver stable returns, GALCO seeks to minimise large reinvestment risk, and to smooth earnings over a range of
investment tenors. The structural hedge consists of longer-term fixed rate assets or interest rate swaps and the amount and duration of the
hedging activity is reviewed regularly by GALCO.

Whilst the bank faces margin compression in low rate environments, its exposure to pipeline and prepayment risk are not considered material
and are hedged in line with expected customer behaviour. These are appropriately monitored and controlled through divisional Asset and
Liability Committees (ALCOs).

Economic foreign exchange exposures arising from non-functional currency flows are identified by divisions and transferred and managed
centrally. Lloyds Banking Group also has a policy of forward hedging its forecasted currency profit and loss to year end.

Monitoring
The appropriate limits and triggers are monitored by senior executive committees within the banking divisions. Banking assets, liabilities and
associated hedging are actively monitored and if necessary rebalanced to be within agreed tolerances.

DEFINED BENEFIT PENSION SCHEMES

Exposures

Lloyds Bank Group's defined benefit pension schemes are exposed to significant risks from their assets and liabilities. The liability discount rate
exposes Lloyds Bank Group to interest rate risk and credit spread risk, which are partially offset by fixed interest assets (such as gilts and
corporate bonds) and swaps. Equity and alternative asset risk arises from direct asset holdings. Scheme membership exposes Lloyds Bank Group
to longevity risk.

For further information on defined benefit pension scheme assets and liabilities please refer to note 28 on page F-69.

Measurement

Management of the schemes’ assets is the responsibility of the Trustees of the schemes who are responsible for setting the investment strategy
and for agreeing funding requirements with Lloyds Bank Group. Lloyds Bank Group will be liable for meeting any funding deficit that may arise.
As part of the triennial valuation process, Lloyds Bank Group will agree with the Trustees a funding strategy to eliminate the deficit over an
appropriate period.

Longevity risk is measured using both 1-in-20 year stresses (risk appetite) and 1-in-200 year stresses (regulatory capital).

Mitigation

Lloyds Bank Group takes an active involvement in agreeing mitigation strategies with the schemes’ Trustees. An interest rate and inflation
hedging programme is in place to reduce liability risk. The schemes have also reduced equity allocation and invested the proceeds in credit
assets. The Trustees have put in place a longevity swap to mitigate longevity risk. The merits of longevity risk transfer and hedging solutions are
reviewed regularly.

Monitoring
In addition to the wider risk management framework, governance of the schemes includes two specialist pensions committees.

The surplus, or deficit, in the schemes is tracked monthly along with various single factor and scenario stresses which consider the assets and
liabilities holistically. Key metrics are monitored monthly including Lloyds Bank Group's capital resources of the scheme, the performance
against risk appetite triggers, and the performance of the hedged asset and liability matching positions.

TRADING PORTFOLIOS

Exposures

Lloyds Bank Group's trading activity is small relative to its peers and does not engage in any proprietary trading activities. Lloyds Bank Group's
trading activity is undertaken solely to meet the financial requirements of commercial and retail customers for foreign exchange and interest rate
products. These activities support customer flow and market making activities.

All trading activities are performed within the Commercial Banking division. While the trading positions taken are generally small, any extreme
moves in the main risk factors and other related risk factors could cause significant losses in the trading book depending on the positions at the
time.

Trading market risk measures are applied to all of Lloyds Bank Group's regulatory trading books and they include daily VaR, sensitivity based
measures, and stress testing calculations.

Measurement
Lloyds Bank Group internally uses VaR as the primary risk measure for all trading book positions.

The risk of loss measured by the VaR model is the minimum expected loss in earnings given the 95 per cent confidence.

34



OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The market risk for the trading book continues to be low with respect to the size of Lloyds Bank Group and in comparison to peers. This reflects
the fact that Lloyds Bank Group's trading operations are customer-centric and focused on hedging and recycling client risks.

Although it is an important market standard measure of risk, VaR has limitations. One of them is the use of a limited historical data sample which
influences the output by the implicit assumption that future market behaviour will not differ greatly from the historically observed period.
Another known limitation is the use of defined holding periods which assumes that the risk can be liquidated or hedged within that holding
period. Also calculating the VaR at the chosen confidence interval does not give enough information about potential losses which may occur if
this level is exceeded. Lloyds Bank Group fully recognises these limitations and supplements the use of VaR with a variety of other
measurements which reflect the nature of the business activity. These include detailed sensitivity analysis, position reporting and a stress testing
programme.

Trading book VaR (1-day 99 per cent) is compared daily against both hypothetical and actual profit and loss at underlying legal entity level
(HBOS and Lloyds Bank).

Mitigation

The level of exposure is controlled by establishing and communicating the approved risk limits and controls through policies and procedures
that define the responsibility and authority for risk taking. Market risk limits are clearly and consistently communicated to the business. Any new
or emerging risks are brought within risk reporting and defined limits.

Monitoring

Trading risk appetite is monitored daily with 1-day 95 per cent VaR and stress testing limits. These limits are complemented with position level
action triggers and profit and loss referrals. Risk and position limits are set and managed at both desk and overall trading book levels. They are
reviewed at least annually and can be changed as required within the overall Lloyds Bank Group risk appetite framework.
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CREDIT RISK

DEFINITION
Credit risk is defined as the risk that parties with whom the Group has contracted fail to meet their financial obligations (both on and off- balance
sheet).

EXPOSURES
The principal sources of credit risk within the Group arise from loans and advances, contingent liabilities, commitments, debt securities and
derivatives to customers, financial institutions and sovereigns. The credit risk exposures of the Group are set out in note 45 on page F-115.

In terms of loans and advances, (for example mortgages, term loans and overdrafts) and contingent liabilities (for example credit instruments
such as guarantees and documentary letters of credit), credit risk arises both from amounts advanced and commitments to extend credit to a
customer or bank. With respect to commitments to extend credit, the Group is also potentially exposed to an additional loss up to an amount
equal to the total unutilised commitments. However, the likely amount of loss may be less than the total unutilised commitments, as most retail
and certain commercial lending commitments may be cancelled based on regular assessment of the prevailing creditworthiness of customers.
Most commercial term commitments are also contingent upon customers maintaining specific credit standards.

Credit risk also arises from debt securities and derivatives. Credit risk exposure for derivatives is limited to the current cost of replacing contracts
with a positive value to the Group. Such amounts are reflected in note 45 on page F-115.

Additionally, credit risk arises from leasing arrangements where the Group is the lessor. Note 2(J) on page F-19 provides details on the Group's
approach to the treatment of leases.

The investments held in the Group's defined benefit pension schemes also expose the Group to credit risk. Note 28 on page F-69 provides
further information on the defined benefit pension schemes’ assets and liabilities.

Loans and advances, contingent liabilities, commitments, debt securities and derivatives also expose the Group to refinance risk. Refinance risk
is the possibility that an outstanding exposure cannot be repaid at its contractual maturity date. If the Group does not wish to refinance the
exposure then there is refinance risk if the obligor is unable to repay by securing alternative finance. This may occur for a number of reasons
which may include: the borrower is in financial difficulty, because the terms required to refinance are outside acceptable appetite at the time or
the customer is unable to refinance externally due to a lack of market liquidity. Refinance risk exposures are managed in accordance with the
Group's existing credit risk policies, processes and controls, and are not considered to be material given the Group’s prudent and through the
cycle credit risk appetite. Where heightened refinance risk exists exposures are minimised through intensive account management and, where
appropriate, are classed as impaired and/or forborne.

MEASUREMENT
The process for credit risk identification, measurement, and control is integrated into the Board-approved framework for credit risk appetite and
governance.

Credit risk is measured from different perspectives using a range of appropriate modelling and scoring techniques at a number of levels of
granularity, including total balance sheet, individual portfolio, pertinent concentrations and individual customer - for both new business and
existing lending.Key metrics, such as total exposure, expected credit loss (ECL), risk-weighted assets, new business quality, concentration risk
and portfolio performance, are reported monthly to Risk Committees and Forums.

Measures such as ECL, risk-weighted assets, observed credit performance, predicted credit quality (usually from predictive credit scoring
models), collateral cover and quality, and other credit drivers (such as cash flow, affordability, leverage and indebtedness) have been
incorporated into the Group's credit risk management practices to enable effective risk measurement across the Group.

In addition, stress testing and scenario analysis are used to estimate impairment losses and capital demand forecasts for both regulatory and
internal purposes and to assist in the formulation of credit risk appetite.

As part of the ‘three lines of defence’ model, Risk division is the second line of defence providing oversight and independent challenge to key
risk decisions taken by business management. Risk division also tests the effectiveness of credit risk management and internal credit risk controls.
This includes ensuring that the control and monitoring of higher risk and vulnerable portfolios and sectors is appropriate and confirming that
appropriate loss allowances for impairment are in place. Output from these reviews helps to inform credit risk appetite and credit policy.

As the third line of defence, Group Internal Audit undertakes regular risk-based reviews to assess the effectiveness of Credit risk management
and controls.

MITIGATION
The Group uses a range of approaches to mitigate Credit risk.

Prudent, through the cycle credit principles, risk policies and appetite statements: the independent Risk division sets out the credit
principles, credit risk policies and credit risk appetite statements. These are subject to regular review and governance, with any changes subject
to an approval process. Risk teams monitor credit performance trends and the outlook. Risk teams also test the adequacy of and adherence to
credit risk policies and processes throughout the Group. This includes tracking portfolio performance against an agreed set of credit risk
appetite tolerances.

Robust models and controls: see model risk on page 72.

Limitations on concentration risk: there are portfolio controls on certain industries, sectors and products to reflect risk appetite as well as
individual, customer and bank limit risk tolerances. Credit policies and appetite statements are aligned to the Group's risk appetite and restrict
exposure to higher risk countries and potentially vulnerable sectors and asset classes. Note 46 on page F-117 provides an analysis of loans and
advances to customers by industry (for commercial customers) and product (for retail customers). Exposures are monitored to prevent both an
excessive concentration of risk and single name concentrations. These concentration risk controls are not necessarily in the form of a maximum
limit on exposure, but may instead require new business in concentrated sectors to fulfil additional minimum policy and/or guideline
requirements. The Group's largest credit limits are regularly monitored by the Board Risk Committee and reported in accordance with regulatory
requirements.

Defined country risk management framework: the Board sets a broad maximum country risk appetite. Risk based appetite for all countries is
set within the independent Risk division, taking into account economic, financial, political and social factors as well as the approved business and
strategic plans of the Group.
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Specialist expertise: credit quality is managed and controlled by a number of specialist units within the business and Risk division, which
provide for example: intensive management and control; security perfection; maintenance of customer and facility records; expertise in
documentation for lending and associated products; sector-specific expertise; and legal services applicable to the particular market segments
and product ranges offered by the Group.

Stress testing: the Group's credit portfolios are subject to regular stress testing. In addition to the Group led, PRA and other regulatory stress
tests, exercises focused on individual divisions and portfolios are also performed. For further information on stress testing process, methodology
and governance see page 29.

Frequent and robust Credit risk assurance: assurance of credit risk is undertaken by an independent function operating within the Risk division
which are part of the Group's second line of defence. Their primary objective is to provide reasonable and independent assurance and
confidence that credit risk is being effectively managed and to ensure that appropriate controls are in place and being adhered to. Group
Internal Audit also provides assurance to the Audit Committee on the effectiveness of credit risk management controls across the Group's
activities.

Collateral
The principal types of acceptable collateral include:

* residential and commercial properties

e charges over business assets such as premises, inventory and accounts receivable
¢ financial instruments such as debt securities vehicles

* cash

® guarantees received from third-parties
The Group maintains appetite parameters on the acceptability of specific classes of collateral.

For non-mortgage retail lending to small businesses, collateral may include second charges over residential property and the assignment of life
cover.

Collateral held as security for financial assets other than loans and advances is determined by the nature of the underlying exposure. Debt
securities, including treasury and other bills, are generally unsecured, with the exception of asset-backed securities and similar instruments such
as covered bonds, which are secured by portfolios of financial assets. Collateral is generally not held against loans and advances to financial
institutions. However, securities are held as part of reverse repurchase or securities borrowing transactions or where a collateral agreement has
been entered into under a master netting agreement. Derivative transactions with financial counterparties are typically collateralised under a
Credit Support Annex (CSA) in conjunction with the International Swaps and Derivatives Association (ISDA) Master Agreement. Derivative
transactions with non-financial customers are not usually supported by a CSA.

The requirement for collateral and the type to be taken at origination will be based upon the nature of the transaction and the credit quality, size
and structure of the borrower. For non-retail exposures if required, the Group will often seek that any collateral include a first charge over land
and buildings owned and occupied by the business, a debenture over the assets of a company or limited liability partnership, personal
guarantees, limited in amount, from the directors of a company or limited liability partnership and key man insurance. The Group maintains
policies setting out which types of collateral valuation are acceptable, maximum loan to value (LTV) ratios and other criteria that are to be
considered when reviewing an application. The fundamental business proposition must evidence the ability of the business to generate funds
from normal business sources to repay a customer or counterparty’s financial commitment, rather than reliance on the disposal of any security
provided.

The extent to which collateral values are actively managed will depend on the credit quality and other circumstances of the obligor and type of
underlying transaction. Although lending decisions are primarily based on expected cash flows, any collateral provided may impact the pricing
and other terms of a loan or facility granted. This will have a financial impact on the amount of net interest income recognised and on internal
loss given default estimates that contribute to the determination of asset quality and returns.

The Group requires collateral to be realistically valued by an appropriately qualified source, independent of both the credit decision process and
the customer, at the time of borrowing. In certain circumstances, for Retail residential mortgages this may include the use of automated
valuation models based on market data, subject to accuracy criteria and LTV limits. Where third-parties are used for collateral valuations, they are
subject to regular monitoring and review. Collateral values are subject to review, which will vary according to the type of lending, collateral
involved and account performance. Such reviews are undertaken to confirm that the value recorded remains appropriate and whether
revaluation is required, considering for example, account performance, market conditions and any information available that may indicate that
the value of the collateral has materially declined. In such instances, the Group may seek additional collateral and/or other amendments to the
terms of the facility. The Group adjusts estimated market values to take account of the costs of realisation and any discount associated with the
realisation of the collateral when estimating credit losses.

The Group considers risk concentrations by collateral providers and collateral type with a view to ensuring that any potential undue
concentrations of risk are identified and suitably managed by changes to strategy, policy and/or business plans.

The Group seeks to avoid correlation or wrong-way risk where possible. Under the Group’s repurchase (repo) policy, the issuer of the collateral
and the repo counterparty should be neither the same nor connected. The same rule applies for derivatives. Risk division has the necessary
discretion to extend this rule to other cases where there is significant correlation. Countries with a rating equivalent to AA- or better may be
considered to have no adverse correlation between the counterparty domiciled in that country and the country of risk (issuer of securities).

Refer to note 45 on page F-140 for further information on collateral.

Additional mitigation for Retail customers

The Group uses a variety of lending criteria when assessing applications for mortgages and unsecured lending. The general approval process
uses credit acceptance scorecards and involves a review of an applicant’s previous credit history using internal data and information held by
Credit Reference Agencies (CRA).

The Group also assesses the affordability and sustainability of lending for each borrower. For secured lending this includes use of an appropriate
stressed interest rate scenario. Affordability assessments for all lending are compliant with relevant regulatory and conduct guidelines. The
Group takes reasonable steps to validate information used in the assessment of a customer’s income and expenditure.
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In addition, the Group has in place quantitative limits such as maximum limits for individual customer products, the level of borrowing to income
and the ratio of borrowing to collateral. Some of these limits relate to internal approval levels and others are policy limits above which the Group
will typically reject borrowing applications. The Group also applies certain criteria that are applicable to specific products for example
applications for buy-to-let mortgages.

For UK mortgages, the Group's policy permits owner occupier applications with a maximum loan to value (LTV) of 95 per cent. This can increase
to 100 per cent for specific products where additional security is provided by a supporter of the applicant and held on deposit by the Group.
Applications with an LTV above 90 per cent are subject to enhanced underwriting criteria, including higher scorecard cut-offs and loan size
restrictions.

Buy-to-let mortgages within Retail are limited to a maximum loan size of £1,000,000 and 75 per cent LTV. Buy-to-let applications must pass a
minimum rental cover ratio of 125 per cent under stressed interest rates, after applicable tax liabilities. Portfolio landlords (customers with four or
more mortgaged buy-to-let properties) are subject to additional controls including evaluation of overall portfolio resilience.

The Group's policy is to reject any application for a lending product where a customer is registered as bankrupt or insolvent, or has a recent
County Court Judgment or financial default registered at a CRA used by the Group above de minimis thresholds. In addition, the Group typically
rejects applicants where total unsecured debt, debt-to-income ratios, or other indicators of financial difficulty exceed policy limits.

Where credit acceptance scorecards are used, new models, model changes and monitoring of model effectiveness are independently reviewed
and approved in accordance with the governance framework set by the Group Model Governance Committee.

Additional mitigation for Commercial customers

Individual credit assessment and independent sanction of customer and bank limits: with the exception of small exposures to SME
customers where certain relationship managers have limited delegated sanctioning authority, credit risk in commercial customer portfolios is
subject to sanction by the independent Risk division, which considers the strengths and weaknesses of individual transactions, the balance of risk
and reward, and how credit risk aligns to the Group and Divisional risk appetite. Exposure to individual counterparties, groups of counterparties
or customer risk segments is controlled through a tiered hierarchy of delegated sanctioning authorities and risk based recommended maximum
limit parameters. Approval requirements for each decision are based on a number of factors including, but not limited to, the transaction
amount, the customer’s aggregate facilities, any risk mitigation in place, credit policy, risk appetite, credit risk ratings and the nature and term of
the risk. The Group's credit risk appetite criteria for counterparty and customer loan Underwriting is generally the same as that for loans
intended to be held to maturity. All hard loan/bond Underwriting must be sanctioned by Risk division. A pre-approved credit matrix may be used
for ‘best efforts’ underwriting.

Counterparty credit limits: limits are set against all types of exposure in a counterparty name, in accordance with an agreed methodology for
each exposure type. This includes credit risk exposure on individual derivatives and securities financing transactions, which incorporates
potential future exposures from market movements against agreed confidence intervals. Aggregate facility levels by counterparty are set and
limit breaches are subject to escalation procedures.

Daily settlement limits: settlement risk arises in any situation where a payment in cash, securities or equities is made in the expectation of a
corresponding receipt in cash, securities or equities. Daily settlement limits are established for each relevant counterparty to cover the
aggregate of all settlement risk arising from the Group’s market transactions on any single day. Where possible, the Group uses Continuous
Linked Settlement in order to reduce foreign exchange (FX) settlement risk.

Master netting agreements

It is credit policy that a Group approved master netting agreement must be used for all derivative and traded product transactions and must be
in place prior to trading, with separate documentation required for each Group entity providing facilities. This requirement extends to trades
with clients and the counterparties used for the Bank's own hedging activities, which may also include clearing trades with Central
Counterparties (CCPs).

Any exceptions must be approved by the appropriate credit sanctioner. Master netting agreements do not generally result in an offset of
balance sheet assets and liabilities for accounting purposes, as transactions are usually settled on a gross basis. However, within relevant
jurisdictions and for appropriate counterparty types, master nettings agreements do reduce the credit risk to the extent that, if an event of
default occurs, all trades with the counterparty may be terminated and settled on a net basis. The Group's overall exposure to credit risk on
derivative instruments subject to master netting agreements can change substantially within a short period, since this is the net position of all
trades under the master netting agreement.

Other credit risk transfers

The Group also undertakes asset sales, credit derivative based transactions, securitisations (including Significant Risk Transfer transactions),
purchases of credit default swaps and purchase of credit insurance as a means of mitigating or reducing credit risk and/or risk concentration,
taking into account the nature of assets and the prevailing market conditions.

MONITORING

In conjunction with Risk division, businesses identify and define portfolios of credit and related risk exposures and the key behaviours and
characteristics by which those portfolios are managed and monitored. This entails the production and analysis of regular portfolio monitoring
reports for review by senior management. Risk division in turn produces an aggregated view of credit risk across the Group, including reports on
material credit exposures, concentrations, concerns and other management information, which is presented to the divisional risk committees and
forums, Group Risk Committee and the Board Risk Committee.

Models
The performance of all models used in credit risk is monitored in line with the Group’s model governance framework - see model risk on page
72.

Intensive care of customers in financial difficulty
The Group operates a number of solutions to assist borrowers who are experiencing financial stress. The material elements of these solutions
through which the Group has granted a concession, whether temporarily or permanently, are set out below.

Forbearance
The Group's aim in offering forbearance and other assistance to customers in financial distress is to benefit both the customer and the Group by
supporting its customers and acting in their best interests by, where possible, bringing customer facilities back into a sustainable position.
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The Group offers a range of tools and assistance to support customers who are encountering financial difficulties. Cases are managed on an
individual basis, with the circumstances of each customer considered separately and the action taken judged as being appropriate and
sustainable for both the customer and the Group.

Forbearance measures consist of concessions towards a debtor that is experiencing or about to experience difficulties in meeting its financial
commitments. This can include modification of the previous terms and conditions of a contract or a total or partial refinancing of a troubled debt
contract, either of which would not have been required had the debtor not been experiencing financial difficulties.

The provision and review of such assistance is controlled through the application of an appropriate policy framework and associated controls.
Regular review of the assistance offered to customers is undertaken to confirm that it remains appropriate, alongside monitoring of customers’
performance and the level of payments received.

The Group classifies accounts as forborne at the time a customer in financial difficulty is granted a concession. However, where customers have
been temporarily impacted by COVID-19, the Group has looked to follow regulator principles and guidance on the granting of concessions
resulting from the impact of the pandemic.

Balances in default or classified as Stage 3 are always considered to be non-performing. Balances are non-performing, but not in default or
Stage 3, if they are greater than 90 days past due (compared with 180 days past due for Stage 3 mortgages) or if they are within their 12 month
non-performing forbearance cure period.

Non-performing exposures can be reclassified as Performing Forborne after a minimum 12 month cure period, providing there are no past due
amounts or concerns regarding the full repayment of the exposure. A minimum of a further 24 months must pass from the date the forborne
exposure was reclassified as Performing Forborne before the account can exit forbearance. If conditions to exit forbearance are not met at the
end of this probation period, the exposure shall continue to be identified as forborne until all the conditions are met.

The Group's treatment of loan renegotiations is included in the impairment policy in note 2((H) on page F-18.

Customers receiving support from UK Government sponsored programmes

To assist customers in financial distress, the Group participates in UK Government sponsored programmes for households, including the Income
Support for Mortgage Interest programme, under which the Government pays the Group all or part of the interest on the mortgage on behalf of
the customer. This is provided as a government loan which the customer must repay.

Support for customers during the COVID-19 pandemic

Working closely with the UK Government and regulators, the Group has continued to support its retail, small business and commercial
customers through a comprehensive and unprecedented range of flexible measures to help alleviate temporary financial pressure on customers
during the crisis.

For retail customers, the Group has provided payment holidays of up to three months across a range of products including mortgages, personal
loans, credit cards and motor finance, with extensions available of up to six months in total, should customers request them.

The Group has also supported its retail customers with access to a £500 interest free overdraft facility and access to fixed term savings accounts
without charge.

Similarly, the Group is providing significant support for its small business and commercial customers and has provided loans to businesses under
the different government schemes, including Bounce Back Loan Scheme (BBLS), Coronavirus Business Interruption Loan Scheme (CBILS) and
Coronavirus Large Business Interruption Loan Scheme (CLBILS). The Group has also supported its customers through repayment holidays and its
own COVID-19 fund which includes fee-free lending for new overdrafts or overdraft limit increases as well as new or increased invoice
discounting and finance facilities. The Group is also offering SME customers a mentoring service to help navigate a path beyond the pandemic.

LLOYDS BANK GROUP CREDIT RISK PORTFOLIO IN 2020

Overview

e The Group has continued to actively support its customers during the crisis through a range of flexible options and payment holidays across
major products, as well as lending through the various UK Government support schemes

®  With ¢.85 per cent of the Group's lending secured, with robust LTVs, and a prudent approach to credit risk appetite and risk management,
the credit portfolios were well positioned entering the crisis. Considering the external environment, flows of accounts into arrears and
defaults remain low

* However, the Group recognises and has provisioned on the basis that payment holidays granted and other Government support measures
mean that the true underlying risk is not reflected and there is an expectation of increased arrears and defaults as these various
arrangements, designed to alleviate short-term financial pressure, come to an end

® The impairment charge for the year has increased significantly to £4,060 million (2019: £1,362 million). This is due to higher expected credit
loss allowances taken predominantly in the first half of the year. These reflected the deterioration in economic outlook as a consequence of
the coronavirus pandemic, as well as the charges taken on restructuring cases in the Commercial Business Support Unit (BSU)

* Asaresult, expected credit losses on loans and advances to customers increased to £6,127 million at 31 December 2020 (31 December 2019:
£3,336 million). Notwithstanding the likelihood of rising defaults, the impairment impacts are expected largely to be covered by the forward
looking provisions built up in 2020, subject to there being no material changes to the Group's overall expectations of the severity of the
pandemic impact on the economy

e Stage 2 loans and advances to customers as a percentage of total lending have increased by 4.6 percentage points to 10.6 per cent at 31
December 2020 (31 December 2019: 6.0 per cent), reflecting the deterioration of the Group’s forward looking economic assumptions. Of
these, 91.6 per cent are up to date (31 December 2019: 83.9 per cent). Stage 2 coverage increased to 4.6 per cent (31 December 2019: 3.8
per cent)

e Stage 3 loans and advances increased by £796 million to £6,443 million (31 December 2019: £5,647 million), although as a percentage of total
lending remained stable at around 1.3 per cent. Stage 3 coverage increased by 6.6 percentage points to 31.6 per cent (31 December 2019:
25.1 per cent) largely driven by additional provisions predominantly raised against pre-existing restructuring cases in Commercial Banking's
BSU and to a lesser extent in Retail, due to the change in the Group's economic forecast of collateral values for UK Mortgages and UK Motor
Finance
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Low risk culture and prudent risk appetite

® The Group continues to take a prudent approach to credit risk and a through the cycle credit risk appetite, whilst working closely with
customers to support them over this challenging period

e Although not immune, the Group's credit portfolios are well positioned against an uncertain economic outlook and potential market
volatility

e The Group's effective risk management seeks to ensure early identification and management of customers and counterparties who may be
showing signs of distress

e Sector and asset class concentrations within the portfolios are closely monitored and controlled, with mitigating actions taken where
appropriate. Sector and product caps limit exposure to certain higher risk and vulnerable sectors and asset classes

Group impairment charge

Financial
assets at
Loans fair value
and Loans and through other
advances advances to comprehensive Undrawn
to customers banks income balances 2020 2019
fm fm fm fm fm £fm
Retail
UK Mortgages 475 — — 3 478 (167),
Credit cards 721 — — 79 800 503
Loans and overdrafts 702 — — 37 739 445
UK Motor Finance 224 — — 2 226 203
Other 117 — — 24 141 54
2,239 — — 145 2,384 1,038
Commercial Banking
SME 244 — — 20 264 (65)
Other 921 4 4 87 1,016 378
1,165 4 4 107 1,280 313
Other 394 — 1 1 396 11
Total impairment charge 3,798 4 5 253 4,060 1,362

Group loans and advances to customers
The following pages contain analysis of the Group's loans and advances to customers by sub-portfolio. Loans and advances to customers are
categorised into the following stages:

Stage 1 assets comprise of newly originated assets (unless purchased or originated credit impaired), as well as those which have not experienced
a significant increase in credit risk. These assets carry an expected credit loss allowance equivalent to the expected credit losses that result from
those default events that are possible within 12 months of the reporting date (12 month expected credit losses).

Stage 2 assets are those which have experienced a significant increase in credit risk since origination. These assets carry an expected credit loss
allowance equivalent to the expected credit losses arising over the lifetime of the asset (lifetime expected credit losses).

Stage 3 assets have either defaulted or are otherwise considered to be credit impaired. These assets carry a lifetime expected credit loss.

Purchased or originated credit-impaired assets (POCI) are those that have been originated or acquired in a credit impaired state. This includes
within the definition of credit impaired the purchase of a financial asset at a deep discount that reflects impaired credit losses.
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Group's total expected credit loss allowance

At 31 Dec At 31 Dec

2020 2019
£m £fm
Loans and advances to customers
Drawn 5,701 3,163
Undrawn 426 173
6,127 3,336
Loans and advances to banks 4 —
Debt securities 1 1
Amounts due from fellow Lloyds Banking Group un