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PRESTONFIELD INVESTMENTS LIMITED 3

STRATEGIC REPORT
For the year ended 31 December 2017

The Directors submit their Strategic Report for Prestonfield Investments Limited ("the Company") forthe year ended 31
December 2017.

Principalactivity and future developments

The Company operates as an investmentholding company andthere has been nochange in thatactivity during the year.
The Company remains committed to the business of holding investments and will continue to manage existing
investments in the future.

Business Review

During the yearthe Company managed investments for value and where appropriate supported the investments with
additional funding. On the basis thatthe Company is an investment holding company, its performance is considered in
respect of theunderlying investment portfolio performance and valuations and these are reviewed through the relevant
committees of Lloyds Banking Group plc (“the Group™) under the Equity Govermance Framework. As such, the key
financial performance indicators relateto investmentgains on dis posal and valuation movements on fair value through
profitorloss investments, including impairment charged to the Income Statement and, to a lesser extent, the income
received frominvestments and subsidiaries.

The Company’s performance is considered in res pect ofthe underlying investment portfolio performance and valuations.

A gain on disposal 0f£9,897,000 (2016: £7,831,000) was recognised in the Income Statement following the disposal of
several investments during the year. The Company aims to hold each investment for the appropriate time which will
maximise returns tothe Group and therefore profits recognised on disposals can fluctuate year on year. This is part of
the ongoing Group wide strategy to dispose of non-core assets. Additional income of £89,441,410 (2016: £nil) was
recognised as a result of subsidiary dividends.

The Balance Sheet shows totalassets of£ 13,126,000 at the yearend. Investments were £5,063,000 at the year end. The
Company acquired no further investments fromother Lloyds Banking Group subsidiaries during the year (2016: £nil).

The Company’s actions are govemed by the Codes of Business Responsibility of the ultimate parent undertaking,
Lloyds Banking Group plc, which set out clear guidelines for responsible behaviour across the business, including
human rights, social, ethical and environmental res ponsibilities. These guidelines can be viewed in the consolidated
annual report and financial statements of the Group.

The Company has no employees (2016: none) and therefore the Directors have not commented on employee matters .

Risk management

The key risks and uncertainties faced by the Company are managed within the framework established for the Group.
Exposure to credit risk, interest rate risk and foreign exchange risk arises in the normal course of the Company's
business. These risks are explained in Note 18 Financial Instruments.

On behalf ofthe Board,

N S Bumett
Director

26 September2018

Company Number SC433725

Registered Office

The Mound
EDINBURGH
EH1 1YZ
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DIRECTORS' REPORT
For the year ended 31 December 2017

The Directors, as listed on page2, submit their report and audited financial statements ofthe Company for the year ended
31 December 2017.

Incorporation

The Company was incorporated in Scotland on 1 October 2012.

Results and dividends

The profit aftertax for the yearis £101,306,000 (2016: £10,168,000). The Directors approved the payment of a dividend
in the sum of £144,000,000 during 2017 (2016: £nil).

Going concemn

_ Assetoutin Note 3 'Going concern — Principles underlying going concem assumption’ of the notes to the financial
statements, the Directors are satisfied that the Company has adequate resources to continue in business for the
foreseeable future and consequently the going concern basis continues to be appropriate in preparing the financial
statements.

Directors and their interests

The Directors at the date ofthis reportare as stated onpage 2.

The Directors’ dates of resignation and appointments during theyear, or subsequentto theyearend, are as follows:

Directors Date of Resignation Date of Appointment
A C Bone 23 February 2018
A Hulme 23 February 2018

No Directorhad any interestin any material contract orarrangement with the Comp any duringorat the end oftheyear.
Directors'indemnities

The Group has granted to the Directors of the Company, (including former Directors who resigned during the year), a deed
of indemnity through deed poll which constituted ‘qualifying third party indemnity provisions’ for the purposes of the
Companies Act 2006. The deed was in force during the whole of the financial year and at the date of approval of the
financial statements (or from the date of appointment in respect of the Directors who joined the Board of the Company
during the financial year). Directors no longer in office but who served on the Board of the Company at any time in the
financialyearhad the benefit ofthis contract of indemnity during that period of service. The indemnjty remains in force for
the duration ofa Director’s period of office. The deed indemnifies the Directors to the maximum extent permitted by law.
The Deed forexisting Directors is available forinspection at the registered office of the Group. In addition, the Group has in
place appropriate Directors and Officers Liability Insurance cover which was in place throughout the financial year.
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DIRECTORS' REPORT (continued)
For the year ended 31 December 2017

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparing the Strategic Report, Directors' Report and the financial statements in
accordance with applicable law and regulations.

Company lawrequires the Directors to prepare financial statements for each financial year. Under that Jaw the Directors
have prepared the financial statements in accordance with Intemational Financial Reporting Standards (IFRSs) as adopted
by the European Union. Under company law the Directors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs ofthe Company and of the profit or loss of the Company
for that year. In preparing these financial statements, the Directors are required to:

select suitable accounting policies and then apply them consistently;
make judgements and accounting estimates that are reasonable and prudent;
state whether applicable IFRSs as adopted by the European Union have been followed, subject to any material
departures disclosed and explained in the financial statements;

¢ prepare the financial statements onthe going concem basis unless it is inappropriate to presume that the Company
will continue in business.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transactions and disclose with reasonable accuracy at any time the financial position ofthe Company and enable
them to ensure that the financial statements comply with the Companies Act 2006. They are also responsible for
safeguarding the assets ofthe Company and hence for taking reasonable steps for the preventionand detection of fraud and
other irregularities.

INDEPENDENT AUDITORS AND DISCLOSURE OF INFORMATION TO AUDITORS
PricewaterhouseCoopers LLP are deemed to be re-appointed as auditors under section 487(2) of the Companies Act 2006.

In accordance with Section 418 ofthe Companies Act2006, in the case ofeach Director in office at the date the
- Directors’ Report and Strategic Report are approved:

- sofaras the Director is aware, there is no relevant audit information of which the Company’s auditors are
unaware; and

- theDirectorhas takenall the steps thathe/she ought to havetaken as a Director in order to make himself/herself
aware ofany relevant audit information andto establish that the Company’s auditors are aware ofthat
information.

This confirmation is given, and should be interpreted, in accordance with theprovisions of section 418 ofthe
Companies Act 2006. T

-

On behalf ofthe Board,

N S Bumnett
Director
26 September2018

Company Number SC433725

Registered Office

The Mound
EDINBURGH
EH1 1YZ
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Independent auditors’ report to the members of
Prestonfield Investments Limited

Report on the financial statements

Our opinion
In our opinion, Prestonfield Investments Limited’s financial statements (the “financial statements™):

e giveatrueandfairviewof thestate of the company’s affairsasat 31 December 2017and of its profit and cash
flows for the year then ended;

e havebeen properly prepared in accordance with International Financial Reporting Standards (“IFRSs”) as
adopted by the European Union;and

e havebeen prepared in accordance with therequirements of the Com panies Act 2006.

We haveaudited thefinancial statements, included within the Report and Financial Statements (the “Annual Report”),
which comprise: thebalancesheetasat 31 December 2017; theincome statement, the statement of com prehensive
income, thecash flow statement, the statement of changesin equity for theyearthen ended;and thenotes to thefinancial
statements, which includea description of the significant a ccounting policies.

Basis for opinion

We conducted our auditin accordance with In ternational Standards on Auditing (UK) (“ISAs (UK)"”) and applicablelaw.
Our responsibilities under ISAs (UK) arefurther described in the Auditors’responsibilities for theaudit of the financial
statementssection of our report. We believe that theaudit evidence we have obtained is sufficient and a ppropriate to
provide a basis for our opinion.

Independence

Weremained independent of the com pany in accordance with the ethical requirements that arerelevant toour audit of
the financial statementsin the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other ethical
responsibilities in a ccordance with these requirements.

Conclusions relating to going concern

We havenothing toreport in respect of thefollowing matters in relation to which ISAs (UK) require us toreport toyou
when:

¢ thedirectors’useof thegoing concernbasis of accounting in the preparation of the financial statements is
not appropriate; or

e thedirectors have not disclosed in the financial statements any identified material uncertainties that may
cast significant doubt about the company’sability to continueto adopt the going concern basis of accounting
for a period of atleast twelve monthsfrom thedatewhen thefinancial statementsare authorised for issue.

However, because not all futureevents or conditions can be predicted, this statementis not a guarantee astothe
com pany’s ability to continue as a goingconcern.

Reportingon other information e S

The otherinformation comprises all of the information in the Annual Reportother thanthe financial statements and our
auditors’ report thereon. The directors areresponsible for the other information. Our opinion on the financial statements
does not cover theother information and, a ccordingly, wedo not express an audit opinion or, except totheextent
otherwiseexplicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing
so, consider whether the other information is materially inconsistent with the financial statements or our knowledge
obtained in theaudit, or otherwiseappears to be materially misstated. If weidentify an apparent material inconsistency
or m aterial misstatement, wearerequired to perform procedures to conclude whether thereis a material misstatement of
the financial statements or a material misstatement of the other information. If, based on the work we have performed,
we concludethat thereis a material misstatement of this other information, we are required toreportthat fact. Wehave
nothing toreport based on these responsibilities.

With respect to theStrategic Report and Directors’ Report, we also considered whether the disclosures required by the
UK Com panies Act 2006 havebeen included.

Based on the responsibilities described above and our work undertaken in the courseof theaudit, ISAs (UK) requireus
alsotoreport certain opinions and matters as described below.
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Independent auditors’ report to the members of
Prestonfield Investments Limited

Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report
and Directors’ Report for theyear ended 31 December 2017 is consistent with thefinancial statements and has been
preparedin accordancewith applicable legal requirements.

In lightof theknowledge and understandingof t he com pany andits environment obtained in the course of the audit, we
did not identify any material misstatements in the Strategic Report and Directors’ Report.

o Responsibilities for the financial statements andthe audit
Responsibilities of the directors for the financial statements

Asexplained morefully in the Statement of Directors’ Responsibilities set out on page 5, the directors are responsible for
the preparation of the financial statementsin accordance withtheapplicable framework and for being satisfied that they
giveatrue and fair view. Thedirectors are also responsible for such internal control as they determineis necessary to
enable thepreparation of financial statements that arefreefrom material misstatement, whether due tofraud or error.

In preparing thefinancial statements, the directors areresponsible for assessingthe com pany’s ability to continueasa
going concern, disclosing as a pplicable, matters related to going concernand using the going concern basisof a ccounting
unlessthedirectors either intend toliquidate the com pany or to cease operations, or have no realisticalternativebutto
doso.

Auditors’responstbilities for the auditofthe financial statements

Our objectivesare to obtain reasonable assurance about whether the fin ancial statements as a whole are free from

m aterial misstatement, whether due tofraud or error, and toissuean auditors’ report that includesour opinion.
Reasonableassuranceisa highlevel of assurance, butis nota guarantee that an audit conductedin accordance withISAs
(UK) willalwaysdetect a material misstatement when it exists. Misstatem ents can arise from fraud or error and are
considered materialif,individually or in theaggregate, they could reasonably be expected toinfluence theeconomic
decisions of userstaken on the basis of these financial statements.

A further description of our responsibilities for the audit of thefinancial statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use ofthisreport

Thisreport,including the opinions, hasbeen prepared for and only for the com pany’s members as a body in accordance
with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We donot, in giving these opinions,
accept or assumeresponsibility for any other purposeor toany other person to whom thisreportis shown or intowhose
handsit may comesave whereexpressly agreed by our prior consent in writing.

‘

Otherrequired reporting

Companies Act 2006 exception reporting
Underthe Com};aniesAct 2006 weare required toreport to you if, in our opinion: =
¢ wehave notreceivedalltheinformation and explanations werequire for our audit; or

e adequateaccounting records have n ot been kept by thecom pany, or returns adequate for our audit havenot
been received from branches not visited by us; or

e certain disclosures of directors’ remuneration specified by laware not made; or
e thefinancial statements arenotin agreement with theaccounting recordsand returns.

We haveno exceptions toreport arising from this responsibility.

for and on behalf of Pri¢ewatérhouseCoopers LLP
Chartered Accountantsand Statutory Auditors
Edinburgh

28 September 2018
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INCOME STATEMENT
For the year ended 31 December 2017

Investment income

Profit on disposal of investments
Other income

Total income

Impairments reversal
Administrative expenses
Finance costs

Profit before tax

Income tax charge

Profit after tax for the year
Attributable to:

Owners
Profit for the year

The notes on pages 13 to 35 are an integral part of these financial statements.

The profit for the year arises fromthe Company's continuing operations.

Note

oo W

2017 2016
£000s £000s
91,812 2,301
9,897 7,831

- 20
101,709 10,152
172 470
(31) (N
(10) (154)
101,840 10,461
(534) (293)
101,306 10,168
101,306 10,168
101,306 10,168




PRESTONFIELD INVESTMENTS LIMITED

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2017

2017 2016
Note £000s £000s
Profit for the year 101,306 10,168
Other comprehensive (expense)/income:
Movements in revaluationreserve in respect ofavailable-
for-sale financial assets:
- changesin fairvalue 13 518 (3,534)
- transferred to Income Statement in respectofdisposals 13 497) (7,174)
21 (10,708)
Movements in deferred tax 17 “@) 2,051
Other comprehensive (expense)/income for the year, net 17 (8,657)
of tax
Total comprehensive income for the year 101,323 1,511
Totalcomprehensive income attributable to owners 101,323 1,511
Total comprehensive income for the year 101,323 1,511

The notes on pages 13to 35 are an integralpart ofthese financial statements.
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BALANCE SHEET
As at 31 December 2017

Assets
Investment in associates
Investments
Cash and cash equivalents
Total assets

Equity
Available-for-sale reserve
Retained eamings

Total equity

Liabilities
Interest-bearing loans and borrowings
Income tax payable
Deferred tax liability
Total liabilities
Total equity and liabilities

The notes on pages 13 to 35 are an integral part ofthese financial statements.

Note

10
13
14

16

17

2017 2016
£000s £000s
5,063 6,025
8,063 51,490

13,126 57,515
19 2
12,569 55,263
12,588 55,265
- 1,957

534 293

4 -

538 2,250
13,126 57,515

The financial statements on pages 8 to 35 were approved by the Board of Directors on 26 September 2018 and were

signed on its behaif by:

N S Bumett
Director

Company number: SC433725
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STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2017

Balance at 1 January 2016

Profit for the year

Profit aftertax for the year

Other comprehensive income
Available-for-sale financial assets
Total comprehensive income

Dividends paid
Balance at 1 January 2017

Profit for the year

Profit aftertax for the year
Other comprehensive expense

Available-for-sale financial assets
Total comprehensive income

Dividends paid

Balance at 31 December 2017

Available-for- Retained
SaleReserve Earnings Total Equity
£000s £000s £000s
8,659 45,095 53,754
- 10,168 10,168
(8,657) - (8,657)
(8,657) 10,168 1,511
2 55,263 55,265
- 101,306 101,306
17 - 17
17 101,306 101,323
- (144,000) (144,000)
19 12,569 - 12,588

The notes on pages 13 to 35 are an integral part ofthese financial statements.
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CASHFLOW STATEMENT
For the year ended 31 December 2017

Note

Cash flows from operating activities
Profit before tax

Adjustments fornon-cash transactions:

Profit on disposal of investments '

Impairment of investments 7
Movementin accrued investment income

Dividends Received

Changes in working capital:
Decrease/(increase) in trade and other receivables
Decrease in trade and other payables

Finance costs 8
Interest income
Cash used in operations

Interest received

Interest paid

Income tax paid

Net cash usedin operating activities

Cash flows from investing activities
Dividends Received

Proceeds fromsale ofinvestments
Net cash from investing activities

Cash flows from financing activities
Proceeds fromborrowings
Repayment ofborrowings

Dividends paid

Net cash usedin financing activities

Increase/(Decrease) in cash and cash equivalents

Exchange gain/(loss) on cashand cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at the end of the year 14

Thenotes on pages 13 to 35 are an integral part of these financial statements.

2017 2016
£000s £000s
101,840 10,461
9,897) (7,831)
(172) (470)
(646) (580)
(91,166) 1,721)
- 1

- @

10 154

@31 10

- 3

® )

(293) (508)
(333) (504)
91,166 1,721
11,606 41,019
102,772 42,7740
(1,957) (4,957)
(144,000) O]
(145,957) (4,957
(43,518) 37,279
91 33
51,490 14,244
8,063 51,490
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017

1. Significant accounting policies

The Company is incorporated and domiciled in Scotland.

The financial statements were authorised for issue by the Directors on 26 September 2018.

@

(b

©

@

Financial statements

The financial statements of the Company comprise the Income Statement, Statement of Comprehensive Income,
Balance Sheet, Statement of Changes in Equity and Cash Flow Statement together with the related notes to the
financial statements. The financial statements are presented in pounds Sterling which is the Company's functional
and presentational currency. '

Statement of compliance

The 2017 statutory financial statements setouton pages 8to 35have been prepared in accordance with IFRS and
interpretations issued by the International Financial Reporting Interpretations Committee (‘IFRIC’) as adopted by
the European Union and the Companies A ct 2006 applicable to companies reporting under IFRS. The standards
applied by the Company are those endorsed by the European Union and effective at the date the financial
statements are approved by the Board. Consequently, the financial statements comply with IFRS.

The Company is exempt by virtue of section 400 of the Companies Act 2006 and similar exemptions available
underIFRS 10 Consolidated financial statements from the requirement to prepare group financial statements.
These financial statements present information about the Company as an individualundertaking and not about its

group.

The principal accounting policies applied in the preparation ofthese financial statements are set out below. These
policies have been consistently applied to the year presented, unless otherwise stated.

Basis of preparation

The financial statements have been prepared underthe historical cost basis, except that the following assets and
liabilities are statedat their fair values: financial instruments classified as available-for-sale and designated at fair

value through profit or loss.
Future accounting developments

The following pronouncements may havea significant effect on the Company's financial statements but are not
applicable forthe yearending 31 December2017 and havenot been applied in preparingthese financial statements.
Save as disclosed below, the full impact of these accounting changes is being assessed by the Company.

“
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

1. Significant accounting policies (continued)

(d) Future accounting developments (continued)

Pronouncement

IFRS 9 Financial
Instruments

Nature of change

IFRS 9 replaces IAS 39 Financial Instruments: Recognition and
Measurement. [IFRS 9 requires financial assets to be classified intoone
of three measurement categories, fair value through profit or loss, fair
value through other comprehensive income and amortised cost, on the
basis ofthe objectives ofthe entity’s business model for managing its
financialassets and the contractual cash flow characteristics of the
instruments. These changes are not expected to have a significant
impact on the company.

IFRS 9 also replaces the existing ‘incutred loss’ impairment approach
with an expected credit loss (‘ECL’) approach. The ECL model has
three stages. Entities are required to recognise a 12 month expected
loss allowanceon initialrecognition (stage 1) and a lifetime expected
loss allowance when there has been a significant increase in credit risk
since initial recognition (stage 2). Stage 3 requires objective evidence
that an asset is credit-impaired, which is similar to the guidance
incurred losses in IAS 39.

The full impact of this pronouncement is being assessed by the
Company. However, theinitial view is that this pronouncement is not
expected to causeany material adjustments to the reported numbers in

the financial statements.

TIASB effective
date
Annual periods
beginningon or
after 1 January
2018.

IFRS 15 Revenuefrom IFRS 15replaces IAS 18 Revenue andIAS 11 Construction Contracts.

Contracts with
Customers

IFRS 15 establishes principles forreporting useful information about
the nature, amount, timing and uncertainty ofrevenue and cash flows
arising from an entity’s contracts with customers. Revenue is
recognised at an amount that reflects the consideration to which the
entity expects to be entitled in exchange for goods and services.

The Company’s current accounting policy is materially consistent with
the requirements of IFRS 15 and, accordingly, no transition
adjustments are required.

Annualperiods
beginningon or
after 1 January
2018.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

1. Significant accounting policies (continued)
(e) Foreign currency

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates ofthe transactions. Foreign exchange gains and losses resulting fromthe settlement of such transactions and
from the translation at year end exchange rates of monetary assets and liabilities denominated in foreign currencies
are recognised in the Income Statement. Non-monetary assets that are measured at fair value are translated using
the exchange rate at the date that the fair value was determined.

Translation differences onnon-monetary financial instruments classified as available-for-sale financial assets are
included in the available-for-sale reserve in equity, unless designated in a fair value hedgingrelationship where it is
recognised in the Income Statement together with foreign currency translation differences on the hedging
instrument.

(f) Hedge accounting

The Company applies fair value hedgeaccounting to hedge foreign exchange exposure on the impaired historic
cost ofavailable-for-sale equity instruments. Attheinceptionofahedging relationship, the Company documents
the relationship between the hedging instruments and the hedged items, its risk management objective and its
strategy forundertakingthe hedge. The Company alsorequires adocumented assessment, both at hedge inception
and on an ongoing basis, of whether ornot the hedging instruments that are used in hedging transactions are highly
effective in offsetting the changes in fair value of the hedged items attributable to the hedged risks.

Foreign currency gains and losses on interest bearing term loans that are designated and qualify as fair value hedges
arerecorded in the Income Statement, together with the gain or loss on the hedged portion of the available -for-sale
asset. The net hedge ineffectiveness is recognised in the Income Statement.

(g) Financial assets and liabilities

The Company determines the classification of its financial assets and liabilities at initial recognition. The Company
has classified its financialassets into the following categories: jointly controlled entities, associates, subsidiaries,
loans and receivables, fair value through profit or loss and available-for-sale; and financial liabilities as other
financial liabilities.

Financial assets are derecognised when the contractualrights to receive cash flows from the assets have expired or
have been transferred and the Company has transferred substantially all risks and rewards of ownership. Financial
liabilities are derecognised whenthey are extinguished (i.e. when the obligation is discharged), cancelled or expire.

Jointly controlled entities and associates

Jointly controlled entities are joint arrangements over which the Company has joint control with other parties and has
rights to the net assets of the arrangements. Associates are entities over which the Company has significant
influence. Significant influence is the power to participate in the financial and operating policy decisions of the
entity, but is notcontrol or joint control ofthese policies, and is generally achieved through holding between 20 per
cent and 50 percent ofthe voting share capital ofthe entity. The Company records such investments at historic cost
less impairment.

Investments in subsidiary undertakings

Subsidiaries are entities controlled by the Company. The Company controls an entity when it has power over the
entity, is exposed to, or has rights to, variable returns from its involvement with the entity, and has the ability to
affect those returns throughtheexercise of its power. This generally accompanies a shareholding of more than one
half of the voting rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Company controls an entity. The Company reassesses whether
or not it controls an entity if facts and circumstances indicate that there are changes to any of these factors.
Subsidiaries are recognised fromthe date on which control is transferred to the Company; they are de-recognised
from the date that control ceases. The Company records such investments at historic cost less impairment.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

1. Significant accounting policies (continued)

®

()

@)

@

Financial assets and liabilities (continued)

Investments in debt and equity securities

Debt securities not quoted on active market are classified as loans and receivables. They are initially recognised at
fair value plus directly related incremental transaction costs and are subsequently carried on the Balance Sheet at
amortised cost using the effective interest rate method less provision for impairment. Income on debt securities is
recognised on an effective interest rate basis (see Note 1(0)) where it can be reliably estimated and recognised upon
receipt where it cannot be reliably estimated and recorded as investment income in the Income Statement.

Financial instruments held at fair value through profit or loss

Financial instruments are classified at fair value through profit or loss where they are designated at fair value through
profit orloss by management. They are designated as such by management where they are managed as venture
capital investments and evaluated on the basis of their fair value upon initial recognition. They are initially
recognisedat fair value and transaction costs are expensed in the Income Statement. Financialinstruments measured
at fair value through profit or loss are carried on the Balance Sheetat fair value. Any gains and losses arising from
change in fair value together with any interest coupons or dividends are recognised in the Income Statement within
net trading income in the period in which they occur.

Available-for-sale financial assets

All otherinvestment securities are classified as available-for-sale. They are initially recognised at fair value plus
directly related incremental transaction costs and are subsequently carried on the Balance Sheet at fair value.
Unrealised gains or losses arise from changes in the fair values and are recognised in the Statement of
Comprehensive Income andaccumulated in the available-for-sale reserve, except for impairment losses which are
recognised immediately in the Income Statement as impairment on investment securities. Income fromequity shares
is credited to investment income. On sale or maturity, previously unrealised gains and losses are reclassified from
other comprehensive income to profit or loss on disposal of equity investments.

Other financial liabilities

Other financial liabilities are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method.

Trade and other receivables

Trade receivables are recognised.initially at fair value and subsequently measured at amortised cost .using the
effective interest method, less impairment losses.

Cash and cash equivalents

Cash and cash equivalents consist of cash balances and overdrafts held within the Group that are freely available and
deposits held with the Group with an original maturity of three months or less.

Impairment of financial assets

The Company assesses at the end ofeach reporting period whetherthere is objective evidence that a financial asset
or group of financial assets is impaired. A financialasset or portfolio of financial assets is impaired and impairment
losses are incurred only ifthere is objective evidence of impairment as aresult of one ormore events that occurred
afterthe initial recognition ofthe assetandthatevent(or events) has an impact on the estimated future cash flows
ofthe financial asset or group of financial assets that can be reliably estimated.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

1. Significant accounting policies (continued)
(j) Impairment of financial assets (continued)

Financial assets carried at amortised cost — the criteria that the Company uses to determine that there is objective
evidence of an impairment loss include:
o significant financial difficulty of the issuer or obligor;
e abreach of contract, such as a default or delinquency in interest or principal payments;
s the Company, for economic or legal reasons relating to the borrower's financial difficulty, granting to the
borrower a concession that the lender would not otherwise consider;
it becomes probable that the borrower will enter bankruptcy or other financial reorganisation;
the disappearance of an active market for that financial asset because of financial difficulties; or
observable data indicating that there is a measurable decrease in the estimated future cash flows froma
portfolio of financial assets since the initial recognition ofthose assets, although the decrease cannot yet be
identified with the individual financial assets in the portfolio, including ad verse changes in the paymentstatus
of borrowers in the portfolio; and national or local economic conditions that correlate with defaults on the
assets in the portfolio.

If there is objective evidence that an impairment loss on a financial asset or group of financial assets has been
incurred, the amount ofthe loss is measured as the difference betweenthe asset's carrying amount and the present
value of estimated future cash flows discounted at the financial asset's original effective interest rate. The asset's
carrying amount is reduced and the amount ofthe loss is recognised in the Income Statement.

If, in a subsequent period, theamount ofthe impairment loss decreases and the decrease can be related objectively
to an event after the impairment was recognised, the previously recognised impairment loss is reversed in the
Income Statement.

Financial assets designated as available-for-sale — in addition to the criteria noted above, in the case of equity
investments classified as available-for-sale, a significant or prolonged decline in the fair value ofthe asset below its
cost is also evidence thatthe assets are impaired. Whena decline in the fair value of a financial assét classified as
available-for-sale has beenrecognised in other comprehensive income and there is objectiveevidence that the asset
is impaired, the cumulative loss — measured as the difference between the acquisition cost and current fair value,
less any impairment loss on that financial assetpreviously recognised in the Income Statement — is removed from

other.

(k) Impairment of non-financial assets

Non-financialassets are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying value may not be recoverable. An impairment loss is recognised for the amountby which the asset's carrying
amount.exceeds its recoverable amount. Impairment losses are recognised:in the Income Statement.

The recoverable amount is the higher ofan asset's fair value less coststo selland value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-taxdiscount rate that reflects
current market assessments ofthe time value of money andthe risks specific to the asset. Foran asset that does not
generatelargely independent cash inflows, the recoverable amount is determined for the cash-generating unit to
which the asset belongs.

Atthe end ofeach reporting period the Company assesses whether there is any indication that an impairment loss
recognised in prior periods may no longerexist or may have decreased. If any such indicator exists, and there has
been a change in the estimates used to determine the asset's recoverable amount since the last impairment was
recognised, the previously recognised impairment loss is reversed through the Income Statement. An impairment
loss is reversed only to the extent that the asset's carryingamount does not exceed theamount that would have been
determined, net of depreciation or amortisation, if no impairment loss had been recognised.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

1. Significant accounting policies (continued)

(k) Impairment of non-financial assets (continued)

®

Jointly controlled entities and associates - In assessing whether there is any indication that an assetmay be impaired,
the Company considers, as a minimum, the following indications:

o during the period, an asset's market value has declined significantly more than would beexpectedas a result of
the passage of time or normal use;

o significant changes with an adverse effecton theentity have taken placeduring the period, or will take place in
the near future, in the technological, market, economic or legal environment in which the entity operates or in
the market to which an asset is dedicated;

¢ market interest rates or other market rates of return on investments have increased duringthe period, and those
increases are likely to affect the discountrate used in calculating an asset's value in useand decrease the asset's
recoverable amount materially;

e evidenceis available frominternal reporting that indicates thatthe economic performance ofan asset is, or will
be, worse than expected.

Subsidiaries - At each Balance Sheetdate an assessment is undertaken to determine if there is any indication of
impairment ofsubsidiaries. This assessment can include reviewing factors such as thesolvency, profitability and
cash flows generated by the subsidiary. Ifthere is an indication of impairment, an estimate ofthe recoverable
amount is made. Ifthe carrying valueexceeds therecoverable amountthena provision for subsidiary undertakings
impairment is made to reduce the carrying value to therecoverable amount.

Interest-bearing loans and borrowings

Interest-bearing loans and borrowings are recognised initially at fair value less attributable transaction costs.
Subsequent to initial recognition, interest-bearing loans and borrowings are stated at amortised cost with any
difference between cost andredemption value being recognised in the Income Statement over the period of the
borrowings on an effectiveinterestbasis. Interest-bearing loans and borrowings are derecognised from the Balance
Sheet uponsettlement ofallmonies due in connection with such borrowings or forgiveness by the lender of all
indebtedness.

(m) Trade and other payables

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective
interest method.

(n) Share capital

(0)

Ordinary shares are classified as equity. Called u}i share capital is determined using the nominal valueof shares that
have been issued.

Revenue recognition

Interest income and expense are recognised in the Income Statement for all interest-bearing financial instruments
using the effective interestmethod where it can be reliably estimated and recognised on a cash basis where it cannot
be reliably measured. The effective interest method is a method of calculating the amortised cost ofa financial asset
or liability and ofallocating the interest income or interestexpense over theexpected life ofthe financial instrument.
The effective interestrate is the rate that exactly discounts the estimated future cash payments or receipts over the

expected life of the financial instrument or, when appropriate, a shorter period, to the net carrying amount of the
financial asset or financial Lability.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

1. Significant accounting policies (continued)

(o) Revenue recognition (continued)

®

@

)

The effective interestrate is calculated on initial recognition ofthe financial asset or liability, estimating the future
cash flows after considering all the contractualterms ofthe instrument but not future credit losses. The calculation
includes allamounts expectedto be paid orreceived by the Company including expected early redemption fees and
related penalties and premiums and discounts that are an integral part of the overall return. Direct incremental
transaction costs related to the acquisition, issue or disposal ofa financial instrument are als o taken into account in
the calculation. Once a financial asset ora group of similar financial assets has been written down as a result of an
impairment loss, interestincome is recognised using the rate of interest usedto discount the future cash flows for
the purpose of measuring the impairment loss (see Note 1(j)).

Fees and commis sions which are not an integral part ofthe effective interestrate are generally recognised when the
related service has been provided within other income in the Income Statement.

Dividend income is recognised when the right to receive payment is established and recognised in the Income
Statement as income frominvestment in associates, income frominvestment in jointly controlled entities, income
from investment in subsidiary undertakings and investment income.

Gains and losses on disposal are determined by comparing the proceeds with the carrying amount and are
recognised within loss / profit on disposal of investments in the Income Statement.

Finance costs

Finance costs relate to interest payable on borrowings and foreign exchange gains and losses. Interest payable is
recognised in the Income Statement using the effective interest rate method. The effective interest rate is
established on initial recognition of the financial asset or liability and is not revised subsequently .

Taxation

Current income tax which is payable/receivable on taxable profits/losses is recognised as an expense/credit in the
period in which the profits/losses arise. The current income tax charge/credit is calculated on the basis of the tax

laws enacted or substantively enacted at the Balance Sheet date.

Deferred tax is recognised in full, using the liability method, on temporary differences arising between the taxbases
of assets and liabilities and their carrying amounts in the financial statements. However, deferred tax is not
accounted for if it arises from initial recognition of an asset or liability in a transaction other than a business
combination thatat the time of the transaction affects neither accounting nor taxable profit or loss. Deferred taxis
determined using taxrates that havebeen enacted or substantially enacted by the Balance Sheet date which are
expected to apply when the related deferred tax asset is realised or the deferred tax liability is settled

Deferred tax assets are recognised where it is probable that future taxable profit will be available against which the
temporary differences can be utilised. Deferred taxis provided ontemporary differences arising from investments,
except where the timing ofthe reversal ofthe temporary differenceis controlled by the Company and it is probable
that the difference will not reverse in the foreseeable future. The taxeffects oflosses available for carry forward are
recognisedas an assetwhen it is probable that future taxable profits will be available against which theselosses can
be utilised. Deferred taxrelated to fair value re-measurementof available-for-sale investments, which are charged or
credited to the Statement of Comprehensive Income, is also credited or chargedto the Statement of Comprehensive
Income and is subsequently reclassified to the Income Statement together with the deferred gain or loss.

Deferred and currenttaxassets and liabilities are offset whenthey arise in the same taxreporting group and where
there is both a legal right of offset and the intention to settle on a net basis or to realise the asset and settle the
liability simultaneously

Offsetting financial instruments

Financialassets and liabilities are offset and the net amount reported in the Balance Sheet when there is a leg ally
enforceable right to offset the recognised amounts and there is an intention to settle on a net basis or realise the asset
and settle the liability simultaneously.



PRESTONFIELD INVESTMENTS LIMITED 20

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

2. Critical accounting estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and assumptions in applying
the accounting policies thataffect thereported amounts of assets, liabilities, income and expenses. Due to the inherent
uncertainty in making estimates, actual results reported in future periods may be based upon amounts which differ from
those estimates. Estimates, judgements andassumptions are continually evaluatedandare based on historical experience
and other factors, including expectations of future events that are believed to be reasonable under the circumstances.
Revisions to accounting estimates are recognised in the period in which the estimate is revised and in any future periods
affected. The significant judgements made by managementin applying the Company's accounting policies and the key
sources of estimation uncertainty in these financial statements, which together are deemed critical to the Company's
results and financial position, are discussed below.

Critical judgements in applying the entity’s accounting policies

The critical judgements that have beenmade in the processofapplying the Company's accounting policies are addressed
below.

(a) Designation of financial instruments

The Company has classified its financial instruments in accordance with 1A S 39 Financial Instruments: Recognition
and Measurement. In some instances the classification is prescribed whilst in others the Company is able to exercise
judgement in determining the classification as follows:

e Non-derivative financial assets, other than those held for trading, where there is no active market and which have
fixed or determinable payments are classified as ‘loans and receivables’;

e A financialassetacquired principally forthe purpose of selling in the short termand derivatives are classified as
at ‘fair value through profit or loss’;

e The Company has chosen not to designate any financial assets as ‘held to maturity’;
All other financial assets are classified as ‘available-for-sale’; and
All other financial liabilities are classified as ‘at amortised cost’.

The accounting treatment of these financial instruments is set out in the relevant accounting policy.

(b) Impairment of inves tments

As explained in Note 1(j), investment securities are continually reviewed at the specific investment level for
impairment. Impairment is recognised when there is objective evidence that a specific financial asset is impaired.
Objective evidence of impairment might include a significantor prolonged decline in market value below the original
cost ofa financialasset and, in the case of debtsecurities, non-receipt of due interestor principal repayment, a breach
of covenant within thesecurity’s terms and conditions or a measurable decrease in the estimated future cash flows
since their initial recognition.

The disappearance of active markets, declines in market value and ratings downgrades do not in themselves
constitute objective evidence of impairment and, unless a default has occurred on a debt security, the determination
of whether or not objective evidence of impairment is present at the Balance Sheet date requires the exercise of
management judgement.

In determining whether an impairment loss has beenincurred in respect of an available-for-sale financial asset, the
Company performs an objective review ofthe current financial circumstances and future prospects ofthe issuer and,
in the case of equity shares, considers whetherthere has been a significant or prolonged decline in the fair value of
that assetbelow its cost. This consideration requires management judgement. Among factors considered by the
Company is whether the decline in fair value is a result of a change in the quality of the asset or a down ward
movement in the market as a whole.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended 31 December 2017

2. Critical accounting estimates and judgements (continued)

(c) Fair values

The fair value of financial instruments that are not traded in an active market is determined using valuation
techniques. Management uses its judgement to select appropriate valuation models and further judgements are
exercised when assessing the inputs to, and outcomes from, the valuation model.

Note 18 to the financial statements provides further information regarding the fair value of financial instruments not
traded in active markets, including sensitivity analysis of the key management judgements.

(d) Deferred tax

Deferred tax assets and liabilities require management judgement in determining the amounts to be recognised. In
particular, when assessing theextent to which deferred taxassets should be recognised consideration is given to the
timing, nature and level of future taxable income. The recognition of deferred taxassets relating to tax losses carried
forward relies on profit projections and taxable profit forecasts prepared by management, where a number of
assumptions are required based on the levels of growth in profits and the reversal of deferred tax balances.

3. Going concern— Principles underlying going concern assumption

The Directors are satisfied thatit is the intention ofthe Group that its subsidiaries including the Company will continue to
have access to adequate liquidity and capital resources for the foreseeable future and, accordingly, the financial
statements have been prepared on a going concemn basis.

4. Investment income

2017 2016
£000s £000s
Income from;
Loans and receivables . 646 580
Dividends received 91,166 1,721
91,812 2,301
5. Administrative expenses
2017 2016
£000s £000s
Legal and professional fees 31 7

Forthe years ended 31 December 2017 and 31 December 2016, the audit fee has been accrued and paid centrally by the
Company's ultimate parent, Lloyds Banking Group plc, which makes no recharge to the Company -

The Company has no employees (2016: none). The Directors, who are considered to be key management, received no
remuneration in respect of their services to the Company. The emoluments of the Directors are paid by a fellow Group
undertaking on behalf ofthe ultimate parent, Lloyds Banking Group plc, which makes no recharge to the Company. The
Directors are also directors ofa number of other subsidiaries ofthe Group and are also substantially engaged in managing
their respective business areas within the Group. It is therefore not possible to make an accurate apportionment of
Directors’ emoluments in respect of their services to each of the subsidiaries. Accordingly, these financial statements
include no emoluments in respect of the Directors.
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6. Other income

2017 2016
£000s £000s
Fee and commission income - 7
Otherincome - 13
- 20
7. Impairments reversal
2017 2016
Note £000 £000
Net reversals ofassociates 10 - 2
Net reversals ofequity and loans and receivables investments 13 172 468
172 470
8. Finance costs
2017 2016
£000s £000s
Interest on borrowings from related parties 10 6
Foreign exchange loss - 148
10 154
9. Income tax charge
Recognisedin the Income Statement
2017 2016
£000s £000s
Currenttax
Current year 520 293
Adjustments in respect of prior years 14 -
534 293

The income tax charge is lower (2016: lower) than the standard rate of corporation tax in the UK applied to the profit for
the year due to the following factors:

2017 2016
s - £000s £000s
Profit before tax . 101,840 10,461
Profit multiplied by the standard rate of corporation taxin the UK of 19.25%
(2016: 20.00%) 19,604 2,092
Income not chargeable for corporation taxpurposes (18,986) 347
Book gains covered by capital losses/indexation/substantial shareholdings 9 (1,563)
Otheradjustments 1 2
Tax losses where no deferred taxrecognised - 109
Adjustments in respect of prior years 14 -
Total income tax charge 534 293

The current tax payable of £534,000 (2016: £293,000) represents the amount of income taxes payable in respect of the
current and prior years. Corporation taxis calculated at arate 0f 19.25% (2016: 20.00%) of the taxable profits forthe year.

The Finance (No. 2) Act 2015 reduced the main rate of corporation tax to 19% with effect from 1 April 2017.

The Finance Act 2016 further reduced the corporate taxrate to 17% with effect from 1 April 2020.
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10. Investment in associates

At 1 January
Foreign Exchange

Disposals

Reversal of Impairments in the Income Statement

At 31 December

2017
£000s

2016
£000s

35
©)
€Y

The Company disposed of its investment in Prestbury 1 Limited Partnership during the year. As at December 2017 the
company held no associate investments (2016: 1).

11. Investment in jointly controlledentities

Allinvestments in joint ventures are held at £nil value at year end (2016: £nil).

Details of the Company's joint ventures are as follows:

Proportion Reporting date
of Principal of financial
Name of joint venture ownership business Registered Office statements
FHR European Ventures 50% Investment 78 Cannon Street,London, 31 December
LLP dormant company  ECAN 6AF, UK
12. Investment in subsidiary undertakings
Details of the Company's subsidiaries are as follows:
Proportion - Reporting date
of Principal of financial
Name of subsidiary ownership business Registered Office statements
Uberior (Moorfield) 100% Investment The Mound, 31 December
Limited holding company Edinburgh,
EHI1 1YZ, UK
Prestonfield P1 Limited * 100% Investment EY Atria One, 144 31 December -~
holding company Morrison Street, 7
Edinburgh, EH3 8EB, UK
Prestonfield P2 Limited * 100% Investment EY AtriaOne, 144 31 December
holding company Morrison Street,
Edinburgh, EH3 8EB, UK
Prestonfield P3 Limited * 100% Investment EY AtriaOne, 144 31 December
holding company Morrison Street,

*Thesesubsidiaries were dissolved on 18 March 2018.

Edinburgh, EH3 8EB, UK

The proportion ofthe voting rights in the subsidiary undertakings held directly by the Company does not differ fromthe
proportion of ordinary shares held.

The Company made no impairments during 2017 (2016: £nil).

Allinvestments in subsidiaries are held at £nil value at year end (2016: £nil).
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13. Investments
2017 2016
Note £000s £000s
Investments
Loans and receivables (a) 5,015 4,369
Equity securities (®) 48 1,656
5,063 6,025
Income Statementimpairment charge/(reversal)in the year
Loans and receivables (@) a172) 986
Equity securities — available-for-sale : (b) - (518)
172) 468
(a) Loans and receivables
The movement in loans and receivables can be summarised as follows:
Loans and
advances to
customers Debt securities Total
For the year ended 31 December 2017 £000s £000s £000s
Gross loans and receivables
As at 1 January 2017 37 4,504 4,541
Additions - 646 646
Disposals - 172) 172)
As at31 December2017 37 4,978 5,015
Provision for impairment
As at | January 2017 - a172) 172)
Impairment reversed - 172 172
As at 31 December2017 - - -
Net loans and receivables
As at 31 December2017 37 4,978 5,015
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For the year ended 31 December 2017

13. Investments (continued)
(a) Loans and receivables (continued)

For the period ended 31 December 2016

Gross loans and receivables
As at | January 2016
Additions

Exchange translation
Disposals

As at 31 December2016

Provision for impairment
As at 1 January 2016
Impairment charge
Exchange translation
Disposals

As at 31 December2016

Net loans and receivables
As at 31 December2016

Loans and
advancesto

customers Debtsecurities Total

£000s £000s £000s

572 8,156 8,728

- 598 598

- 145 145

(535) (4,395) (4,930)

37 4,504 4,541

- (2,208) (2,208)

- 986 986

- (124) (124)

- 1,174 1,174

- (172) 172)

37 4,332 4,369

Allassetshave been individually assessed for impairment. The gross loans and receivables value of £5,015,023 (2016:
£4,540,755) includes £nil(2016: £171,918) ofinvestments which are considered impaired, and which have a provision for
impairment of £nil (2016: £171,918) to reduce their carrying value in accordance with the accounting policy detailed in
Note 1(j) to the financial statements. No collateral was held. The loansandadvances to customers were made entirely to

companies operating in the property sector.

The remaining gross value of loans andreceivables relates to investments neither past due nor impaired, which have an

internal credit rating as detailed in the table below:

Internal credit rating:
Satisfactory risk

2017 2016
£000s £000s
5,015 4,369
5,015 4,369
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13. Investments (continued)
(b) Equity securities

The movement in equity securities canbe summarisedas follows:

Available-for-

sale - Total
For the year ended 31 December 2017 £000s £000s
As at | January 2017 1,656 1,656
Disposals at cost (1,525) (1,525)
Changes to fair value in available-for-sale investments 518 518
Released to Income Statement 497) 497)
Exchange translation (104) (104)
As at31 December2017 48 48

Available-for-

sale Total
For the year ended 31 December 2016 £000s £000s
Asat 1 January 2016 41,884 41,884
Disposals (29,346) (29,346)
Changes to fair value in available-for-sale investments (3,534) (3,534
Released to Income Statement (7,174) (7,174)
Exchange translation 344 344
Impairment Charge (518) (518)
As at 31 December2016 1,656 1,656

Included in available-for-sale financial assets at 31 December 2017 are equity securities individually determined to be
impaired whose gross amount before impairment allowances was £342,500 (2016: £4,945,167).

14. Cash and cash equivalents

2017 2016

£000s £000s

Cash at bank 8,063 51,490
Cash and cash equivalents in the statement of cash flows 8,063 51,490

15. Capital and reserves

Capital risk management

The distributable reserves of the Company are managed through the Group Capital and Funding Policy in order to
maximise capital efficiency within the Group. Dividends are paid fromreserves available for distribution to the parent
undertaking as reported by the previously approved annualreport and financial statements according to parameters set out
ata Group levelso as to avoid any build-up ofreserve balances within the Company. Otherreserves, such asthose arising
on the revaluation of assets classified as ‘available-for-sale’ that are recognised in other comprehensive income and
accumulated in equity, are not managed as part of capital.

NOTES TO THE FINANCIAL STATEMENTS (continued)
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15. Capital and reserves (continued)
Share capital

On 1 October 2012, upon incorporation, the Company issued one Ordinary Share to its parent undertaking, Ub erior
Investments Limited.
\

At 31 December 2017, the issued share capital comprised one £1 Ordinary Share (2016: £1).

The holderofthe Ordinary Share is entitled to receive dividends as declared from time to time and is entitled to vote at
meetings of the Company.

Available-for-sale reserve

The available-for-sale reserve includes the cumulativenet change in the fair value ofavailable-for-sale investments until the
investment is derecognised by disposal or impaired though the Income Statement.

16. Interest-bearing loans and borrowings

2017 2016
£000s £000s
Unsecured bank facility - 1,957

Terms and debt repayment schedule

The unsecured bank facility was payable to the Company’s fellow group undertaking, Bank of Scotland plc duringthe year.
The loans bore interest at a fixed rate at 1.3% (2016: 0.4%) per annum up to its repayment on 24™ August 2017. The
carrying amounts of the Company’s borrowings denominated in US Dollars are $nil (2016: $2,404,617).

17. Recogniseddeferredtax assets andliabilities

Deferred taxassets and liabilities are attributable to the following:

Assets  Liabilities Net Assets  Liabilities Net
2017 2017 2017 2016 2016 2016
£000s £000s £000s £000s £000s £000s
Equity securities — available-for-sale - @) - - - -
Tax liabilities - @ - - - -
Movementin temporary differences in the year:
Balance at Recognised Recognised Balance at
. 1Jan 2017 in income in reserves 31 Dec2017
£000s £000s £000s £000s
Equity securities — available-for-sale - - “) @
Movement in temporary differences in the prior period:
Balance at Recognised Recognised Balance at
1 Jan 2016 in income in reserves 31 Dec 2016
£000s £000s £000s

Equity securities — available-for-sale -

£000s

Deferred tax assets 0f£54,815 (2016: £nil) have not been recognised in respect ofunrealised capital losses carried forward as
there are no predicted future capital profits. Once crystallised following the disposal of the assets, capital losses can be
carried forward indefinitely.
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18. Financial instruments

The Company’s activities exposeit to a variety of financial risks: credit risk, market risk (including interestrate ris k, foreign
exchange risk and equity risk) and liquidity risk and these risks are managed within the framework established for the
Group. Risk management within the Group is carried out by a central treasury department (Group Treasury'). Group
Treasury identifies, evaluates and hedges financialrisks in close co-operation with the Group’s operating units. The Group

provides written principles for overallrisk management, as wellas written policies covering s pecific areas, such as foreign
exchangerisk, interestrate risk, credit risk, use of derivative financial ins truments and non-derivative financial instruments,
and investment of excess liquidity.

Credit Risk

Creditrisk is therisk of financial loss from a counterparty's failure to settle financial obligations as they fall due. Credit
exposures arise in the normal course of the Company's business, principally from investment activities that bring debt
securities into the Company's asset portfolio. The table below sets out the maximum exposure to credit risk at the Balance
Sheet date.

2017 2016
Note £000s £000s
On Balance Sheet:
Bank deposits 14 8,063 51,490
Investments— loans and receivables 13 5,015 4,369
’ 13,078 55,859

Loans and receivables in issue are carried at amortised costadopting the impairment policy described within Note 1(j) to the
financial statements; exposureis concentrated amongst UK registered institutions who are primarily engaged in hotel and real
estate activities. At the reporting date a number ofthe debt securities were considered impaired (refer to Note 13), these are
included in the high risk category below.

The Company manages credit exposures using an internal credit rating system. A summary of definitions used in the
internal credit rating system are as follows:

¢ High Risk — where there is a provision for impairment against the debt securities.

¢  Viable but monitoring —no provision forimpairment against the debt securities but likelihood of recovering all of
the original cost is not certain.

e Satisfactory Risk—no provision for impairment against the debt securities and likelihood of recovering all of the
original cost is high.

The table below sets out the intemnal credit rating of net loans and receivables after impairment:

2017 2016
% %
Internal rating - Satis factory risk 100 100-

Internalrating - Viable but monitoring - -
Internalrating - High risk - -

Other exposures consist of bank deposits with the Group and trade and other receivables.

Cash and cash equivalents representing inter-company balances within the Group have an intemal credit rating of better than
satisfactory. Trade and otherreceivables are carried at amortised cost, whereby any indication of impairment would result in
an immediate write-down ofthe carrying value. Trade and otherreceivables include deferred consideration which has been
recognisedat Day 1 fair value and no further impairment has been recognised. At the reporting date these balances were not
considered past due or impaired.
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18. Financial instruments (continued)
Marketrisk

Marketriskis defined as the potential loss in value or eamings of the Company arising from changes in external market
factors such as:

o Interest rates (interest rate risk)
¢ Foreign exchange rates (foreign exchange risk)
¢ Equity markets (equity risk)

At the reporting date, the Company's exposure to market risk arose from equity risk.

Interestraterisk
Interest raterisk exists where the Company's financial assets and liabilities have interest rates set under different bases, or

which reset at different times.

Debt securities have both fixed and variable interest rates which respond to prevailing market rates of interest. These
securities are funded by fixed-rate bank loans, and a non-interest bearing bank account provided by another Group
company. At the reporting date the Company also held a short term fixed rate deposit account with another Group

company.
Accordingly, the Company does not consider itself to have any significant interest rate exposures.

Foreign exchange risk

Foreign exchangerisk arises on monetary financialassets (included in "investments", and "cash and cash equivalents") and
borrowings denominated in a currency otherthan Sterling. The currencies giving rise to this risk are the Euro and United
States Dollar. The Company follows a policy of ensuring that all foreign currency financial assets are matched with
borrowings in the same currency, thus minimal sensitivity to foreign exchange exposure is considered to exist.

In the year the Company operated a fair value hedge to hedge the foreign exchange risk arising from the impaired historic
cost ofavailable-for-sale equity instruments. This risk was hedged by a proportion of the foreign currency fixed interest
term loans portfolio with £nil (2016: £1,956,994) of foreign currency fixed interest term loans being designated in a fair
value hedge relationship at the 2017 year end.

The fair value hedgeresults in foreign exchange gains or losses on the hedged portion of available-for-sale assets being
trans ferred out of available-for-sale reserve in equity and classified in the Income Statement against the foreign exchange
gain or loss of borrowings designated in a hedgerelationship. The following net ineffectiveness on fair value hedge was
recognised throughout the year:

2017 2016

T £000s £000s

Foreign exchange loss on hedging instrument - 347
Foreign exchangegain on hedged item - 347

Net ineffectiveness on fair value hedge

Equity risk

Equity risk exists from the Company's exposure to listed and unlisted equity shares. The Company undertakes a full
assessment of each entity's potential for value creation prior to entering into a new transaction. Thereafter the performance
of each investment is continually monitored and action taken as deemed appropriate in the circumstances. Further
information about the Company's sensitivity to changes in the fair value of equity investments is set out below.

At the reporting date the carrying value of equity investments amounted to £48,000 (2016: £1,656,325). Unrealised
gains/losses arising from changes in fair value of investments designated as fair value through profit and loss are
recogniseddirectly in the Income Statement, whereas available-for-sale investments will be taken to other comprehensive
income through the available-for-sale (AFS') reserve except for impairment losses which are recognised immediately in the
Income Statement. :
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18. Financial instruments (continued)

The table below sets out the sensitivity of the AFS reserve (before tax) and profit before taxto a 10% fall in fair value of
equity investments as at the Balance Sheet date.

2017 2017 2016 2016

AFS Reserve PBT AFSReserve PBT

£000s £000s . £000s £000s

Listed/unlisted equity investments 5 - 2 163

The underlying investment sector has concentrations around Real Estate 100% (2016: 100% Real Estate).
Geographic exposure is predominantly within the United Kingdom (2016: predominantly India).

Liquidity risk

Liquidity risk is the risk that the Company does nothave sufficient financial resources tomeet its obligations when they fa ll
due, or will have to do so at excessive cost. This risk can arise from mismatches in the timing of cash flows relating to
assets, liabilities and off-Balance Sheet instruments. The Company's short term liquidity requirements are supported by a
facility with another Group company subject to intemal limits. Overall liquidity of the Group is managed centrally.

Liquidity risk (continued)
The table below sets out the cash flows payable by the Company in respectoffinancial liabilities, by remaining contractual
undiscounted repayments of principal and interest at the Balance Sheet date.

As at 31 December Uptol 1-3 3-12 1-5 Ovwer 5

2017 month months months years years Total
On-Balance Sheet £000s £000s £000s £000s £000s £000s
Trade and other

payables - - - - - -
Interest-bearing loans

and borrowings - - - - - -
Income tax payable - - 534 - - 534
Off-Balance Sheet

Undrawn financial

commitments - - - - - -
Total liabilities - - 534 - - 534

As at 31 December Upto 1-3 =312 1-5 Overs

2016 month months months years years Total
On-Balance Sheet £000s £000s £000s £000s £000s £000s
Trade and other

payables - - - - - -
Interest-bearing loans

and borrowings 1,957 - - - - 1,957
Income tax payable - - 293 - - 293
Off-Balance Sheet

Undrawn financial

commitments 382 - - - - 382

Total liabilities 2,339 - 293 - - 2,632
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18. Financial instruments (continued)
Fair values _
The fair values together with the carrying amounts shown in the Balance Sheetare as follows:

2017 2017 2016 2016

Carrying Carrying
amount Fair value amount Fair value
Note £000s £000s £000s £000s
Equity securities -available-for-sale 13 48 48 1,656 1,656
Loans and receivables 13 5,015 5,015 4,369 4,369
Cash atbank 14 8,063 8,063 51,490 51,490
Interest-bearing loans and borrowings 16 - - (1,957 (1,957)
Income tax payable 9 (534) (534) (293) (293)
Deferred tax 17 @) @ - -
12,588 12,588 55,265 55,265

Unrecognised gains - N

Estimation of fair values
The following summarises the major methods and assumptions used in estimating the fair values of financial instruments
reflected in the above table.

Equity securities

Fair value of listed securities is based on quoted market prices at the Balance Sheet date without any deduction for
transaction costs. Fair value ofunlisted equity securities is calculated in accordance with the Group valuation policy and
with the International Private Equity Venture Capital guidelines. The policy allows for an eamings multiple, net asset
value ordiscounted cash-flow approach to be taken dependent onthe sector and circumstances of the investee. The main
inputs and assumptions of these approaches are discussed in further detail below.

Loans and receivables

Where the loans and receivables are impaired and therecoverable value (i.e. net presentvalueofappropriately discounted
cash-flows)is considered to be lower than its carrying value, an impairment has been processed to bringthe carrying value
down to the recoverable value. Therefore it is consideredthat the carrying value of these loans andadvances approximates
to the fair value. The fair value of loans and advances thatare not impaired is also determined by using discounted cash-
flow analysis valuation techniques.

Trade and other receivables / Trade and other payables

Forreceivables / payables with a remaining life of less than one year, the notional amount is deemed to reflect the fair
value. With regard to the deferred premium, fair value is calculated based on discounted expected future cash flows.
Cash and cash equivalents ’

The fair value of cash and cash equivalents repayable on demand is considered to be equal to their carrying value.

Interes t-bearmg loans and borrowings
Fair value is calculated based on discounted expected future principal and interest cash ﬂows

Fair value of financial instruments carried at fair value
The table below provides analysis of the financial assets ofthe Company that are carried at fair value in the Company's
Balance Sheet, grouped into Levels 1 to 3 based on the degree to which the fair value is observable.

2017 2016
Valuation hierarchy Note £000s £000s
Available-for-sale financial assets
Level 1 48 27
Level 2 - -
Level 3 - 1,629

Total financial assets 13 48 1,656
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18. Financial instruments (continued)

Fair values (continued)

The valuations of financial instruments have been classified into three levels according to the quality and reliability of
information used to determine the fair values.

Level 1 portfolios
Level 1 fair value measurements are those derived fromunadjusted quoted prices in active markets for identical assets or
liabilities. Products classified as Level 1 generally comprise equity shares, treasury bills and other government securities .

Level 2 portfolios

Level 2 valuations are those where quoted market prices are notavailable, forexample where the instrument is traded in a
market that is not considered to be active or valuation techniques are used to determine fair value and where these
techniques use inputs that are based significantly on observable data, the instrument is considered to be Level 2.

Level 3 portfolios

Level 3 portfolios are those where at leastone input which could have a significant effect on the instruments valuation is
not based on observable market data. Such instruments would includethe Company's unlisted equity investments which
are valued using various valuation techniques that require significant management judgement in determining appropriate
assumptions, including eamnings multiples and estimated future cash flows.

The following table shows a reconciliation fromthe opening balances to the closing balances for fair value measurements

in Level 3 of the fair value hierarchy.

Available-for-

For the year ended 31 December 2017 sale Total
£000s £000s
As at 1 January 2017 1,629 1,629
Gains / (losses) recognised in:
- Income Statement 393 393
- Other comprehensive income @97) 497)
Disposals (1,525) (1,525)
As at 31 December 2017 - -
For assets held at 31 December 2017
Total gains included in Income Statement for the year - -
Total gains included in other comprehensive income for the
year . - -
Available-for-
Forthe period ended 31 December2016 sale Total
£000s £000s
As at 1 January 2016 41,752 41,752
Additions - -
Gains / (losses) recognised in:
- Income Statement (7,157) (7,157)
- Other comprehensive income (3,620) (3,620)
Disposals (29,346) (29,346)
As at 31 December 2016 1,629 1,629
For assets held at 31 December 2016:
Total losses included in Income Statement for the year (7,157) 7,157
Total gains included in other comprehensive income for the
3,620 3,620

year
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18. Financial instruments (continued)

Fair values (continued)

Although the Company believes that its estimates of fair value are appropriate, the use of different methodologies or
assumptions could lead to different measurements of fair value. For fair value measurements in Level 3 of the fair value

hierarchy, changing one ormore ofthe unobservable inputs used to reasonably possible alternativeassumptions would have
the following effects:

Effect on Other
Effect on Profit and Loss Comprehensive Income
Favourable Unfavourable Favourable Unfavourable
£000s £000s £000s £000s

31 December 2017
Investment securities - - 5 (5)
31 December2016
Investment securities - (163) 163 -

The favourable and unfavourable effects ofusing reasonably possible alternative assumptions for investment securities
have been calculated by recalibrating the valuation models.

A valuation method is selected for each of the equity investments carried at fair value, in accordance with the valuation
policy.

This allows foran eamings multiple approach, net asset value approach, or discounted cash -flow approach to be taken;
dependent on the sector and circumstances of each investee company.

The main inputs and assumptions under each method at 31 December 2017 are as follows:

- Eamings multiple approach - based on maintainable earnings and appropriate valuation multiple. The valuation multiples
are based on the median of comparator company multiples which are then discounted as appropriate. It is reasonably
possible that an alternative discount factor could be applied to the multiple used in these valuations.

- Net asset value approach - valuation of assets and liabilities ofthe company. Depending on the individual circumstances
ofthe company involved this may be based on mostrecent management accounts, financial statements and recent property
valuations ormostrecent fund manager report, adjusted appropriately for estimated property valuation movements, timing
and recoverability issues. It is reasonably possible thatalternative adjustments to thenet asset value or property values c oukd
apply in these valuations.

- Discounted cash-flow approach - estimated future cash-flow projections predominantly based on management forecasts
with application of dis count/sensitivity if deemed appropriate, exit yields/terminal multiples and discount rates determined
based onknowledge ofthe investments, sector informationandrates used in recent valuations. It is reasonably possible that
an alternative discount factor or exit yields/terminal multiples could apply in these valuations.

19. Financial commitments

As at 31 December 2017, the Company has undrawn commitments in investment securities of £nil (2016: £381,667).
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20. Related parties

The Company has arelated party relationship with its fellow group company Bank of Scotland plc. A number of banking
transactions are entered into with Bank of Scotland plc in the normal course of business including loans and deposits.

(a) Transactions with Bank of Scotland plc

Income/ Income/
(expense) (expense)
included in included in
Income Income
Statement Statement
for the year  for the year
Balance at 31 Balance at ended 31 ended 31 Disclosure in
December 31 December December December financial
Nature of transaction 2017 2016 2017 2016 statements
Note £000s £000s £000s £000s
Bank account 14 8,063 51,490 - - Cash and cash
equivalents
Term loans 18 - (1,957) - - Interest-bearing
loans and
borrowings
Interest payable on term 8 - - 10) ©) Finance costs
loans
(b) Transactions with jointly controlledentities
Income/ Income/
(expense) (expense)
includedin included in
Income Income
Statement for Statement
the year  forthe year
Balance at 31 Balance at ended 31 ended 31 Disclosure in
December 31 December December December financial
Nature of transaction 2017 2016 2017 2016 statements
Note £000s £000s £000s £000s
Fee and commission
income from jointly 6 - - - - Otherincome
controlled entities
Loans and receivables 13 } i ) _ Investments — loans
—debt security interest and advances
Investment income
Investment income 4 - - - - from jointly

controlled entities
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20. Related parties (continued)
(¢) Transactions with subsidiary undertakings
Dividends receivedfrom subsidiary undertakings

The following dividends have beenreceived fromsubsidiary undertakings:

Subsidiary 2017

£000
Prestonfield P1 Limited 23,523
Prestonfield P2 Limited ’ 24,005
Prestonfield P3 Limited 23,913
Uberior (Moorfield) Limited 18,000

The registered offices of related parties are noted below:

Related party Registered address

Bank of Scotland Plc The Mound, Edinburgh, EH1 1YZ

Uberior Investments Limited The Mound, Edinburgh, EH1 1YZ

FHR European Ventures LLP 78 Cannon Street, London, ECAN 6AF, UK

Prestonfield P1 Limited Ey Atria One, 144 Morrison Street, Edinburgh, EH3 8EB
Prestonfield P2 Limited Ey Atria One, 144 Morrison Street, Edinburgh, EH3 8EB
Prestonfield P3 Limited Ey Atria One, 144 Morrison Street, Edinburgh, EH3 8EB
Uberior (Moorfield) Limited The Mound, Edinburgh, EH1 1YZ

21. Parent undertakings

The immediate parent undertaking is Uberior Investments Limited.

2016
£000

The ultimate parent undertaking and controlling party is the Lloyds Banking Group plc, which is the parent undertaking of
the largest groupto consolidate these financial statements. Copies of the consolidated annual report and the financial
statements of both companies may be obtained fromthe Group's head office at 25 Gresham Street, London, EC2V 7HN or

downloaded via www.lloydsbankinggroup.com.

22. Post balance sheet events

The following subsidiaries were dissolved in post yearend:
A

Subsidiary Date of dissolution
Prestonfield P1 Limited 18 March 2018
Prestonfield P2 Limited 18 March 2018

Prestonfield P3 Limited 18 March 2018



