Edgar Filing: Lloyds Banking Group plc - Form 6-K

Lloyds Banking Group plc
Form 6-K
August 16, 2012

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 6-K
REPORT OF FOREIGN PRIVATE ISSUER
PURSUANT TO RULE 13A-16 OR 15D-16
OF THE SECURITIES EXCHANGE ACT OF 1934

16 AUGUST 2012

LLOYDS BANKING GROUP plc
(Translation of registrant's name into English)
25 Gresham Street
London
EC2V 7HN
United Kingdom

(Address of principal executive offices)

Indicate by check mark whether the registrant files or will file annual reports under cover of Form 20-F or Form 40-F.
Form 20-F S Form 40-F £

Indicate by check mark whether the registrant by furnishing the information contained in this Form is also thereby
furnishing the information to the Commission pursuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934.

Yesf NoS
If "Yes" is marked, indicate below the file number assigned to the registrant in connection with Rule12g3-2(b): 82-
This report on Form 6-K shall be deemed incorporated by reference into the company's Registration Statement on

Form F-3 (File Nos. 333-167844 and 333-167844-01) and to be a part thereof from the date on which this report is
filed, to the extent not superseded by documents or reports subsequently filed or furnished.



Edgar Filing: Lloyds Banking Group plc - Form 6-K




Edgar Filing: Lloyds Banking Group plc - Form 6-K

Index to Exhibits

Item

No. 1 Regulatory News Service Announcement, dated 16 August 2012
re: 2012 Interim Results

Lloyds Banking Group plc

2012 Half-Year Results
News Release
16 August 2012




Edgar Filing: Lloyds Banking Group plc - Form 6-K

EXPLANATORY NOTE

This report on Form 6-K contains the interim report of Lloyds Banking Group plc, which includes the unaudited
consolidated interim results for the half-year ended 30 June 2012, and is being incorporated by reference into the
Registration Statement with File Nos. 333-167844 and 333-167844-01.

As discussed in note 45 on page F-76 of the audited consolidated financial statements included in the Group’s Annual
Report on Form 20-F for the year ended 31 December 2010 and in note 21 on page 120 of this Form 6-K, the Group

made a provision of £3,200 million in the year ended 31 December 2010 in connection with the sale of payment

protection insurance. This provision was made following a UK High Court judgment handed down before the Group’s
Form 20-F for the year ended 31 December 2010 was filed but after the approval and publication of the Group’s UK
annual report and accounts for the same year. In accordance with IAS 10, the provision was recorded in the Group’s
2010 income statement included in the Form 20-F, whereas it was recorded in the Group’s 2011 first half results for
UK reporting purposes.
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BASIS OF PRESENTATION

This report covers the results of Lloyds Banking Group plc (the Company) together with its subsidiaries (the Group)
for the half-year ended 30 June 2012.

Statutory basis

Statutory results are set out on pages 92 to 139. However, a number of factors have had a significant effect on the
comparability of the Group’s financial position and results. As a result, comparison on a statutory basis of the 2012
results with 2011 is of limited benefit.

Management and underlying bases

In order to present a more meaningful view of underlying business performance, the results of the Group and
divisions are presented on a management basis. The key principles adopted in the preparation of the management
basis of reporting are described below.

- In order to reflect the impact of the acquisition of HBOS, the following adjustments have been made:

— the amortisation of purchased intangible assets has been excluded; and

— the unwind of acquisition-related fair value adjustments is shown on one line in the management basis income
statement, other than unwind related to asset sales which is included within the effects of asset sales, volatile items
and liability management.

- In order to better present the business performance the effects of liability management, volatile items and asset
sales are shown on separate lines in the management basis consolidated income statement and ‘underlying profit’ is

profit before taking into account these items and fair value unwind. Comparatives have been restated accordingly.

- The following items, not related to acquisition accounting, have also been excluded from management profit:

volatility arising in insurance businesses; — insurance gross up;

integration and Simplification costs; — certain past service pensions credits in respect of the
Group’s defined benefit pension schemes; and

EC mandated retail business disposal costs;
— provision in relation to German insurance business
payment protection insurance; litigation.

Unless otherwise stated income statement commentaries throughout this document compare the half-year to 30 June
2012 to the half-year to 30 June 2011, and the balance sheet analysis compares the Group balance sheet as at 30 June
2012 to the Group balance sheet as at 31 December 2011.

FORWARD LOOKING STATEMENTS
This announcement contains forward looking statements with respect to the business, strategy and plans of the Lloyds
Banking Group, its current goals and expectations relating to its future financial condition and
performance. Statements that are not historical facts, including statements about the Group or the Group’s
management’s beliefs and expectations, are forward looking statements. By their nature, forward looking statements
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involve risk and uncertainty because they relate to events and depend on circumstances that will or may occur in the
future. The Group’s actual future business, strategy, plans and/or results may differ materially from those expressed or
implied in these forward looking statements as a result of a variety of risks, uncertainties and other factors, including
UK domestic and global economic and business conditions; the ability to derive cost savings and other benefits,
including as a result of the Group’s Simplification programme; the ability to access sufficient funding to meet the
Group’s liquidity needs; changes to the Group’s credit ratings; risks concerning borrower or counterparty credit quality;
instability in the global financial markets, including Eurozone instability; changing demographic and market related
trends; changes in customer preferences; changes to laws, regulation, accounting standards or taxation, including
changes to regulatory capital or liquidity requirements; the policies and actions of governmental or regulatory
authorities in the UK, the European Union, or jurisdictions outside the UK, including other European countries and
the US; the implementation of the draft EU crisis management framework directive and banking reform following the
recommendations made by the Independent Commission on Banking; the ability to attract and retain senior
management and other employees; requirements or limitations imposed on the Group as a result of HM Treasury’s
investment in the Group; the ability to complete satisfactorily the disposal of certain assets as part of the Group’s EC
state aid obligations; the extent of any future impairment charges or write-downs caused by depressed asset
valuations, market disruptions and illiquid markets; the effects of competition and the actions of competitors,
including non-bank financial services and lending companies; exposure to regulatory scrutiny, legal proceedings,
regulatory investigations or complaints, and other factors. Please refer to the latest Annual Report on Form 20-F filed
with the US Securities and Exchange Commission for a discussion of certain factors together with examples of
forward looking statements. The forward looking statements contained in this announcement are made as at the date
of this announcement, and the Group undertakes no obligation to update any of its forward looking statements.
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LLOYDS BANKING GROUP PLC

SUMMARY OF RESULTS
Change
Half-year to Half-year to since
30 June 2012 30 June 2011 30 June 2011
£m £m %
Statutory results (IFRS)
Total income, net of insurance claims 8,965 10,868 (18)
Total operating expenses (6,676) (6,428) @Y)
Trading surplus 2,289 4,440 (48)
Impairment (2,728) (4,491) 39
Loss before tax (439) (28]
(Loss) profit attributable to equity shareholders (676) 31
Basic (loss) earnings per share (1.0)p 0.0p
Management basis (page 8)
Underlying profit 1,064 349
Management profit 1,165 1,104 6
As at As at
Capital and balance sheet 30 June 2012 31 Dec 2011
Statutory
Loans and advances to customers1 £534.4bn £565.6bn
Customer deposits2 £423.2bn £413.9bn
Loan to deposit ratio3 126% 135%
Risk-weighted assets £332.5bn £352.3bn
Core tier 1 capital ratio 11.3% 10.8%

1Includes reverse repos of £5.8 billion (31 December 2011: £16.8 billion).
2Includes repos of £4.1 billion (31 December 2011: £8.0 billion).
3Loans and advances to customers (excluding reverse repos) divided by customer deposits

(excluding repos).

Page 1 of 140

Half-year to
31 Dec 2011
£m

9,934
(6,622)
3,312
(3,603)

(291)
(482)
0.7)p

289
1,581

Change since

31 Dec 2011
%
(6)
2
(6)
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LLOYDS BANKING GROUP PLC

STATUTORY INFORMATION (IFRS)

CONSOLIDATED INCOME STATEMENT

Interest and similar income
Interest and similar expense

Net interest income

Fee and commission income

Fee and commission expense
Net fee and commission incomel
Net trading income

Insurance premium income
Other operating income

Other income

Total income

Insurance claims1

Total income, net of insurance claims
Payment protection insurance provision
Other operating expenses

Total operating expenses
Trading surplus

Impairment

Loss before tax

Taxation

(Loss) profit for the period

Profit attributable to non-controlling interests
(Loss) profit attributable to equity shareholders
(Loss) profit for the period

1See note 3 on page 108.

Page 2 of 140

Half-year
to 30 June 2012
Note £ million

12,734
(8,076)

4,658

2,394
(748)

1,646

4,105

4,183

1,661

3 11,595
16,253
(7,288)

8,965
(1,075)
(5,601)
4 (6,676)
2,289
5 (2,728)
(439)
6 (202)
(641)

35
(676)
(641)

Half-year
to 30 June 2011
£ million

13,437
(7,448)
5,989
2,465

(690)
1,775
3,118
4,125
1,522

10,540
16,529
(5,661)
10,868

(6,428)

(6,428)
4,440

(4,491)

(51
109
58

27
31
58

Half-year
to 31 Dec 2011
£ million

12,879
(6,170)
6,709
2,470

(701)
1,769
(3,486)
4,045
1,277
3,605
10,314

(380)
9,934

(6,622)
(6,622)
3,312
(3,603)
(291)
(145)
(436)

46
(482)
(436)
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LLOYDS BANKING GROUP PLC

SUMMARY CONSOLIDATED BALANCE SHEET

As at As at
30 June 2012 31 Dec 2011
Assets £ million £ million
Cash and balances at central banks 87,590 60,722
Trading and other financial assets at fair value through profit or loss 145,626 139,510
Derivative financial instruments 58,347 66,013
Loans and receivables:
Loans and advances to customers 534,445 565,638
Loans and advances to banks 31,779 32,606
Debt securities 6,429 12,470
572,653 610,714
Available-for-sale financial assets 32,810 37,406
Held-to-maturity investments 10,933 8,098
Other assets 53,412 48,083
Total assets 961,371 970,546
Liabilities
Deposits from banks 44,895 39,810
Customer deposits 423,238 413,906
Trading and other financial liabilities at fair value through profit or loss 37,424 24,955
Derivative financial instruments 50,153 58,212
Debt securities in issue 150,513 185,059
Liabilities arising from insurance and investment contracts 131,199 128,927
Subordinated liabilities 34,752 35,089
Other liabilities 42,568 37,994
Total liabilities 914,742 923,952
Total equity 46,629 46,594

Review of results

The Group recorded a loss before tax of £439 million for the six months to 30 June 2012 compared to a loss before tax
of £51 million for the six months to 30 June 2011; the loss in 2012 was principally due to a £1,075 million charge
(half-year to 30 June 2011: nil) in respect of payment protection insurance (see note 21, page 120), although this has
been partly offset by a past service credit of £250 million (half-year to 30 June 2011: nil) relating to the Group’s
defined benefit pension schemes (see note 4, page 109).

Total income net of insurance claims decreased by £1,903 million, or 18 per cent, to £8,965 million for the six months
to 30 June 2012 from £10,868 million in the six months to 30 June 2011.

Net interest income decreased by £1,331 million, or 22 per cent, to £4,658 million in the six months to 30 June 2012
compared to £5,989 million in the same period in 2011. Average interest earning assets fell as a result of the subdued
economic environment which affected demand for new credit, continued customer deleveraging and the disposal of
assets outside the Group’s risk appetite. Net interest margins within the banking operations also fell, reflecting the
costs of increased wholesale funding, including the effect of refinancing government and central bank facilities, and

10
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strong deposit growth in an increasingly competitive market, which more than offset the benefits of repricing certain
lending portfolios and the improved lending mix.

Page 3 of 140

11



Edgar Filing: Lloyds Banking Group plc - Form 6-K

LLOYDS BANKING GROUP PLC\

Review of results (continued)

Other income increased by £1,055 million, or 10 per cent, to £11,595 million in the six months to 30 June 2012,

compared to £10,540 million in the same period in 2011, largely due to a £987 million improvement in net trading

income, comprising a £1,755 million increase in the insurance businesses, offset by an £768 million decrease in the

banking businesses. The increase in the insurance business was driven by the impact of market conditions on the

policyholder assets within the Group’s insurance businesses, relative to the six months to 30 June 2011. These market
movements were largely offset in the Group’s income statement by a £1,627 million, or 29 per cent, increase in the
insurance claims expense, to £7,288 million in the six months to 30 June 2012 compared to £5,661 million in the six

months to 30 June 2011, and the impact on net interest income of amounts allocated to unit holders in Open-Ended

Investment Companies. Net trading income within the Group’s banking operations was a loss of £192 million for the
six months to 30 June 2012 compared to a profit of £576 million in the six months to 30 June 2011. Net trading

income in banking operations includes a £205 million charge relating to the change in fair value of the small

proportion of the Group’s wholesale funding which was designated at fair value at inception, compared to a
£14 million charge in the first half of 2011; it also includes a charge of £500 million for the change in fair value of

interest rate derivatives and foreign exchange hedges in the banking book not mitigated through hedge accounting,

which reflected the volatile market conditions that resulted in substantial changes in interest and foreign exchange

rates in the period.

Total operating expenses increased by £248 million, or 4 per cent, to £6,676 million in the six months to 30 June 2012

compared to £6,428 million in the six months to 30 June 2011; this increase reflects a £1,075 million charge in respect

of payment protection insurance in the six months to 30 June 2012 (six months to 30 June 2011: nil). Excluding this

charge, operating expenses decreased by £827 million, or 13 per cent, to £5,601 million in the six months to 30 June

2012 compared to £6,428 million in the six months to 30 June 2011, reflecting a past service credit in relation to the

Group’s defined benefit pension schemes of £250 million (six months to 30 June 2011: nil) together with continuing
cost synergies arising from the combination of the Lloyds TSB and HBOS businesses and the Group’s Simplification
programme.

Impairment losses decreased by £1,763 million, or 39 per cent, to £2,728 million in the six months to 30 June 2012
compared to £4,491 million in the six months to 30 June 2011. The reduced charge was a result of the continued
application of the Group’s prudent risk appetite and strong risk management controls resulting in improved portfolio
and business quality, from continued low interest rates, partly offset by subdued UK economic growth and a weak
commercial real estate market.

On the balance sheet, total assets were £9,175 million, or 1 per cent, lower at £961,371 million at 30 June 2012,
compared to £970,546 million at 31 December 2011, reflecting the continuing disposal of assets which are outside of
the Group’s risk appetite, customer deleveraging and de-risking and subdued demand in lending markets. Loans and
advances to customers decreased by £31,193 million, or 6 per cent, from £565,638 million at 31 December 2011 to
£534,445 million at 30 June 2012; debt securities held as loans and receivables decreased by £6,041 million, or
48 per cent, from £12,470 million at 31 December 2011 to £6,429 million at 30 June 2012, again reflecting disposals
of assets outside of the Group’s risk appetite, and derivative balances were £7,666 million, or 12 per cent, lower at
£58,347 million at 30 June 2012 compared to £66,013 million at 31 December 2011 reflecting market
movements. However, cash and balances at central banks were £26,868 million, or 44 per cent, higher at
£87,590 million at 30 June 2012 compared to £60,722 million at 31 December 2011, as the Group has taken
advantage of favourable opportunities for the placement of funds, and trading and other financial assets at fair value
through profit or loss were £6,116 million, or 4 per cent, higher at £145,626 million compared to £139,510 million at
31 December 2011. Within liabilities, customer deposits increased by £9,332 million, or 2 per cent, to

12
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£423,238 million compared to £413,906 million at 31 December 2011, following growth in retail deposit
balances. Overall funding requirements, however, were reduced and debt securities in issue were £34,546 million, or
19 per cent, lower at £150,513 million compared to £185,059 million at 31 December 2011. Shareholders’ equity
increased by £17 million, from £45,920 million at 31 December 2011 to £45,937 million at 30 June 2012 as the loss
attributable to equity shareholders of £676 million has been offset by the net impact of share issues and positive
movements in other reserves.

Total Group funded assets decreased to £555.8 billion from £587.7 billion at 31 December 2011.

Page 4 of 140
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LLOYDS BANKING GROUP PLC
Review of results (continued)

At 30 June 2012, the Group’s core tier 1 capital ratio increased to 11.3 per cent compared to 10.8 per cent at
31 December 2011, principally driven by a reduction in risk-weighted assets of £19,853 million, or 6 per cent. The

total capital ratio improved to 16.6 per cent (compared to 15.6 per cent at 31 December 2011). Risk-weighted assets

reduced by £19,853 million, or 6 per cent, to £332,488 million at 30 June 2012 compared to £352,341 million at

31 December 2011 due to the asset disposals and subdued demand for new lending noted above, together with

continued improvements to the overall quality of the Group’s portfolios, partially offset by the application of revised
regulatory rules relating to the Group’s private equity (including venture capital) investments which are now
risk-weighted rather than being deducted from total capital. The removal of this deduction from total capital

contributed to the improvement in the total capital ratio.

Page 5 of 140
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LLOYDS BANKING GROUP PLC

SEGMENTAL ANALYSIS OF PROFIT (LOSS) BEFORE TAX BY DIVISION (UNAUDITED)

Underlying basis

Retail

Wholesale

Commercial

Wealth, Asset Finance and International
Insurance

Other

Underlying profit before tax

Management basis

Retail

Wholesale

Commercial

Wealth, Asset Finance and International
Insurance

Other

Management basis profit before tax

Half-year to
30 June 2012
£ million

1,409
14
255
(995)
502
(121)
1,064

Half-year to
30 June 2012
£ million

1,650
399
271

(1,064)
481

(572)
1,165

Half-year to
30 June 2011
£ million

1,322
98
211

(2,072)

681
109
349

Half-year to
30 June 2011
£ million

1,907
1,060
237
(1,989)
660
(771)
1,104

Half-year to
31 Dec 2011
£ million

1,427
(287)
215
(1,762)
784
(88)
289

Half-year to
31 Dec 2011
£ million

1,729
(487)
242
(1,672)
762
1,007
1,581

The Group Executive Committee (GEC), which is the chief operating decision maker for the Group, reviews the
Group’s internal reporting based around these segments (which reflect the Group’s organisational and management
structures) in order to assess the performance and allocate resources; this reporting is on both an underlying profit
before tax basis and a management profit before tax basis. The GEC believes that these bases better represent the
underlying performance of the Group. IFRS 8 requires that the Group present its segmental profit before tax on the
basis reviewed by the chief operating decision maker that is most consistent with the measurement principles used in
measuring the Group’s statutory profit before tax. Accordingly, the Group presents its segmental management basis
profit before tax in note 2 on page 102 of its financial statements in compliance with IFRS 8 Operating Segments.

The aggregate total of the management basis and the underlying basis segmental results constitute non-GAAP
measures as defined in the United States Securities and Exchange Commission’s Regulation G. Management uses the
aggregated total of management profit before tax and the aggregate and segmental underlying profit before tax, all
non-GAAP measures, as measures of performance and believes that they provide important information for investors
because they are comparable representations of the Group’s performance. Profit before tax is the comparable GAAP
measure to aggregate management profit before tax and aggregate underlying profit before tax. Segmental
management profit before tax is the comparable GAAP measure to segmental underlying profit before tax. The tables

below set out the reconciliations of each these non-GAAP measures to their comparable GAAP measure.

15
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LLOYDS BANKING GROUP PLC

RECONCILIATION OF UNDERLYING PROFIT (LOSS) TO MANAGEMENT PROFIT (LOSS) FOR EACH

Half-year to 30 June 2012

Underlying profit

(loss)

Asset sales1

Volatile items

Liability management
Fair value unwind1
Management profit (loss)

Half-year to 30 June 2011

Underlying profit

(loss)

Asset sales1

Volatile items

Liability management
Fair value unwind1
Management profit (loss)

Half-year to 31 Dec 2011

Underlying profit

(loss)

Asset sales1

Volatile items

Liability management
Fair value unwind1
Management profit (loss)

1During the first half of the 2012, the Group has changed the presentation of the fair value
unwind to include those amounts related to asset sales within that line item. Comparative

figures have been restated accordin

DIVISION
Wealth, Asset
Retail Wholesale Commercial Finance and Int’l
£m £m £m £m
1,409 14 255 (995)
- 42) - 31
_ 17 _ _
241 410 16 (38)
1,650 399 271 (1,064)
Wealth, Asset
Finance and
Retail  Wholesale Commercial Int’1
£m £m £m £m
1,322 98 211 (2,072)
41 (1) - (21)
_ 61 _ _
544 902 26 104
1,907 1,060 237 (1,989)
Wealth, Asset
Retail Wholesale Commercial Finance and Int’l
£m £m £m £m
1,427 (287) 215 (1,762)
7 62 - -
- (797) - _
295 535 27 90
1,729 (487) 242 (1,672)

gly.

Insurance
£m

502

21
481

Insurance
£m

681

21
660

Insurance
£m

784

(22)
762

Other
£m

(121)
658
(826)
168
(451)
(572)

Other
£m

109
69
(413)

(536)
(771)

Other
£m

(88)

127

411
1,295
(738)
1,007

17
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LLOYDS BANKING GROUP PLC

GROUP PROFIT RECONCILIATIONS

Half-year to Half-year to Half-year to
30 June 2012 30 June 2011 31 Dec 2011
£m £m £m
Underlying profit 1,064 349 289
Own debt volatility (357) (250) 434
Asset and bond sales1 585 88 196
Other volatile items (452) (102) (820)
Liability management 168 - 1,295
Fair value unwind 157 1,019 187
Management profit 1,165 1,104 1,581
Volatility arising in insurance businesses 24) (177) (661)
Simplification, EC mandated retail business disposal costs,
and integration costs (513) (689) (763)
Payment protection insurance provision (1,075) - -
Past service pensions credit 250 - -
Amortisation of purchased intangibles (242) (289) (273)
Provision in relation to German insurance business litigation - - (175)
Loss before tax — statutory (439) (62))] (291)

1 Net of associated fair value unwind of £603 million (half-year to 30 June 2011: £649 million;
half-year to 31 December 2011: £88 million).

Own debt volatility

Own debt volatility includes a £205 million charge relating to the change in fair value of the small proportion of the
Group’s wholesale funding which was designated at fair value at inception. This compares to a £203 million gain in
the second half of 2011, and a £14 million charge in the first half of 2011. Own debt volatility also includes a
£152 million charge relating to the change in fair value of the equity conversion feature of the Enhanced Capital
Notes, which principally reflects the ongoing amortisation of the value of the conversion feature over its life.

Asset and bond sales

Asset and bond sales of £585 million comprise the loss on asset disposals, which principally comprised assets which

were outside of the Group’s risk appetite, and resulted in net losses on disposal of £73 million including fair value
unwind benefits of £603 million, and gains on bond sales as the Group repositioned the available-for-sale portfolio of

Government securities.

Other volatile items

Other volatile items includes the change in fair value of interest rate derivatives and foreign exchange hedges in the
banking book not mitigated through hedge accounting. A charge of £529 million was included in the first half of 2012
and reflected the volatile market conditions that resulted in substantial changes in interest and foreign exchange rates
in the period. Also included was a positive net derivative valuation adjustment of £77 million, reflecting a reduction
in the market implied credit risk associated with customer derivative balances.

Liability management

Liability management gains of £168 million arose on transactions undertaken as part of the Group’s management of
capital, largely the exchange of certain debt securities for other debt instruments, comprising £109 million recognised

19
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in statutory net interest income and £59 million recognised in statutory other income. There were no such gains in the
first half of 2011.

Fair value unwind
Management profit also includes a gain of £157 million relating to an unwind of acquisition-related fair value
adjustments. The unwind of fair value relating to assets disposed in the period is included in the asset sales line.

Page 8 of 140
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LLOYDS BANKING GROUP PLC

Volatility arising in insurance businesses

The Group's statutory result before tax is affected by insurance volatility, caused by movements in financial markets,

and policyholder interests volatility, which primarily reflects the gross up of policyholder tax included in the Group

tax charge. In the first half of 2012 the Group’s statutory result before tax included negative insurance and
policyholder interests volatility totalling £24 million compared to negative volatility of £177 million in the first half of

2011. Further detail is given in note 2 on page 44.

Simplification, EC mandated retail business disposal costs, and integration costs

The costs of the Simplification programme were £274 million in the first half of 2012. These costs related to
severance, I'T and business costs of implementation. 4,555 FTE role reductions were announced in the first half of
2012 taking the total to 6,653 since the start of the programme. Simplification of the Group’s business operations
continues through reduction in management layers and increasing spans of control as well as restructuring business
units. The latter includes consolidation of back office operations sites, optimisation of the model for delivery of IT
and outsourcing of property facilities and asset management services. Costs relating to the EC mandated business
disposal in the first half of 2012 were £239 million and from inception to date total £451 million (costs in the year
ended 31 December 2011: £170 million). There were no integration costs in the first half of 2012.

Payment protection insurance (PPI)

The Group provided £3,200 million in 2010 in respect of the anticipated costs of contact and/or redress, including
administration expenses, in relation to legacy PPI business. During 2012 there has been an increase in the volume of
complaints being received in relation to PPI, although other assumptions continue to be in line with expectations. As
a result, the Group has increased its provision by a further £1,075 million during the first half of 2012 (of which
£375 million was reflected in the first quarter) to cover the anticipated redress in relation to these increased
volumes. This increases the total estimated cost of contact and redress to £4,275 million; redress payments made and
expenses incurred to the end of June 2012 amounted to £2,955 million. However, there are still a number of
uncertainties as to the eventual costs from any such contact and/or redress given the inherent difficulties of assessing
the impact of the detailed implementation of the Policy Statement for all PPI complaints, uncertainties around the
ultimate emergence period for complaints, the availability of supporting evidence and the activities of claims
management companies, all of which will significantly affect complaints volumes, uphold rates and redress
costs. Further detail is given in note 21 on page 120.

Past service pensions credit

Following a review of policy in respect of discretionary pension increases in relation to the Group’s defined benefit
pension schemes, increases in certain schemes are now linked to the Consumer Price Index rather than the Retail Price
Index. The impact of this change is a reduction in the Group’s defined benefit obligation of £250 million, the benefit
of which is recognised in the Group’s income statement in the first half of 2012.

Amortisation of purchased intangibles

A total of £4,650 million of customer-related intangibles, brands, core deposit intangibles and purchased credit card
relationships were recognised on the acquisition of HBOS in 2009 and these are being amortised over their estimated
useful lives, where this has been determined to be finite. This has resulted in a charge of £242 million in the half-year
to 30 June 2012 (half-year to 30 June 2011: £289 million; half-year to 31 December 2011: £273 million).

The customer-related intangibles include customer lists and the benefits of customer relationships that generate
recurring income. The purchased credit card relationships represent the benefit of recurring income generated from
the portfolio of credit cards purchased and the core deposit intangible is the benefit derived from a large stable deposit
base that has low interest rates.

21
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Provision in relation to German insurance business litigation

As previously disclosed, Clerical Medical Investment Group Limited (CMIG) received a number of claims in the
German courts relating to policies issued by CMIG but sold by independent intermediaries in Germany. The Group
recognised a provision of £175 million in 2011.
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LLOYDS BANKING GROUP PLC

DIVISIONAL PERFORMANCE

RETAIL

Key highlights

e Underlying profitl increased by 7 per cent, to £1,409 million compared to the first half of 2011, and the return on

risk-weighted assets remained strong at 2.79 per cent despite the challenging operating environment.

Total underlying income fell by 10 percent, to £4,256 million, driven by reduced demand for lending, increased
funding costs and prior de-risking of the balance sheet. Whilst the prior de-risking has suppressed income growth,
importantly, it has also supported an offsetting reduction in impairment charges. The net interest margin declined
to 2.02 per cent, with its reduction slowing in the first half as the rate of funding cost increases moderated.

Total costs declined by 6 percent, to £2,089 million, as a result of strong cost control and the benefits from the
Simplification programme. This was partially offset by ongoing cost inflation and investment in the business for
future growth. Organisation structure changes, sourcing efficiencies and process simplification all made a
contribution to the reduction in costs.

The impairment charge reduced by 35 percent, to £758 million, as Retail continues to benefit from previous credit
management which has more than offset the impact of the subdued economic environment. This has been
supported by a continued sustainable approach to risk, effective portfolio management, and a focus on lending to
existing customers.

Loans and advances to customers excluding reverse repos decreased by 2 percent, compared with December 2011,
driven by reduced customer demand for new credit, existing customers continuing to reduce their personal
indebtedness, further run-off of lending outside the Group’s risk appetite and Retail maintaining a sustainable
approach to risk. The reduction in lending to customers was in part due to the repayment of unsecured debt where
balances reduced by 5 per cent. Secured balances reduced by £4.7 billion, of which £0.7 billion was a reduction in
mortgage balances which are outside the Group’s risk appetite. Risk-weighted assets fell 3 per cent largely driven
by lower lending balances.

Customer deposits excluding repos increased by 3 percent, compared with December 2011, against a market that
experienced modest growth. The solid performance reflected the compelling multi-brand customer proposition
Retail has developed. This strong deposit growth, in addition to the issuance of debt securities backed by Retail
assets, provided ongoing support to the Group funding position.

In delivering its strategic objectives, Retail remains focused on building a strong platform for growth when
economic conditions improve, based on delivering deeper customer relationships. This is driven by investment in
Simplification, a multi-brand strategy, new products, multiple channels, and in building the skills and capabilities of
all colleagues. Retail has particularly focused on delivering new digital technologies, such as the rapidly growing
mobile banking channel. The Simplification programme is an important enabler of investment in growth and Retail
has continued to make good headway with simplifying its processes and improving the efficiency of IT systems.

1 A reconciliation of underlying profit to management profit for the division is set out on
page 7.
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LLOYDS BANKING GROUP PLC

RETAIL (continued)

Net interest income
Other income

Total underlying income
Total costs

Impairment

Underlying profit

Banking net interest margin
Cost:income ratio

Impairment as a % of average advances
Return on risk-weighted assets

Key balance sheet items

Half-year to
30 June 2012
£m

3,490
766
4,256
(2,089)
(758)
1,409

2.02%
49.1%
0.43%
2.79%

Loans and advances to customers excluding reverse repos:

Secured
Unsecured

Customer deposits excluding repos:
Savings
Current accounts

Total customer balances

Risk-weighted assets
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Half-year to
30 June 2011
£m

3,870
846
4,716
(2,221)
(1,173)
1,322

2.14%
47.1%
0.65%
2.44%

As at
30 June 2012
£bn

3244
22.6
347.0

212.8

41.9
254.7
601.7

100.2

Change since
30 June 2011
%

(10)

&)

(10)
6
35
7

As at
31 Dec 2011
£bn

329.1
23.7
352.8

206.3

40.8
247.1
599.9

103.2

Half-year to
31 Dec 2011
£m

3,627
814
4,441
(2,217)
(797)
1,427

2.04%
49.9%
0.44%
2.68%

Change since
31 Dec 2011
%

ey
&)
2)

W

3)
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LLOYDS BANKING GROUP PLC
RETAIL (continued)

Strategic focus

Retail’s goal is to be the UK’s best bank for customers. It will achieve this by building deep and enduring relationships
with its customers that will deliver real value to them, and by continuing to support the UK economy. Retail will
increase its engagement with its customers by delivering greater choice and flexibility through its multiple brands and
channels. At the same time the division will simplify the business to increase its agility and enable it to respond
quicker to customers’ needs, and so deliver an improved customer experience. By further developing customer insight
and gaining a deeper understanding of customers, Retail will better align its products and services to customers’
requirements. This will increase customer advocacy and the division is confident it will also lead to lower customer
acquisition costs, greater share of wallet and improved customer retention.

Progress against strategic initiatives

Reshaping the business and strengthening the balance sheet

Retail is building a business that is driven by customers’ needs. Retail’s current focus is on ensuring its product and
service developments are supporting sustainable growth while at the same time maintaining an appropriate risk
appetite.

Retail’s drive to build a strong business which effectively supports the UK economy has been helped by recent
developments to its mortgage proposition, particularly those supporting first time buyers getting onto the property
ladder. Retail helped those customers affected by the end of the stamp duty exemption by extending an offer to pay
50 per cent of home mover’s duty fee. This meant Retail supported one in four first time buyers with their home
purchase in the first half of 2012. As the leading new-build property mortgage lender, Retail has launched the
NewBuy mortgage proposition to support the UK Government led initiative, aiming to assist customers with limited
deposits to buy a ‘new build’ home.

In order to deliver a solid platform for growth it is critical that Retail has a strong and stable source of funding. Retail
has been investing in its savings business to ensure it has differentiated products across its brands that appeal to
customers. This range includes the Savers’ Prize Draw which the Group launched in Halifax in October last
year. This has proved very popular with both new and existing Halifax customers, with over 900,000 registrations to
date. Retail has paid out upwards of £3.5 million in total to more than 6,000 customers who have maintained the
minimum qualifying balance of £5,000. This has helped support both new balance growth, existing customer
retention and increased customer advocacy.

Simplifying the Bank

The Group is taking decisive steps towards becoming a simpler organisation, and Retail is making good progress in

this area. It is getting smarter and more efficient by becoming simpler and delivering improvements which enable it

to take decisions quicker and provide a more effective service to customers. The recent integration programme

delivered a single banking platform across the vast majority of the Group’s brands and channels. Retail is investing
further in its infrastructure to ensure its systems support the future growth of the business and continue to expand its

capabilities. In the Lloyds TSB branch network Retail has rolled out over 300 Immediate Deposit Machines which

have already seen 1.3 million transactions migrate from the counter.
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LLOYDS BANKING GROUP PLC
RETAIL (continued)

Investing in Growth

Alongside the Simplification programme, Retail is making strategic investments in preparation for growth
opportunities. Through its multi-brand and multi-channel strategy Retail will grow the business by delivering deep
and enduring customer relationships. It is building the capabilities and skills of colleagues, and helping the
communities in which it operates, and the UK as a whole, to grow and prosper.

Retail is making additional investment in digital channels for customers to ensure they continue to be as convenient
and accessible as possible. These award-winning developments are appealing to customers and in the past year
Retail’s internet banking user base has grown by 940,000, to 9 million active users. Retail’s mobile banking app now
has two and half million active users, a remarkable increase since its launch in late 2011, and these users now account
for almost 25 per cent of log-ins. These developments have been supported by other innovative new services for
customers including the Halifax homebuyer app that provides customers with a one-stop shop for their house search.

Retail continues to recognise the importance of the branch for many customers. In February 2012 the Group made a
public commitment to maintain the same number of branches for the next three years, including pledging not to close
a branch if it is the last in a community. The Group has started a significant investment programme across the Lloyds
TSB branch network which it believes will be transformational. This programme targets a number of areas including:
upgrading branch interiors; extending opening hours to ensure they are customer centric; simplifying the advisor role
structure and improving the queuing experience. Pilots of the revised branch design and structure delivered strong
improvements in customer advocacy and new product sales. By the end of June 2012, 211 branches had already been
refitted.

Supporting the UK economy and local communities

The Group recognises that its support for households is important to the strength and prosperity of the UK economy
and continues to make a positive contribution. In 2012, amongst other investments, the Group has provided around
£30 million to the Lloyds TSB and Bank of Scotland Foundations to help fund grassroots charities working in
disadvantaged areas.

Through its community investment agenda the Group aims to make a lasting difference to the country, focusing on
key themes such as financial capability and inclusion and supporting local communities and charities. Retail’s
£4 million Money for Life programme helps people across the UK develop vital money management skills, and on the
national day of employee volunteering, over 4,500 colleagues used the day to make a difference in their
community. In the year of the Olympic and Paralympic games the Group was also proud to continue its support for
National Schools Sport Week which enabled over 12,000 schools and 4.3 million young people to take part in sporting
activity.

Balance sheet progress

Retail continued to maintain its relationships with customers during the first half of 2012 with total customer balances
remaining stable at £601.7 billion. The mix of these balances moved towards customer deposits as customers reduced
their personal indebtedness and Retail continued to make strong progress in attracting savings balances through its
multi-brand and multi-channel strategy. This change in customer balance composition has additionally supported the
Group’s funding.

Loans and advances to customers decreased by £5.8 billion, or 2 per cent, to £347.0 billion compared to 31 December

2011. This was driven by reduced customer demand for new credit, existing customers continuing to reduce their
personal indebtedness, further run-off of lending outside the Group’s risk appetite and Retail maintaining a sustainable
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approach to risk. The reduction in lending to customers was in part due to the repayment of unsecured debt where
balances reduced by £1.1 billion, or 5 per cent. Secured balances reduced by £4.7 billion, or 1 per cent, of which
£0.7 billion was a reduction in mortgage balances which are outside the Group’s risk appetite.

Retail’s gross mortgage lending was £12.3 billion in the first half of 2012 which was equivalent to an estimated market
share of 18 per cent. During the first half of the year, Retail continued to increase its lending to first time buyers,

helping over 25,000 customers buy their first home in the first half of 2012, equivalent to one in every four in the

UK. In addition, Retail continued to focus its new lending on home purchase with over 70 per cent of lending being

for house purchase rather than re-mortgaging.
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LLOYDS BANKING GROUP PLC
RETAIL (continued)

Risk-weighted assets decreased by £3.0 billion to £100.2 billion compared to 31 December 2011. This decrease was
largely driven by the reduction in lending balances.

Total customer deposits increased by £7.6 billion, or 3 per cent, to £254.7 billion in the first half of 2012. The solid
performance reflected the successful multi-brand customer propositions and the agile pricing strategy that Retail has
developed. Retail continues to perform well in the savings market despite the high levels of competition, with a
strong stable of savings brands providing customers with an award-winning range of products to meet their savings
needs.

Retail continues to make a significant contribution to Group funding both through customer deposit growth and the
supply of assets supporting £68.9 billion of debt securities in external issue. During the year Retail contributed to
£10.7 billion of new issuance. The majority of these securitisations are backed by mortgages and have a fixed term
repayment schedule and as such provide a stable source of funding for the Group.

Financial performance

Despite the subdued economic environment Retail delivered an underlying profit in the first half of 2012 of
£1,409 million which was £87 million, or 7 per cent, higher than the first half of 2011. Retail continued to deliver a
strong return on risk-weighted assets delivering a return of 2.79 per cent in the first half of 2012, compared to
2.44 per cent in the first half of 2011.

Total underlying income fell by 10 per cent, to £4,256 million. This was as a result of the reduced demand for
lending, increased funding costs and prior de-risking of the balance sheet. Retail has taken a number of actions to
offset the pressure on income including making strategic investments and re-pricing of selected mortgage portfolios to
reflect rising funding costs.

Net interest income decreased by 10 per cent in the first half of 2012, with net interest margin reducing by 12 basis
points to 2.02 per cent when compared to the first half of 2011. Net interest income was particularly constrained by
muted demand for lending, previous de-risking of the lending portfolio and increased funding costs including the
impact of continued competition for deposits. Whilst the prior de-risking has suppressed income g