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Q4 ’11: Coupons but no Calls in 2012? Sell Senior CDS, Buy Tier 1

B Events: Lloyds reported Q4 ’11 pre-tax and fair value unwind (PTFV) profit of £759m, on
revenues of £5.9bn. Excluding a long list of ‘one-offs’, core and non-core operating PTFV profits
were £2.3bn and -£1.5bn in the quarter. Reduced operating costs drove the quarterly results as
revenues slowed while impairments increased into year-end. Impairments may have peaked and
management guided for lower levels in 2012. CEO Antonio Horta-Osorio noted that the UK
economy is on its back and stated that Lloyds will generate lower revenues in 2012 while cost
savings gather momentum over time. Lloyds anticipate issuing £20bn to £25bn of wholesale term
funding in 2012. Including liability management exercises and pre-funded issuance in 2011, Lloyds
noted that £15bn is already completed. The CEO stated that he believed the bank is prepared if
Moody’s downgrades their short-term rating to P-2.

B Results Analysis: Lloyds, like RBS, continues to present a mixed bag of results. At first sight,
the large annual pre-tax loss of £3.5bn appears troubling; in particular as this includes liability
management gains of £1.3bn for the year. However, after stripping out 10 one-off items, including
the H1 ’11 £3.2bn loss associated with settling Payment Protection Insurance costs, Lloyds

Analyst managed an operating profit of £2.2bn. The Retail segment continues to drive revenues while the
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wholesale and the international areas drag returns. Within the international portfolio, exposure to

[Fank Calenf@SGCIE com] Ireland is now £14.6bn, net of provisions, or 38% of Core Tier 1 capital. The gross lIrish
Stephane Le Priol commercial real estate exposure of £17bn is 90% impaired with loan loss reserves covering 63%
(33) 01421392 93 of this exposure. Lloyds achieved a CRD Ill Core Tier 1 ratio of 10.8% and reported a fully-loaded
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Basel Il (CRD V) ratio of 7.1% as of year-end 2011. Short-term borrowing levels that may be
Jean-Luc Lepreux sensitive to losing the P-1 rating declined to 7% of total group funding at year-end from 11% one
33) 01421392 93
mm@gm.:m year earlier. Commercial paper and CD levels are now more manageable at £46bn, down from

£75bn last year. Lloyds reported £57bn on deposit with central banks at year-end.

B How to trade it: Sell 5 year senior CDS, buy Tier 1 debt. There was both good news and not so
good news signalled for debt investors in Lloyds’ 2011 results release. The good news is that bank
is taking steps to restart coupon payments on its Tier 1 hybrid securities. The not so good news is
that Lloyds simultaneously signalled that it will most likely not call 2012-callable Lower Tier 2 debt.
With respect to the hybrid security coupon payments, Lloyds stated that they have recommenced
from 31 January 2012 and that they will issue new ordinary shares in the amount of £170m to pay
these coupons in 2012. We anticipate that settlement of cumulative coupon payments may be
made via Alternative Coupon Settlement Mechanisms, as well. With respect to LT2 debt, we note
that LME gains in 2011 flattered both other income and net interest income. The net interest
income impact is related to the change in the carrying value of securities with call options in 2012
that were not tendered. As we understand it, these bonds were previously accreting to first call,
but the LME net interest income gain will be reversed as the securities accrete to par over their
remaining life. This signals to us that the 2012 callable lower tier 2 bonds will remain outstanding
until 2017. Although this is largely priced-in, we will not be looking for unexpected gains from par
call on these securities in the near term. In CDS, we believe that the UK ICB proposals on primary
loss absorption capital are still a long way off and in the interim; it is the recovery at Lloyds which
should drive senior CDS levels. We think the systemic Moody’s downgrade is now priced-in. We
recommend selling 5 year senior CDS protection at approximately 270 or 1.25x senior iTraxx. We
recommend stopping losses at 1.40 x iTraxx and taking profits at 1.10 x iTraxx.

Societe Generale (“SG”) does and seeks to do business with companies covered in its research reports. As a result, investors should be
aware that SG may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a
single factor in making their investment decision. PLEASE SEE APPENDIX AT THE END OF THIS REPORT FOR THE
ANALYST(S) CERTIFICATION(S), IMPORTANT DISCLOSURES AND DISCLAIMERS
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LLOYDS: Group full-year P&L (in GBP millions)

2006 2007 2008 2009 2010 2011

Net Interest Income 5,537 6,099 7,718 9,026 12,546 12,698
Net Fees 3,116 3,224 3,231 4,254 4,415 4,935
Net Trading Income 6,363 3,128 na 2,798 1,975 na

Other Operating Income - 3,066 - 1,145 - 387 8,717 7,702 4,529
Total Revenues 11,950 11,306 10,562 24,795 26,638 22,162
Operating Expenses - 5,301 - 5,567 - 15,263 - 12,153 - 11,092 - 10,023
Pre-Provision Profits 5,803 5,139 - 5,395 11,125 13,864 10,748
Loan Loss Reserves - 1,555 - 1,796 - 3,012 - 16,673 - 10,952 - 8,094
Operating Profits 4,248 3,343 - 8,407 - 5,548 2,912 2,654
Pre-Tax Profit 4,248 4,000 760 1,042 281 - 3,542
Taxes - 1,341 - 679 38 1,911 - 539 828
Net Income 2,803 3,289 772 2,827 - 320 - 2,787

Source: SG Cross Asset Research, Bloomberg, Company Data

LLOYDS: Balance Sheet Data & Regulatory Ratios under Basel Il (in GBP millions unless stated otherwise)

2006 2007 2008 2009 2010 2011 % of Assets
Cash & Due From Bank 43,967 40,417 44,687 75,934 69,755 94,736 9.8%
Gross Loans 188,285 209,814 240,344 626,969 592,597 565,638 58.3%
Trading Securities 50,298 57,911 51,242 168,114 181,926 176,916 18.2%
Intangible Assets 2,515 2,507 2,453 6,103 5,512 5,212 0.5%
DTA na na 833 5,006 4,164 4,496 0.5%
Net Fixed Assets 4,252 2,839 2,965 9,224 8,190 7,673 0.8%
Goodwill 2,377 2,358 2,256 2,016 2,016 na 0.0%
Total Assets 343,598 353,346 436,033 1,027,255 991,574 970,546
Total Deposits 139,342 156,555 170,938 406,741 393,633 413,906 42.6%
Core Tier 1 Capital na 12,478 9,542 39,935 41,371 37,991
RWA 156,043 142,600 170,490 493,307 406,372 352,341
Core tier one Ratio na 8.75% 5.60% 8.10% 10.18% 10.78%
Tier one ratio 8.22% 9.78% 8.04% 9.63% 11.60% 12.49%
Capital Ratio 10.66% 13.24% 11.22% 12.38% 15.21% 15.61%

Source: SG Cross Asset Research
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LLOYDS’ Asset Quality Deterioration may have Peaked

(Non-performing Loans / Gross Loans)

LLOYDS - Q4 ’11 Results Analysis

LLOYDS Loan Loss Coverage Ratios remains stable
(Loan Loss Reserves / Impaired Loans)
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LLOYDS continues to enhance its liquidity profile
(Liquidity Jaws: growth in deposits — growth in lending in bps)

LLOYDS Loan to deposit ratio continues to improve, but

wholesale financing dependencies remain
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LLOYDS leverage decreases:
angible Equity / Tangible Assets — derivatives]
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APPENDIX

ANALYST CERTIFICATION

The following named research analyst(s) hereby certifies or certify that (i) the views expressed in the research report accurately
reflect his or her personal views about any and all of the subject securities or issuers and (i) no part of his or her compensation
was, is, or will be related, directly or indirectly, to the specific recommendations or views expressed in this report: Hank
Calenti, CFA

EXPLANATION OF CREDIT RATINGS
SG credit research may contain both a credit opinion of the company and market recommendations on individual bonds
issued by the company and/or its Credit Default Swap.

Credit Opinion:

Positive: Indicates expectations of a general improvement of the issuer's credit quality over the next six to twelve months,
with credit quality expected to be materially stronger by the end of the designated time horizon.

Stable: Indicates expectations of a generally stable trend in the issuer's credit quality over the next six to twelve months,
with credit quality expected to be essentially unchanged by the end of the designated time horizon.

Negative: Indicates expectations of a general deterioration of the issuer's credit quality over the next six to twelve months,
with the credit quality expected to be materially weaker by the end of the designated time horizon.

Individual Bond recommendations:

Buy: Indicates likely to outperform its iBoxx subsector by 5% or more

Hold: Indicates likely to be within 5% of the performance of its iBoxx subsector
Sell: Indicates likely to underperform its iBoxx subsector by 5% or more

Individual CDS recommendations:
SG Credit research evaluates its expectation of how the 5 year CDS is going to perform vis-a-vis its sector.

Sell: CDS spreads should outperform its iTraxx sector performance
Neutral: CDS spreads should perform in line with its iTraxx sector performance
Buy: CDS spreads should underperform its iTraxx sector performance

CONFLICTS OF INTEREST

This research contains the views, opinions and recommendations of Société Générale (SG) credit research analysts and/or
strategists. To the extent that this research contains trade ideas based on macro views of economic market conditions or
relative value, it may differ from the fundamental credit opinions and recommendations contained in credit sector or company
research reports and from the views and opinions of other departments of SG and its affiliates. Credit research analysts
and/or strategists routinely consult with SG sales and trading desk personnel regarding market information including, but not
limited to, pricing, spread levels and trading activity of a specific fixed income security or financial instrument, sector or other
asset class. Trading desks may trade, or have traded, as principal on the basis of the research analyst(s) views and reports. In
addition, research analysts receive compensation based, in part, on the quality and accuracy of their analysis, client feedback,
trading desk and firm revenues and competitive factors. As a general matter, SG and/or its affiliates normally make a market
and trade as principal in fixed income securities discussed in research reports.

IMPORTANT DISCLOSURES
Royal Bank of SG acted as joint lead manager in RBS's covered bond issue (4% 15/03/16 EUR).
Scotland

SG or its affiliates expect to receive or intend to seek compensation for investment banking services in the next 3 months
from Royal Bank of Scotland.

SG or its affiliates had an investment banking client relationship during the past 12 months with Royal Bank of Scotland.

SG or its affiliates have received compensation for investment banking services in the past 12 months from Royal Bank of
Scotland.

SG or its affiliates managed or co-managed in the past 12 months a public offering of securities of Royal Bank of Scotland.
SGAS had a non-investment banking non-securities services client relationship during the past 12 months with Royal Bank of
Scotland.

SGAS had a non-investment banking securities-related services client relationship during the past 12 months with Royal Bank
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of Scotland.

SGAS received compensation for products and services other than investment banking services in the past 12 months from
Royal Bank of Scotland.

SGCIB received compensation for products and services other than investment banking services in the past 12 months from
Lloyds Banking Group, Royal Bank of Scotland.

FOR DISCLOSURES PERTAINING TO COMPENDIUM REPORTS OR RECOMMENDATIONS OR ESTIMATES MADE ON
SECURITIES OTHER THAN THE PRIMARY SUBJECT OF THIS RESEARCH REPORT, PLEASE VISIT OUR GLOBAL
RESEARCH DISCLOSURE WEBSITE AT|http://www.sgresearch.com/compliance.rha| or call +1 (212).278.6000 in the U.S.

IMPORTANT DISCLAIMER: The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities
and has been obtained from, or is based upon, sources believed to be reliable but is not guaranteed as to accuracy or completeness. SG does, from
time to time, deal, trade in, profit from, hold, act as market-makers or advisers, brokers or bankers in relation to the securities, or derivatives thereof, of
persons, firms or entities mentioned in this document and may be represented on the board of such persons, firms or entities. SG does, from time to
time, act as a principal trader in debt securities that may be referred to in this report and may hold debt securities positions. Employees of SG, or
individuals connected to them, may from time to time have a position in or hold any of the investments or related investments mentioned in this
document. SG is under no obligation to disclose or take account of this document when advising or dealing with or on behalf of customers. The views
of SG reflected in this document may change without notice. In addition, SG may issue other reports that are inconsistent with, and reach different
conclusions from; the information presented in this report and is under no obligation to ensure that such other reports are brought to the attention of any
recipient of this report. To the maximum extent possible at law, SG does not accept any liability whatsoever arising from the use of the material or
information contained herein. This research document is not intended for use by or targeted to retail customers. Should a retail customer obtain a copy
of this report he/she should not base his/her investment decisions solely on the basis of this document and must seek independent financial advice.

The financial instrument discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek
their own advice regarding the appropriateness of investing in financial instruments or implementing strategies discussed herein. The value of
securities and financial instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on the price of such
securities or financial instruments, and investors in securities such as ADRs effectively assume this risk. SG does not provide any tax advice. Past
performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realized.
Investments in general and derivatives in particular, involve numerous risks, including, among others, market, counterparty default and liquidity risk.
Trading in options involves additional risks and is not suitable for all investors. An option may become worthless by its expiration date, as it is a
depreciating asset. Option ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an
option, investors must review the "Characteristics and Risks of Standardized Options" at
http://www.optionsclearing.com/publications/risks/riskchap.1.jsp.

Important European MIFID Notice: The circumstances in which material provided by SG Forex, Rates, Commodity and Equity Derivative Research
have been produced are such (for example, because of reporting or remuneration structures or the physical location of the author of the material) that it
is not appropriate to characterize it as independent investment research as referred to in the European Markets in Financial Instruments Directive and
that it should be treated as marketing material even if it contains a research recommendation (“recommandation d’investissement a caractére
promotionnel”). However, it must be made clear that all publications issued by SG will be clear, fair and not misleading. For more details please refer to
SG’s Policies for Managing Conflicts of Interest in Connection with Investment Research posted on SG’s disclosure website referenced herein.

Notice to French Investors: This publication is issued in France by or through Société Générale ("SG") which is authorized and supervised by the
Autorité de Contréle Prudentiel and regulated by the Autorite des Marches Financiers.

Notice to U.K. Investors: This publication is issued in the United Kingdom by or through Société Générale ("SG"), London Branch . Société Générale is
a French credit institution (bank) authorised and supervised by the Autorité de Contréle Prudentiel (the French Prudential Control Authority). Société
Générale is subject to limited regulation by the Financial Services Authority (“FSA”) in the U.K. Details of the extent of SG's regulation by the FSA are
available from SG on request. The information and any advice contained herein is directed only at, and made available only to, professional clients and
eligible counterparties (as defined in the FSA rules) and should not be relied upon by any other person or party.

Notice to Polish Investors: this document has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (“the Branch”) with its registered
office in Warsaw (Poland) at 111 Marszatkowska St. The Branch is supervised by the Polish Financial Supervision Authority and the French "Autorité de
Contréle Prudentiel”. This report is addressed to financial institutions only, as defined in the Act on trading in financial instruments. The Branch certifies
that this document has been elaborated with due dilligence and care.

Notice to U.S. Investors: For purposes of SEC Rule 15a-6, SG Americas Securities LLC (“SGAS”) takes responsibility for this research report. This
report is intended for institutional investors only. Any U.S. person wishing to discuss this report or effect transactions in any security discussed herein
should do so with or through SGAS, a broker-dealer registered with the SEC and a member of FINRA, 1221 Avenue of the Americas, New York, NY
10020. (212)-278-6000.

Notice to Canadian Investors: This document is for information purposes only and is intended for use by Permitted Clients, as defined under National
Instrument 31-103, Accredited Investors, as defined under National Instrument 45-106, Accredited Counterparties as defined under the Derivatives Act
(Québec) and "Qualified Parties" as defined under the ASC, BCSC, SFSC and NBSC Orders.

Notice to Singapore Investors: This document is provided in Singapore by or through Société Générale ("SG"), Singapore Branch and is provided only
to accredited investors, expert investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of
this document are to contact Société Générale, Singapore Branch in respect of any matters arising from, or in connection with, the document. If you are
an accredited investor or expert investor, please be informed that in SG's dealings with you, SG is relying on the following exemptions to the Financial
Advisers Act, Cap. 110 (“FAA”): (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts SG from complying
with Section 25 of the FAA on disclosure of product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts SG
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from complying with Section 27 of the FAA on recommendations; and (3) the exemption set out in Regulation 35 of the FAR, which exempts SG from
complying with Section 36 of the FAA on disclosure of certain interests in securities.

Notice to Hong Kong Investors: This report is distributed in Hong Kong by Société Générale, Hong Kong Branch which is licensed by the Securities
and Futures Commission of Hong Kong under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) ("SFQ"). This document
does not constitute a solicitation or an offer of securities or an invitation to the public within the meaning of the SFO. This report is to be circulated only
to "professional investors" as defined in the SFO.

Notice to Japanese Investors: This publication is distributed in Japan by Société Générale Securities (North Pacific) Ltd., Tokyo Branch, which is
regulated by the Financial Services Agency of Japan. This document is intended only for the Specified Investors, as defined by the Financial
Instruments and Exchange Law in Japan and only for those people to whom it is sent directly by Societe Generale Securities (North Pacific) Ltd., Tokyo
Branch, and under no circumstances should it be forwarded to any third party. The products mentioned in this report may not be eligible for sale in
Japan and they may not be suitable for all types of investors.

Notice to Australian Investors: This document is issued in Australia by Société Générale (ABN 71 092 516 286) ("SG"). SG is regulated by APRA and
ASIC and holds an AFSL no. 236651 issued under the Corporations Act 2001 (Cth) ("Act"). The information contained in this document is only directed
to recipients who are wholesale clients as defined under the Act.

[http://www.sgcib.com|Copyright: The Société Générale Group 2012. All rights reserved.

Additional information available upon request. This publication may not be reproduced or redistributed in whole in part without the prior consent of SG
or its affiliates.
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