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For over 325 years

we have supported
Britain, helping people
and businesses

invest and grow.
Today is no different.

Our purpose-driven strategy is focused on supporting the
needs of our customers, colleagues and communities,
whilst delivering long-term, sustainable returns and
creating value for our shareholders.

As the UK's largest digital bank, with 27 million customers
and 2.2 million shareholders, we're looking to create a
more sustainable and inclusive future for people and
businesses, shaping finance as a force for good.

Our purpose is
J Britain
oo

See inside cover p




...it’'s what drives us,
what makes us different
and defines how we

oly grow for...

Our purpose-driven
business model and
financial strength
allow us to create

new opportunities

and propositions for
our customers, whilst
supporting them when
they need it most.

omers

27m

customers
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Read more 71

on how we're supporting
customers through the cost
of living crisis.

We have 2.2 million shareholders,
including a significant majority of
our employees. In 2023, the Board
recommended a total ordinary
dividend of 2.76 pence per share
and a further share buyback of up
to £2.0 billion.

£3.8bn

returned to shareholders for 2023

Our colleagues are
fundamental to the success

of the Group and our future
transformation. We will
continue to build a fully
inclusive organisation that is
representative of modern-day
Britain, where differences are
embraced and everyone can
reach their potential.

66,000

colleagues

igues


https://www.lloydsbankinggroup.com/who-we-are/responsible-business/cost-of-living.html
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We support businesses of all
sizes, helping them finance their
ambitions and grow. We also
provide targeted support to help
them navigate challenging
times, particularly those clients
who may be atrisk of falling into
financial difficulty.

c.600,000

businesses proactively contacted
to offer support

We play an active rolein
supporting communities, across
the UK. This includes support

for community groups and
organisations; donations to

our independent Foundations;
colleague volunteering; and
fundraising for local charities.

£120m

donated to our charitable Foundations
since 2018 to help address complex social
issues and opportunities

Read more 71
on our commitment

to reduce our supply
chain emissions.

lators &
rnment

Our 2,600 suppliers are integral
to how we fulfil our customers’
needs. We're working
collaboratively with them
toreduce the Group'’s supply
chain emissions.

c.80%

of supply chain emissions now
assessed against our Emerald
Standard on supplier sustainability

We continually engage with our
regulators and other government
authorities to ensure the Group
supports and delivers in line with
currentand developing regulation
and legislation. The Group is
proud to be one of the UK's largest
tax payers, helping finance

public services.

£4.4bn

of cash taxes paid to the
UK Government in 2023


https://www.lloydsbankinggroup.com/assets/pdfs/investors/financial-performance/lloyds-banking-group-plc/2023/q4/2023-lbg-sustainability-report.pdf
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Our reporting

Our reporting network is
designed to facilitate better
communication to a range
of stakeholders.

Our annual report and accounts provides
disclosures relating to our strategic,
financial, operational, environmental

and social performance and provides
detail on our strategy.

It also contains forward-looking
statements relating to the Group's future
financial condition, performance, results,
strategic initiatives and objectives.

Our wider reporting suite provides
supplementary information and
disclosures, including our sustainability
report. These are available online, and
referenced throughout this report.

To access more content on a mobile device,
point your camera at the QR codes seen
throughout this report.

wm  See our full reporting suite

on the Investors page 71
of our website.

The 2023 annual report and accounts
incorporates the strategic report and the
consolidated financial statements, both
of which have been approved by the
Board of directors.

On behalf of the Board

@%'\W

Sir Robin Budenberg
Chair, Lioyds Banking Group plc
21 February 2024
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Chair’s statement

Helping Britain
Prosper provides
us with agreat
opportunity f
future succes:

Overview

As a financial services provider with more than 27 million
customers, we have a financial relationship with over half of all
adults in the UK and a strong presence in communities around
the country. We play an integral role in the UK financial system
and are in a unique position to deliver on our purpose of Helping
Britain Prosper, whilst delivering long-term, sustainable returns for
our shareholders. During 2023, our purpose has been more visible
in our actions than ever before. We remain focused on helping
people and businesses finance their ambitions and grow whilst
proactively supporting our customers, colleagues and society

to navigate the current environment.

Shareholder returns

Generating strong and sustainable earnings in the long-term is
imperative. We have made good progress on our strategy, whilst
continuing to deliver a robust financial performance in 2023.

We continue to feel that our share price does not fully reflect

the financial performance and outlook of the Group.

The Board recognises the importance of returns for our shareholders
both through share price appreciation and capital returns. | am
pleased to announce that the Board has recommended a total
ordinary dividend of 2.76 pence per share for 2023, an increase

of 15 per cent on 2022, in line with our progressive and sustainable
dividend policy. The Board has also announced its intention to
implement an ordinary share buyback of up to £2.0 billion in 2024.
Implementation of the buyback helps us grow dividend per share
in future periods. Based on the total ordinary dividend and the
intended ordinary share buyback, the total capital return for 2023
equates to £3.8 billion. The mix of capital return between dividends
and buybacks aims to meet the needs of all shareholders.

Our purpose and strategy

While the external environment remains uncertain, our ambitious
strategy announced in February 2022 remains the right one,
underpinned by a strengthened connection between our
strategic goals, clear financial targets, purpose and culture.

I am pleased with the Group's strategic achievements in 2023.
Our purpose of Helping Britain Prosper means addressing social
issues impacting our customers, investing in regional productivity
and creating long-term, sustainable growth for the country.
Building an inclusive and sustainable future is at the heart of this.

While more progress needs to be made on the transition

to net zero, our progress will create significant opportunities

for the Group, enabling us to share the benefits with all of our
stakeholders. During 2023, the Group partnered with the charity
Crisis to call for one million more social homes to be built over
the next decade. Safe, affordable and sustainable homes are a
fundamental human need and an important part of supporting
the transition in a way that is fair and inclusive.
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Our culture

Throughout 2023, the Board has listened to our people to better
understand how it feels to work for the Group, the role our culture
plays and what improvements could be made. While we have
seen a drop across some of our employee engagement metrics
in 2023, reflecting uncertainty created by our transformation,
there continues to be positive feedback about the Group’s
culture, with our colleagues feeling the Group is inclusive, safe
and respectful.

We were pleased to be the first FTSE 100 company to set targets
to increase both gender and ethnic diversity at senior levels and
we maintain our commitment to these stretching targets. In 2023,
the Group also announced an additional target, to double the
representation of senior colleagues with disabilities, the first
public commitment of its kind to be launched by a UK bank.

Directors

I' would like to thank Alan Dickinson and Lord Lupton, who will

both retire at the 2024 annual general meeting, for the significant
contributions that they have made over many years. | am pleased
to report that Nathan Bostock will be appointed as a non-
executive director of the Group and, subject to regulatory
approval, Chair of Lloyds Bank Corporate Markets plc, in each
case with effect from 1 August 2024. Read more on Board changes
on page 72.

We aim to ensure that the composition of the Board represents
a diverse mix of experiences and backgrounds, enhancing the
quality of Board deliberations and decisions. | am pleased to
say that we meet the FTSE Women Leaders and Parker Review
recommendations.

Remuneration

Our approach to remuneration aims to provide a clear link to
delivery of the Group's strategic objectives whilst delivering
higher, more sustainable returns for our shareholders. We have
also carefully considered how best to support our colleagues.
In 2023, we announced a two-year pay proposal for 2024 and
2025 to provide greater certainty to our colleagues. In light of
the immediate cost of living challenges, there has also been an
additional cash award for ¢.44,000 colleagues to support our
most junior colleagues. We believe our reward package is fair
and competitive. More information can be found in the directors’
remuneration report on pages 108 to 132.

Ssummary

I am immensely proud of how Lloyds Banking Group colleagues
have supported our customers and made a positive contribution
across our communities, while setting about the change we
need for our long-term success. | am confident that the Group’s
purpose, customer focus and unique business model, alongside
our continued strategic delivery will ensure the Group can deliver
higher, more sustainable returns for our shareholders, alongside
serving the interests of our broader stakeholders.

et Wﬁ

P sir Robin Budenberg,
Chair




Governance in action

Overview

Effective stakeholder engagement is fundamental to good
governance. Stakeholder engagement takes place at all levels
within the Group and is an important part of how we are
delivering on our purpose of Helping Britain Prosper. The Board
continues to engage both directly and indirectly with many of
its stakeholders. This engagement helps to provide a better
understanding of stakeholders’ points of view and the impact
the Group has on their day-to-day lives. Read more about

the engagement of Board members with stakeholders on
pages 82 and 83.

yodai oiBe1pnS

The Board requires stakeholder implications to be considered

Section 172(1)
statement

by senior management in all proposals submitted to the Board =
from across the Group, both within the papers and as part of g
the accompanying presentations. 2
Senior management routinely provides the Board with details g
of stakeholder interaction and feedback through their regular @
business updates and in their interactions both inside and This section (pages 03 to 05) is our Section 172(1) statement for
outside of the board room. Managing stakeholder interests the purposes of the Companies Act 2006 (the Act), describing
also forms a key part of the Board's delegation of the day-to- how the directors have had regard to the matters set out in
day management of the business to senior management. section172(1) (a) to (f) of the Act when performing their duty to

promote the success of the Company under section 172. Further
Throughout 2023 the Board's key stakeholders remained the detail on key stakeholder interaction is also contained within the
same as they were in 2022. directors’ report on pages 82 to 83. A

o

Key Board discussions and decisions The directors remain mindful in gll the'ir'deliberotions of the g

long-term consequences of their decisions, as well as the o)
Stakeholder key: importance of the Group maintaining a reputation for high §
_— W M - standards of business conduct and the Board engaging with,
L Customers &clients @ Communities & environment and taking account of the views of, key stakeholders.
@) Shareholders @ Suppliers The five key Board decisions outlined in this section (cost of living,
Oo e Ao Consumer Duty, Senior Independent Director appointment, the
R Colleagues O[O Regulators &government Tusker acquisition and environmental sustainability) evidence

how the Board is engaged in key decisions.

° ® The Group's support to customers and clients has been driven
cost o I I e by our purpose of Helping Britain Prosper and has evolved as
' e the Board and the Group have sought to better understand the
; -,"? A varying impacts of the rise in the cost of living. The support
o provided included the offer of interest free overdraft facilities in
- certain circumstances, facilitating specialist third party support
and forbearance options.

Stakeholderimpact:

A G

The Board was keen that particular support be provided to our
: mortgage, business and corporate clients. There has been a
1 number of tailored means of assistance developed accordingly,
I B ) ) i " . with the understanding that the right support will help these
The oSt ofl}mg, including high levels of inflation and hlgher customers become more financially resilient in the long-term,
interest rates, wa { Akey area of concern for many customgrs, clients \\hichis good for the business. This included the Group’s
and colleagues dliring 2023. The Board continued to consider the participation in the Government-led Mortgage Charter,

Impacts upon thei stakeholdgrs digiuding the impacts on the a sector-wide initiative to support those struggling with

Group's mortgag stomersiandclients with lending facilities and mortgage repayments
the action being takento provide them with the necessary support. :

The Board was also very aware of the feedback from colleagues
on the impact of the current cost of living pressures on their
personal finances. In order to provide colleagues with greater
certainty while the economic environment remains uncertain, the
Board was pleased to support the Group’s commitment to a two
year pay deal. This provided guaranteed minimum pay awards in
2024 and 2025 for the majority of our colleagues. In addition, we
had a particular focus on colleagues in more junior roles who also
received a further ad hoc cash award in December 2023.

The Board will continue to monitor the challenges which the rising
cost of living causes our stakeholders as the Group continues

to work with our regulators and our peers to ensure the most
appropriate support can be provided to customers, clients

and colleagues.

o
Q
I
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@
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3
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Governance in action continued

Consumer
Duty

Stakeholderimpact

3 © Lo

The Board and its Board Risk Committee supported the Group
in working towards the introduction in July 2028 of the Financial
Conduct Authority’s (FCA) new Consumer Duty requirements.
In doing so, the Board acknowledged the strong alignment
between the Group’s purpose, values and existing customer-
centric approach and the regulator’s ambition to assist
customers in achieving their financial objectives, while
preventing customer harm.

The Board received several updates during the year on
progress with meeting the regulator’s requirements. This
included reviewing the regulator’s feedback and the steps
taken by senior management in fully embedding the
approach and ensuring improved customer outcomes.

The Board was mindful of the scale of the programme of

work and the resulting risks to delivery and considered the
approach to potential actions to mitigate those risks. The
Board was pleased with the Group’s successful delivery of the
initial stages of the programme. The Board also considered
the approach the Group would take as the programme moves
into its second implementation period ending in July 2024 and
also the approach which would be taken to ensure that focus
remains strong in this area as it transitions into ‘business as
usual’, which will be supported by the Group’s strong focus on
purpose. The Board will continue to be updated on progress
prior to July 2024.

04 LloydsBanking Group plc Annual Report and Accounts 2023

Senior
Independent
Director

appointment

Stakeholderimpact

R ® 8o

The Board started a search for a successor to Alan Dickinson in the
role of Senior Independent Director in early 2023. In doing so the
Board was mindful of its obligations to, and the needs of, the Group’s
external stakeholders and its ambitions to build an organisation truly
driven by Helping Britain Prosper when making the decision for this
important role.

The appointment process was led by the Chair, with input from

the wider Board and the support of the Board’s Nomination and
Governance Committee. The suitability of candidates was
considered against agreed criteria, including the range of skills and
prior related experience potential candidates would bring. A final
recommendation was then made to the Board for its agreement.

After an extensive review of both external and internal candidates,
the decision was made for Cathy Turner to succeed Alan Dickinson
in the role of Senior Independent Director. In doing so the Board
recognised Cathy’s broad ranging executive and non-executive
experience. This included her extensive experience in dealing with
investors and with the sometimes competing interests of a variety
of stakeholder groups.

The Board agreed that Cathy would provide invaluable support
to the Chair and undertake the other aspects of the role to a
high standard.



https://www.lloydsbankinggroup.com/who-we-are/group-overview/directors-and-governance.html

Environmental
sustainability

1odal oiBai0ns

Stakeholderimpact

A G ® X

Building a more sustainable future is a core part of our purpose-
driven strategy and how we are Helping Britain Prosper. It is a key
source of opportunity for the Group as well as risk management.

As such, the Board has considered the importance of the Group's
commitments to net zero, including both our emissions reduction
targets and our role as a member of the Net Zero Banking Alliance.
The Board received regular updates on the progress made in all
areas related to our sustainability ambitions and has provided
valuable challenge as we work towards meeting our commitments.

s)nsaJ |pIoupUl4

within the press The Board is keenly aware of the importance of the Group’s own
release ambitions as we support our customers and our clients through
their transitions to net zero and the vital link this represents to
delivering on the Group's climate ambitions. The Board has therefore
encouraged further action to fully embed climate considerations
into all of the Group's decision making, recognising the breadth of
the action which needs to be taken and the importance of moving
from target setting to action at scale. This recognises that there are
many growth opportunities in helping our customers and clients
transition to a net zero economy, while future-proofing our

balance sheet.

22UDUIBN0D

Tusker
acquisitio

(/RS

The Group's strategy is principally organic
and senior management will always keep
inorganic opportunities which can deliver s
and growth for the Group in strategically co
supporting our purpose. In early 2023 the o
Tusker, a business providing salary sacrifice
ultra-low emission vehicles, was presented

The Board has encouraged clarity in the role that all areas of

the Group will take as we transition to net zero. This has included
ensuring cross-Group capabilities are fully utilised and emphasising
the importance which bold decision making will play. In doing so the
Board recognises the particularly important role which financial
services organisations will take in supporting low carbon ambitions,
including in key areas such as the housing and transport markets.

JusWIsBoUDW 3SIY

The Board is very aware of the challenges and risks to delivering
on our commitments and has considered these throughout the
course of the year. Further detail of the role of the Board in this area
can be found in the report of its Responsible Business Committee
on page 107.

The Group is committed to helping Britain b
sustainable society. The Board therefore co
acquisition would align with the Group's exi
acceptable risk and enable the Group to of
product to its commercial clients to suppo
own transitions to net zero. The acquisition
the Group’s ambitions to achieve its net zer
by 2050 or sooner through promotion of the
ultra-low emission vehicles as well as its grc
financing of electric and plug-in hybrid elec

21018 [PIoUDUIH

From an investor perspective, the Board co
of factors, including how Tusker was positio
projected return on the Group's investment
synergies with the Group's existing business
relationships. Other stakeholder considerat
Group's regulators, with the FCA and Prude
Authority briefed in advance of the transac

The Board was pleased to support the trans

final approval with the acquisition being a
22 February 2023.
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Group Chief Executive’s review

2023 was an important year for our Group. We continued to
o us deliver on our purpose of Helping Britain Prosper, supporting
both our customers and shareholders. We are seeing real

evidence of strategic progress as we transform the business
and have increased confidence in delivering the 2024 and 2026
er ormq nce strategic commitments. Our purpose-driven strategy is helping

people and businesses across the UK finance their ambitions

°® and grow whilst enabling us to build a more sustainable and
inclusive business. This progress has been underpinned by

I n q Chq I Ien continued strategic investment and contributed to a financial
performance that has driven strong capital generation and
increased shareholder distributions.

o
enVI ron men1 The Group delivered a robust financial performance in 2023,

meeting our guidance. Income growth has been supported by
a higher banking net interest margin and good momentum in
underlying other income. We continued to manage costs tightly
despite ongoing inflationary pressures. Asset quality remained
strong. As a result, we delivered strong capital generation,
enabling the Board to recommend a final ordinary dividend of
1.84 pence per share, implying a total dividend for the year of
2.76 pence. This is 15 per cent up year-on-year and in line with
our progressive and sustainable dividend policy. In addition,
the Group has announced a share buyback programme of up
to £2.0 billion. In combination, this is a total capital return of up to
£3.8 billion, or c.14 per cent of the Group’s market capitalisation.

With continued cost of living pressures we know that 2023 was
challenging for many. We were proactive in providing support.
By using data and insights to gain a deeper understanding of
customer needs, we contacted 7.5 million customers and around
600,000 businesses to help with their financial resilience.
Alongside, we contacted more than 15 million deposit customers
to ensure they are aware of their savings options, supported

by our enhanced propositions, including attractive rates and
products. We also recognise the importance of supporting our
colleagues. We have agreed a two-year pay deal and paid an
additional cash award to around 44,000 colleagues. This is
alongside refreshed flexible working policies that balance the
needs of our people and the strategic aims of the Group.

] |

We remain fully focused

on supporting customers,
whilst delivering strong
strategic progress and
sustainable returns, guided
by our purpose of Helping
Britain Prosper.

» Charlie Nunn,
Group Chief Executive

Watch 71 Charlie’s message, as he
reflects on supporting our stakeholders
in 2023 and beyond.
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Robust financial performance,

in line with guidance

Statutory profit after tax was £5.5 billion. The significant
year-on-year increase was because of both robust 2023
performance and in particular a 2022 restatement in line with IFRS
17 accounting changes. Strong net income of £17.9 billion was up

3 per cent, driven by a higher banking net interest margin in line
with guidance and 10 per cent growth in underlying other income,
offset by higher operating lease depreciation. Operating costs of
£9.1 billion increased in line with guidance, reflecting higher
planned strategic investment, severance charges, new
businesses and inflationary pressures. Remediation increased to
£675 million and included a £450 million provision for the potential
impact of the recently announced FCA review into historical motor
finance commission arrangements. This charge includes
estimates for costs and potential redress. There remains
significant uncertainty as to the extent of any misconduct and
customer loss, if any, the nature of any remediation action, if
required, and its timing. Hence the impact could materially differ
from the provision, both higher or lower. We saw strong asset
quality with credit performance across portfolios broadly at or
favourable to pre-pandemic levels. The impairment charge of
£308 million includes a significant write-back and improved
economic assumptions. Excluding these the asset quality ratio
was 29 basis points, still in line with our guidance.

The Group's balance sheet was resilient in the face of a
challenging operating environment. Excluding the impact

of securitisations, loans and advances were flat. Within the
mortgage book strong customer retention in fixed products was
more than offset by continued roll-off from reversionary products.

A 4

Our strong
commitment

to sustainability

Lloyds Banking Group is committed to Helping
Britain Prosper by identifying profitable solutions
to building a more inclusive and sustainable
future for people and businesses in the UK.

We believe that focusing on our purpose and
doing right by our customers, colleagues and
communities will help us identify new areas of
growth, build a more resilient and profitable
business and deliver higher, more sustainable
returns for shareholders.

There was also growth in unsecured Retail lending and Motor
Finance. The Group saw growth of over 12 per cent in assets
under administration within Insurance, Pensions and Investments,
including £5.1 billion of net new money. Customer deposits
decreased £3.9 billion to £471.4 billion, although were largely
stable in the second half of the year. Retail deposits were down
£2.4 billion, which included an £11.3 billion reduction in Retail
current accounts, and a £12.4 billion increase in Retail savings
balances supported by an enhanced savings proposition and
proactive customer communications. In Commercial Banking,
deposits were 1 per cent lower at £162.8 billion, reflecting targeted
growth in Corporate and Institutional Banking offset by

a reduction in Small and Medium Businesses.

Delivery of our purpose-driven strategy

We have a clear strategic vision to become a customer-focused
digital leader and integrated financial services provider able to
capitalise on new opportunities at scale. Our strategy is purpose-
driven, with a clear focus on areas where we can profitably grow
and make the greatest impact in Helping Britain Prosper in a
sustainable and inclusive way. We believe our day-to-day
business activities that are helping customers finance their
ambitions and growth are underpinned by our purpose. In that
context, we also have particular initiatives that highlight the
alignment of purpose and strategy.

In 2023, we launched a partnership with Crisis, the national charity
for people experiencing homelessness. This is a hugely important
cause for us given our business focus and unique ability to enact
change. We have launched a cross-industry initiative to back our
joint call for 1 million additional social and affordable homes.
Since 2018 we have supported more than £17 billion of new
funding to the social housing sector, including £2.7 billion in 2023.
We are also aware of the importance of creating a fully inclusive
organisation within our Group that is representative of modern-
day Britain. We have pledged to double the representation of
senior colleagues with disabilities by 2025, in addition to our
existing significant commitments on gender and race.

Key examples on our
social and environmental
progress have been
highlighted throughout
this report with more
detailed information

in our supplementary

sustainability report 71
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Group Chief Executive’s review continued

In December, | joined global businesses and policy makers at

COP 28 to discuss how to accelerate the environmental transition.

Reaching net zero relies on government, industry and society
acting together with certainty, pace and focus. We are realistic
that insufficient progress in policy commitments will limit the
Group's ability to achieve the net zero ambitions to which we
remain committed.

We have made significant headway on our sustainability
agenda in 2023, in particular exceeding our target for £15 billion
of sustainable financing within our Corporate and Institutional
Banking franchise, originally set for the end of 2024. We are
continuing to challenge ourselves and have set a new
Commercial Banking target of £30 billion of sustainable financing
for 2024 to 2026, which will take the cumulative total within the
division to £45 billion by 2026. This is alongside new emissions
reduction targets for Commercial and Residential Real Estate,
Road Passenger Transport and Agriculture lending.

Within our Retail business we have continued to support
customers in reducing their emissions by growing our low carbon
transport business through the acquisition of Tusker. We now
finance 1in 8 ultra low emission vehicles on UK roads. We have
also launched a solar panel proposition with Effective Home to
expand our home retrofitting ecosystem.

Our
performance

Robust financial performance with
continued business momentum and
good strategic progress.

£5.5bn

Statutory profit after tax,
up 41per cent vs 2022

£3.8bn

Total capital return including an
ordinary dividend of 2.76 pence

We increasingly recognise the need to expand our sustainability
strategy to broader environmental goals and have launched our
first pledge to halt and reverse nature losses in our own green
spaces. Overall, our sustainability strategy represents a
significant strategic and commercial opportunity, consistent
with our purpose.

Stepping back, in the context of a fast changing external
environment, it is clear that our purpose-driven strategy remains
the right one. By focusing on Helping Britain Prosper we can
deliver our strategic goals and produce higher, more sustainable
returns to the benefit of all of our stakeholders. To achieve this,
we are investing significantly in the transformation of the
business. In February 2022 we committed to £3 billion of
incremental investment in the three years to 2024 and

£4 billion to 2026.

During 2023, the Group invested a further £1.3 billion as part of this
plan and delivered tangible growth and cost outcomes that leave
us well placed to meet our 2024 and 2026 financial commitments.
We have started to demonstrate this successful execution to the
market with two strategic seminars last year and two further
seminars planned in the first half of 2024 as we continue to build
confidence around our progress.

15.8%

Return on tangible equity,
above guidance

40.1%

Women in senior roles, up
2.4pp vs year end 2021

per share, up 15 per cent vs 2022

Alternative performance measures

To supplement our statutory results, we use a
number of alternative performance measures.
Unless otherwise stated, commentary within the
strategic report is given on an underlying basis.
Further information is set out on page 67 of the
annual report and accounts.
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68.2pts

All-channel net promoter
score, up 0.8 points vs 2022

21.5m

Digitally active users,
up 9 per cent vs 2022



Driving revenue growth and diversification

Around two-thirds of our strategic investment is weighted towards
growth and our ambition to generate ¢.£0.7 billion of additional
revenues by 2024 and c.£1.5 billion by 2026. The Consumer
business will deliver approximately 30 per cent of these
incremental revenues and, as shown in the seminar in October,
we are making strong progress in deepening and innovating
within this business. We are the UK's largest digital bank, and now
have 21.5 million digitally active users, up 17 per cent since 2021
and significantly exceeding our 2024 target of more than 10 per
cent growth. This creates significant opportunities to deepen our
customer relationships using data and insights. For example, we
have personalised our communications to make them more
targeted, with 18 million customers registered for marketing. We
have also launched new propositions such as our mobile-first
home onboarding journey and our home ecosystem, both of
which are improving our retention of customers and our ability
to offer complementary products such as protection insurance.

In 2023 we completed our acquisition of Tusker, a stand-out
business in the salary sacrifice market for predominantly
ultra-low emission vehicles helping us both meet our net zero
ambitions and deliver capability and growth in an area in which
we were underweight. Tusker has already grown its fleet by
around 60 per cent since acquisition.

We have made good progress on our mass affluent business in
2023, launching ‘Lioyds Bank 360’, a mobile-first proposition that
includes a holistic view of wealth, educational materials and
financial coaching. In addition, we launched Ready-Made
Investments, a proposition made possible through Embark, which
we acquired in 2022. The mass affluent customer base continues
to grow, now at more than 2.5 million customers, from just over

2 million at the end of 2021.

From a Commercial Banking perspective we continue to
transform the business to help companies finance their growth
and navigate an increasingly tough environment. Within our
Small and Medium Businesses franchise we have made
significant strides in our multi-year journey to build a front-to-
back digital business, including mobile-first onboarding and
personalised cash flow insights. We are continuing to deliver
targeted growth in our Corporate and Institutional Banking
business through serving additional client needs, particularly

by extending our competitive advantage in transaction banking,
and expanding our institutional footprint. This has helped deliver
more than 20 per cent growth in Corporate and Institutional
Banking underlying other income since full year 2021 as we build
momentum with sustainable and capital efficient growth.

Investing in efficiency and enablers to improve delivery
Strengthening cost and capital efficiency in the context of
growing and diversifying our revenues is crucial. We have guided
to c.£1.2 billion of gross cost savings by 2024, an increase from
the original £1 billion as we look to mitigate inflationary pressures.
In 2026 we are targeting a below 50 per cent costiincome ratio.
We have made strong progress against our 2024 cost saving
target, and have now realised around 60 per cent of the savings.
This has been achieved through continued investment in digital
solutions and improving cost-to-serve by, for example, reducing
our office footprint by more than 20 per cent since the end

of 2021 and optimising our branch footprint. This active cost
management is helping us deliver our guided cost outcomes

at a time of heightened inflationary pressure.

In respect of capital efficiency we have continued to demonstrate
risk-weighted assets discipline and careful balance sheet
management whilst pursuing new growth opportunities through
investments in capital-lite and fee generating business. We are
also reducing the claims on our use of capital, including for
example eliminating our pension deficit, with no further deficit
contributions in this triennial period.

We are investing in maximising the potential of people, technology
and data, the key enablers of our strategy. Investing in the talent,
skills and capabilities needed for long-term growth is critical.

We have made more than 2,500 new hires in technology and
data roles in 2023 and we have completed a senior leadership
development programme centred around the organisational
shifts we need in order to successfully execute our strategy. We
are transforming our change process in the pursuit of increased
efficiency and responsiveness. Since the start of our strategy,

we have decommissioned more than 400 legacy technology
applications and more than doubled the number of APIs we have
created as we continue to migrate onto cloud-based platforms.

In conclusion, our purpose-driven strategy and strong business
model ensures that we can continue to support customers and
achieve our societal and strategic goals whilst delivering against
our financial targets. We are successfully transforming the bank
and will thereby continue to deliver for all of our stakeholders.

Grow with purpose

Our colleagues are fundamental to the delivery of the Group’s
growth strategy which includes our ambition to be a purpose-
driven business.

We recognise our culture is a fundamental enabler. Throughout
the year, we have been further embedding our purpose and
values across the organisation, helping colleagues understand
how our values guide not only the way we work together, but
also how we make decisions.

In 2023, we completed a senior leadership development
programme centred around the organisational shifts we need
to make to Grow with Purpose. 340 leaders were brought
together in sessions throughout the year, and immersed in our
purpose, strategy and behaviours that we need to role model,
setting clear expectations of our senior leadership population.

In driving the change, senior leaders are supported by a
movement of more than 6,300 Catalysts across the business.
These changemakers role model our values and purpose, share
stories and drive improvements by challenging the status quo.

2024 guidance

We are progressing well towards our ambition of generating
higher, more sustainable returns for shareholders and are on
track to achieve our 2024 strategic financial outcomes. Based
on our current macroeconomic assumptions the Group expects:
» Banking net interest margin of greater than 290 basis points
+ Operating costs ¢.£9.3 billion

-« Asset quality ratio of less than 30 basis points

+ Return on tangible equity c.13 per cent

+ Capital generation of ¢.175 basis points

» To pay down to a CETl ratio of ¢.13.5 per cent

2026 guidance

Based on the expected macroeconomic environment
and confidence in our strategy, the Group is maintaining
its medium-term guidance for 2026:

» Costincome ratio of less than 50 per cent

+ Return on tangible equity of greater than 15 per cent

- Capital generation of greater than 200 basis points

The Board continually reviews the appropriate level of ongoing
capital to hold. Based on regulatory, economic and business
considerations, the Group now expects to pay down to

c.13.0 per cent by the end of 2026.

» charlie Nunn,
Group Chief Executive
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Our business model

Helping customers,
colleagues and

communities through

Oour purpose

Helping Britain Prosper
We do this by creating a
more sustainable and
inclusive future for people
and businesses, shaping
finance as a force

nabilities
1S

our vision

Our vision is to be the UK
customer-focused digital
leader and integrated
financial services provider,
capitalising on new
opportunities, at scale.

Our strategy

We will achieve our vision
through our strategic
priorities: Grow, Focus and
Change. Our strategy has
een designed to transform
the business and create

for good. higher, more sustainable
growth and returns.
@] Read more on pages 18 to 27
Ourcom petitive Le.::'ijng UK cutstome_r frt':nl‘:ihise gnique ctlxlstomer froposigonk‘
with deep customer insig erving all our customers’ banking,
quC‘“tages More than 27 million customers, investment and insurance needs in

We have a number of distinct
competitive strengths that
collectively differentiate

our proposition.

with extensive reach across the UK.
Customer data and analysis ensures
we can meet the needs of these
customers more effectively.

Dedicated colleagues with strong values
Highly engaged, customer focused,
diverse workforce with significant expertise
and experience.

Operating at scale with cost discipline
Our scale and efficiency enable us to
operate more effectively.

Focused and capital generative
business model

Allowing significant investment while
returning capital to shareholders.

one place through a comprehensive
product range.

All-channel distribution focus with
digital leadership and trusted brands
Operating through a range of distribution
channels ensures our customers can
interact with us when and how they want.

Financial strength and disciplined risk
management

Strong capital position. Continue to take a
disciplined approach to risk, as reflected
through the quality of our portfolio and
underwriting criteria.

Our values

They are the foundation
of our culture and guide
how our colleagues work
together to deliver our
purpose-driven strategy.

D &

’ -

People-first Bold Inclusive
We listen and We innovate We learn about
care for people and do things and embrace
as individuals. differently to our differences,
better serve and seek
our customers out diverse
and grow with perspectives.
purpose.
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Sustainable
We take
responsibility
for the impact
of our actions
on nature
and Britain's
transition to
net zero.

~
-
Trust
We give each
other the space
and support to
take things on
and see them
through.



Our structure

We have three core business divisions
that have been structured to optimise
synergies and efficiencies to best serve
our customers’ needs.

i\

Read more about our Group structure
and ring-fencing arrangements on
page 87.

Our trusted brands

Our products and services are made
available to our customers through our
trusted brands, which enables us to

address the needs of different customer

segments more effectively.

Read more 71
about each
unique brand.

Our external drivers,
opportunities and risks

We've built our business and

strategy to manage the fluctuations in
our external environment and to adapt
to ever-changing stakeholder needs.

This helps ensure the Group remains
sustainable over the longer term and
can manage opportunities and risks
as they emerge.

iy

Read more on our effective risk
management on pages 39 to 44.

A\

Read more about our external
environment on pages 14 to17.

Lloy ds Insuranc

Banking
Group plc

Commercial
Banking

LLOYDS BANK

mbna Schroders |;

BIRMINGHAM
MIDSHIRES

Citra IWeb

»

LDC¥  AMC

Consumer
relationships

» Current accounts

+ Savings accounts

+ Mass affluent
proposition

Consumer
lending

» Mortgages

- Credit cards
« Personal loans
- Motor finance

Insurance, pensions
and investments

* Home, motor and
protection insurance

- Pensions

« Investments

Small and medium
businesses

Corporate and
institutional banking

+ lending and debt
capital markets

+ Risk management

» Cash liquidity

« Business loans

< Transactional
banking

+ Working capital

S BANK OF

Q SCOTTISH WIDOWS
o SCOTLAND ——

blackhorse ??ﬂ‘ LEX AUTOLEASE

rk>

emb

cavendish
online

Tusker.

We regularly review the associated opportunity and risk implications to ensure
the right choices are being made for customers, colleagues and the Group.
As alarge, UK-focused financial services provider our business model is
influenced by a number of external factors:

O
A

&

Economy

k¢
' a1

Technology
and data

Customers

Competitors

Yo,
Society and
environment

[

Regulation
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https://www.lloydsbankinggroup.com/who-we-are/our-brands.html

Our business model continued

By focusing

on Helping Britain
Prosper, we dim to
deliver sustainable
growth and returns

12

e

ve growth

» Our social and environmental impact

Sy,

Supporting our

Customers

We provide vital financial services to
over half of the UK adult population
and around 900,000 businesses of all
sizes, responding to the opportunities
and challenges they are facing.

By supporting our customers through
sustainable finance, investments,
products and services, it enables

us to unlock growth and transform
the Group.

>£12bn

of funding to first time
buyers in 2023

£15.8bn

of sustainable finance provided
for corporate and institutional
customers since 2022

Supporting our

Colleagues

We are committed to building an
inclusive and sustainable organisation
that is truly representative of modern-
day Britain. We know that colleagues

who can show up to work as themselves

are central to our success.

We are focused on embedding

sustainability in all that we do to enable
our colleagues to deliver on our purpose.

40.1%

of our senior manager roles
were held by women in 2023

c.85%

of colleagues are shareholders
of the Group

Lloyds Banking Group plc Annual Report and Accounts 2023

We are Helping Britain Prosper in a way
that delivers sustainable profit and growth.
We do this by continually innovating the
products and services we offer, developing
and investing in new solutions and using
our expertise and influence to create
positive change.

Our business model provides our customers
with financial security, our colleagues

with jobs and benefits and supports the
communities in which we operate, all while
delivering higher, more sustainable returns
for shareholders.

Supporting our

Communities

Our success is intrinsically linked with the
success of the UK’s regions and nations.

We are committed to helping
communities through our support
of regional development and our
independent Foundations to build
a sustainable and inclusive UK.

When local people, local businesses, and
their communities prosper, so can we.

£24.7m

donated to our independent
Foundations in 2023

£2.7bn

of funding supported to the social
housing sector in 2023




] |

We have a great opportunity
to transform our business to
shape finance as a force for
good and deliver for Britain
for generations to come.

p Charlie Nunn,
Group Chief Executive

Sustainably managing the value
we create for all our stakeholders
ensures that we can reshape financial
services and Help Britain Prosper for
generations to come.

Sustainable
and returns

——
Shareholders

The Group's robust financial
performance has delivered a return
on tangible equity that has exceeded
our guidance and generated strong
levels of capital, enabling higher
returns for our shareholders.

2.2m

shareholders

£3.8bn

returned to shareholders for 2023

2.76p

ordinary dividend per share

Lloyds Banking Group plc Annual Report and Accounts 2023
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Our external environment

Market context Weak economic growth and high interest rates in 2023 translated
The UK economy saw modest but resilient performance in 2023, into subdued growth in our key markets. Housing transactions
with initial estimates indicating growth of 0.1 per cent. This was were around 14 per cent lower than normal levels, and mortgage
despite a large increase in interest rates intended to prevent and household deposit balances broadly flat. Consumer credit
elevated inflation becoming an entrenched problem after the balances have only partially recovered their fall during the
surge in global energy and food prices caused in large part by pandemic. SMEs continued to pay down debt after the large
Russia’s invasion of Ukraine. Two elements were key to this increase under the government-guarantee schemes during the
resilience — government support to households, via an energy pandemic, so non-financial companies’ deposits declined for
price cap, credits to energy accounts and ‘cost of living’ a second year. Financial companies’ deposits also qecl|ned, as
payments to lower-income households; and an unusually tight they purchased gilts sold by the Bank of England as it reverses
labour market after the pandemic, which enabled pay growth ‘quantitative easing’ undertaken during the pandemic. Growth
to accelerate to broadly match inflation. in our markets in 2024 is expected to follow these trends, albeit

slightly improved.
While inflation fell rapidly in the second half of 2023, the cost of
living squeeze is still ongoing. Energy prices are still around 50 per  OQUF response
cent higher than 2021, and food prices broadly 30 per cent higher.  Given our UK focus, the Group’s prospects are closely linked to

As the UK imports a significant proportion of both, these cost the performance of the UK economy. Despite this, our business
increases reduce UK spending power by around 3 per cent. model and strategy, in particular the strength and resilience of
Government support protected households from some of the our customer franchise, balance sheet and prudent approach

impact across 2022 and 2023, but this is not planned to continue to risk, position us well.
through 2024. The reduction in living standards has been spread
out to make it more manageable but with further impact to come.  In line with our purpose of Helping Britain Prosper and a clear

Also, interest rate rises to date have not yet had their full impact, customer focus, we are helping people and businesses finance
with many households yet to refinance fixed-rate mortgages their ambitions and growth whilst proactively providing support
at higher rates. to those most affected by changes to the economic environment.
The UK economy in 2024 is thus expected to echo its 2023 In addition to revenue benefits from higher interest rates, our
growth performance. GDP growth is likely to remain subdued, strategy and transformation will deliver growth and diversification,
the unemployment rate is likely to continue drifting upwards even in a more challenging macroeconomic environment,

by around 1 percentage point, and house prices are expected to improving the sustainability of returns. At the same time, we are
edge downwards by around 2 per cent. Inflation should continue accelerating efficiency measures to offset inflationary pressures
to fall, returning much closer to its target level of 2 per cent than on our cost base, consistent with our ongoing discipline in

its 7 per cent average of 2023, allowing the Bank of England to this area.

start reducing Bank Rate during the year. There are, of course,
significant risks to this view, not least via consequences of any
escalation of wars in Ukraine or the Middle East.

UK economic growth UK housing market, 2023
% GDP growth % house price growth (Dec vs Dec basis)

A%

Source: Office for National Statistics

o Ll
2 (19 | NS E

J% T

Source: Halifax

(10.4)

(52)
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Customers

» Customers and clients continue to
feel the impact of higher inflation
and interest rates

* Use of digital services is high in
financial services, ref : r
broader shift to digital
daily life 3

Market context

Our customers and clients continue to be affected by the cost
of living pressures, with higher interest rates feeding through to
households’ and businesses’ finances. Despite falling inflation,
these challenges will continue to be a factor in the coming year,
with many customers refinancing fixed rate mortgages into

a higher rate environment. Customers are adapting to these
changes and we continue to support our customers’ and
clients’ financial resilience.

Use of digital services and platforms remains high in financial
services context, responding to customers’ underlying needs
for convenient and personalised experiences. Customers’
expectation of seamless, simple and relevant digital financial
services continues to be set by their experiences from across
their lives. Customers’ underlying focus on good service and
value is reflected in changes in deposit behaviour, which has
seen a movement from current accounts to higher yielding
term deposits as customers seek greater returns.

Our response

We continue to support our customers enabling them to invest
and grow. We have proactively contacted 7.5 million customers
most in need of support since April 2022. We have also contacted
more than 15 million savings customers to inform them about
their savings options. We have also innovated our product
offering with limited withdrawal products, which balances
customers’ desire for greater returns with flexibility in accessing
funds should they need it. Given our market presence and the
financing opportunities available, we continue to develop our
propositions to support customers in managing their finances
and our Your Credit Score feature has seen 3.2 million new
customers, to reach 8.8 million customers registered.

Our strategy seeks to respond to customers’ growing digital
preferences and maintain our position as the UK's largest digital
bank, serving our 21.6 million digital active users. Recognising the
importance of customer engagement and satisfaction, we will
trial new branch formats (such as kiosks) during the coming
year to enable more efficient and flexible points of presence to
continue to serve our customers. Furthermore, we have made
significant progress in digitising our SME business, for example
launching a new digital invoice finance platform.

>I5m

savings customers contacted to
inform them about their savings options

\

£

%
/

& AN
Society Ind ¥}
environment’

With complex environmental and societal
issues, companies dre expected to play an
increased role in supporting the country
and its people

our focus on Helping Britain Prosper enables
us to deliver value for all stakeholders and
sustainable returns for shareholders

Market context

The UK economic environment has implications on society and
people’s lives, including the ability to access quality housing amid
rising rates and living costs. To deliver across diverse stakeholder
needs, it remains critical for organisations to be representative
of modern-day Britain, and create an inclusive environment.
Alongside, the UK continues to focus on climate change and the
integrated approach to sustainability, moving beyond climate
and recognising the importance of nature and biodiversity.
There is continued regulatory focus on the impact of climate risk,
demonstrating progress through understandable, relevant and
reliable sustainability disclosures.

Our response

Creating an inclusive and sustainable future is core to our
purpose of Helping Britain Prosper. Building on our scale and
position in recognising the sustainable financing opportunities,
we are aiming to make a meaningful and positive difference
for our stakeholders and through this deliver profitable growth
and long-term value for our shareholders. We are focused on
supporting our customers in building financial resilience,
enhancing digital capabilities and strengthening the growth
in our customer propositions. Given our UK housing market
presence, we have the capabilities and external relationships
to drive positive change and support the growth in delivering
sustainable quality housing.

Our success is dependent on our colleagues and how we
represent communities we serve. Continued progress against
our diversity targets allows us to create more inclusive products,
services and solutions. Environmental sustainability is
fundamental to our purpose. We have set three new targets for
our agriculture, commercial and residential real estate and road
passenger transport portfolios, complementing our existing
sector targets to better assess the risk to our business. We are
actively working with clients through our new credible transition
plan initiative and have launched the Group's first sustainable
financing framework to support our growth in sustainable lending.

Sustainable lending and investment targets
£bn of lending and investments

EPC A/Bmortgage lending

2024 target £15bn P‘ 2024 target £10bn »

Commercial Banking

Motor Scottish Widows

2024 target £8bn P 2025 target | 4 £20-25bn
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Our external environment continued

New technologies enabl

to business models and fina
services infrastructure
Generative Artificial Intelligenc

is rapidly advancing and is beg

to be deployed across a range o
The need to modernise our technc
remains impor reduce cost
agility and gmcustomer a

commercial benefits of our data as

Market context

New technologies enable changes to the business models and
infrastructure of the financial system, posing both opportunities
and challenges for banks. Customers and clients are able to
interact with platforms that have financial services embedded
within them, with new technology intermediaries such as
payments providers connecting these customer interfaces
with banking providers.

Generative Artificial Intelligence (GenAl) has developed at

rapid pace over the year and has seen rising prominence.

Firms across industries are seeking to deploy GenAl to realise
potential customer experience improvements and productivity
efficiencies. There is also a continuing debate about the risks
that development of GenAl poses, with high relevance to financial
services, for example through new types of customer fraud.

In the longer term, technologies such as tokenisation and
distributed ledgers could reshape the core activities of banks,
including activities in storing and transferring value. These
technologies are beginning to see greater use within the
existing financial system. This is primarily in capital markets, for
example through digital bond issuance and more efficient repo
transactions. Furthermore, the Bank of England, alongside other
central banks, continues to explore development of a digital
currency, which could have implications for the financial system.

Our response

We are investing in our consumer mobile app and will launch

an enhanced version in 2024. This will provide improved customer
experience with interactive tools, personalised insights and
conversational prompts. We continue to develop value adding
services around our core strengths. For example, our home
ecosystem has seen strong customer usage and we are targeting
10 per cent growth in active users as we continue to build out
functionality. In parallel, in responding to the changing ways

in which our products reach our customers, we will launch an
embedded lending proposition in partnership with NewDay. We
continue our multi-year journey to build a front-to-back digital
franchise for our SME business, improving client experience with
enhanced app functionality.

We continue to invest in the technology transformation of our
business to fully realise the value of our customer data assets
and improve organisational agility. For example, since full year
2021, we have decommissioned more than 10 per cent of legacy
applications. Continued investment has realised business and
customer benefits, with interactions with our enhanced mobile
messaging service more than doubling to 6 million. Further, as
technology evolves we are engaging with the Bank of England
as it explores the development of digital currencies.

Changein channel usage versus 2018
Average visits per user (%)’

Customers using the digital channel
% volume of simple products
originated digitally

|
150 |
. ] 143% |
—/_ I
100 |
_ C ;
67% |
50 !
|
0
2018 2019 2020 2021 2022 2023
B Digital B Bronch

1 First part of 2021 includes effects of national lockdown.
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« Weoperate in evolving
madrkets across our bus

mpetitive
Ss units
» Theiinterest rate environment is
changing competitive dyn@mics
» New peers are broadening propositions
panding across geographies

Market context

The UK financial services sector is highly competitive. Regulation,
new technologies and customer adoption of digital has
supported the development of new competitors and business
models in recent years. Competition with traditional incumbent
banks remains high. Higher interest rates has spurred significant
competition in deposits and current account switching as
customers and clients seek better returns, and mortgages
competition remains elevated given the smaller market.

New and increasingly profitable neo banks, serving both retail and
small business clients, continue to broaden their propositions and
scale across markets, including international banks growing their

UK presence.

The growth in digital platforms presents new opportunities for
accessing customers outside of the traditional financial services
journeys, spanning both consumer and business segments.
Regulations such as Open Banking are enabling new providers,
including the Big Tech firms, to integrate financial services into
their own digital services, providing customers with convenience
and new distribution channels.

Our response

We continue to invest to deepen and innovate in Consumer,

with 21.5 million digitally active users and strong participation in
intermediary led markets. Our strong foundations of customer
relationships, combined with innovation, enable us to meet a
broader range of customer needs, in particular growing in higher
value segments by creating a new mass affluent offering. For
example, during the year we launched ready-made investments
through Embark, offering customers simple and affordable
investments. We have evolved our products and pricing in
deposits, resulting in more customers trusting us with their
savings and balances increasing in the year.

In our SME business, we are focused on diversifying and digitising
our business front-to-back. For example, we have launched a
mobile-first onboarding journey for sole traders and limited
companies that has reduced account opening time by up to

15 times. Furthermore, new payments solutions have supported
more than 20 per cent growth in new merchant services clients.

Disciplined sector focus and enhancements to our Corporate and
Institutional business’ Lending, Transaction Banking and Markets
propositions have strengthened our competitive positioning and
we have grown underlying other income by more than 20 per cent
since full year 2021. We are focused on connecting our clients to
wider Group solutions, such as workplace pensions and transport.
For example, the acquisition of Tusker has allowed us to extend
our salary sacrifice car schemes to our clients.

]
Regulation

* The UK financial services sector
is expected to remain highly

regulated

New regulation and market
reviews continue to be issued,
with further regulatory changes
anticipated

Market context
The UK financial services sector remains highly regulated with
continued regulatory reform anticipated in 2024.

Customer treatment: Fair treatment of customers remains a
priority for the FCA, and the introduction of Consumer Duty in 2023
requires an outcomes focused approach to prioritise customers’
needs. We're also continuing to liaise closely with the FCA and
Financial Ombudsman Service (FOS) on historic motor
commission arrangements.

Capital regulation: In December 2023, the PRA published the first
tranche of near-final rules on implementing the Basel 3.1 reforms,
with the remaining rules to be published in 2024; these will lead
to significant changes to the calculation of risk-weighted assets.
CRD IV models also remain subject to further development and
PRA approval.

Payments and technology: The HM Treasury commissioned
‘Future of Payments Review’ was published in November 2023,
making several recommendations including a national strategy
for the future of payments to be published in 2024.

ESG: We continue to enhance our sustainability reporting in
line with the FCA listing rules and Companies Act requirements.
Our 2023 progress is highlighted on pages 30 to 38, as well

as within our non-financial and sustainability information
statement on page 46.

Ring-fencing: The Government has proposed changes to the
framework, reflecting the recommmendations made in the
ring-fencing and proprietary trading independent review.

HMT’s Smarter Regulatory Framework: In July 2023, HM Treasury
published its delivery plan, prioritising a number of reforms
including Solvency Il, Securitisation and Prospectus Regulations;
many of these form part of the Government package of
Edinburgh Reforms.

Other: A number of other initiatives are in progress or expected
which seek to address, amongst other things: access to cash,
capital markets reforms, the boundary between advice and
guidance, and sustainable financing.

Our response

As a Group we always seek to comply with all applicable
regulation and engage with regulators on all aspects to
improve outcomes. Given the Group’s customer-focused,
sustainable and low risk business model, it is well placed
to meet these requirements.
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our strategy

We have three strategic priorities which will enable us to deliver our vision of being
the UK customer-focused digital leader and integrated financial services provider,

capitalising on new opportunities, at scale

»
4

Grow
nue
\d
1tion

‘\
Focus
then
nd

al
iency

Highlights

Balanced growth across our diversified
priority areas, with ¢.£0.5 billion of
additional growth revenues

already delivered

What this means...

Highlights

Cost discipline in an inflationary
environment, with c.£0.7 billion of gross
cost savings to date

What this means...

For the Group

Growth is a core focus of our strategy. Around two thirds of
our £3 billion strategic investment over 2022 to 2024 is aligned
to growing and diversifying revenue. We have prioritised
opportunities across each of our businesses to ensure we
generate value in the near term as well as creating new
revenue streams which deliver over the longer term.

c.£1.5bn

additional revenues by 2026
(c.£0.7bn by 2024)

For the Group

As we invest to grow and diversify our revenueg, it is essential to
maintain our disciplined cost management approach. Capital
efficiency is also an objective as we maintain our strong balance
sheet with a disciplined risk approach.

c.£1.2bn

gross cost savings by 2024

For Helping Britain Prosper

Our aim is to create profitable solutions which will help improve
access to quality housing across the country, drive regional
development, increase financial resilience of people and
businesses, and navigate the UK’s transition to a more
sustainable future.

{13 Read more on pages 20 to 23
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For Helping Britain Prosper

Deploying our funds in a way which is sustainable in the long term,
helping customers and clients become more resilient and
minimising our carbon footprint helps us achieve a disciplined
approach to cost and capital management.

3 Read more on pages 24 and 25



Change

Highlights

Technology and data transformation to
improve agility and accelerate the pace of
change to unlock the potential of our people

What this means...

For the Group

Delivering this strategy requires the Group to accelerate the pace

at which it uses digital technologies and data to support customers.

We seek to emulate our success in building the largest UK Retail
digital bank on a larger scale across the Group.

5% >30%

reductioninlegacy reduction in office footprint
applications by end 2024 by end 2024

For Helping Britain Prosper

Improving the ways we use digital technology and our data
enables us to drive better outcomes for our customers or provide
targeted support when they might be falling into problems.

We are committed to creating an inclusive environment for

our people, representative of modern-day Britain, so that we

can deliver for the communities in which we operate.

13 Read more on pages 26 and 27

Higher,
more
sustainable,
returns

and capital
generation

Our strategic outcomes create
value for our stakeholders and
enhance the Group's financial
performance

In 2024

c.13% RoTE

« ¢.£0.7bn additional revenues
from strategic initiatives

+ ¢.£9.3bn operating costs

+ C.I75bps capital generation

By 2026
>15% RoOTE

« c£15bn additional revenues
from strategic initiatives

« <50% costincome ratio

« >200bps capital generation

Lioyds Banking Group plc Annual Report and Accounts 2023
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Our strategy continued

Growth is a core focus of our strategy. 1. Deepen and

Around two thirds of our £3 billion strategic . .
investment over 2022 to 2024 is aligned to Innovate in Consumel

growing and diversifying revenue. We aim to deepen and innovate in Consumer to bring more
of our products and services to our existing customers, as well
as broaden our product offerings and make it easier for

There are four primary pillars of growth customers to access them through our intermediary partners.

being developed:

1. Deepen and innovate in Consumer .
2. Create a new mass affluent offering Progress in 2023
3. Digitise and diversify our SME business « We remain the UK’s largest digital bank and in 2023 grew our

4. Develop our Corporate and Institutional business digitally active users to 21.5 million. The Group’s market
leading' mobile app has seen interactions with the mobile

messaging service more than double to over 6 million. Banking
on the go is now even easier as customers can open a new
account in the app and use innovative features such as chip
based passport scanning to open their account more easily

- We have enhanced our mortgage customer journey, including
mobile-first onboarding, enabling customers to more easily
navigate the mortgage journey through a seamless digital
experience. We continued to make strong progress towards
our sustainability targets, including £7.5 billion of sustainable
mortgage lending since 2022

» Following roll-out of a new tool for advisors, we have seen
a 5 percentage point increase in our protection proposition
take-up rate by our new mortgage customers in branch

+ We have been transforming customer affordability through
Your Credit Score, offering easy access to credit scores,
education on ways to improve scores, providing different
borrowing options, and building eligibility confidence through
likelihood messaging. In 2023, 3.2 million new users registered,
bringing us to over 8.8 million in total and facilitated an
improvement to other journeys which resulted in a
10 percentage pointincrease in loans conversion rate?

- We completed our acquisition of Tusker, a leading ultra-low
emissions vehicle salary sacrifice leasing specialist to broaden

our proposition and support the Group’s net zero ambitions.
Tusker’s fleet has grown around 60 per cent since acquisition,
contributing to our overall £5.7 billion financing and leasing
for battery electric and plug-in hybrid vehicles since 2022
Our workplace pensions business saw strong new scheme
wins performance and a significant increase in regular

contributions, driving around £5 billion of net assets under
administration flows in the year

.

- 2024 implementation
D rlve reve n u e « As part of our strategy for embedded finance, we will launch

a proposition in partnership with NewDay. Our innovative
rowt h nd e-commerce instalment lending product is a unique dual
g q lending solution, which will mean that a very large proportion
° emse ° of a merchant’s customer base will be eligible for credit
« We will further develop and extend our Home ecosystem
d Ive rs I ﬁ cqt I o n offering to more customers as we target growing the active
user base by around 10 per cent through 2024
» We will launch our enhanced mobile app to offer our customers
dynamic and contextualised navigation spaces, interactive
tools, personalised insights and conversation prompts
- We will trial new branch formats, such as kiosks, as we plan
for more efficient and flexible points of presence in the
communities we serve, keeping customer engagement

Selected 2024 outcomes and satisfaction front of mind

Increase in depth of Financing and leasing for

relationship® through electric vehicles and plug-in

m?et.mg more needs of hyb"d electric vehicles 1 Comparison to high street banks, based on the November 2023 Financial
existing customers Research Survey for England and Wales.

2 Increase in loans conversion following sharing of income and expenditure data.
3 Product holdings across brands for franchise customers with active relationship.
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Grow: our purposeinaction I

In 2023, we have supported over

340 housing associations and £2.7 billion
of new funding to the social housing
sector, of which £1.4 billion is sustainability-
linked. Our support for this sector Read more 71
drives future growth for the Group and on how we're

improves access to quality housing. Commi;ted ttt? »
supporting the socia

housing sector and

)£17I ending homelessness.

1odal oiBai0ns
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3
3
of funding supported to the 2
social housing sector since 2018 3
z
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We launched Ready Made Investments
= (RMI), a new proposition offering our
| customers simple and affordable
;_;Eh,’- investments through Embark, an
~ | investment platform, which we acquired Read more 71
- in2022 This year has seen our mass about Embark.
~ affluent customer base grow to more @
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on our progress vehicles on UK roads. g
towards our. This supports the Group's
sustainability ambition to grow its Motor
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the transition to net zero
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Our strategy continued

2. Create a new mas
affluent offering

We are creating a new mass affluent offering to grow
in this attractive and underserved market segment across
banking, protection and investments.

Progressin 2023

- Growth in our mass affluent customer base to over 2.5 million!

+ Banking balances’ from customers meeting mass affluent
criteria have grown by around 10 per cent since 2021 as we
continued building our integrated and digitally led banking,
insurance and investments propositions

+ In September we launched Lloyds Bank 360 to an initial group
of 50,000 customers. This mobile-first proposition includes
a holistic view of wealth, educational materials and financial
coaching. These can offer clarity and support around various
products and services to help customers to get the most from
their money

+ We launched ready-made investments through Embark,
which makes it easier for customers who want to start investing,
with affordable options and simple terminology designed
for those with little or no investment experience. Around
45 per cent of the customers we have helped start their
investment journey are younger than 35, with 50 per cent
making regular contributions

Grow

CO nti n u ed 2024 implementation

+ Our Lloyds Bank 360 proposition will be extended across mass
affluent customers, with additional products and features in
plan, including goals functionality within the app

- We will continue to expand and enhance our product offerings,
including the scale-up of digital advice for ready-made

investments
Selected 2024 outcomes
Incremental total banking Incremental net flows into
balances' for mass affluent investment proposition
increasing to between increasing to £25 billion
£10 billion and £15 billion by 2026
by 2026

1 Includes existing customers who have recently attained the more than £75,000
threshold. Balances include lending and deposits, excluding Motor.

2 Inline with the Sustainable Financing Framework.

3 Includes clean growth finance initiative, commercial real estate green lending,
renewable energy financing, sustainability linked loans and green and social
bond facilitation; in line with the Sustainable Financing Framework. New
cumulative to 2024.
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3. Digitise and diversify
our SME business

We aim to digitise and diversify our SME business,
growing revenues in products and sectors where we
have lower market share today.

4.Develop our Corpora
and Institutional busin

We are developing our Corporate and Institutional
business to deliver disciplined growth.

Progress in 2023

- We have made significant strides in our multi-year journey
to build a front-to-back digital franchise. In 2023 we launched
a new mobile-first business current account onboarding
journey for sole traders and limited companies along
with personalised business customer cash flow insights.
Our transformed customer experience has increased levels
of automation with account opening times reducing by
up to 15 times

+ We exceeded our target of 20 per cent growth in new merchant
services clients, supported by a new point-of-sale card
payments solution for micro businesses integrated into the
onboarding journey, enabling clients to transact more quickly

- Our digital capability strengthened with the launch of a new
digital invoice finance platform, digitisation of our asset
finance journey and improved mobile payment functionality.
These enhance customer experiences, support our product
development plans and reduce risk

- We continue to enhance our digital servicing capabilities,
including moving more than 600,000 accounts to paperless
statements, with an annual reduction of 6 million letters, and
over half of all business address changes fulfilled digitally

Progressin 2023

« We continued to be a leading provider of sustainable
financing?, supporting clients’ net zero journeys and reducing
the Group's financed emissions. We achieved our £15 billion
sustainable financing? commitment one year early. We have
supported the UK’s transition to net zero with continued
investment in regional development by providing financing
to infrastructure projects across the UK, including wind farms,
solar panels, and investments in new technologies

« We improved our US and EU debt capital markets capabilities,
outperforming the market in key product lines across our main

currencies. We were a top five franchise in bond issuance for UK

issuers (EUR, USD and GBP), number one in structured finance
and ranked third in sustainable bond issuance

« We saw similar strength in our financial markets business, with
new digital functionality in FX driving significantly increased
executed volumes since 2021, well above market growth, and
deepened our share of wallet. Similarly, in inflation-linked gilts,
our volumes grew above the market and in GBP interest rate
swaps we improved our ranking

+ We have grown underlying other income by more than
20 per cent since full year 2021

2024 implementation

« The momentum on digitising the onboarding journey will
continue as we shift focus to also enabling for larger SMEs,
ensuring most customers are onboarded in two working days
orless

+ We will launch a new omni-channel merchant services
payment solution, leveraging our existing partnerships. We will
also extend the roll out of our innovative card terminals which
help our SME clients accept payments and better run their
business through integrated software apps

+ We will further improve customer experience through
enhancements to day-to-day servicing, including more
self-serve journeys and improved app functionality

2024 implementation

- To support our strategy of deepening client relationships, we
are developing our capabilities to gain market share. This is
being supported by a redesign of our markets architecture,
broadening our proposition across Rates, FX and Repo. This
will enable us to deliver a wider range of solutions to meet a
greater proportion of our clients’ risk management needs

- We will continue to support our clients as they transition to net

zero. After achieving our 2024 target one year early, we have set

a new target to provide a further £30 billion of sustainable
financing?over the next three years. We are increasingly
recognised as a leader in this space, supporting our clients’
journeys to becoming more sustainable businesses

Selected 2024 outcomes

>15% 20% p.a.

Income growth in mid-sized Growth in new
SME transaction banking merchant services
and working capital clients

>50%

Share of SME products originated and fulfilled digitally

Selected 2024 outcomes

£15bn

Sustainable financing®

GBP interest rate swaps

ranking; deepen FX
share of wallet
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Our strategy continued

As we invest to grow and diversify our Progress in 2023
revenus, it is essential to maintain our - We further refined our service model, resulting in branch
disciplined cost monogement opproach rationalisation alongside our continued investment in digital

. . - propositions. These have increased the number of customers
We will also look to further IMmprove ca p'tOl served per distribution FTE by over 10 per cent since end 2021

efﬁciency as we maintain our Strong balaonce - Costdiscipline has been a key strength for the Group and
remains a key focus in enabling capacity for investment in

sheet with a dISC|p“ned risk Opproqch, growth initiatives as well as offsetting inflationary pressures.

pu rsuing growth in ca p]tg|—|ite, fee genergt]ng Around 60 per cent of our 2024 gross cost savings target has
. . . beenrealised

businesses and generatlng CC]pItC]|. + We agreed the triennial pensions review with the trustee,
with no further fixed or variable contributions required this
triennial, thereby demonstrating the significant progress
we have made

« Inline with our focus on capital efficiency, we achieved

risk-weighted asset reductions of more than £7 billion
through optimisation initiatives, helping mitigate increases
in risk-weighted assets from business growth and regulatory
change, and delivering capital generation

>
FOCUS

2024 implementation
St re n g t h e ’ - Ourdisciplined approach to cost and capital efficiency

will remain unchanged as we focus on generating further
cost a nd c efficiencies to mitigate inflationary pressures and create
the necessary capacity for investment
- We will continue to invest in technology to deliver improvements
o ° - in our self-service capabilities and end-to-end journey
efficienc
« Our office footprint will further reduce in 2024 as we transform
our workplaces by modernising our estate and embracing
hybrid ways of working
- Our capital efficiency will be supported by our growth
initiatives in capital-lite, fee generating businesses, as we
optimise and recycle risk-weighted assets into higher returning
businesses and sustain capital generation

Selected 2024 outcomes

% 30%
0% »30%
Increase in customers Reduction in office footprint

served per distribution FTE
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Focus: our purposeinaction I

A
At the end of 2019, our triennial valuation showed
a pension deficit of £7.3 billion. Since then we
have made pension contributions of more than
£5 billion, helping to eliminate the deficit during
2023. Our capital generation will no longer

be impacted by pension contributions in this
triennial period. It also helps protect the pension
savings of our current and former colleagues.

NIL

Pension deficit

We have introduced three new operational
climate pledges which are committing us
to be zero waste and water neutral by 2030
and to bring nature closer to our people
and places, taking action to help achieve
nature positive operations. This creates
good places to work for our colleagues
whilst reducing ourimpact and associated
running costs.

Read more 71

on how we're making sure that the
places we work in are good not only
for our people but also to the planet.

|

We are working with our
customers to move forward
together towards the UK’'s net
zero commitment. In 2023, we
have launched new financed
emissions targets for our
road passenger transport,
commercial and residential
real estate (CRRE), as well as
our agriculture portfolios.
This supports the Group and
the UK with the transition,
mitigating against potential
loss of value for the Group.

48%

reduction in emissions
intensity by 2030 for
our CRRE portfolio
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Our strategy continued

Delivering our strategy requires the Group
to accelerate the pace at which we use
digital technologies and data to support
customers. Our colleagues’ expertise and
skills are instrumental to our success. It is
our people who offer the most distinctive
customer experience, will innovate, take
thoughtful risk and enable change at
greater pace, delivering for our customers.

Chan

Technology & data
Progress in 2023

We continued to progressively transform or improve our
technology stack, with more than 10 per cent of our legacy
technology applications decommissioned since 2021

We delivered an internal API marketplace and a suite of
contemporary APl products, increasing reuse and
standardisation to improve operational efficiency

« Interactions with our enhanced in-app mobile messaging

increased to over 6 million, more than double the prior year

2024 implementation

+ We will continue to modernise our technology estate and drive

technology change savings in line with our ambitious targets

- Operating model enhancements will enable greater agile

technology delivery to accelerate the pace of change

+ Expansion of our new Lloyds Technology Centre in India

will also accelerate transformation and enhance digital
experiences

Selected 2024 outcomes

20%

Applications on cloud
(private and public)

gc

15%

Gross reduction in run and
change technology costs

Maximise
the potential
of people,
technology
and data
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People
Progress in 2023

.

We have made more than 2,500 new hires in technology and
datarolesin 2023 and we have completed a senior leadership
development programme centred around the organisational
shifts we need in order to successfully execute our strategy

We set a new ambitious goal to double the representation

of senior colleagues with disabilities by 2025

We rolled out a catalyst programme to more than 6,300
colleagues to inspire others to think and act differently, unblock
problems, and ignite change while role modelling our purpose
and values

2024 implementation

We will further modernise and enhance our office estate with
around half of colleagues in transformed workplaces by the
end of 2024 as part of our compelling proposition for top talent
We are committed to building a fully inclusive environment
that is reflective of the society we serve. We are progressing
towards our targets, including 50 per cent women, 13 per cent
Black, Asian and Minority Ethnic colleagues and 3 per cent Black
Heritage representation at senior management levels by 2025

Selected 2024 outcomes

Improve

Employee engagement index



4 Transforming the diversity, equity
and inclusion of our business
enables the Group to develop more
inclusive and accessible products
and develop strategies to support
minority or disadvantaged
business owners. This year we
engaged more than 5,000 Black
entrepreneurs and launched the
‘Black in Business' initiative with
Channel 4 alongside embracing
our digital opportunities to tailor
our products to meet customer
needs. A moreinclusive society
is a more prosperous society,
and adiverse businessis a
better business.

- >5,000

Black entrepreneurs engaged

Change:o

1odal oiBai0ns

s)nsaJ |ploupUl4

creati
inclusive environment
‘ for all our colleagues, o -

customers and

8.8 million customers have signed up to Your
Credit Score, a free service helping customers
to improve their creditworthiness and over

6 million unwanted subscriptions have been
managed by our customers through our mobile
app functionality, further helping with
household budgeting. This drives better
outcomes for both our customers and the
Group as we continue to enhance our
technology and data capabilities.

8.8m

customers signed up
to Your Credit Score

JusWwIsBoUDW 3SIY
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Our catalysts role model our values
and purpose and drive improvements
by challenging the status quo. They
have helped our leaders unblock
issues that get in the way of how

we work, whilst instilling a growth
mindset as we transform the
business. The Group will benefit from
this investment in our people, and
allow us to grow with purpose.
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Progress and performance

Key performance indicators evidencing
performance against the Group’s most
important priorities

Financial

These include measures for assessing financial and non-financial
performance and balancing the interests of various stakeholders
including customers, shareholders and colleagues.

To ensure colleagues act in the best interests of customers

and shareholders, variable remuneration at all levels across the
Group is aligned to these priorities and takes into account the
Group's financial performance and specific conduct and risk
management controls. Within this year’s report we have updated
our key performance indicators to reflect these priorities.

Statutory profit after tax G
£m

5515 I

5,885

Netincome A
£m _

17,932

i 22‘ i

20

Statutory profit after tax higher than 2022 which included

Net income higher than 2022 with higher net interest income and
underlying other income, partially offset by an increased charge
for operating lease depreciation.

an exceptional charge given the IFRS 17 accounting change.
£m

9140 Il

Operating costs G A

Underlying profit A
£m -

7809 Il

7,028
7,172

Operating costs increased, in line with guidance, given planned
strategic investment, new business costs and inflationary
impacts, partly mitigated by continued cost efficiency.

Underlying profit higher than 2022, with higher income and
alower impairment charge partly offset by higher operating
costs and remediation.

2024 guidance: Operating costs of ¢.£9.3 billion.
p per share

2.7€ iiié

ordinary dividend e

Total shareholder return

% @
g
o
23 P E

10.!
® 20

Total ordinary dividend of 2.76 pence per share, up 15 per cent,
reflecting our progressive and sustainable ordinary dividend

Total in-year shareholder return was 10.9 per cent. The share price

policy. Includes both interim and final dividends.
%

158 il

Return on tangible equity o A

was 5.1 per cent higher with capital return of 5.8 per cent.
%

137 M

Common equity tier 1 ratio (CET1) e A

Return on tangible equity in 2023, above guidance, reflects the
Group's robust financial performance.
2024 guidance: Return on tangible equity of .13 per cent.
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Pro forma CETI ratio remains strong at 13.7 per cent after
absorbing regulatory headwinds and the acquisition of Tusker,
remaining significantly ahead of minimum capital requirements.
Expect to pay down to a CETI ratio of 13.5 per cent in 2024.



0 Key performance indicators that are directly linked to
our remuneration balanced scorecard and long term share
plan are marked with this symbol. See pages 108 to 132.

1odal oiBeions

>

We use a number of alternative performance measures

in the description of our business performance and financial
position. These measures are labelled with this symbol.

See page 67.

Q7 seeour progress against our
climate aspirations on pages 33 to 38.

Non-financial

s
3
Q
3
Colleagues \d o
- . . I
Digitally active users Employee engagementindex 0 2
m % favourable R = I
21 e i 1
. P . . o H o
Reflecting the pace of digital adoption, the number of active Engagement has declined by 12 points compared to 2022 due %
digital users increased in the year to 21.56 million, up 9 per cent to changes to our flexible working arrangements, read more on 3
year on year. Within this we had 18.7 million app users which is page 30. Despite this our in-year advocacy measure is moving 8
a 12 per cent increase from last year. in a positive direction. 3
Customer satisfaction
All-channel net promoter score Women in senior roles by 2025 e
Progress (%)
¥ 2021 baseline Weare here ¥| 2025 ambitionV
50
( 22¢ | 214 20+ el
(2]
Black, Asian and Minority Ethnic representation e g
Our all-channel net promoter score measures the customer in senior roles by 2025 2
perception of day-to-day service across our channels, seeing Progress (%) &
strong performance and improvement on previous year. X - [
¥ 2021 baseline We are here ¥ | 2025 ambition ¥ ?D
3
B d
Customer complaints ©
FCA reportable complaints o
per 1,000 accounts Black Heritage representation in senior roles by 2025
Progress (%)
¥ 2021 baseline Weare here ¥ 2025 ambition ¥
u
ofl ) g
®
Q
We qlwoys want to provide our cu_stomers with the best possible Disability representation in senior roles by 2025 %
service and our colleagues work tirelessly to understand the Progress (%) 3
concerns of those who contact us. H2 2023 data not available o
at time of publishing. ¥ 2023 baseline 2025 ambition ¥ Wearehere V| &
Group customer dashboard (GCD) 0
% of customer experience metrics 8 o -
achieving target (November YTD) ~
1 2022 restated to reflect the impact of IFRS 17. Pre-2022 comparatives o)
have not been restated. 5
2 From 202}, to aid comparability with peers, we began reporting return on %
tangible equity without adding back post-tax amortisation of intangible 3
226 20 assets. Pre-2021 comparatives have been restated. Q
3 Reported on a pro forma basis, reflecting the dividend paid up by the g
. Insurance business in the subsequent quarter and the fullimpact of the g
In 2023, 86 per cent of GCD measures achieved target, supported declared share buyback. 3
by ongoing strong performance relative to peers. Continued focus 4 Re-stated to reflect structural changes to our measurement programme.
is required to maintain strong customer performance and to 5 Excludes PPI, claims management companies and legacy TSB accounts.

6 Change in measurement approach, so comparison to prior years is not

further improve scores in the context of our growth strategy. ol
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Progress and performance continued

Non-financial performance:

Colleag:

We will continue to support our
colleagues and create a fully inclusive
organisation that is representative of
modern-day Britain, where differences
are embraced, and everyone can reach
their potential. Getting this right is at
the heart of our purpose of Helping
Britain Prosper.

This section provides an overview of key performance
measures for colleagues and progress within the year.

40.1%

women in senior roles by the end of 2023

Lloyds Banking Group plc Annual Report and Accounts 2023

Colleague engagement

The Group understands that listening is a two-way process, so
each year we ask colleagues to share their views via our colleague
surveys. In 2023, we continued to capture a more regular and
complete picture of sentiment.

Our regular pulse surveys, which focus on timely topics, gave us
insights into the processes and bureaucracy that hamper effective
working, and also sentiment around change. In May we heard from
almost 60 per cent of our colleagues on our new flexible working
arrangements, and we used this data to inform our flexibility offering.

Our annual autumn survey was completed by 81 per cent of the
colleagues and gave us a complete view on our progress with
purpose, strategy and culture. Despite engagement declining by

12 points compared to 2022 due to changes to our flexible working
arrangements, our in-year advocacy measure (employee net
promoter score) is moving in a positive direction. Additionally,
perceptions of our line managers remain strong and the cultural
changes we had made have been received positively by colleagues.

During the year the Group communicated directly with colleagues
detailing Group performance, changes in the economic and
financial environment, and updates on key strategic initiatives.
Meetings were held throughout the year between the Group and our
recognised unions. Please see page 82 for further examples of how
the Board engages with the Group’s workforce and why the Board
considers those arrangements to be effective.

For 2023, the Remuneration Committee approved Group
Performance Share awards for colleagues, and colleagues are
eligible to participate in HMRC-approved share plans which promote
share ownership by giving employees an opportunity to invest in
Group shares. The vast majority of our colleagues hold shares

in the Group.



Diversity, equity and inclusion

The Group aims to create a more inclusive future for our
customers, colleagues and communities. We will continue

to create a fully inclusive organisation that is representative

of modern-day Britain, where differences are embraced,

and everyone can reach their potential. We remain committed
to driving this vital work forward and ensure we are a business
that reflects the society it serves to best achieve our purpose,
Helping Britain Prosper.

In September 2023, we launched our Inclusive Everyday campaign
which brings to life our Group values and how inclusion is central
to creating conditions for success and increased productivity.

We know that raising awareness and education are the key levers
which will help us unlock future progress. Our colleagues have
now completed mandatory training promoting how to create an
inclusive workplace and around 2,500 colleague Mental Health
Advocates have been identified and trained.

Our focus on diversity, equity and inclusion is a source of

pride for our colleagues with a large participation of colleagues
as members of one or more of our colleague diversity

networks. This success is reflected in our latest colleague
engagement survey results, where 76 per cent of colleagues
agreed that the Group is an inclusive place to work.

Our approach to flexible working

Flexibility Works is an important part of our transformation,

as we strive to create a place where people love to work and

feel supported in the moments that matter, while ensuring

we are set up in the right way to meet the needs of our customers.
All colleagues have access to a range of flexible working options,
depending on their role. These include everyday flexibility, flexible
bank holidays, compressed working, hybrid working, and

reduced hours.

We also provide support for families of different shapes and sizes,
through paid family leave, foster carers leave and support during
extremely challenging times for colleagues such as fertility,
miscarriage, stillbirth, and loss of a child. Our flexible working
approach helps colleagues who need ongoing support either

for their own health or as a carer to a family member.

Gender diversity

We have seen an increase in women in senior roles to 40.1 per
cent during 2023, showing progress towards meeting our 2025
ambition of 50 per cent. We set our ambition to achieve gender
diversity in our senior leadership knowing it was stretching and
ambitious. We recognise that the journey will be challenging and
we may not reach total parity by 2025, but we remain focused on
actions that support this ambition and which will help us achieve
this as soon as we can.

We continue to publish our Gender Pay Gap annually. Continued
progress has been made in closing the Gender Pay Gap, with the
gap reducing by 2.6 per cent to 26.7 per cent (April 2022 to

April 2023), the largest improvement since we started reporting.

We continue to be proud co-sponsors of the FTSE Women
Leaders Review and have exceeded their target to have at least
40 per cent women on boards and in leadership teams. In 2023,
we are compliant with the FCA Listing Rule 9.8.6R(10) and (11).

Further information on the diversity of our Board
can be found on page 73 of this report.

Ethnic diversity

In 2023 we have shown progress towards meeting our goals of
increasing the representation of Black, Asian and Minority Ethnic
colleagues to 13 per cent, and Black representation in senior
roles to at least 3 per cent by 2025. In 2023, we have increased
the representation of Black, Asian and Minority Ethnic colleagues
in senior roles from 10.2 to 11.3 per cent and the representation of
Black Heritage colleagues in senior roles from 1.4 to 1.7 per cent.
The Board continues to meet the Parker Review recommendation
of at least one Black, Asian or Minority Ethnic Board member.

Our Race Action Plan, launched in 2020 to drive recruitment,
progression and cultural change across the Group, continues

to drive focus. As part of this plan, we also work beyond our own
internal boundaries by actively supporting Black Heritage
communities through our partnerships with Foundervine and the
Black Business Network. As a Group we have continued to meet
our commitment to publish our Ethnicity Pay Gap report and our
race advisory panel continues to play a critical role in helping us
to shape our initiatives.

More information on our Race Action Plan progress can be found
on page 63 of the 2023 sustainability report 7,

Disability

Our aim is for the Group to be a leader in disability inclusion
and to create an inclusive and accessible working environment
in which all colleagues have access to a psychologically safe
environment and equal opportunities, and where everyone is
supported to reach their full potential.

In April 2023, we committed to doubling the number of
colleagues with disabilities in senior management roles by 2025.
Since launching our goal, we have seen a significant uplift in
colleagues sharing their disability data with us. We believe the
announcement of our goal has played a key role in this, raising
awareness and encouraging colleagues to share their disability
data with us.

At the time of setting our goal, 6 per cent of our senior
management colleagues had shared that they had a disability,
making our ambition to double representation feel like the

right first step. At the end of 2023, 12.4 per cent of our senior
management colleagues had shared their disability, meaning
that we have achieved our representation of senior colleagues
with disabilities goal earlier than anticipated. We will continue to
encourage our colleagues with disabilities and neurodiverse
conditions to share their data with us across the course of 2024,
helping us to build a true picture of the diversity of colleagues
within our organisation, whilst continuing to strive for greater
representation.

We are proud to be recognised as an inclusive employer for
people with disabilities. The Group continues to hold the Business
Disability Forum Gold Standard, in addition to being recognised
as a Disability Confident Leader by the Department for Work and
Pensions. We offer specific career development opportunities,
and workplace adjustments for colleagues with disabilities, in
addition to opportunities to join our colleague network, Access.

Sexual orientation and gender identity

We continue to focus on building an inclusive and open working
environment for our LGBTQ+ colleagues. Our LGBTQ+ colleague
network, Rainbow, continues to play a pivotal role in our
approach to supporting our LGBTQ+ colleagues.

m Further details can
be found in our

sustainability report 71
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Progress and performance continued

Colleagues continued

Our 2023 inclusion and diversity performance v

Gender'

Number % %

2023 2023 2022

Board members* Men 6 54.5 54.5
Women 5 455 455

Senior positions on the Board* Men 3 75.0 NR
Women 1 25.0 NR

GEC* Men 8 533 533
Women 7 46.7 46.7

GEC and GEC direct reports Men 7 53.8 58.3
Women 61 46.2 a7

Senior managers Men 4,801 59.9 60.6
Women 3,216 401/ 39.4

All colleagues Men 29,957 437 427
Women 38,550 56.3 57.3

Ethnicityl White British or other White
Asian Heritage background

Other ethnic group

©

81.8
91
91

Board members ethnicity >*

81.8
91
91

Senior positions on the Board ethnicity*

White British or other White

100.0

GEC ethnicity

White British or other White
Asian Heritage background

Colleague ethnicity

13

86.7
13.3

93.3
6.7

Senior managers from a Minority Ethnic background 890 n.3v 10.2
Senior managers from a Black Heritage background 135 17/ 1.4
All colleagues from a Minority Ethnic background 10,362 156.3 13.4
_ Colleagues who disclose that they have a disability 8,83 12.2 6.5
A HH Senior managers who disclose that they have a disability 981 12.4 NR
Disability
_ Colleagues who disclose their sexual orientation 49,085 72.9 68.6
Colleagues who disclose that they are LGBT+ 2,431 3.6 NR
Sexual : . o
. . Colleagues who disclose their gender identity 40,915 60.7 49.6
orientation and

gender identity

1 Datais collated and reported in compliance with the provisions of section .
414¢(8)(c) Companies Act 2006 and Listing Rule 9.8.6R(10) and (11).
Further information on our Board diversity is available on page 73.

2 Inthe current year there is no reported data for the categories of Black/ .
African/Caribbean/Black British, Mixed/Multiple/Other ethnic groups including
Arab and Not specified/prefer not to say. °

3 Inthe current year there is no reported data for the categories of Mixed/
Multiple ethnic groups, Black/African/Caribbean/Black British, Other ethnic
group including Arab and Not specified/prefer not to say.
4 Senior positions on the Board refer to the roles of the Chief Executive Officer,
Chief Financial Officer, Senior Independent Director and Chair of the Board. .
/ Indicator is subject to Limited ISAE 3000 (revised) assurance by Deloitte LLP for
the 2023 Annual Responsible Business Reporting. Deloitte’s 2023 assurance
statement and the sustainability metrics basis of reporting 2023 are available
online at our downloads 71 .

NR Data point not reported for period. .

Methodology and definitions:
- Data is sourced from the HR system (Workday) containing all permanent
colleague details
+ Alldata as at 31 December 2023 .
- Alldiversity information for ethnicity, disability, sexual orientation and gender .
identity is based on voluntary self-declaration by colleagues. Our systems do
not record diversity data of colleagues who have not declared this
information and is for UK payroll only
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Gender data includes international, those on parental/maternity leave,
absent without leave and long-term sick and excludes contractors,
temporary and agency staff

LGBT+ includes ‘Asexual/Ace Spectrum, Bisexual/Bi, Gay Man, Lesbian/Gay
Woman, Pansexual, Other Sexual Orientation and includes Transexual

The Group Executive Committee (GEC) assists the Group Chief Executive

in strategic, cross-business or Group-wide matters and inputs to the Board.
GEC includes the Group Chief Executive and excludes colleagues who report
to amember or attendee of the GEC, including administrative or executive
support roles (personal assistant, executive assistant)

GEC and GEC direct reports includes the Group Chief Executive and
colleagues who report to a member or attendee of the GEC, including
administrative or executive support roles (personal assistant,

executive assistant)

Senior managers: Grades F, G and Executive (F being the lowest).

A colleague is an individual who is paid via the Group’s payroll and employed
on a permanent or fixed-term contract (employed for a limited period).
Includes parental leavers and internationals (UK includes Guernsey, Isle of
Man, Jersey and Gibraltar). Excludes leavers, Group non-executive directors,
contractors, temps and agency staff

Diversity calculations are based on headcount, not full-time employee value.
Ethnicity data excludes non-UK colleagues


https://www.lloydsbankinggroup.com/who-we-are/downloads.html

Non-financial performance:

Climat

Creating a sustainable future is core to
our purpose of Helping Britain Prosper.
Guided by our Group strategy, we are
focusing on areas where we can have
impact, supporting the UK’s transition
through our lending, investments,
products and services.

Our environmental sustainability strategy aligns with the
Group's strategic priorities of Grow, Focus, Change, with
sustainability embedded into how we as a Group operate.
In developing targets, our first transition plan and assessing
the Group's risks and related opportunities to support our
customers, the need to move from a sector focus to a
system-led approach has become clear. The Group sees
climate strategy as both an opportunity for the business

to grow in support of our customers and a means of risk
management in pursuit of our strategy.

We have four systems where we believe we can leverage our
scale and reach in the market and the different financial services
that we offer to consider climate and environmental issues across
and between each system. These systems are focused on where
we live through greening the built environment, how we move
through low carbon transport, how we farm with a more
sustainable farming and food system, and through the energy
we use with an energy transition fundamental to broader
decarbonisation. The delivery of our strategy and oversight of
the related risks and opportunities is governed through our Board
and executive committees; further details of our sustainability
governance structure can be found on page 84.

We continue to evolve how we identify, assess and manage
climate-related risks and opportunities. While we are progressing
on all ambitions to date, there are significant challenges and
external dependencies in many of our sectors and systems that
will need to be addressed for us to achieve our targets and our
overall ambition to reduce the emissions we finance by more
than 50 per cent by 2030.

Climate resilience

We have undertaken scenario analysis to assess the resilience

of the Group's strategy, building on the lessons learnt from the
Bank of England'’s 2021 Climate Biennial Exploratory Scenario
(CBES). This included an initial assessment of the sectors most
exposed to climate-related risks. This exercise has demonstrated
that the Group has relatively low commercial lending exposure to
some of the main sectors most negatively impacted by climate
change. Similar analysis has also been undertaken on the Group’s
investment portfolio. This assessment has supported the focus for
the Group’s environmental sustainability strategy and emission
reductions targets. This analysis has also informed consideration
of climate risk in the Group’s calculation of expected credit losses.
This has included a top-down sector-level assessment for our
commercial clients, as well as assessment of flood risk and
affordability impacts relating to retrofitting costs based on energy
performance certificates (EPCs) for our Homes portfolio. These
estimated impacts are below the Group’s materiality thresholds;
therefore, no adjustments have been made to the expected credit
losses measured as at 31 December 2023. On this basis, the
Group's business model is also considered to be resilient against
the risks from climate change.

Further details on this analysis can be found in the Climate Risk
Scenario Analysis update in Risk Management pages 154 to 157.

our sustainability objectives v

i *»

Group strategic Grow Focus Change
[ ES Drive revenue Strengthen Maximise the
growth and cost and capital potential of people,
diversification efficiency technology
and data
Core business + Capitalising on + Reducing emissions and + Embedding sustainability
environmental sustainable financing and monitoring our sustainability- in all that we do
sustainability investment opportunities related risks to manage + Supporting and engaging
objectives + Improving access to costs and mitigate against with our colleagues
quality housing future losses
Environmental + 2030 and 2050 ambition and targets: bank financed emissions, including 10 bank sector 2030
ambitions and emission reduction targets
targets + 2030 and 2050 ambition and targets: Scottish Widows financed emissions

- 2030 and 2050 targets: for our own operations and supply chain emissions
+ 2024 and 2026 targets: for bank sustainable finance
+ 2025 target: for Scottish Widows investments in climate-aware strategies
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Progress and performance continued

Climate continued

Climate risks and opportunities

Climate risk is a key area of focus for the Group, specifically
the risk of experiencing losses and/or reputational damage,
either from the impacts of climate change and the transition
to net zero or as a result of the Group’s response to tackling
climate change.

We consider this risk to arise through two channels, physical

or transition risks:

+ Physical risks arising from changes in climate or weather
patterns. These can either be acute (event driven such as
floods or storms), or chronic (Ionger—term shifts such as
rising sea levels or droughts)

- Transition risks due to the changes associated with moving
towards a low carbon economy, including changes to policy,
legislation and regulation, technology and market, or legal
risks from failing to manage the transition

The impacts from climate risk largely manifest through other
principal risks that the Group faces, therefore consideration
of climate-related risk is integrated into some of our wider risk
management processes. Further information on climate-
related risks and how we identify, assess and manage them
can be found on pages 154 to 157 in Risk management.

How we identify, assess and manage

opportunities

One of the main risks facing the Group is the failure to
adequately support the transition to net zero. We have the
responsibility to manage our own operational emissions

and the opportunity to support our colleagues and customers
to transition, noting our biggest opportunities are in relation to
the areas where we have the largest lending including residential
mortgages and our real estate sector. The identification,
assessment and management of these opportunities is
undertaken on a regular basis by our functional-level and
divisional teams, and approval of new initiatives governed

in line with our sustainability governance structure.

The time frames applied for considering the impact of climate-
related opportunities is aligned with those used for business
planning: short term: 0-1 year, medium term: 1-5 years, long
term: 5+ years. We note that the timing is partly dependent on
external factors such as UK government policy and regulation,
technology developments, as well as our customers’ response.
The following is an indicative list of the climate-related
opportunities that we have incorporated or will aim to
incorporate in the medium to long term across the Group.

Opportunities v

Time
Opportunity Driver horizon
Increasing consumer preference for sustainable Transition Short,
products including in relation to our pension (Technology, medium,
offering, sustainability-linked loans, financing Market) long
of EVs and home improvements
Providing finance to support investment Transition Medium,
in climate-related technology (Technology, long
Market)
Develop products to promote climate Physical Short,
resilience such as the Build Back Better Transition medium,
scheme for home insurance (Technology, long
Market)
Reducing the emissions from our direct Transition Short,
operations (Reputation, medium
Technology, long
Market)
Develop industry partnerships to help drive Transition Short,
energy-efficient solutions for our customers and (Technology, medium,
build knowledge on how we can further support Ma.rket, long
our customers and suppliers to transition Policy,

Reputation)
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We have identified opportunities to:

1. Respond to increasing customer preference for sustainable
products. We recognise the growing sentiment for
sustainability-linked products as a key opportunity and are
progressing against our sustainable financing and investment
targets to deliver against our identified opportunities.

2. Support investment in climate-related technology, mobilising
our net zero origination programme to monitor and identify
the most significant transition technologies.

3. Develop products to promote climate resilience, engaging in
this opportunity though the Build Back Better scheme for home
insurance and our efforts in greening the built environment
through our products and services.

4. Embrace the opportunity to reduce emissions from our own
operations; we remain focused on removing all use of natural
gas from our estate, replacing gas boilers with low-carbon
heating technologies and creating more sustainable branches
in communities across the UK.

5. Develop industry partnerships, such as with the Soil Association
Exchange and Octopus Energy, which help build knowledge on
how we can further support our customers and suppliers
to transition.

Further details of our opportunities can be found within the
sustainability report 71

Metrics and targets'?

Our lending portfolio means our biggest exposure to sectors at
increased climate risk is in relation to our residential mortgages
and our real estate sector. For further details of our lending to
sectors with increased climate risk see page 110 of our
sustainability report 71 The scale of our emissions varies across
different areas of the business. A breakdown of our Group's
absolute emissions is shown below. Our emissions footprint has
guided our approach to assessing the risks and opportunities
and where we have the biggest role to play. We calculate our
emissions in line with the Greenhouse Gas Protocol, further
detail in our Sustainability Metrics Basis of Reporting 71

Absolute

emission
Area of the Group (Mtco,e)
Bank financed emissions (2022) 22.0
Scottish Widows financed emissions (2022) 10.2
Supply chain emissions (2022/23) / 0.8
Own operation emissions (2022/23) / 0.1

1 Based on 2022 data available for Bank and Scottish Widows financed emissions
Scope 1 and 2 emissions only. 2022/23 period end data for supply chain
emissions. 2022/23 period end data for own operations emissions includes Scope
1,2 and 3 categories and is reported on a market basis.

2 /Indicator is subject to limited ISAE 3000 (revised) assurance by Deloitte LLP.

We have set several ambitions across our own operations,
supply chain and lending and investments to support the
decarbonisation of our business in line with the Paris agreement
to limit global warming to 1.56°C.

Please refer to our sustainability report 7 for further detail
on our system-led transition plans and environmental progress
throughout 2023.



https://www.lloydsbankinggroup.com/assets/pdfs/investors/financial-performance/lloyds-banking-group-plc/2023/q4/2023-lbg-sustainability-report.pdf
https://www.lloydsbankinggroup.com/assets/pdfs/investors/financial-performance/lloyds-banking-group-plc/2023/q4/2023-lbg-sustainability-report.pdf
https://www.lloydsbankinggroup.com/assets/pdfs/who-we-are/responsible-business/downloads/2023/2023-lbg-sustainability-metrics-basis-reporting.pdf
https://www.lloydsbankinggroup.com/assets/pdfs/investors/financial-performance/lloyds-banking-group-plc/2023/q4/2023-lbg-sustainability-report.pdf

Our emissions and financing targets drive the delivery of

our environmental strategy. With these targets supporting
management of our climate-related risks and opportunities,
notably the risk ‘failure to support the transition to net zero".

Our 2023 balanced scorecard applies a meaningful 10 per cent
weighting to environmental measures, having key performance
measured by assessing the progress against our targets and
sustainable financing and investments. From 2024 the Long
Term Incentive Plan (LTIP) will include a weighting of 15 per cent
against environment measures, reflecting that the transition to
alow carbon economy is core to the Group strategy. Further
details on the balanced scorecard and LTIP process can be
found on page 124.

Our emissions targets

Bank ambition

Work with customers, government and the market to help reduce
the carbon emissions we finance by more than 50 per cent by
2030 on the path to net zero by 2050 or sooner.

MtCO,e reduction
v 2018 Weare here v 2030target v

Our overall bank emissions reduction ambition is supported by
10 sector-specific targets covering our highest emitting sectors.
These targets are supported by sector-specific transition plans
which detail how we are supporting our customers and clients

to transition in these areas.

Scottish Widows

Target halving the carbon footprint'? of all of our investments
by 2030 on the path to net zero by 2050.

tCO,e/£m reduction
v 2019 Weare here ¥ 2030target v

1 Carbon footprint is a measure of carbon intensity calculated as absolute value
of emissions applicable to an investment divided by the value of investment.
The carbon footprint measured, where data is available, for year-end 2022 was
77.4tCO,e/£m / against a 2019 baseline of 116.1 tCO,e/£m .

2 /Indicator is subject to limited ISAE 3000 (revised) assurance by Deloitte LLP.

Supply chain
Scope 3 supply chain emissions (tCO.e)
Restated
baseline Current
year year
2021/22 2022/23
Scope 3 emission GHG Protocol
Categories 12,4 679,326/ 785,237/

Reduce the carbon emissions we generate through our supply
chain by 50 per cent by 2030 on the path to net zero by 2050
or sooner34s,

From a 2021/22 baseline.

/ Indicator is subject to limited ISAE 3000 (revised) assurance by Deloitte LLP.
We refined our methodology and approach to calculating our supply chain
emissions in 2023 and have recalculated our baseline emissions for the period
October 2021 to September 2022. A key refinement was the exclusion of VAT from
our spend data used to calculate supplier emissions.

a b~ w

One year on from announcing our ambition to reduce supply
chain emissions by 50 per cent by 2030 on our path to net zero
by 2050, or sooner, we have seen an increase of 16 per cent in
our disclosed supply chain emissions. This increase has been
driven by business growth and investment that has resulted in
a 21 per cent increase in spend with suppliers from £4.0 billion
to £4.9 billion compared to our baseline year.

This highlights the limitations of a spend based methodology
which relies on average carbon emission factors per £1 of
spend and supports our objective of moving towards
supplier-specific carbon emissions data. This will allow us

to more readily assess the progress of our suppliers against
our ambition by decoupling spend from emissions,

reflecting the actions taken by suppliers to decarbonise

their business activities. Further details are found within the
sustainability report 71,

Own operations

Demonstrating our commitment to managing our own
operations emissions, this year, we have also reviewed and
redefined our operational net zero target for 2030. We have
increased our commitment to reduce operational Scope 1and
2 carbon emissions from 75 per cent to at least 90 per cent by
2030, based on our 2018/19 baseline. We recognise that there is
more that we can do to minimise the environmental impact of
our direct operations, and have introduced a new pledge for
nature across our operations. Further details can be found
within the sustainability report 71,

Direct carbon emissions reduction®
Net zero carbon operations by 2030

v 2018/2019 Weare here ¥

2030 target v
90%

Balanced scorecard KPI’#
Operational carbon emissions
target (tCO.e)

123,499

6 Scopeland 2 emissions, market-based approach for electricity Scope 2.
Emissions reduction is shown for the period 1 October 2022 to
30 September 2023.

7 Restated all prior periods data to improve the accuracy of reporting using
actual data to replace estimates, historical emissions associated with Embark
Group's properties, and improved escaped refrigerant related emissions.

8 Includes Scope 1,2 emissions and Scope 3 categories 3,5, 6 and 7. Scope 3
categories 1,2, 4 and 15 are excluded.

In 2022/23, our overall market-based carbon emissions were
123,499 tonnes CO,e, 30.2 per cent lower since 2018/19 and a
5.0 per cent increase since 2021/22, mainly driven by higher
business travel and commuting related carbon emissions.
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Progress and performance continued

Climate continued

Climate-related financial disclosures
The table below outlines our climate-related financial
disclosures, the information listed is incorporated by cross-
reference. For further details on how non-financial and
sustainability (environmental, social and governonce)
information is integrated across the strategic report

and other sections see page 46.

Our sustainable financing and
investment targets

In 2022 we set sustainable finance targets through to 2024
totalling £33 billion across the bank and for up to £25 billion of
investments in climate aware strategies for our Scottish Widows
business from 2020 through to 2025. We have made great

progress against these targets and have already reached
our Commercial Banking target for our corporate and
institutional customers.

We have built on our existing targets across the Group with a new
2024 to 2026 target for Commercial Banking which is in addition

to our existing targets set out below.

our sustainable financing and investment targets

Climate-related Financial Disclosure v

Section
A: Governance arrangements for assessing Governance
and managing climate-related risk and pages 84 to 85

opportunities

B: Identify, assess and manage climate-related
risks and opportunities

Risk management
pages 154 to 157
Strategic report

2023 progress
prog page 34

Commercial Banking £15.8bn/ C: Processes for identifying, assessing Risk management
£15 billion sustainable finance for corporate target and managing climate-related risks pages 154 to157
and institutional customers' by 2024 achieved are integrated into the overall risk

management process
Motor £5.7bn/ D: (i) Principal climate-related risks and Risk management
£8 billion financing for EV and plug-in hybrid opportunities (i) time periods by which page 156
electric vehicles by 20242 reference to these risks and opportunities Strategic report

are assessed page 34
EPC AIB mortgage Iendmg_ £7.5bn/ E: Impacts of the principal climate-related risks Risk management
£10 billion of mortgage lending for EPC A and B and opportunities on the business model page 154 to 157
rated properties by 202434 and strategy Strategic report

N N pages 33 to 34
Scottish Widows £21.7bn / F Amaieis of rosii PaT— = Riok .
£20-£25 billion discretionary investment s Analysis of resfience of the business mode lsikmanagemen
. ) 5 X and strategy taking into consideration pages 156 to 157
in climate-aware® strategies by 2025 climate-related scenarios Strategic report
page 33

Our new target from 2024 £30bn G: Description of targets used to manage Strategic report
Commercial Banking 2024 to 2026° climate-related risks and realise climate- pages 34 to 36

related opportunities and performance

against those

H: KPIs used to assess progress against targets
used to manage climate-related risks and
realise climate-related opportunities,
description of which those KPIs are based

Strategic report

1 Corporate and institutional customers (customers with a turnover >£100 million). pages 34 to 36
Includes product types as defined on page 31 of the Sustainability Metrics Basis
of Reporting. £7.9 billion achieved in 2023.

2 Includes product types as defined on page 31 of the Sustainability Metrics Basis
of Reporting. £3.6 billion achieved in 2023.

3 Includes product types as defined on page 31 of the Sustainability Metrics Basis
of Reporting. The target includes remortgages but excludes further advances.

4 £75 billion covers the period from January 2022 to September 2023. With
£2.8 billion achieved from 1 January 2023 to 30 September 2023.

5 We are working with our strategic fund management partners BlackRock and
Schroders to develop and refine a range of funds that have a bias towards
investing in companies that are adapting their businesses to be less carbon-
intensive and/or developing climate solutions.

6 New 2024 lending target for Commercial Banking. Includes product types
as defined by the Group's Sustainable Financing Framework on page 26.

v/ Indicator is subject to limited ISAE 3000 (revised) assurance by Deloitte LLP.

®m Further details on our targets
2 available within the

sustainability report 71
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(%2}

Task Force on Climate-related Financial In addition to the compliance below, in-scope entities within %

° . our Insurance, Pensions and Investments business, which Q.

Disclosure (TCFD) recommendations are incorporated as part of Scottish Widows Group, are required o

We comply with the FCA's Listing Rule 9.8.6R(8). Set out to report in compliance with FCA ESG Sourcebook (set out via 5

in the following table are our climate-related financial disclosures  Fca ps21/24) reporting requirements for the period ending S
which are consistent with the 2021 TCFD recommendations and 31 December 2023. This additional compliance will be met
recommended disclosures across all four of the TCFD pillars: through Entity and Product level reporting to be published

strategy; governance; risk management; and metrics and targets.  on the Scottish Widows website in June 2024.

Further detail on our progress against the TCFD recommendations e will continue to assess and develop our disclosures against

can be found in our sustainability report 2 Our separate the TCFD recommendations and recommended disclosures,
supplement ensures we can provide a comprehensive response considering relevant TCFD guidance and materials along with
to the TCFD framework that is presented in a decision-useful new disclosure requirements such as International Sustainability 2
manner for users of the reports. We have referenced specific Standards Board: IFRS S1‘General requirements’ IFRS $2 ‘Climate- 2
pages where additional detail and technical content relevant related disclosures’. Q.
to our TCFD disclosures can be found in the table below. %
TCFD pillar TCFD recommended disclosures Reference Summary of progress
_ A. Describe the climate- Risk management ¢ Defined the key climate-related risks and
strategy related risKs and pages 154 to 155 opporpunit‘ies across the Qroup orjd identiﬁeq the )
opportunities the potential time horizons (aligned with Group financial
. organisation has Strategic report planning) over which they may arise
Recommendation identified over the short page 34 f ;
Disclose the actual and medium, and long terml 3 Dlsclosuﬁes made on thg crossjcuttlng nature of
potential impacts of ' : cllmgte'rlsks .cmd how this can impact a broad range @
climate-related risks and of principal risks %
opportunities on the 5
organisation’s business, B. Describe the impact of Risk management e The Group’s financial statements consider the S
strategy and financial climate-related risks and page 156 impact of climate-related risks on our financial 3
planning where such opportunities on the position and performance, including expanded
information is material. organisation’s business, consideration of the impact on expected credit
strategy and financial Sustainability report losses in 2023
planning. 202371 * Continued to embed climate risk into our financial
page 105 planning process with financed emissions ambitions
page107 considered as part of the forecasting process
pages 164 to 166 o
e Embedded monitoring of sector targets, as reported
in our Group climate transition plan, into the internal
reporting process with the aim to support climate =
considerations forming part of the Group’s regular @
decision making S
g
C. Describe the resilience Strategic report e We have assessed the resilience of our lending LS
of the organisation’s page 33 and investment portfolio to climate risk based on g
strategy, taking into sector exposure, building on lessons learnt from o
consideration different Risk management the 2021 CBES -
chmotg—re!oted . pages155to157 e We have noted that our commercial lending
scenarios, including exposure to sectors with increased impacts from
a 2°C or lower scenario. climate risk is relatively low
e Over the medium to long term, transition risk on
our pensions and investment portfolio is significant
but an orderly transition to net zero would provide
an opportunity for better customer outcomes T
o]
3.
Q
TCFD pillar TCFD recommended disclosures Reference Summary of progress %
I A.Describe the Board'’s Governance e Our governance structure provides clear oversight %
oversight of climate- pages 84 to 85 and ownership of the Group’s environmental 0]
Governqnce related risks and sustainability strategy and management of risks %
. opportunities. and opportunities at the Board and executive levels
Recommendation . . )
Disclose the * The Board is engaged through different committees
organisation’s on at qust a qgorterly basis on our sustainability
governance around agenda including our nature strategy and the
climate-related risks monitoring of our progress against targets
and opportunities. and ambitions o
B. Describe management’s Governance e The Group Net Zero Committee provides direction g
role in assessing and pages 84 to 85 and oversight of the Group’s environmental -
managing climate- sustainability strategy including opportunities, %
related risks and supported by divisional governance 3
opportunities. * The Group Risk Committee provides oversight of g
climate risk S

Key Committee oversight in 2023 included
development of sector targets for three new sectors
and the evolution of our environmental strategy
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Progress and performance continued

Climate continued

TCFD pillar

I
Risk
management

Recommendation
Disclose how the
organisation identifies,
assesses, and manages
climate-related risks.

TCFD recommended disclosures

Reference

Summary of progress

A. Describe the
organisation’s processes
for identifying and
assessing climate-
related risks.

Risk management

pages 154 to 157

Key climate-related risks have been identified
at Group level across five themes: net zero;
greenwashing; external disclosures; inbound
physical and transition risks; and regulatory
compliance

The materiality of these risks has been assessed
based on their potential impact on the Group,
with scenario analysis outputs used to inform this
in key areas

B. Describe the
organisation’s processes
for managing climate-
related risks.

Risk management

pages 154 to 157

We are continuing to embed consideration of
climate risk within our existing risk management
processes to mitigate the cross-cutting impacts
of climate risk

We have developed some initial controls for
managing these risks, although we expect
to continue to enhance these as our
understanding evolves

C. Describe how processes

Risk management

Climate risk is embedded into our Enterprise Risk

for identifying, assessing, page 154 to 157 Management Framework, through consideration of
and managing climate- climate risk as its own principal risk, and integration
related risks are into other principal risks materially impacted
integrated into the e The Group climate risk policy provides an
organisation’s overall overarching framework for the management
risk management. of climate risks across the Group
TCFD pillar TCFD recommended disclosures Reference Summary of progress
I A.Disclose the metrics used Sustainability e Our exposure to sectors with increased climate
H by the organisation to report 2023 71 risk has been analysed, and used to set our bank
etrics an Y g Y
assess climate-related pages 110 to 111 emission ambition and Net Zero Banking Alliance
ta rgets risks and opportunities pages 114 to 115 (NZBA) sector targets
in line with its strategy pages 169 to 170 e We monitor progress against our net zero ambitions,
Recommendation and risk management

Disclose the metrics and
targets used to assess
and manage relevant
climate-related risks and
opportunities where such
information is material.

process.

Strategic report
page 35to 36

including measures related to our financed
emissions, own operations emissions, supply chain
emissions and sustainable finance and investment.
We also monitor our progress in relation to our 10
NZBA sector targets

B. Disclose Scope 1, Scope 2,
and, if appropriate, Scope
3 greenhouse gas (GHG)
emissions, and the
related risks.

Directors’ report
pages 134 to 135

Strategic report
page 34 to 35

Sustainability
report 2023 71
pages 114 to 115
pages 169 to 170

We have disclosed our Scope 1, 2 and 3 emissions for
our own operations and supply chain, and continue
to develop our approach to calculating financed
emissions, now updated to period ended 2022

We calculate our emissions in line with GHG
Protocol and have released our first Scope 3 basis
of reporting. This document includes details on
our approach to all 15 categories of Scope 3

GHG reporting

In June 2023 Scottish Widows published product
level TCFD reporting in compliance with FCA ESG
Sourcebook (set out via FCA PS21/24), with an update
to be published by June 2024

C. Describe the targets used
by the organisation to
manage climate-related
risks and opportunities
and performance
against targets.
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Strategic report
Pages 34 to 36

Sustainability
report 2023 71
pages 88 to 89
pages 96 to 99
page 114

pages 160 to 161
page 169

We have defined sustainable financing and
investment targets for our core business areas.
Along with our emissions ambitions these make up
the key metrics we use in the Group to monitor our
progress against our strategy

To support our overall bank ambitions we have
released 10 sector-specific 2030 NZBA targets.
These are a mix of physical intensity and absolute
emissions based targets
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Risk overview

Effectiverisk
management
and control

Risk management is a key element in shaping our business model
and delivering the Group’s strategy to enable sustainable growth.
A strong risk management culture is crucial to keep the Group,
our colleagues and our customers safe and secure from existing
and emerging risks.

Our approach to risk

The Group's business model is based on a prudent approach

to risk, which guides participation decisions while safeguarding

our colleagues, customers and the Group. An overview of risk

management is included in this section, with the detailed risk

management section from pages 138 to 196, which provides:

+ Adetailed overview of how risk is managed within the Group,
including the approach to risk appetite

+ The framework by which these risks are identified, managed,
mitigated and monitored

Risk profile and performance

The Group has remained committed to maintaining support for
its customers despite challenges with the rising cost of living and
economic uncertainties in the global and domestic markets.

The Group's loans and advances continue to be well positioned
and heightened monitoring is in place to identify signs of
affordability stress. The mortgage book remains resilient with
arrears below 2019, with the new Mortgage Charter providing
additional enhanced support to customers during 2023.

Unsecured and Commercial Banking portfolios continue to exhibit
stable new to arrears and default trends broadly at, or below,
pre-pandemic levels. Commercial Real Estate is demonstrating
resilience and is well diversified with no speculative commercial
development lending.

As part of the Group's strategy, there will be continuing investments
in technology and infrastructure. The Group’s operational resilience
risks remain a key area of focus, particularly relating to cyber risk
and supply chain management.

The Group has overseen the embedding of its operational risk
and control framework during 2023 and its oversight of
management of financial crime risks and consumer fraud.

Climate risk remains a key priority for the Group, with positive
progress in 2023 and a commitment to continued focus in 2024.

Enterprise risk management framework

©@ Roleofthe Board and
senior management

Risk culture and the
customer

Risk appetite

Risk and control self-
assessment

Risk governance

Three lines of defence

The Group has enhanced the monitoring of progress against
its strategic ambitions, alongside ongoing development of
capabilities for measuring and managing key risks.

Our enterprise risk management framework

The enterprise risk management framework (ERMF) is the
foundation for the delivery of effective and consistent risk control
across the whole Group. It enables proactive identification, active
management and monitoring of the Group's risks, which is
supported by our risk and control self-assessment approach.

The ERMF is regularly updated to ensure it remains in line with
regulation, law, corporate governance and industry good
practice. The Board and senior management are responsible for
the approval of the ERMF, together with Group-wide risk principles
and policies. The effectiveness of the ERMF is assessed annually
with the results reported directly to the Board.

The Board and senior management set and embed a positive
culture of diversity, equity and inclusion. The Group’s Code of
Ethics and Responsibility and our established values, reinforce
colleagues’ accountability for the risks they take, their
responsibility to explore customers’ needs and consistently
deliver good customer outcomes.

Risk appetite is defined within the Group as the amount and type
of risk that the Group is prepared to seek, accept or tolerate in
delivering its strategy. The Board is responsible for approving the
Group’s Board risk appetite statement annually. Board level risk
appetite metrics are augmented further by executive-level
metrics and cascaded into detailed business metrics and limits.

The Group adopts a continuous risk management approach,
from identifying the risks through risk and control self-
assessment, and managing the risks through to producing
appropriate, accurate and focused risk reporting. The Group
ensures that the appropriate risk resources and capabilities are
in place, with colleagues provided with the necessary training

to give them the skills they need.

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

The three lines of defence model defines the responsibilities
and accountabilities for risk management, with effective
independent oversight and assurance. Business lines have
primary responsibility for the identification and management of
risks, Risk division provides oversight and challenge, and Group
Internal Audit provide independent assurance to the Board and
Audit Committee.

More information on the Board’s responsibilities can be found on
page 93 and our executive and Risk committees on pages 141to 142.

The Board delegates executive authorities to
ensure there is effective oversight of risk management.

The appropriate culture ensures performance,
risk and reward are aligned.

The framework ensures our risks are managed
in line with our risk appetite.

The identification, measurement and control of our risks form
an integral part of our risk and control self-assessment.
The governance framework supports a consistent

approach to enterprise-wide behaviour and decision making.

The robust approach to monitoring oversight and assurance
ensures effective risk management across the Group.
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Risk overview continued

Principal risks

The principal risks outlined in this section are used to monitor
and report the risk exposures posing the greatest potential
impact to the Group.

All of the principal risks are Board-approved enterprise-wide
risk categories which are reported to the Board Risk Committee
and the Board regularly.

The Board Risk Committee report on pages 101to 106 outlines its
purpose, structure and responsibilities in addition to activities
during the year.

The Group is in the process of conducting a detailed review of
the enterprise risk management framework to ensure it remains
in line with regulatory expectations, corporate governance and
industry good practice, which will result in a reclassification of
our principal risks in 2024.

In the risk management section, a summary of the Group'’s
principal and secondary risks is on page 145, with further
information on how each principal risk is managed from
pages 146 to 196.

Risk trends Link to strategy
) stablerisk @® Grow

W Reduced risk PP Focus

A Elevated risk 49 change

Capital risk

Risk trends Link to strategy
Stable risk

See page 24

Risk performance

The Group maintained its strong capital position in 2023 with a CET]
capital ratio of 13.7 per cent on a pro forma basis, after absorbing
regulatory headwinds and the acquisition of Tusker.

Risk appetite
The Group maintains capital levels commensurate with a prudent level
of solvency to achieve financial resilience and market confidence.

Key mitigating actions

« Capitalmanagement framework that includes the setting of capital
risk appetite, capital planning and stress testing activities

+ Regular refresh and monitoring of a suite of early warning indicators
and maintenance of a Capital Contingency Framework, designed to

This remains significantly ahead of minimum capital requirements and in identify and act on emerging capital concerns at an early stage
excess of the Group's revised ongoing target of 13.0 per cent (previously

135 per cent), which includes a management buffer of around 1 per cent.

Downside risks from economic and regulatory headwinds, including the

impact of further Retail secured CRD IV model updates, are being closely

monitored. This is in addition to the potential impact from the FCA review

of historical motor finance commission arrangements.

Change and execution risk
Risk appetite
Risk performance

The Group has limited appetite for negative impacts on customers,
colleagues, or the Group as a result of change activity.

The Group's change and execution risk has remained elevated in 2023.

Whilst change continues to be carried out safely and the new platform

operating model has enhanced the change controls, the scale and

complexity of the Group's strategic change agenda is significant.

Further development of the model, change framework and the

associated controls is expected in 2024.

Risk trends
Elevated risk

Link to strategy
See page 24

Key mitigating actions

« Measurement and reporting of change and execution risk, including
critical elements of the change portfolio through appropriate
governance

« Providing sufficient skilled resources to safely deliver and embed
change and support future transformation plans

« Continued evolution and enhancement of the Group’s change
operating model including the underpinning policy, method and
associated controls

Risk appetite

Link to strate
9 The Group takes action to support the Group and its customers’

Risk trends
Stable risk

»

See page 24
transition to net zero, and maintains its resilience against the risks
relating to climate change.
Risk performance Key mitigating actions
The Group is continuing to develop its capabilities for measuring + Further embedding of climate risk policy, providing a framework for
and managing key climate risks including monitoring progress against consideration of climate-related risks across the Group
its net zero ambitions. « Established targets to reduce emissions across key areas of activity,

as well as developing appropriate plans and strategies to support
However, the external landscape presents further challenges, our transition to net zero
both in relation to the policy changes required to support the transition + Enhancing consideration of physical and transition risks within the
to net zero, as well as increasing regulatory expectations. credit risk process, including assessment of clients’ credible
transition plans
+ Continuing to build an understanding of how greenwashing could
impact the Group, including training for all colleagues to ensure
itis avoided
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Risk trends Link to strategy
Stable risk See page 20 .

Risk performance

Conduct risk has remained stable in 2023, however there are several
areas of emerging risks due to regulatory changes and areas of focus.
The Group's focus is on supporting customers impacted by the rising cost
of living, culture and diversity, mindset shift to embed the FCA's
Consumer Duty requirements and ensuring good customer outcomes,
amid the transformation of its business and technology. We are also
continuing to liaise closely with the FCA and FOS on historical motor
commission arrangements.

Risk appetite
The Group delivers good outcomes for its customers.

Key mitigating actions

+ Robust policies in place to support good customer outcomes

« Active engagement with regulatory bodies and key stakeholders to
ensure that the Group's strategic conduct focus continues to meet
evolving stakeholder expectations

Risk trends Link to strategy
Stable risk See page 20 “

Risk performance

The Group's credit portfolio continued to be resilient with only modest
evidence of deterioration to date. UK Mortgages new to arrears were
relatively stable throughout 2023, having increased slightly at the
start of the year, with other unsecured portfolios performing broadly
at or favourable to pre-pandemic levels. Impairment was a net charge
of £308 million, compared to £1,510 million for 2022 and includes a
significant write-back following the full repayment of debt from
asingle name client in the fourth quarter and improvements in the
Group’s macroeconomic outlook. The Group's expected credit loss
allowances have decreased to £4,292 million (2022: £5,222 million).

Risk appetite

The Group has a conservative and well-balanced credit portfolio
through the economic cycle in line with the Group’s target return on
equity in aggregate. The Group'’s approach focuses on origination
quality and levers at Board level while dynamically adapting to the
risk environment, business growth strategy, industry practices and
regulatory expectations.

Key mitigating actions

« Extensive and thorough credit processes, strategies and controls
to ensure effective risk identification, management and oversight

- Significant monitoring in place, including early warning indicators

+ Selective credit tightening reflective of forecast changes in the
macroeconomic environment, including updates to affordability
lending controls for forward-looking costs

Risk trends > Link to strategy
Stable risk See page 24

Risk performance

Data risk remained stable in 2023 with investment in end-to-end data
risk management and capabilities. The Group’s data strategy will
support managing data risk and remediation to achieve the Group's
growth objectives.

Risk appetite
The Group has zero appetite for data-related regulatory fines
or enforcement actions.

Key mitigating actions
Delivering against the data strategy and uplifting capability
in data management and privacy

+ Embedding data by design and ethics principles into the
data science lifecycle

+ Oversight of the data supply chain, emerging technologies,
and data controls and processes

|
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Funding and liquidity risk

Risk trends Link to strategy
Stable risk See page 24

Risk performance

The Group maintained its strong funding and liquidity position in 2023.
The loan to deposit ratio decreased slightly to 95 per cent (2022: 96 per
cent). The Group's liquid assets continue to exceed the regulatory
minimum and internal risk appetite with a monthly rolling 12-month
average liquidity coverage ratio (LCR) of 142 per cent (2022: 144 per cent).
The Group maintains its access to diverse sources and tenors of funding.

Risk appetite

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

Key mitigating actions

+ Management and monitoring of liquidity risks and ensuring
that management systems and arrangements are adequate
with regard to the internal risk appetite, Group strategy and
regulatory requirements

+ Significant customer deposit base, driven by inflows to
trusted brands

+ Participation in term issuance programmes
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Risk overview continued

|

Insurance underwriting risk

>

Risk trends
Stable risk

Link to strategy
See page 20

Risk performance

Insurance underwriting risk remained broadly stable. Life and Pensions
present value of new business premium reduced to £17.4 billion

(2022: £19.0 billion), the reduction driven mainly by higher discounting
rates. General Insurance total gross written premium increased to
£579 million (2022: £486 million) due to improved trading.

Risk appetite
The Group has an appetite to take on insurance underwriting risks
where they fit with our strategic objectives.

Key mitigating actions
Significant reinsurance of mortality, morbidity and General Insurance
weather risk

-+ Robust processes for underwriting, reinsurance, claims
management, pricing, product design and product management

+ Management through diversification and pooling of risks

Risk trends
Stable risk

Link to strategy
See page 24

>

Risk performance

Market conditions in 2023 remained volatile creating an uncertain
environment for the management of market risk. However, the Group
remains well hedged ensuring near-term interest rate exposure is
appropriately managed.

The Group's structural hedge decreased to £247 billion (2022: £255 billion)
mostly due to the changing mix of customer deposits, from current
accounts into fixed savings products. In 2023 the pensions triennial
valuation completed and following final contributions of £250 million

in December, the pension schemes funding deficit was cleared.

The IAS 19 accounting surplus remained broadly unchanged at

£3.5 billion (2022: £37 billion).

Risk appetite
The Group has effective controls in place to identify and manage
the market risk inherent in our customer and client-focused activities.

Key mitigating actions

+ Structural hedge programmes implemented to stabilise earnings

+ Close monitoring of market risks and, where appropriate,
undertaking of asset and liability matching and hedging

« Monitoring of the credit allocation in the defined benefit pension
schemes, as well as the hedges in place against adverse
movements in nominal rates, inflation and longevity

Risk trends
Elevated risk

Link to strategy
See page 24

o

Risk performance

Model risk remained elevated in 2023, following the pandemic-related
government-led support schemes weakening the relationships between
model inputs and outputs in 2022. The economy has steadied somewhat
compared to 2022, now being more typical of the environment used to
build the models, reducing need for judgemental overlays to account for
this, but many of the effects of the pandemic and other stresses to the
economy are still working their way through. The control environment for
model risk continues to be strengthened to meet revised internal and
regulatory requirements.

Operational risk

Risk appetite
Material models perform in line with expectations.

Key mitigating actions
+ Robust model risk management framework for managing
and mitigating model risk within the Group

|

Risk trends
Elevated risk

Link to strategy
See page 20

@ M) »

Risk performance

Operational risk has elevated in 2023. Overall, operational loss event
volumes have slightly increased due to fraud instances, but financial
losses have reduced compared with 2022.

Key operational risk areas for the Group are security, technology and

fraud, with an uplift in supplier issues over the last 12 months, although
these have not been material in impact.
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Risk appetite

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

Key mitigating actions

+ Review and investment in the Group's control environment, with
a particular focus on automation, to ensure the Group addresses
the inherent risks faced

« Deployment of a range of risk management strategies,
including avoidance, mitigation, transfer (including insurance)
and acceptance



|
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Operational resilience risk

>

Risk performance

Operational resilience remained stable in 2023. Enhancing the Group’s
resilience for serving customers has been a key focus. The Group has
used operational resilience scenario testing to shape a programme
to deliver enhanced resilience of important business services by 2025.

Risk trends
Stable risk

Link to strategy
See page 24

s

The Group recognises the prominence of cyber security protection
and the role that resilience of our suppliers plays in delivering resilient
customer experiences. Technology resilience remains a focus areaq,
with dedicated programmes to address key risks.

Risk appetite
The Group has limited appetite for disruption to services to customers
and stakeholders from significant unexpected events.

Key mitigating actions

« Operational resilience programme in place to deliver against new
regulation and improve the Group's ability to respond to incidents
while delivering key services to customers

+ Investment in technology improvements, including enhancements
to the resilience of systems that support important business services

|

People risk

Risk trends
Elevated risk

Link to strategy
See page 20

@ M)

Risk performance

People risk remains a key focus for the Group given the scale and pace
of the transformation underway. The strategic focus of the leadership
team continues to focus on colleague wellbeing and resilience, driving
aninclusive, diverse and customer-centric culture, recruiting the required
skills of the future and enabling colleague performance through
enhancing their skills and capabilities. This is together with the Group's
revised pay offering which aims to support colleagues facing cost of
living pressures.

Risk appetite

The Group leads responsibly and proficiently, manages people
resource effectively, supports and develops colleague skills and talent,
creates and nurtures the right culture and meets legal and regulatory
obligations related to its people.

Key mitigating actions

« Delivery of strategies to attract, retain and develop high-calibre
people with the required capabilities, together with a focus on
creating a strong and resilient talent pipeline

« Continued focus on the Group's culture by developing and delivering
initiatives that reinforce inclusivity and appropriate behaviours

« Focus on providing a working environment which promotes
colleague safety and enhances their wellbeing and resilience

|
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Regulatory and legal risk

>

Risk performance

The regulatory and legal risk profile has remained stable, although

we are conscious of upcoming regulatory changes and the ongoing
implementation of Consumer Duty. Legal risk continued to be impacted
by the evolving legal and regulatory landscape, changing regulatory
and other standards and uncertainty arising from the current and future
litigation landscape.

Risk trends
Stable risk

Link to strategy
See page 24

Risk appetite

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

Key mitigating actions

- Policies and procedures setting out the principles and key controls
that should apply across the business which are aligned to the
Group risk appetite

« ldentification, assessment and implementation of policy and
regulatory requirements by business units and the establishment
of local controls, processes, procedures and resources to ensure
appropriate governance and compliance

|
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Strategic risk

>

Risk performance

Strategic risk is stable, with further evolution of the Group’s methodology
for assessing and prioritising emerging risks. Further information on
emerging risks can be found on pages 44 and 144.

Risk trends
Stable risk

Link to strategy
See page 20

@ )y ¢

Risk appetite
From 2024 strategic risk has been incorporated into emerging
and horizon risk, and risk appetite is not set.

Key mitigating actions

« Considering and addressing the strategic implications of
emerging trends

+ Embedding of strategic risk into business planning process
and day-to-day risk management
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Risk overview continued

The 2023 emerging risk landscape has been simplified,
combining emerging and strategic risks into a single view

(see below), enabling greater management concentration on
developing the appropriate responses. The Group will continue

to monitor emerging and horizon risks, exploring how they may
impact its future strategy, and how it can continue to best protect

Emerging and horizon risks

The Group continues to focus on horizon scanning activity to
inform and support identification of the most pertinent internal
and external trends and developments.

Evolution of the Group’s methodology for
assessing and prioritising emerging risks
A series of deep dives on the 2022 emerging risk themes have

taken place during the year. In addition, individual emerging risks

themes have been taken to key executive-level committees

throughout 2023, including the Board Risk Committee, with actions
assigned to monitor more closely their future manifestation and

potential opportunities.

The emerging risk themes were also considered as part of the

annual financial planning cycle. Geopolitical risks, and how these
may generate second order impacts for the Group, have been

a focus.

Many emerging and horizon risk topics are reviewed on a
recurring basis, alongside ongoing activity addressing their
impacts. However, it is acknowledged that the nature of the
emerging risks will evolve and could drive future trends in the
long term which the Group will need to prepare for.

Emerging risks

Customer propositions and
societal expectations

The potential impacts of a failure to adapt our propositions
to the continually evolving expectations and demographic
of consumers, the evolution of and expectations relating to
cybercrime, the threats posed by technology-enabled
players and the risk of market disintermediation.

Environmental, social

and governance expectations

Investor, shareholder and public perception of the Group’s
i) awareness of the ecological and environmental impacts
associated with its operations and investments, ii) ability

to offer sustainable financing options and services at pace,
against a continuously evolving environmental and
regulatory backdrop, and iii) role in supporting the UK

to transition to a low carbon economy.

Global macroeconomic

and geopolitical environment

Inability to navigate changing international regulations,
including sanction and trade compliance, economic
fragmentation, deglobalisation, and geopolitical events
that may impact operations, customers and suppliers.

Strategic workforce vision

Failure to evolve the structure and skill set of a dynamic
workforce in line with the Group’s strategy, whilst
maintaining pace with the industry and delivering
strong customer outcomes.
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its customers, colleagues and shareholders.

For further information on the Board Risk Committee’s Chair
Report, see pages 101to 106.

For further information on how the Group is managing key
emerging risks through its strategy, see page 144.

Digital currencies
and tokenisation

Failure to keep pace with the potential expansion of
decentralised financial systems, launch of private sector or
government-backed digital currencies, growth of blockchain
technologies and asset tokenisation and adoption of
technologies which support the mainstream utilisation

of blockchain technologies.

Generative Al and ethical
data practices

Failure to keep pace with technological advancements
relating to Generative Al and machine learning whilst
balancing the competing requirements to i) maximise
customer opportunities through adoption, ii) maintain trust
and confidence in customer data privacy, i) protect our
customers from fraud and economic crime, iv) ensure
transparency on data ethics practices, v) adhere to evolving
data protection regulations and vi) prepare for potential
business model disruptions caused by adoption of

the technology.

Operational elasticity

Failure to adequately prepare for the aggregate threat
posed by cyber-attacks, disruption of service, third- or
fourth-party supplier failure, technology outages or severe
data loss.

UK political and macroeconomic
environment

Failure to anticipate the longer-term impacts of a weak

UK economy, quantitative tightening, change in government
and the resulting policy and regulatory shifts (a bank levy,
for example) and the potential consequences of the UK
becoming less attractive to external investors.




Viability statement and going concern

Viability statement

The directors have an obligation under the UK Corporate
Governance Code to state whether they believe the Company
and the Group will be able to continue in operation and meet
their liabilities as they fall due over a specified period determined
by the directors, taking account of the current position and the
principal risks of the Company and the Group.

In making this assessment, the directors have considered a wide

range of information, including:

- The principal and emerging risks which could impact the
performance of the Group

- The 2022 Strategic Review which sets out the Group’s customer
and business strategy for the period from 2022 to 2026

« The Group’s operating plan which comprises detailed financial,
capital and funding projections together with an assessment
of relevant risk factors for the period from 2024 to 2026 inclusive

Group, legal entities and divisional operating plans are produced
and subject to rigorous stress testing on an annual basis.

The planning process takes account of the Group’s business
objectives, the risks taken to seek to meet those objectives and
the controls in place to mitigate those risks to ensure they remain
within the Group’s overall risk appetite.

The Group’s annual planning process comprises the following

key stages:

- The Board reviews and agrees the Group’s strategy, risk appetite
and objectives in the context of the operating environment and
external market commitments

« The divisional teams develop their operating plans, ensuring
that they are in line with the Group'’s strategy and risk appetite

- The financial projections and the underlying assumptions in
respect of expected market and business changes, and future
expected legal, accounting and regulatory changes, are
subject to rigorous review and challenge from both divisional
and Group executives

- In addition, the Board obtains independent assurance from the
Risk division over the alignment of the plan with Group strategy
and the Board's risk appetite. This assessment performed by
the Risk division also identifies the key risks to delivery of the
Group’s operating plan

+ The planning process is also underpinned by a robust capital
and funding stress testing framework. This framework allows
the Group to assess compliance of the operating plan with
the Group's risk appetite

Going concern

The going concern of the Company and the Group is dependent
on successfully funding their respective balance sheets and
maintaining adequate levels of capital.

In order to satisfy themselves that the Company and the Group
have adequate resources to continue to operate for the
foreseeable future, the directors have reviewed the Group’s
operating plan and its funding and capital positions, including
a consideration of the implications of climate change.

The scenarios used for stress testing are designed to be severe
but plausible, and take account of the availability and likely
effectiveness of mitigating actions that could be taken by
management to avoid or reduce the impact or occurrence of the
underlying risks. The Group conducts internal stress testing and
completes the PRA regulatory exercises. In 2023, stress tests have
considered a range of economic conditions covering multiple
outlooks and differing economic paths, including persistently high
interest rates, and falling interest rates. Group stress results are
segmented to provide insight, inform risk appetite, and allow for
development of mitigating actions. In considering the likely
effectiveness of such actions, the conclusions of the Board'’s
regular monitoring and review of risk and internal control systems,
as discussed on pages 138 to 196, is taken into account. Further
information on stress testing and reverse stress testing is provided
on page 143.

- Stress testing outputs are presented to the Board Risk
Committee for review and challenge. All regulatory exercises
are approved by the Board

+ The final operating plan, Risk division assessment and the
results of the stress testing are presented to the Board for
approval. Once approved, the operating plan drives detailed
divisional and Group targets for the following year

The directors have specifically assessed the prospects of the

Company and the Group over the current plan period. The

Board considers that a three-year period continues to present

areasonable degree of confidence over expected events and

macroeconomic assumptions, while still providing an appropriate
longer-term outlook. Information relevant to the assessment

can be found in the following sections of the annual report

and accounts:

- The Group's principal activities, business and operating models
and strategic direction are described in the strategic report on
pages 02 to 46

» Emerging risks are disclosed on page 44

» The principal risks, including the Group’s objectives, policies and
processes for managing credit, capital, liquidity and funding,
are provided in the risk management section on pages 138
to196

» The Group’s approach to stress testing and reverse stress
testing, including both regulatory and internal stresses,
is described on page 143

Based upon this assessment, the directors have a reasonable
expectation that the Company and the Group will be able to
continue in operation and meet its liabilities as they fall due
over the next three years to 31 December 2026.

The directors have also taken into account the impact of further
stress scenarios as well as a number of other key dependencies
which are set out in the risk management section under principal
risks and uncertainties: funding and liquidity on page 41 and
pages 180 to 185 and capital position on pages 147 to 153.
Additionally, the directors have considered the capital and
funding projections of the Company.

Accordingly, the directors conclude that the Company and
the Group have adequate resources to continue in operational

existence for a period of at least 12 months from the date of
the approval of the financial statements and therefore it is
appropriate to continue to adopt the going concern basis in
preparing the accounts.
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Non-financial and sustainability information statement

The Non-Financial Reporting requirements contained in Sections 414CA and 414CB of the Companies Act 2006 are addressed within
this section. We provide cross references to indicate in which part of the Groups’ reporting the respective requirements are embedded.
The policies mentioned above form part of the Group's policy framework which is founded on key risk management principles. The
policies which underpin the principles define mandatory requirements for risk management. Robust processes and controls to identify
and report policy outcomes are in place and were followed in 2023.

Statement

[ .
Stakeholders

[ .
Environmental
sustainability and
climate-related
financial disclosures

Employees and
colleague conduct

Human rights and
modern slavery

Social sustainability

Economic crime

Principal risks

L
Description of the
business model and
non-financial key
performance
indicators

Description and relevant policies

Information necessary to understand our
Group and its impact, policies due, diligence and outcomes

Policies and programmes which support

our approach include:

+ Our approach to sustainability
materiality

« Code of ethics and responsibility

+ Code of supplier responsibility

+ Third party supplier policies

+ Further information on stakeholder engagement and how the
Group supports stakeholders is available on page 3 and in our
sustainability report 71

+ Further information on our approach to material sustainability
issues and how they relate to our stakeholders is available in our
sustainability report 21

+ Our Code of Ethics and Responsibility, Code of Supplier
Responsibility and Third Party supplier policies are available at

our downloads page 7

The Group's environmental strategy aligns

to the Group's strategic priorities, with

sustainability embedded into how we as

a Group operate. Policies which support

our approach include:

» Sector statements

+ Enterprise wide risk management
framework!

+ Further information on our approach to managing climate
change and environmental matters is available in our
sustainability report 71

+ Our climate-related financial disclosures have been included

within the 2023 non-financial progress and performance report

on page 33

Sustainability governance on page 84

+ Climate risk management details are on page 155

The Group supports our colleagues

and aims to create a diverse, equitable,

inclusive organisation. Policies and

programmes which support our approach

include:

+ Diversity, Equity and Inclusion
Programme

+ Board diversity policy

+ Colleague policy!

+ Code of ethics and responsibility

+ Health and safety policy!

+ Speak up policy’

+ Governance in action on page 3

+ Our 2023 non-financial progress and performance report on
pages 29 to 38

+ Further information on how we are supporting our colleagues,
building a diverse, equitable and inclusive organisation,
and conducting our business responsibly is available in our
sustainability report 71

The Group's approach to human rights

is supported by several Group policies.

Policies and programmes which support

our approach include:

+ Human rights policy statement

+ Modern slavery and human trafficking
statement

+ Colleague policy'

« Data privacy policy!

+ Data ethics policy!

+ Cyber security policy'

+ The Group is committed to operating in accordance with
internationally accepted human rights standards and with all
relevant legislation including the UK Modern Slavery Act 2015

+ Further information on our approach to human rights and
modern slavery is available in our Human Rights Policy and our
Modern Slavery Statement 71, as well as page 80 of our
sustainability report 71

Social matters are critical in the delivery
of our purpose. Policies and programmes
which support our approach include:

+ Our business model

+ Volunteering standards'

+ Matched giving guidelines'

+ Colleague policy'

- Core to our purpose and strategy is our focus on building a more
inclusive and sustainable society, as this is where we can make
the biggest difference, while creating new opportunities for our
future growth

+ Sustainability governance on page 84

Further information on how we consider social matters is available

on pages 7 to 8,11to 12, 30 to 32, and in our sustainability report 71

Policies and programmes which support
our approach include:

+ Economic crime policy'

+ Anti-bribery policy statement

» The Group has a dedicated Economic Crime Prevention (ECP)
function. The ECP policy sets out the minimum requirements to
which all Group businesses must comply across anti-bribery and
corruption (ABC); anti-money laundering and counterterrorist
financing (AML); fraud; sanctions; and tax evasion

+ Further information on our approach to economic crime
prevention is available on pages 142 and 192 of this report,
and pages 19 to 22 of our sustainability report 71

« Our anti-bribery policy statement is available at

our downloads page 71

Policies and programmes which support

our approach include:

+ Enterprise wide risk management
framework!

+ Further information on our approach to risk management
is available in the risk overview section on page 39

Our business model provides our
customers with financial security,

our colleagues with jobs and benefits,

and supports the communities in which
we operate, all while delivering higher,
more sustainable returns for shareholders.

+ Our business model on page 12
Our strategy, on pages 18 to 27
+ Progress and performance, on pages 28 to 38

1 Certain Group policies, internal standards and guidelines are not published externally.
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Income statement — underlying basis®

2023 2022' Change
£m £m %
Underlying net interest income 13,765 13172 5
Underlying other income 5,123 4,666 10
Operating lease depreciation (956) (373)
Netincome 17,932 17,465 3
Operating costs (9,140) (8672) (5)
Remediation (675)‘ (255)
Total costs (9,815) (8927) (10)
Underlying profit before impairment 817 8538 (5)
Underlying impairment charge (308) (1510) 30
Underlying profit 7,809 7.028 n
Restructuring (154) (80) (93)
Volatility and other items (152) (2166) 93
Statutory profit before tax 7,503 4,782 57
Tax expense (1,985) (859)
Statutory profit after tax 5,518 3,923 4
Earnings per share' 7.6p 49p 27p
Dividends per share — ordinary 2.76p 240p 15
Share buyback value £2.0bn £2.0bn
Banking net interest margin® 3.1% 2.94% 17bp
Average interest-earning banking assets” £453.3bn £452.0bn
Costincome ratio™ 54.7% 511% 36pp
Asset quality ratio” 0.07% 0.32% (25)bp
Return on tangible equity™ 15.8% 9.8% 6.0pp
A See page 67.
1 2022 comparatives have been restated to reflect the impact of IFRS 17. See note 1on page 218.
Key balance sheet metrics
At31Dec At 31 Dec Change
2023 2022 %
Loans and advances to customers £449.7bn £454.9bn (1)
Customer deposits £471.4bn £475.3bn 0
Loan to deposit ratio” 95% 96% Mpp
CET ratio 14.6% 151% (0B8)pp
Pro forma CETI ratio® 13.7% 141