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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 2017, and is being incorporated by reference into the
Registration Statement with File Nos. 333-211791 and 333-211791-01.
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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 2017.

Statutory basis: Statutory information is set out on pages 2 to 6. However, a number of factors have had a significant
effect on the comparability of the Group’s financial position and results. Accordingly, the results are also presented on
an underlying basis.

Underlying basis: These results are adjusted for certain items which are listed below, to allow a comparison of the
Group’s underlying performance.

— losses on redemption of the Enhanced Capital Notes and the volatility in the value of the embedded equity conversion
feature;

— market volatility and asset sales, which includes the effects of certain asset sales, the volatility relating to the Group’s
own debt and hedging arrangements and that arising in the insurance businesses and insurance gross up;

— the unwind of acquisition-related fair value adjustments and the amortisation of purchased intangible assets;

— restructuring costs, comprising severance related costs relating to the Simplification programme, the costs of
implementing regulatory reform and ring-fencing, the rationalisation of the non-branch property portfolio and the
integration of MBNA; and

— payment protection insurance and other conduct provisions.

Unless otherwise stated, income statement commentaries throughout this document compare the half-year ended

30 June 2017 to the half-year ended 30 June 2016, and the balance sheet analysis compares the Group balance sheet as
at 30 June 2017 to the Group balance sheet as at 31 December 2016.
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FORWARD LOOKING STATEMENTS

This document contains certain forward looking statements within the meaning of Section 21E of the US Securities

Exchange Act of 1934, as amended, and section 27A of the US Securities Act of 1933, as amended, with respect to the
business, strategy and plans of Lloyds Banking Group and its current goals and expectations relating to its future

financial condition and performance. Statements that are not historical facts, including statements about Lloyds

Banking Group’s or its directors’ and/or management’s beliefs and expectations, are forward looking statements. Words

such as ‘believes’, ‘anticipates’, ‘estimates’, ‘expects’, ‘intends’, ‘aims’, ‘potential’, ‘will’, ‘would’, ‘could’, ‘considered’, ‘like
‘estimate’ and variations of these words and similar future or conditional expressions are intended to identify forward

looking statements but are not the exclusive means of identifying such statements. By their nature, forward looking

statements involve risk and uncertainty because they relate to events and depend upon circumstances that will or may

occur in the future.

Examples of such forward looking statements include, but are not limited to: projections or expectations of the Group’s
future financial position including profit attributable to shareholders, provisions, economic profit, dividends, capital
structure, portfolios, net interest margin, capital ratios, liquidity, risk-weighted assets (RWAs), expenditures or any
other financial items or ratios; litigation, regulatory and governmental investigations; the Group’s future financial
performance; the level and extent of future impairments and write-downs; statements of plans, objectives or goals of
Lloyds Banking Group or its management including in respect of statements about the future business and economic
environments in the UK and elsewhere including, but not limited to, future trends in interest rates, foreign exchange
rates, credit and equity market levels and demographic developments; statements about competition, regulation,
disposals and consolidation or technological developments in the financial services industry; and statements of
assumptions underlying such statements.

Factors that could cause actual business, strategy, plans and/or results (including but not limited to the payment of
dividends) to differ materially from the plans, objectives, expectations, estimates and intentions expressed in such
forward looking statements made by the Group or on its behalf include, but are not limited to: general economic and
business conditions in the UK and internationally; market related trends and developments; fluctuations in interest
rates (including low or negative rates), exchange rates, stock markets and currencies; the ability to access sufficient
sources of capital, liquidity and funding when required; changes to the Group's credit ratings; the ability to derive cost
savings and other benefits including, but without limitation as a result of any acquisitions, disposals and other strategic
transactions; changing customer behaviour including consumer spending, saving and borrowing habits; changes to
borrower or counterparty credit quality; instability in the global financial markets, including Eurozone instability,
instability as a result of the exit by the UK from the European Union (EU) and the potential for other countries to exit
the EU or the Eurozone and the impact of any sovereign credit rating downgrade or other sovereign financial issues;
technological changes and risks to the security of IT and operational infrastructure, systems, data and information
resulting from increased threat of cyber and other attacks; natural, pandemic and other disasters, adverse weather and
similar contingencies outside the Group's control; inadequate or failed internal or external processes or systems; acts
of war, other acts of hostility, terrorist acts and responses to those acts, geopolitical, pandemic or other such events;
changes in laws, regulations, accounting standards or taxation, including as a result of the exit by the UK from the EU,
or a further possible referendum on Scottish independence; changes to regulatory capital or liquidity requirements and
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similar contingencies outside the Group's control; the policies, decisions and actions of governmental or regulatory
authorities or courts in the UK, the EU, the United States or elsewhere including the implementation and interpretation
of key legislation and regulation; the ability to attract and retain senior management and other employees; actions or
omissions by the Group's directors, management or employees including industrial action; changes to the Group's
post-retirement defined benefit scheme obligations; the extent of any future impairment charges or write-downs
caused by, but not limited to, depressed asset valuations, market disruptions and illiquid markets; the value and
effectiveness of any credit protection purchased by the Group; the inability to hedge certain risks economically; the
adequacy of loss reserves; the actions of competitors, including non-bank financial services, lending companies and
digital innovators and disruptive technologies; and exposure to regulatory or competition scrutiny, legal, regulatory or
competition proceedings, investigations or complaints.

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.

Lloyds Banking Group may also make or disclose written and/or oral forward looking statements in reports filed with
or furnished to the US Securities and Exchange Commission, Lloyds Banking Group annual reviews, half-year
announcements, proxy statements, offering circulars, prospectuses, press releases and other written materials and in
oral statements made by the directors, officers or employees of Lloyds Banking Group to third parties, including
financial analysts. Except as required by any applicable law or regulation, the forward looking statements contained in
this document are made as of the date hereof, and Lloyds Banking Group expressly disclaims any obligation or
undertaking to release publicly any updates or revisions to any forward looking statements contained in this document
to reflect any change in Lloyds Banking Group’s expectations with regard thereto or any change in events, conditions
or circumstances on which any such statement is based.

The information, statements and opinions contained in this document do not constitute a public offer under any
applicable law or an offer to sell any securities or financial instruments or any advice or recommendation with respect
to such securities or financial instruments.
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LLOYDS BANKING GROUP PLC

SUMMARY OF RESULTS

Statutory results (IFRS)

Total income, net of insurance claims

Total operating expenses
Trading surplus
Impairment

Profit before tax

Half-year

to 30 June

2017

£m

9,299

(6,202)
3,097
(203)
2,894

Profit attributable to ordinary shareholders

Basic earnings per share
Dividends per share!

Underlying basis (page 7)
Underlying profit

1,739

2.5p
1.0p

4,492

Change

Half-year since Half-year
to 30 June 30 June to 31 Dec
2016 2016 2016

£m % £m

8,320 12 8,947
(5,504) (13) (7,123)
2,816 10 1,824
(362) 44 (390)
2,454 18 1,434
1,590 9 61

2.3p 9 0.2p
0.85p 18 2.20p
4,161 8 3,706

1 Half-year to 31 December 2016 included a special dividend of 0.5 pence per share.

Capital and balance sheet

Statutory

Loans and advances to customers!
Customer deposits?

Loan to deposit ratio?

Common equity tier 1 ratio*
Tier 1 capital ratio*

Total capital ratio*
Risk-weighted assets*

At
30 June
2017

£453bn
£417bn
109 %

13.5%
16.6%
20.8%
£218bn

At
31 Dec
2016

£450bn
£413bn
109%

13.4%
16.8%
21.2%
£215bn

Change
since
31 Dec
2016

%

0.1pp
(0.2)pp

(0.4)pp
1

1Excludes reverse repos of £11.4 billion (31 December 2016: £8.3 billion).
2Excludes repos of £1.0 billion (31 December 2016: £2.5 billion).

3Loans and advances to customers (excluding reverse repos) divided by customer deposits (excluding repos).

4Reported on the transitional basis.

Page 1 of 89
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LLOYDS BANKING GROUP PLC

STATUTORY INFORMATION (IFRS)

CONSOLIDATED INCOME STATEMENT

Half-year Half-year

Half-year to 30 June to 31 Dec

to 30 June

2017 2016 2016

£ million £ million £ million

Interest and similar income 7,861 8,479 8,141
Interest and similar expense (2,659) (3,254) (4,092)
Net interest income 5,202 5,225 4,049
Fee and commission income 1,518 1,502 1,543
Fee and commission expense (670) (682) (674)
Net fee and commission income 848 820 869
Net trading income 5,843 7,180 11,365
Insurance premium income 4,099 4,212 3,856
Other operating income 1,283 993 1,042
Other income 12,073 13,205 17,132
Total income 17,275 18,430 21,181
Insurance claims (7,976) (10,110) (12,234)
Total income, net of insurance claims 9,299 8,320 8,947
Regulatory provisions (1,240) (445) (1,929)
Other operating expenses (4,962) (5,059) (5,194)
Total operating expenses (6,202) (5,504) (7,123)
Trading surplus 3,097 2,816 1,824
Impairment (203) (362) (390)
Profit before tax 2,894 2,454 1,434
Taxation (905) (597) (1,127)
Profit for the period 1,989 1,857 307
Profit attributable to ordinary shareholders 1,739 1,590 61
Profit attributable to other equity holders 209 204 208
Profit attributable to equity holders 1,948 1,794 269
Profit attributable to non-controlling interests 41 63 38
Profit for the period 1,989 1,857 307
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LLOYDS BANKING GROUP PLC

SUMMARY CONSOLIDATED BALANCE SHEET

Assets

Cash and balances at central banks

Trading and other financial assets at fair value through profit or loss
Derivative financial instruments

Loans and receivables:

Loans and advances to banks

Loans and advances to customers

Debt securities

Available-for-sale financial assets
Other assets
Total assets

Liabilities
Deposits from banks
Customer deposits

Trading and other financial liabilities at fair value through profit or loss

Derivative financial instruments

Debt securities in issue

Liabilities arising from insurance and investment contracts
Subordinated liabilities

Other liabilities

Total liabilities

Shareholders’ equity

Other equity instruments
Non-controlling interests
Total equity

Total equity and liabilities

Page 3 of 89

At

At

30 June 31 Dec
2017 2016
£ million £ million

50,491 47,452
161,970 151,174
30,024 36,138

8,865 26,902
464,604 457,958
3,841 3397

477,310 488,257
51,803 56,524
43,321 38,248
814,919 817,793

24,879 16,384
417,617 415,460
55,671 54,504
29,190 34,924
71,557 76,314
116,970 114,502
18,575 19,831
32,114 37,409
766,573 769,328

42,513 42,670
5355 5355
478 440
48,346 48,465
814,919 817,793
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LLOYDS BANKING GROUP PLC

REVIEW OF RESULTS

During the half-year to 30 June 2017, the Group recorded a profit before tax of £2,894 million compared with a profit
before tax in the half-year to 30 June 2016 of £2,454 million. The results have been affected by a number of one-off
items. In March 2016 the Group completed tender offers and redemptions in respect of its Enhanced Capital Notes
(ECNs), resulting in a net loss to the Group of £721 million and in the half-year to 30 June 2017 the Group has
incurred conduct charges of £1,240 million compared to £460 million in the half year to 30 June 2016. Excluding
these items from both periods, the Group recorded a profit before tax of £4,134 million in the half-year to 30 June
2017, an increase of £499 million, or 14 per cent, from £3,635 million in the half-year to 30 June 2016.

Total income decreased by £1,155 million, or 6 per cent, to £17,275 million in the half-year to 30 June 2017 compared
with £18,430 million in the half-year to 30 June 2016, comprising a £1,132 million decrease in other income and a
£23 million decrease in net interest income.

Net interest income was £5,202 million in the half-year to 30 June 2017; a decrease of £23 million compared to
£5,225 million in the half-year to 30 June 2016. There was an increase of £221 million in the half-year to 30 June
2017 in the amounts payable to unit holders in those Open-Ended Investment Companies (OEICs) included in the
consolidated results of the Group. In the half-year to 30 June 2017, the Group recognised £743 million (half-year to 30
June 2016: £522 million) that was attributable to third party investors in respect of its consolidated OEICs as a result
of positive market movements in the year to date, with gains ranging from 3.3 per cent to 18.4 per cent in UK and
global equity markets and movements ranging from (1.1) per cent to 2.3 per cent in fixed income indices. The change
in population of consolidated OEICs in 2017 compared to 2016 did not have a significant impact on this figure,
contributing a net decrease of £25 million attributable to third party investors. Gains and losses recognised by the
Group that are attributable to third party investors have no impact on the Company’s ordinary shareholders as a
compensating amount is recognised in net interest income, reflecting the amounts payable to the OEIC unitholders.
After adjusting for these amounts payable to unitholders, net interest income was £198 million, or 3 per cent higher.
Average interest-earning assets fell but the net interest margin improved driven by lower deposit and wholesale
funding costs which have more than offset reduced lending rates.

Other income was £1,132 million lower at £12,073 million in the half-year to 30 June 2017 compared to £13,205
million in the half-year to 30 June 2016. Net fee and commission income was £28 million or 3 per cent, higher at £848
million compared to £820 million in the half-year to 30 June 2016 following volume-related increases in fee income
in the Cards business and lower levels of fees payable in the general insurance business. Net trading income decreased
by £1,337 million, or 19 per cent, to £5,843 million in the half-year to 30 June 2017 compared to £7,180 million in the
half-year to 30 June 2016; this decrease reflected a reduction of £1,573 million in gains on policyholder investments
held within the insurance business; with reduced gains on debt securities, partly following the disposal of
high-yielding bonds, more than offsetting increased equity income in line with market performance. Net trading
income in the Group’s banking business increased by £236 million to £644 million in the half-year to 30 June 2017
compared to £408 million in the half-year to 30 June 2016 in part due to an improvement of £128 million in relation to
the net derivative valuation adjustment from a charge of £80 million in the half-year to 30 June 2016 to a credit of
£44 million in the half-year to 30 June 2017. Insurance premium income was £113 million, or 3 per cent, lower at
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£4,099 million in the half-year to 30 June 2017 compared with £4,212 million in the same period in 2016; there was a
decrease of £55 million in life insurance premiums and a decrease of £58 million in general insurance premiums
following the run-down of closed products. Other operating income was £290 million higher at £1,283 million in the
half-year to 30 June 2017 compared to £993 million in the half-year to 30 June 2016. Other operating income in the
half-year to 30 June 2016 included the loss of £721 million on redemption of the Group’s ECNs but this impact is
partly offset in the half-year to 30 June 2017 by a £258 million reduction in gains on sale of available-for-sale
financial assets and losses of £15 million on liability management actions in the half-year to 30 June 2017 compared
to gains of £147 million in the half-year to 30 June 2016.

Page 4 of 89
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LLOYDS BANKING GROUP PLC

REVIEW OF RESULTS (continued)

Insurance claims expense was £2,134 million lower at £7,976 million in the half-year to 30 June 2017 compared to
£10,110 million in the half-year to 30 June 2016. The insurance claims expense in respect of life and pensions
business was £2,118 million lower at £7,805 million in the half-year to 30 June 2017 compared to £9,923 million in
the half-year to 30 June 2016; this decrease was matched by a similar reduction in net trading income, reflecting the
relative performance of policyholder investments. Insurance claims in respect of general insurance business were

£16 million or 9 per cent, lower at £171 million in the half-year to 30 June 2017 compared to £187 million in the same
period in 2016.

Operating expenses increased by £698 million, or 13 per cent to £6,202 million in the half-year to 30 June 2017
compared with £5,504 million in the half-year to 30 June 2016. A provision of £1,240 million was made in respect of
conduct issues in the half-year to 30 June 2017 compared to a charge of £445 million in the same period in 2016. The
charge in 2017 includes £700 million in respect of PPI, reflecting current claim levels, which remain above the
Group’s previous provision assumption; the additional provision will now cover reactive claims of around 9,000 per
week through to the end of August 2019. Other conduct provisions of £540 million cover a number of items including
packaged bank accounts and arrears handling. Following a review of the Group’s arrears handling activities, the Group
has put in place a number of actions to improve further its handling of customers in these areas and the Group is
reimbursing mortgage arrears fees. The Group is also currently undertaking a review of the HBOS Reading fraud and
is in the process of paying compensation to the victims of the fraud for economic losses, ex-gratia payments and
awards for distress and inconvenience. A provision of £100 million was taken and reflects the estimated compensation
costs for HBOS Reading.

Excluding all conduct charges from both years, operating expenses were £97 million, or 2 per cent, lower at £4,962
million in the half-year to 30 June 2017 compared to £5,059 million in the half-year to 30 June 2016. Staff costs were
£100 million, or 4 per cent, lower at £2,362 million in the half-year to 30 June 2017 compared with £2,462 million in
the half-year to 30 June 2016; annual pay rises have been offset by the impact of headcount reductions resulting from
the Group’s rationalisation programmes and there has been a reduction in severance costs. Premises and equipment
costs were £46 million or 13 per cent, higher at £399 million in the half-year to 30 June 2017 compared with

£353 million in the half-year to 30 June 2016, in part due to lower profits on sale of tangible assets. Other expenses
were £8 million, or 1 per cent, lower at £1,070 million in the half-year to 30 June 2017 compared to £1,078 million in
the half-year to 30 June 2016. Depreciation and amortisation costs were £35 million, or 3 per cent, lower at £1,131
million in the half-year to 30 June 2017 compared to £1,166 million in the half-year to 30 June 2016, as higher
depreciation on operating lease assets due to increased balances has been offset by reduced charges on intangible
assets following certain intangibles related to the acquisition of HBOS in 2009 becoming fully amortised.

Impairment losses decreased by £159 million, or 44 per cent, to £203 million in the half-year to 30 June 2017
compared with £362 million in the half-year to 30 June 2016. Impairment losses in respect of loans and advances to
customers were £29 million, or 13 per cent, lower at £200 million in the half-year to 30 June 2017 compared with
£229 million in the half-year to 30 June 2016; this reflects continuing benign economic conditions and the Group’s
conservative approach to risk. There was a charge of £6 million in the half-year to 30 June 2017, compared to £146
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million in the half-year to 30 June 2016, in respect of the impairment of available-for-sale financial assets.

In the half-year to 30 June 2017, the Group recorded a tax charge of £905 million compared to a charge of
£597 million in the half-year to 30 June 2016, an effective tax rate of 31 per cent, compared to the standard UK
corporation tax rate of 19.25 per cent, principally as a result of the banking surcharge and restrictions on the
deductibility of conduct provisions.

Page 5 of 89
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LLOYDS BANKING GROUP PLC

REVIEW OF RESULTS (continued)

Total assets were £2,874 million lower at £814,919 million at 30 June 2017 compared to £817,793 million at

31 December 2016. Cash and balances at central banks were £3,039 million, or 6 per cent, higher at £50,491 million at
30 June 2017 compared to £47,452 million at 31 December 2016 as the Group takes advantage of opportunities for the
placing of surplus funds. Trading and other financial assets at fair value through profit or loss were £10,796 million,
or 7 per cent, higher at £161,970 million compared to £151,174 million at 31 December 2016 due to positive market
movements on policyholder investments and the inclusion of the Group’s investments in OEICs which are no longer
consolidated. However, loans and advances to banks were £18,037 million, or 67 per cent, lower at £8,865 million
compared to £26,902 million at 31 December 2016 as a result of a number of OEICs no longer being consolidated
following a reduction in the Group’s interest. Loans and advances to customers were £6,646 million higher at
£464,604 million at 30 June 2017 compared to £457,958 million at 31 December 2016; the addition of £7,878 million
of lending following the acquisition of MBNA and a £3,106 million increase in reverse repurchase agreement
balances together with the impact of the reacquisition of a portfolio of mortgages from TSB and growth in Consumer
Finance and SME lending have more than offset reductions in the larger corporate sector, as the Group focuses on
optimising capital and returns, and in closed mortgage books.

Total liabilities were £2,755 million lower at £766,573 million at 30 June 2017 compared to £769,328 million at

31 December 2016. Deposits from banks were £8,495 million, or 52 per cent, higher at £24,879 million at 30 June
2017 compared to £16,384 million at 31 December 2016 as a result of an increase of £9,330 million in repurchase
agreements, used as a favourable form of funding. Customer deposits were £2,157 million higher at £417,617 million
compared to £415,460 million at 31 December 2016 as a £1,499 million reduction in repurchase agreement balances
and reductions in non-relationship deposit balances were more than offset by strong inflows from Commercial clients.
Debt securities in issue were £4,757 million, or 6 per cent, lower at £71,557 million at 30 June 2017 compared to
£76,314 million at 31 December 2016 following maturities of some tranches of securitisation notes and covered
bonds. Other liabilities were £5,295 million, or 14 per cent, lower at £32,114 million at 30 June 2017 compared to
£37,409 million at 31 December 2016 reflecting the deconsolidation of a number of OEICs.

Total equity was £119 million lower at £48,346 million at 30 June 2017 compared to £48,465 million at 31 December
2016; this reflected, in particular, negative movements in the Group’s cash flow hedging reserve.

The Group’s transitional common equity tier 1 capital ratio increased to 13.5 per cent at 30 June 2017 (31 December
2016: 13.4 per cent) reflecting a combination of profit generation, the receipt of the dividend paid by the Insurance
business in February 2017 and a reduction in the deferred tax asset deducted from capital, offset by the accrual for
foreseeable dividends in respect of the first half of 2017, movements in the defined benefit pension schemes, an
increase in the deduction for goodwill and other intangible assets following the acquisition of MBNA and an increase
in risk-weighted assets. The transitional tier 1 capital ratio reduced to 16.6 per cent (31 December 2016: 16.8 per cent)
primarily reflecting the annual reduction in the transitional limit applied to grandfathered AT1 capital instruments and
the increase in risk-weighted assets, offset by the increase in common equity tier 1 capital. The total transitional
capital ratio reduced to 20.8 per cent (31 December 2016: 21.2 per cent), largely reflecting amortisation and foreign
exchange movements on tier 2 instruments and the overall increase in risk-weighted assets, partly offset by the
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transitioning of grandfathered AT1 instruments to tier 2.

Risk-weighted assets increased by £2,341 million, or 1 per cent, to £217,787 million at 30 June 2017, compared to
£215,446 million at 31 December 2016, largely reflecting the acquisition of MBNA and targeted growth in key
customer segments, partly offset through active portfolio management, disposals and other movements.

Page 6 of 89
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LLOYDS BANKING GROUP PLC

SEGMENTAL ANALYSIS OF PROFIT BEFORE TAX BY DIVISION (UNAUDITED)

Underlying basis

Half-year  Half-year ga;f]_}]/)ezz

to 30 June to 30 June

2017 2016 2016

£ million £ million £ million
Retail 1,598 1,548 1,455
Commercial Banking 1,437 1,236 1,232
Consumer Finance 759 690 593
Insurance 408 446 391
Other 290 241 35
Underlying profit before tax 4,492 4,161 3,706

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 Group’s performance and allocate resources; this reporting is provided on an
underlying profit before tax basis. The GEC believes that this basis better represents the 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 underlying basis profit before tax in note 2 on page 53 of its
financial statements in compliance with IFRS 8 Operating Segments.

The aggregate total of the underlying basis segmental results constitutes a non-GAAP measure as defined in the
United States Securities and Exchange Commission’s Regulation G. Management uses the aggregate and segmental
underlying profit before tax, both 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 underlying profit before tax; the following table sets out the
reconciliation of this non-GAAP measure to its comparable GAAP measure.

Page 7 of 89
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LLOYDS BANKING GROUP PLC

GROUP PROFIT RECONCILIATIONS

Half-year ga;g};iire Half-year

to 30 June to 31 Dec

2017 2016 2016

£m £m £m
Underlying profit 4,492 4,161 3,706
Volatility and other items
Enhanced Capital Notes - (790) -
Market volatility and asset sales 136 128 311
Amortisation of purchased intangibles  (38) (168) (172)
Restructuring costs (321) (307) (315)
Fair value unwind and other (135) (110) (121)

(358) (1,247) (297)
Payment protection insurance provision (700) - (1,350)
Other conduct provisions (540) (460) (625)
Profit before tax — statutory 2,894 2,454 1,434

Enhanced Capital Notes

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

Market volatility and asset sales

Market volatility and asset sales of £136 million included positive volatility in the insurance business of £165 million.
The credit of £128 million in the half-year to 30 June 2016 included the gain on sale of Visa Europe of £484 million
offset by negative volatility in the insurance business of £372 million.

The Group’s insurance business has policyholder liabilities that are supported by substantial holdings of investments.
IFRS requires that the changes in both the value of the liabilities and investments are reflected within the income
statement. The value of the liabilities does not move exactly in line with changes in the value of the investments. As
the investments are substantial, movements in their value can have a significant impact on the profitability of the
Group. Management believes that it is appropriate to disclose the division’s results on the basis of an expected return in
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addition to results based on the actual return. The impact of the actual return on these investments differing from the
expected return is included within insurance volatility.

Volatility comprises the following:

Insurance volatility
Policyholder interests volatility
Total volatility

Insurance hedging arrangements
Total

Half-year Half-year

Half-year

to 30 June to 30 June to 31 Dec

2017 2016
£m £m
74 (328)
110 (10)
184 (338)
19) (34)
165 (372)

Amortisation of purchased intangibles

Amortisation of purchased intangibles was lower at £38 million (half-year to 30 June 2016: £168 million) as certain

intangible assets are now fully amortised.

Restructuring costs

Restructuring costs increased to £321 million and comprised severance costs relating to the Simplification
programme, the rationalisation of the non-branch property portfolio, the integration of MBNA and the work on

implementing the
ring-fencing requirements.
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2016
£m

176
251
427
(146)
281
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GROUP PROFIT RECONCILIATIONS (continued)

Payment protection insurance (PPI)

There was a charge of £700 million charge for PPI (half-year to 30 June 2016: £nil) reflecting current claim levels,
which remain above the Group’s previous provision assumption. The additional provision will now cover reactive
claims of around 9,000 per week through to the end of August 2019.

Other conduct provisions

Other conduct provisions of £540 million (half-year to 30 June 2016: £460 million) cover a number of items including
packaged bank accounts and arrears handling. Following a review of the Group’s arrears handling activities, the Group
has put in place a number of actions to improve further its handling of customers in these areas and the Group is
reimbursing mortgage arrears fees. The Group is also currently undertaking a review of the HBOS Reading fraud and
is in the process of paying compensation to the victims of the fraud for economic losses, ex-gratia payments and
awards for distress and inconvenience. A provision of £100 million was taken and reflects the estimated compensation
costs for HBOS Reading.

Page 9 of 89
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DIVISIONAL RESULTS

RETAIL

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

Progress against strategic initiatives

Creating the best customer experience

-Announced a new approach to overdrafts that is simple, clear and puts customers in control.

-Largest UK digital bank with nearly 13 million active online users including over 8.5 million mobile users.

_For the third year running, Lloyds Bank’s mobile banking app has been independently ranked number one in the UK
for functionality.

Implemented click to call technology enabling customers to contact the call centre from the Group’s Mobile App
without the need for additional ID verification for the majority of transactions.

36 per cent increase in customers receiving their mortgage offer in less than 14 days, with some offers completed in
two working days.

Around 90 per cent of new branch savings accounts opened in less than 30 minutes using new digital process, with
appointment times halved.

-Retail complaint volumes (excluding PPI) were down 24 per cent in the year to date versus the same period in 2016.
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Becoming simpler and more efficient

Continued investment in new distribution technology; iPads introduced in more than 1,800 branches and used for
over 5 million transactions since going live.

‘Maintained the UK’s largest branch network with a 21 per cent market share, despite a small number of branch
closures.

Improving accessibility in rural areas by increasing the number of mobile branches to 20, with further increases
planned in the second half of the year.

Delivering sustainable growth

_Continued the Group’s commitment to support first-time buyers, with more than £5 billion lent so far in 2017, on
track to meet the target of £10 billion in the year.

-On track to exceed the Group’s commitment on start-up businesses with over 63,000 supported in 2017 to date.

Financial performance

Underlying profit increased 3 per cent to £1,598 million with improved net interest margin and further cost
reductions more than offsetting continued pressure on sources of other income.

Net interest income increased 1 per cent reflecting a 6 basis point improvement in net interest margin partly offset by
a reduction in interest-earning banking assets.

-Other income was 15 per cent lower than the first half of 2016, driven by changing customer needs.

Operating costs decreased 3 per cent to £2,077 million, driven by further efficiency savings which have more
than covered increased investment in the business.

Impairment charge decreased 14 per cent to £139 million, benefiting from higher unsecured debt sales and a benign
credit environment. Underlying credit quality remains stable.
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Loans and advances to customers fell 1 per cent to £295.8 billion. Open book mortgage balances at 30 June were
broadly stable compared to the end of 2016 after reflecting the reacquisition of £1.7 billion of mortgages from TSB in
the second quarter.

-Customer deposits decreased 1 per cent to £269.4 billion, driven by the continued reduction in tactical balances.

-Risk-weighted assets have remained broadly flat at £55.3 billion.

Page 10 of 89
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LLOYDS BANKING GROUP PLC

Performance summary

Half-year Half-year Half-year
to 30 June to 30 June to 31 Dec
2017 2016 Change 2016
£m £m %0 £m
Net interest income 3,337 3,296 1 3,201
Other income 477 558 (15) 495
Total income 3,814 3,854 (1) 3,696
Operating lease depreciation - - -
Net income 3,814 3,854 (1) 3,696
Operating costs (2,077) 2,144) 3 (2,030)
Impairment (139) (162) 14 211)
Underlying profit 1,598 1,548 3 1,455
Banking net interest margin 2.29% 2.23% 6bp 2.16%
Average interest-earning banking assets  £297.3bn £305.0bn (3) £300.4bn
Asset quality ratio 0.09 % 0.11% 2)bp 0.14%
Impaired loans as % of closing advances 1.5% 1.4% 0.Ipp 1.5%
Return on risk-weighted assets 5.83% 5.70% 13bp 521%
At 30 June At 31 Dec
2017 2016 Change
£bn £bn %0
Loans and advances excluding closed portfolios 270.6 271.0 -
Closed portfolios 25.2 26.7 (6)
Loans and advances to customers 295.8 297.7 (1)
Relationship balances 254.9 253.8
Tactical balances 14.5 17.2 (16)
Customer deposits 269.4 271.0 (1)
Risk-weighted assets 55.3 55.2 -
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COMMERCIAL BANKING

Commercial Banking has a client-led, low risk, capital efficient strategy, helping UK-based clients and international
clients with a link to the UK. Through its four client facing divisions — SME, Mid Markets, Global Corporates and
Financial Institutions — it provides clients with a range of products and services such as lending, transactional banking,
working capital management, risk management, debt capital markets services, as well as access to private equity
through Lloyds Development Capital.

Progress against strategic initiatives

Commercial Banking continues to meet its strategic objective of improving returns on risk-weighted assets. In the first
half of 2017, Commercial Banking has delivered a return of 3.11 per cent significantly outperforming the commitment
of 2.40 per cent for 2017.

Creating the best customer experience

-Awarded Business Bank of the Year at the FDs’ Excellence Awards for the 13th consecutive year.
_Helping Britain prosper globally through its newly launched International Trade Portal which provides clients with

access to 110,000 importers, 30,000 suppliers, 25,000 market reports, 20,000 trade shows and live tenders.

Becoming simpler and more efficient

_Continue to improve the end-to-end journey for clients by significantly improving the way SMEs open an account
with approximately 50 per cent of SME account openings in 2017 using the new digital signature tool.

Increased digital capability; clients can now simply and quickly place, review and renew their online deposits 24

“hours a day which has improved client experiences.

Delivering sustainable growth

_Participated in over £3.6 billion of financing in the first half of 2017 to support UK government infrastructure
projects.
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On track to exceed the annual £1 billion Helping Britain Prosper funding commitment for manufacturing businesses
-in each year since the commitment was made in 2014. The cumulative target of £4 billion over four years has been
met in the first half of the year, six months ahead of schedule.

Financial performance

-Underlying profit increased 16 per cent to £1,437 million.

Return on risk-weighted assets increased to 3.11 per cent, up 69 basis points, demonstrating the continued progress in
delivering sustainable returns.

-Income growth of 10 per cent to £2,525 million with strong growth in Mid Markets and Global Corporates.

‘Net interest income up 9 per cent to £1,425 million, supported by disciplined deposit pricing and expanded asset
margins due to reduced funding costs. Net interest margin improved by 27 basis points.

Other income up 12 per cent led by good franchise growth including support given to Mid Market and Global
-Corporate clients with a number of significant refinancing and hedging transactions. Growth in LDC driven by
successful equity exits.

-Operating lease depreciation reduced due to accelerated charges in the prior year on certain leasing assets.

Operating costs up 2 per cent due to continued investment in the business including simplifying the end-to-end
customer journey. Disciplined management of staff-related costs has supported positive operating jaws of 10 per cent.

Impairment charge of £13 million reflects effective credit risk management and the continued low interest rate
environment. Asset quality ratio remains low at 0.02 per cent.

_Loans and advances fell 4 per cent to £95.9 billion mainly due to reductions in Global Corporates. Lending growth in
SME has remained at above market growth levels.

_Deposits increased by 5 per cent to £138.8 billion. Strong momentum in attracting high quality transactional banking
deposits across the franchise that continues to support the balance sheet strength of the Group.

Continued active portfolio management with risk-weighted assets decreasing £5.2 billion, driven primarily by the

reduction in loans and advances.
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Performance summary

Half-year Half-year Half-year
to 30 June to 30 June to 31 Dec
2017 2016 Change 2016 Change
£m £m %0 £m Yo
Net interest income 1,425 1,306 9 1,429 -
Other income 1,100 982 12 1,005 9
Total income 2,525 2,288 10 2,434 4
Operating lease depreciation (18) (52) 65 (53) 66
Net income 2,507 2,236 12 2,381 5
Operating costs (1,057) (1,035) (2 (1,098) 4
Impairment (charge) release 13) 35 (28] 75
Underlying profit 1,437 1,236 16 1,232 17
Banking net interest margin 3.45% 3.18% 27bp  3.33% 12bp
Average interest-earning banking assets  £84.9bn  £88.1bn  (4) £89.0bn (5)
Asset quality ratio 0.02% (0.06)%  8bp 0.10% (8)bp
Impaired loans as % of closing advances 2.0% 2.3% 0.3)pp 2.2% (0.2)pp
Return on risk-weighted assets 3.11% 2.42% 69bp  2.46% 65bp
At 30 June At 31 Dec
2017 2016 Change
£bn £bn %o
Loans and advances to customers 95.9 100.4 4)
Customer deposits 138.8 132.6 5
Risk-weighted assets 90.8 96.0 (5)
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CONSUMER FINANCE

Consumer Finance comprises the Group’s consumer lending products, including motor finance, credit cards (including
MBNA), unsecured personal loans and its European consumer business. Its aim is to deliver sustainable growth,
within a prudent risk appetite in these markets through its multi-brand, multi-channel distribution model.

Progress against strategic initiatives

The division continues to make significant progress against its strategic objectives, and in June, successfully
completed the acquisition of the MBNA credit card business from Bank of America. The acquisition consolidates the
Group’s position as Britain’s largest credit card issuer. Customer assets have grown by £11 billion since the start of the
year, primarily driven by £7.9 billion related to MBNA and continued organic growth.

Creating the best customer experience

Consumer Cards customer complaints reduced 25 per cent year-on-year, despite continued portfolio growth, as
customer concerns are addressed and fixed.

‘Black Horse completed the first phase of its new digital platform. This enables dealers to clearly present information
to customers and submit applications via a tablet.

Lex Autolease launched a new website for both business and personal customers, improving access from mobile
devices.

Loans introduced upfront eligibility checking for existing current account customers, and extended the Halifax offer
beyond existing customers.

Becoming simpler and more efficient

Black Horse has simplified the process for new customers through the introduction of welcome videos and the
issuance of contract information digitally.
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Lex Autolease has re-platformed its IT infrastructure, improving IT resilience and doubling performance
speed.

‘Bank of Scotland Germany has replaced its IT system with a modular digital platform that the Group believes will
result in an IT cost reduction of .30 per cent over a five year period.

Delivering sustainable growth

Consumer Finance continues to closely monitor the economic environment to maintain performance within its
prudent risk appetite.

Continue to tighten lending criteria with increased conservatism in residual risk
management.

_Lex Autolease has achieved its five year ambition to grow the fleet by 100,000 vehicles, cementing its position as the
UK’s leading motor vehicle leasing company.

Financial performance

_Underlying profit at £759 million was up 10 per cent (6 per cent excluding MBNA), mainly driven by higher income
and lower impairments. Return on risk-weighted assets remained strong at 4.36 per cent.

-Net interest income at £1,041 million was up 5 per cent from strong asset growth.

Other income was up 15 per cent at £755 million, with continued fleet growth in Lex Autolease. This increase was
partly offset by growth in associated operating lease depreciation.

-Operating costs fell by 1 per cent to £463 million through continued underlying efficiency savings.

Impairment charge down 2 per cent at £125 million due to debt sales more than offsetting portfolio growth.
Underlying asset quality ratio was broadly flat at 1.30 per cent.

UK customer assets were up 30 per cent since December 2016, reflecting the acquisition of MBNA and continued
growth in Black Horse, in particular through the partnership with Jaguar Land Rover.
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Customer deposits were down 10 per cent since December 2016 to £7.1 billion, in line with the Group’s deposit
strategy.
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Performance summary

Half-year Half-year Half-year

to 30 June to 30 June to 31 Dec

2017! 2016 Change 2016 Change

£m £m %0 £m %
Net interest income 1,041 994 5 947 10
Other income 755 658 15 680 11
Total income 1,796 1,652 9 1,627 10
Operating lease depreciation (449) (368) (22) 407) (10)
Net income 1,347 1,284 5 1,220 10
Operating costs (463) (466) 1 473) 2
Impairment (125) (128) 2 (154) 19
Underlying profit 759 690 10 593 28
Banking net interest margin 5.58% 6.27% (69)bp 5.52% 6bp
Average interest-earning banking assets £37.9bn  £32.9bn 15 £349bn 9
Asset quality ratio 0.67 % 0.79% (12)bp 0.88% (21)bp
Impaired loans as % of closing advances 1.8% 2.3% 0.5)pp 2.1% (0.3)pp
Return on risk-weighted assets 4.36 % 4.47% (11)bp 3.73% 63bp

Includes MBNA with effect from 1 June 2017 (total income £63 million; operating costs £21 million; impairment
£14 million).

At 30 June At 31 Dec

2017 2016 Change

£bn £bn %
Loans and advances to customers 45.4 35.1 29
Operating lease assets 4.6 4.1 12
Total customer assets 50.0 39.2 28
Of which UK 42.7 32.8 30
Customer deposits 7.1 7.9 (10)
Risk-weighted assets 40.0 32.1 25
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INSURANCE

The Insurance division is committed to providing a range of trusted, value for money protection, general insurance,
pension and investment products to meet the needs of its customers. Scottish Widows, with customer funds under
management of £124 billion, together with the general insurance business help around 9 million customers to protect
what they value most and to plan financially for the future.

Progress against strategic initiatives

The Group continues to invest in developing the Insurance business and seeks to grow in areas where it has
competitive advantage and is underrepresented, for the benefit of both customers and shareholders.

Creating the best customer experience

‘Awarded ‘Pension Firm of the Year’ (FDs’ Excellence Awards), ‘Pensions Provider of the Year’ (Pensions Age Awards)
and ‘Risk Reduction Provider of the Year’ (UK Pensions Awards).

Helped almost 10,000 protection customers at the most difficult and challenging times of their lives. An improved
customer claim journey means that the percentage of new protection claims paid is one of the highest in the industry.

Becoming simpler and more efficient

More than 40 per cent of corporate pension schemes are now using the digital service for employers, which
has significantly reduced processing times.

Launched a digital service for employees with workplace pensions enabling individuals to view their pension value
and contribution history, update personal details and access educational material on pension basics.

Delivering sustainable growth

32



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

Collaborated with Commercial Banking to source lower risk, long-maturity assets to match growing annuitant
liabilities, providing finance to support two major UK infrastructure projects.

Annualised payments to annuity customers in retirement have reached £1 billion, reflecting robust growth in this
business.

-Sums assured under Scottish Widows Protect have almost doubled to £4.7 billion since the end of 2016.

_Continuing the progress made in 2016, five further bulk annuity transactions were successfully completed in the first
half of 2017.

Corporate pension, planning and retirement funds under management increased by 8 per cent to £38 billion reflecting
net inflows and positive market movements.

-Longstanding life, pensions and investment (LP&I) funds under management remains stable.

Financial performance

_Underlying profit decreased by 9 per cent to £408 million as a result of lower bulk annuity transactions and increased
investment costs in the first half of 2017. Compared to the second half of 2016, underlying profit grew by 4 per cent.

Life and pensions sales increased by 4 per cent reflecting growth in corporate pensions, planning and retirement and
protection. Excluding bulk annuity deals, sales increased by 25 per cent.

General insurance underwritten new business household premiums have increased by 3 per cent, driven by the new
-flexible online offering launched in 2016. However, total underwritten premiums have decreased by 13 per cent,
reflecting the continued competitiveness of the household market and the run off of legacy products.

Costs increased to £414 million reflecting higher investment expenditure with business as usual costs remaining
broadly flat.

Capital

_Paid an interim dividend of £75 million to the Group in July 2017, bringing total dividends paid since the formation
of the Group in 2009, to £7.2 billion.
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The estimated post interim dividend Solvency II ratio of 152 per cent (31 December 2016 post dividend position:
-147 per cent) represents the shareholder view of Solvency II surplus. The increase in the ratio primarily reflects
in year earnings and favourable market volatility, partly offset by capital invested in new business.
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LLOYDS BANKING GROUP PLC

Performance summary

Half-year Half-year

to 30 June to 30 June

2017

£m
Net interest income (50)
Other income 872
Total income 822
Operating costs 414)
Underlying profit 408
Life and pensions sales (PVNBP)! 4,984
New business income 153

General insurance underwritten new GWP2 38
General insurance underwritten total GWP2 370
General insurance combined ratio 88%
Solvency II ratio3 152%

1 Present value of new business premiums.
2Gross written premiums.

2016
£m

(80)
921
841
(395)
446

4,791
222
37
424
89%
144%

Change 2016

%

38
&)
2)
)
@)

€29
(13)

(1)pp
8pp

Half-year
to 31 Dec
Change
£m %0
(66) 24
834 5
768 7
(377) (10)
391 4
4,128 21
159 4)
38 -
409 (10)
85% 3pp
147% Spp

3On a post dividend shareholder basis. The equivalent regulatory view of the ratio (including With Profits funds) is

147 per cent at 30 June 2017 (31 December 2016: 143 per cent).

Income by product group

Half-year to 30 June 2017 Half-year to 30 June 2016
New

98
53
91
20
227

New Existing
business business Total
income income
£m £m
Corporate pensions 50 48
Bulk annuities 40 13
Planning and retirement 46 45
Protection 10 10
Longstanding LP&I 7 220
153 336

Life and pensions experience and other items
General insurance
NII and free asset return

489
191
157
15)

income income

£m £m

69
84
58
8

3
222

(10)

Existing Half-year
business business Total to 31 Dec
income income 2016
£m £m £m
52 121 106
6 90 47
47 105 99
9 17 19
223 226 223
337 559 494
124 99
168 186

(1D
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Total income 822 841 768

Presentation of 2016 income by product group restated to be aligned with 2017 proposition groupings.
New business income has decreased by £69 million to £153 million, driven by the timing of bulk annuity transactions

and lower income from corporate pensions and planning and retirement. Existing business income is broadly flat.
Compared to the second half of 2016, new business income is stable.

Experience and other items contributed a net benefit of £191 million (2016: £124 million). This included £170 million
from the addition of a new death benefit to certain legacy pension contracts, aligning terms with other similar
products. An equivalent benefit of £184 million in the first half of 2016 was partly