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Context

At Lloyds Banking Group (the Group), our purpose is Helping Britain Prosper. As the UK’s largest financial services

provider, we have an important role to play in creating a more sustainable and inclusive future for people and

businesses, by shaping finance as a force for good. Given our unique position at the heart of the UK economy, we

embrace our responsibility to help address some of the biggest economic, social and environmental challenges that

the UK faces.

We are committed to operating in accordance with the International Bill of Human Rights' and take into account a
number of other international standards when developing our sector statements, including the UN Framework and

Guiding Principles on Business and Human Rights, and other internationally accepted human rights standards

including the OECD Guidelines for Multinational Enterprises and the International Labour Organisation Declaration on
Fundamental Principles and Rights at Work. Furthermore, clients must comply with all applicable laws and regulations

and we expect them to respect the human rights both of their own workforce and those in their supply chain.

Scope and Approach

These statements apply to the specific client entities that have a direct lending relationship with the Group
including direct loans within Scottish Widows?.

Where our Insurance business invests its own funds or customer funds in assets traded in the public markets,

these statements do not apply, and instead we use professional third party asset managers. For our mandated

funds where we have full control over investments, our asset managers are required to follow the Scottish
Widows Exclusions Policy and the Scottish Widows Stewardship Policy as applicable. The overall ambition of
these policies is consistent with the ambition of these sector statements, which is to align lending and
investments with the transition to a sustainable and low-carbon economy, thus reducing our exposure to
Environmental, Social and Governance (ESG) related risks.

Furthermore, either directly or through third-party asset managers, we have the ability to use our position as

asset owner to challenge the behaviour of the companies in whom we are invested to behave more sustainably
and responsibly. Our Responsible Investment team exercises governance, oversight and monitoring of managers
on their stewardship activities and outcomes through regular quarterly meetings and reporting. Additionally, on
our priority themes, Climate Change and Carbon and Board Diversity, the team also engages directly on our
most material holdings and through relevant collective engagement opportunities.

We regularly review all of our clients with whom we have a direct lending relationship, and where they appear
to be operating below our requirements, we will work with our clients to understand how they plan to
transition to meet these. Compliance with these statements forms part of our overarching ESG risk
assessments and credit decisioning process, including any new or extended direct lending relationship with the
client.

! Comprising the Universal Declaration of Human Rights, the International Covenant on Economic, Social and Cultural Rights and the International Covenant on Civil and Political

Rights.

2 Sector statements are applicable to clients where we can identify client activity by their standard industry classification (SIC) code (excluding automated decisioning for smaller

counterparties, currently for new lending of £100,000 or less).
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Risk Management

As a Group, managing risk effectively is fundamental to our strategy and future success. Our approach to risk plays a
key role in the Group’s strategy and is founded on an effective control framework, which guides how our colleagues
work, and behave and the decisions they make. As part of this framework, risk appetite — the amount and type of risk
that the Group is prepared to seek, accept or tolerate in delivering our Group Strategy — is embedded in policies,
authorities and limits across the Group. Our prudent risk culture and appetite, along with close collaboration between
the Risk Function and the Business Units, supports decision making.

Addressing the potential impacts of climate change, how our clients are engaging with the opportunities and
challenges created by climate change and the need to transition to a low-carbon economy plays a key role in our risk
management approach to sustainability. We consider wider ESG risks beyond climate in our current practices and this
continues to evolve. We have a range of external sector statements that apply to the Group’s activities, which reflect
the approach we take to the risk assessment of our clients related to climate change and other ESG issues.

Client Monitoring and Due Diligence

In all sectors clients must comply with all applicable laws and regulations. If we become aware that a client has
breached any applicable international, regional or national laws, we would require the client to implement action
plans that aim to address and resolve such breaches.

Where appropriate, we have regular meetings / engagements with our clients with whom we have a direct lending
relationship, and regularly review their public filings, press reports and analyst presentations. We ensure that ESG-
related risks are considered for all Commercial Banking clients with whom we have a direct lending relationship, with
specific commentary in new and renewal credit applications where total aggregated hard limits exceed £500,000
(excluding automated decisioning processes and digital or telephony applications for smaller counterparties). For
project financing activity, the Group is also a signatory to the Equator Principles and ensures they are applied to all
relevant transactions.

As part of our control framework and to monitor client adherence to our sector statements, we have a number of ESG
Risk Management processes in place, which are outlined in the Risk Management section of our sustainability report.
These include processes for assessing counterparties and transactions in relation to environmental risks including both
climate and nature considerations alongside social and governance considerations. To assess these risks effectively we
use our ESG Risk Tool which includes bespoke assessments based on specific business units and in some cases based
on sector. Defined escalation routes are in place where our ESG Risk Team complete enhanced due diligence and
these assessments form part of the credit decisioning process.

Statement Criteria
Our statements outline a number of criteria for our clients, which are grouped into the following categories.

Prohibited Required Encouraged

Mandatory criteria that Mandatory criteria that Non-mandatory criteria
clients must not be clients must meet at the we encourage clients to
breaching at the organisational or project / consider, given industry
organisational or project / [l transaction level as best practice.
transaction level as relevant.

relevant.

Example: Example: Example:

“We will not provide “We will only provide “We encourage clients...”
financing to...” financing to...”

“We will not provide

direct financing...”

“We will not provide

project specific finance...”

Words in italics are defined in the Glossary table and clarify the intended scope of certain words in this statement.
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Context

We recognise that there are several risks associated with the manufacture, trading and supply of weapons and
defence equipment and protection services. We also recognise that there may be significant environmental risks
associated with the defence and aerospace industries.

We recognise the rights of countries to defend themselves and protect their national security, as well as the
importance of international peacekeeping efforts. The Group also acknowledges that the defence and security sector
presents specific risks related to the impact of certain weapons and equipment, and their potential end use.

We require our clients to confirm they are aware of their export license obligations and have the required license in
place to support the export of any military or dual use goods where applicable; and we look for a robust and
transparent approach to anti-bribery and corruption practices. We also review the nature of the equipment and its
likely use as part of our standard assessment.

We undertake due diligence on all clients that:

«  Manufacture, trade, store or service weapons and military equipment
- Manufacture, trade, store or service nuclear weapons or depleted uranium ammunition (or the components)
+ Manufacture, trade, store or service equipment that enables the deployment or transportation of weapons

Clients in the UK, who sell firearms intended for sporting or amateur use, or for personal firearm ownership, require
full certification under UK legislation. We ask clients to confirm their compliance with this legislation when they open
their accounts with us.

Scope

Our approach covers the following activities:
«  The manufacture, sale, trading, storage or maintenance of weapons (or specific finished components of weapons)
»  The servicing of military and defence sector equipment and facilities

This approach also applies to:

«  Clients that are majority owned subsidiaries of a parent group that produces, trades or stores weapons banned by
international conventions ratified by the UK Government. If any client group company conducts those activities
the whole group will be prohibited from doing business with us in line with the criteria below

Company Level Criteria

Prohibited

We will not provide:

«  Financing to clients that produce, trade, and store weapons prohibited by international conventions ratified by
the UK Government

Financing to clients that manufacture and/or supply any equipment that is solely designed for use in capital
punishment, torture or other cruel, inhuman or degrading treatment or punishment

Required

We will only provide:
. Financing to clients that manufacture, sell, trade, or stockpile nuclear weapons® when these activities are
undertaken in connection with the national nuclear weapons programmes of the UK, US or France

We expect:
«  Clients to have an anti-corruption policy in place as a minimum requirement for these transactions and that the
necessary export licences or associated regulatory controls have been met

3 Nuclear-powered submarines are not in scope as they are not considered a weapon.
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Enhanced Due Diligence

As a result of our UK focused business strategy, UK export licensing requirements guide many of our decisions on
whether or not to support client transactions. However, we recognise that some clients may supply goods and services
to or from countries that are not subject to the same stringent licensing requirements. Consequently, we undertake
due diligence for such transactions. We reserve the right to not provide financing for client transactions that provide
weapons to these countries, whether or not the weaponry is regarded as controversial in nature, or an appropriate
export licence is held.
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Glossary

Terms Definition

Client(s) Client(s) refers to businesses and does not include individuals.

Finance, financing or Finance, financing or direct lending refers to all primary lending activity by the Group including

direct lending direct loans from Scottish Widows. Passenger or light commercial vehicle leasing activity is not
included.

International conventions International conventions ratified by the UK Government include those related to Cluster
ratified by the UK Munitions, Anti-Personnel Landmines, Biological and Toxin Weapons, Chemical Weapons,
Government ammunition containing depleted uranium and permanent Blinding Laser Weapons.
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Disclaimer

These sector statements are intended to set out, at a high level, how Lloyds Banking Group approaches and
manages selected sustainability-related issues across certain sectors. These statements are intended to provide
non-exhaustive, indicative and general information only, and there can be no guarantee as to the accuracy,
currency or completeness of the information contained in these statements.

These statements represent our policy positions under normal business conditions as at the date of publication
and their application may be affected by a wide range of circumstances some of which may be beyond our
control, including, but not limited to, local laws and regulations, government policy, the overall regulatory
environment, and/or client behaviour. These statements may be varied and/or replaced at any time without
notice or giving reason, and no assurance or representation is given that these sector statements will meet any
present or future expectations or requirements. We accept no obligation or duty to update these statements.

These sector statements may contain forward-looking statements, including as to our intentions and
objectives, which are based on current expectations and projections about future events. By their nature,
forward looking statements involve risks and uncertainties because they relate to events and depend on
circumstances that may or may not occur in the future and may be beyond the Lloyds Banking Group's ability to
control or predict. Forward looking statements are not guarantees of future actions.

These sector statements do not form part of any offering documents and are not binding (contractually or
otherwise). These sector statements are for Lloyds Banking Group’s use only and Lloyds Banking Group accepts
no duty of care, responsibility or liability in relation to these statements or their application or interpretation,
including as to their accuracy, completeness or sufficiency, or any outcomes arising from the same. No
representations or warranties, express or implied, are made as to the fairness, accuracy, completeness or
correctness of the information contain with these statements. We do not accept any liability to any party for
any loss, damage or costs howsoever arising, whether directly or indirectly, whether in contract, tort (including
negligence) or otherwise from any action or decision taken (or not taken) as a result of any person relying on or
otherwise using these statements or arising from any omission from them. Third parties should seek their own
independent advice before making any decisions based on the information provided in these statements.
Lloyds Banking Group is under no obligation and does not give any undertaking to provide any additional
information in relation to these sector statements or their application, or to update these sector statements to
correct any inaccuracies or errors.
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